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STEVEN L. BESHEAR OFFICE OF THE SECRETARY JONATHAN MILLER
GOVERNOR Finance and Administration Cabinet Secretary
383 CarPiToL ANNEX
FrankrFort, KENTUckY 40601
(502)564-4240

December 17, 2010 (502) 564-6785 Fax

The Honorable Steven Beshear, Governor
Members of the Kentucky General Assembly
Citizensof Kentucky

INTRODUCTION

Section 48.800(3) of theK entucky Revised Statutes(K .R.S.) requiresthe Financeand Admini strati on Cabinet to submit
acompletereport of thefinancial transactionsof thepreceding year and of thefinancial condition of the Commonwealth
asof theend of that fiscal year. Inaccordancewith thisstatute, itismy pleasureto transmit to you the Comprehensive
Annual Financial Report of the Commonwealth of Kentucky for the Fiscal Y ear Ended June 30, 2010. Thisreportis
prepared by the Finance and Administration Cabinet, Office of the Controller, Division of Statewide Accounting
Services, which assumes responsibility for the accurate, complete, and fair presentation of the data contained herein.
The information presented fully describes the Commonwealth’s financial condition and results of operations of the
primary government and component unitsfor whichitisfinancially accountable. All appropriatedisclosuresnecessary
for the reader to gain the maximum understanding of Kentucky’ sfinancial affairsareincluded.

The accompanying financial statements have been audited by the Office of the Auditor of Public Accounts of the
Commonwealth of Kentucky. Their examination was conducted in accordance with auditing standards generally
accepted in the United States of America, and the standards applicable to financial audits contained in Government
Auditing Standards issued by the Comptroller General of the United States. The independent auditor concluded that
theCommonwealthof Kentucky’ sfinancial statementsfor theyear ended June 30, 2010, arefairly presentedinconformity
with GAAP. Thereport of the independent auditor appears elsewhere in this report.

PROFILE OF THE COMMONWEALTH OF KENTUCKY
The Reporting Entity and Its Services

Thisreport includesall funds and component units for which the Commonwealth isfinancially accountabl e, based on
criteriaestablished by the Governmental Accounting Standards Board' s (GASB) Statement 14 asamended by GASB
39. Thecomponent unitswhich areblended intothe Commonwealth’ sprimary government and function asactual parts
of the Commonwealth are: the State Property and Buildings Commission, Kentucky Asset/Liability Commission,
Kentucky Lottery Corporation, Turnpike Authority of Kentucky, Board of Agriculture, Kentucky Savings Bond
Authority, Kentucky Retirement System, Judi cial Form Retirement, Kentucky Public Employees’ Deferred Compensa-
tion Authority, Kentucky Tobacco Settlement Trust Corporation, Kentucky Teachers Retirement System, Kentucky
School Facilities Construction Commission, and Kentucky Gas Pipeline Authority.

TheCommonwealth’ sdiscretely presented component unitsare: the Bluegrass State SkillsCorporation, Kentucky River
Authority, Kentucky State Fair Board, Kentucky Center for the Arts Corporation, Kentucky Educational Television
Authority, Kentucky Economic Development Finance Authority, Kentucky Higher Education Assistance Authority,
Kentucky Higher Education Student Loan Corporation, Kentucky Housing Corporation, Kentucky Infrastructure
Authority, Kentucky Artisan Center, Kentucky Agricultural Finance Corporation, Kentucky Grain I nsurance Corpora-
tion, Kentucky Local Correctional FacilitiesConstruction Authority, Kentucky Access, K entucky Horse Park Founda-
tion, Kentucky Council on Postsecondary Education, Kentucky Community Technical College System, and the eight
state-supported universities.

Additional detailedinformation pertainingto Commonwealth’ scomponent unitsislocated within the Financial Section
(particularly Note 1) of thisreport. 5



The Commonwealth and | ts Services

Located in south central United States along the west side of the Appalachian Mountains, Kentucky was once a part
of Virginia. After itssplit with Virginia, Kentucky retained its“commonwealth” (meaning government based on the
consent of thepeopl e) statusand adopteditsConstitutionin 1792. The Commonweal th providesthefull rangeof services
contemplated by statute, including economic development, educational and human services, energy and natural
resources management, law enforcement, correctional and public protection services, transportation, publicimprove-
ments, and general legidlative, administrative, andjudicia services. TheCommonwealth’ schief executiveisthe Governor
whoispopularly el ected every four yearsand may servefor twoterms. Policiesaredirected throughthevariousCabinets.
The General Assembly, or state Legislature, has two components: the Senate and the House of Representatives. The
Senate has 38 memberswho are el ected to four-year termsand the House has 100 memberswho are el ected to two-year
terms. The Legislature meets annually and has the power to enact all laws, subject to limits imposed by the state
constitution. Revenue-raisingissuesmust beinitiatedintheHouse. All other billsmay beintroduced by either theHouse
or the Senate.
Budgetary Controls

The Commonweal th usesabiennial budget to assist with planning and control duties. Budgetary control ismaintained
at the budget unit level and is described in the notes to the Required Supplementary Information. Encumbrance
accounting is utilized to insure the availability of funding before contracts are finalized. Contracts which result in
overruns of available balances are not released until budget revisions are approved. Outstanding encumbrances for
long-term construction projectsin the Transportation Fund and the Capital Projects Fund are reported asreservations
of fund balance. Encumbrancesin all other funds lapse at the end of the fiscal year.

ECONOMIC CONDITION AND OUTLOOK
National Economy

By late summer, 2010, the outlook for the national economy was beginning to cool somewhat from the pace set earlier
in2010. GDP, personal income, industrial production, exports, andretail sales—themajor national economicaggregates
that feed into the Kentucky economy —were all moderating from the strong performancein thefirst calendar quarter of
2010. Corporate profitswerethe lone bright spot, but it was unclear whether high corporate profitswould eventually
lead to anincreasein productivecapacity and higher employment. Employment growthwasanemic, wagesand salaries
dormant, and the unemployment rate persistently high. Talks of adouble-dip recession were becoming increasingly
mainstream. The national economy was facing aweak and fragile recovery period.

Theoutlook onequarter later isvirtually unchanged. Easy gains, liketheinventory correction, federal fiscal policy, and
quantitativeeasing, areintherear view mirror. A holding pattern hasformed pendingtheresolution of threevery critical
issues: the path of the consumer; the path of corporations; and foreign demand for US exports.

Consumershavebeen del everagingintheaftermath of thehousing crash. Intheheight of thehousing market, household
wealth from homeowner equity was about $13.0trillion. Current estimates place homeowner equity at around $6.5 to
$7.0trillion. Thisrepresentsadeeper | ossof househol d wealth thanwasexperiencedinthestock market plungein 2001.
L ossesinweal th are noteworthy becausethey affect consumer sentiment and the ability to purchase goods and services
beyond what could be spent from current wages and salaries. Whileinflation and nominal interest ratesare at historic
lows, consumerswill remain cautious until household wealth and employment gain amorefirm foothold.

Domestic corporations are becoming thefocal point inthe economy. It hasbeen widely reported that corporationsare
“awashwith cash”. Thisprimecash positionisafunction of streamlining production, reducing fixed costs, and extreme
cautionwith their workforcelevels. Evidenceto dateindicatesthat some corporateinvestment istaking place, but the
emphasis is on replacement machinery and updating computers and software. While all investment is stimulative,
investmentsinworkforceand productive capacity typically haveahigherimpact ontheoverall economy. Throughthis
period of corporatestreamlining, domesti ccompani eshavepositioned themsel veswell intheareacof global competiveness
and profitability. Thenext steptogrowing corporate profitsmust comefrom growing revenues, whichtypically requires
new productive machinery and additional workers. Thepath to thisstage of therecovery isunclear. It will berequired,
however, to advance the economy beyond the tepid growth of the current fragile recovery.



Foreign trade is the other critically watched segment of the national economy. This segment of the economy isvery
important in establishing the expectationsof business. If the US consumer isnot positioned to bethe source of demand
for theeconomy, strong demand for USgoodsand servicesmust comefromanother source. Early intherecovery, Federal
fiscal spendingandtax cutsledtoanoticeablebumpintheeconomy. Betweentax cuts, aid to stateandlocal governments,
Census hiring, and wide-scale infrastructure improvements, federal fiscal policy injected a dose of demand into the
economy. Unfortunately, inmost cases, fiscal policy canonly beatemporary cureaspressureswill build asthenational
debt continues to grow.

Unfortunately, theinherent lagging nature of the employment rebound has several consequencesthat add considerable
uncertainty to the current economic forecast. Employment, at |east the wages and salariesfrom employment, ishighly
correlated with household consumption, which isin turn a driver for many other elements of the economy. Current
consumption hel psform the expectationsfor future consumption demand, whichinturndrivesbusinessdecisionslike
equipment purchases. Second, uncertainty about employment has adampening effect on two of the largest consumer
super-sectors — housing and vehicles. This uncertainty is compounded by the aftermath of the financial crisis, as
consumer lending has tightened especially asiit pertains to higher-risk loans.

Finally, it should be noted that recoveriesfrom financial recessions are more perniciousthan others, and the period of
recovery tendsto beflat, or U-shaped. Inamore structural recession, the economy can rebound more quickly whenthe
structural problem that created the downturn isreconciled. Financial recession leave deeper scars due to the loss of
househol d weal th and the severeimpact on consumer sentiment. The period of recovery isthusextended asconsumers
must dig out of the hole left behind by the loss of household wealth before becoming areliable and sustained source
of aggregate demand.

Kentucky's Economy

Kentucky personal incomeincreased by $5.5 billion or 4.0 percent over thefirst quarter of FY 10. Kentucky personal
income outperformed US personal income during thefirst quarter of FY 11 and al so managed to weather the recession
with smaller losses. From peak to trough, the USlost anet 3.0 percent in personal income, while Kentucky lost only
1.5 percent net. Kentucky has experienced six consecutive adjacent-quarter increases in personal income since the
recession, while the US has had only four such increases. Thisisnot typical, as Kentucky typically lagsthe US (for
most variables) coming out of recessions.

Kentucky wagesand sal aries, whichmakeup 50.7 percent of personal income, increased by 2.9 percentinthefirst quarter
of FY 11. Thisisthesixth consecutive quarter of adjacent-quarter growth for wagesand salaries. Growth hastamedin
thefirst quarter of FY 11 compared to the second half of FY 10, wheregrowthwas 1.2 and 1.4 percent respectively. The
first quarter of FY 11 grew by 0.1 percent over thefourthquarter of FY 10. Therecessionreally beganwhenKentucky’s
personal income plummeted in the third quarter of FY 09. Wagesand salariesfell by an astounding 3.0 percent in that
one quarter. Wages and salariesfinally surpassed its previous peak in the fourth quarter of FY 10, five quarters after
the devastating loss.

Kentucky nonagricultural employment increased by amodest 0.5 percent over thefirst quarter of FY 10. The changes
among the supersectors were also small. The biggest winner in both absolute and percentage terms was business
services employment which rose 7,800 jobs, or 4.6 percent, since thefirst quarter of FY 10. The biggest loser in both
absolute and percentage terms was construction employment which lost 4,700 jobs, or 6.6 percent.

Despite the positive position relative to the US, the recession still had a profound effect on Kentucky nonagricultural
employment. From peak to trough, Kentucky lost 113,700 seasonally adjusted jobsduring therecession. Thatisa6.1
percent netlossinjobs. Inthelast two quarters, nonagricultural employment hasincreased by anet 12,400 seasonally
adjusted jobs. Thisis particularly descriptive of the condition of Kentucky employment. Kentucky nonagricultural
employment reached 1,831,800in October 2000; thiswasthe peak preceding the2001 recession. Themost recent peak,
preceding the 2007 recession, occurredin January 2008 with 1,871,200 employed. Sofrom peak to peak, Kentucky only
gained anet of 39,400 jobs, or 2.2 percent additional jobs above the 2000 peak level. The 2007 recession has been so
devastating to Kentucky employment, that even after two quarters of job growth, Kentucky is still 12,600 jobs bel ow
the trough from eight years ago.



Manufacturing employment, which makes up 11.9 percent of nonagricultural employment in Kentucky, has grown
dightlyinthelasttwoquarters. Duringthe 2001 recession, K entucky manufacturing employment shed 47,500jobs[May
2000toApril 2003]. Following the2001 recession, therewasnoidentifiabl erecovery for manufacturingjobsin K entucky.
Other thanafew irregular fluctuations, manufacturing employment wasflat or slightly declining from2003t02008. From
2008 until February of 2010, Kentucky shed just over 45,000 additional manufacturing jobs dueto the 2007 recession.
Itisthereforeencouragingthat first quarter FY 11 manufacturingemploymentis211,100. Thatisanetincreaseof 3,600
jobssincethetroughinthethird quarter of FY 10. Thisisthefirstidentifiableimprovementinmanufacturing employment
sinceearly 2000.

Thevarious supersectors of employment in Kentucky shared pretty evenly in thelosses from the 2007 recession. The
largest supersector, trade, transportationand utilitiesfell by anet 27,300 seasonally adjustedjobs, 7.1 percent, from peak
totrough. Thesecond largest loser in absol ute terms was the construction sector, which lost 20,600 jobs from peak to
trough. Constructionwasalsothelargest percentageloser, losing 23.9 percent from peak totrough. Educationand health
servicesemployment wastheleast affected sector falling only threetimesinthelast threeyears. Eachtimeitfell itwas
only by asmall measure. Manufacturing employment wasaffected themost, in termsof most declines. Manufacturing
employment declined for 11 consecutive quarters during the recession. It declined by 15 quarters with only one
intervening quarterly improvement.

There are many similarities between the state and national outlooks. Most notably, personal income rebounds before
employment. Kentucky employment growthin FY 11ispredictedto climbonly 1.1 percent while personal incomein
Kentucky isexpected to grow by 3.4 percent. Compared to the national forecast for the same period, the employment
outlook isvery similar but the rebound in personal incomeisslightly higher in Kentucky. If the dollar stayslow, and
global trading powerscontinueto beableto purchase USexports, then Kentucky should continueto slightly outperform
the national averages and continue along the slow path of recovery.

In summary, the forecast callsfor growth much in line with the projections used by the Consensus Forecasting Group
during the December 2009 official estimates. Although theforecast hasslowed inthe past few months, the projections
for many national economic aggregateshave actually increased sincethe official estimateswererendered. All told, the
main revenuedrivers (employment, wages, and personal income) arevery much congruouswith our official estimates.
The same risks that apply to the national economy exist for the state economy as well.

Long-Term Financial Planning

Debt financing of the Commonwealth is classified as either appropriation supported debt or non-appropriation
supported debt. Appropriation supported debt carriesthe name of the Commonwealthandiseither ageneral obligation
of the state or alease revenue obligation of an issuing agency created by the Kentucky General Assembly to finance
various projects subject to state appropriation for all or aportion of the debt service on the bonds. Non-appropriation
or moral obligation debt carriesthe name of the Commonweal th for the benefit and convenience of other entitieswithin
the state. Thistype of indebtednessis aspecial obligation of the issuer, secured and payable solely from the sources
pledged for the payment thereof and does not constitute a debt, liability, obligation, or pledge of the faith and credit
of theCommonwealth.

Debt Administration

The amount of debt service for general bonded debt, the ratio of this amount to total expenditures for general
governmental functions, and theamount of debt per capitaareuseful indicatorsto citizens, investors, and management
regarding the Commonwealth’ sdebt position. The datafor 2010 are:

Ratio to Total
Debt Service (thousands) General Governmental Expenditures Debt Per Capita
General Bonded Debt $719,686 3.47% $1,381

No general obligation bonds were authorized or outstanding at June 30, 2010.

A detailed analysis of the Commonwealth’ s debt issuance during the fiscal year ended 2010 is presented in Note 15.

5



Major Initiatives

Fiscal year 2010 wasthesecondfiscal year of the Commonwealth’ s2009-2010 biennial period. The Commonweal th of
Kentucky isoneof thefew statesthat enact abiennial budget in an even-numbered year; meaning that the FY 10 budget
was enacted inthe 2008 Regul ar Session of the Kentucky General Assembly, prior to the predictionsof thissignificant
recession. Thefirst step taken to amend the FY 10 General Fund budget was donein the 2009 Regular Session of the
General Assembly, that primarily addressed the FY 09 revenueshortfall, but enacted several revenuemeasuresthat would
increase the revenuesin FY 10. This action was done primarily to replace the Budget Reserve Trust Fund which was
nearly depleted in balancing the FY 09 budget. The Consensus Revenue Forecasting Group then revised downward the
FY 10 General Fund revenue estimates by about $1 billion in the spring of 2009, a10.7 percent revenue shortfall. The
Road Fund revenueswereestimated tofall short by $239million, a17 percent shortfall. A Special Session of theGeneral
Assembly was called by Governor Beshear to balancethe FY 10 budget against these revenue shortfalls. General Fund
spending wasreduced in many areas of the government and supplanted by $742 millioninfederal fiscal relief provided
by the American Recovery and Reinvestment Act. The federal funding provided the ability to maintain the primary
elementary and secondary funding formula, the SEEK program, at itsenacted level s, and to enabletheM edicaid program
to continue to meet its obligations as enrollment swelled dueto therecession. An additional $99 million General Fund
revenue shortfall was forecasted mid-year. Governor Beshear took additional spending reduction actions to balance
the budget, supplemented by another $25 million in federal fiscal relief.

SpendinginFY 10declinedfrom FY 09 by 10.4 percent. Thiswasthefirsttimeinover two generationsthat General Fund
spending declined in two consecutive years. In crafting the budget reductions, critical areas were preserved from
reductions or incurred only minor reductions. Foremost among them was the Commonwealth’ s primary education
funding program, the SEEK program. Other areas that were not reduced were Corrections, mental health programs,
contributionsto pension plans, and school and state employee health insurance. Public safety programswere also not
reduced as much as the rest of Kentucky state government.

In contrast to the operating budget, the Commonweal th’ scapital program for the 2008-10 biennial period wasbudgeted
toinclude asignificant level of investment. The majority of it wasfinanced through theissuance of debt. The capital
budget included $2.0 billion in bond financed projects. Thelargest proportion of new project activity was directed to
the Commonweal th’ snine postsecondary educationinstitutions, over $600million, and for road constructionandrel ated
transportation investment of $535 million. Other large areas of commitment of support werefor local water and sewer
infrastructure projects, over $280 million. The School Facilities Construction Commission, which aids local school
districtsin new construction and renovation projects, received $100 millionin new bondsto support offersof assistance
tolocal school districts. The capital budget for the 2008-10 biennial period foll owed two consecutive bienniawith the
largest capital spending investmentsthe Commonwealth hasever budgeted. Despitetherecessionary period, no capital
projectswere cancelled.

During FY 10, the Commonwealth continued to implement the second year of actionsinitiated in 2008 to address a
significant policy and financial issue, the financing of the large unfunded liabilities of its pension systems, and
restructuring future employee benefits to ensure a sustainable pension system. The effort puts in place a phased-in
financing plan to achieve the necessary actuarial contributions to the systems. The financing plan includes specific
graduated targets over a period of years. Benefits and related eligibility requirements for future employees were
significantly changed to modernize the benefits and to reduce the future pension liabilities of the systems. Thefederal
stimuluslegislation, which passedin February, 2009, a soresultedinan estimated $3 billionin additional federal funding
to Kentucky, spread over three years. Nearly $1.8 billion of that spending has occurred through the end of FY 10.

FINANCIAL INFORMATION
The Accounting System
The Commonwealth’ sfinancial statements are prepared in accordance with accounting principles generally accepted

in the United States of America (GAAP). Additional discussions of the various funds and how they are reported are
located in the Management Discussion and Analysis (MD&A) section of this report.



In devel oping and operating the Commonwealth’ s accounting system, management of the Commonweal th placed
emphasis on the adequacy of internal accounting controls. The comprehensive internal control framework is
designed to provide reasonable, but not absolute, assurance that assets are safeguarded against loss from
unauthorized useor disposition, andthat financial recordsarereliablefor preparing GAAPfinancial statementsthat
arefreefrom material misstatement and maintai ning accountability for assets. Theconcept of reasonableassurance
recognizesthat the cost of internal controls should not exceed the benefitslikely to be derived from their use, and
that such cost-benefit eval uation requiresestimatesand judgmentsby management. All internal control evaluations
occur withinthisframework.

OTHERINFORMATION
Certificate of Achievement for Excellencein Financial Reporting

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for ExcellenceinFinancia Reportingtothe Commonweal th of Kentucky foritsComprehensive Annual
Financial Report for theyear ended June 30, 2009. Thisisthe23rd consecutiveyear the Commonweal th hasreceived
this prestigious award.

In order to be awarded a Certificate of Achievement, a governmental unit must publish an easily readable and
efficiently organized comprehensive annual financial report, the contents of which conform to program standards.
Such reports must satisfy both accounting principles generally accepted in the United States of America and
applicablelegal requirements.

The Certificate of Achievement isvalid for a period of oneyear only. We believe our current report continuesto
conform to the Certificate of Achievement Program requirements, and we are submitting it to GFOA.
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The preparation of this report could not have been accomplished without the cooperation of all branches and
agenciesof theCommonwealth. Theprofessionalismdemonstrated by the staffsof the Financeand Administration

Cabinet’ sDivisions of Statewide Accounting Servicesand Printing, aswell asthe Office of the Auditor of Public
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AN EQUAL OPPORTUNITY EMPLOYER M/F/D
7
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STEVEN L. BESHEAR FINANCE AND ADMINISTRATION CABINET JONATHAN MILLER
Governor OFFICE OF THE CONTROLLER Secretary
Room 484, Capitol Annex

702 Capital Avenue EDGAR C. ROSs
Frankfort, Kentucky 40601 Controller
(502) 564-2210

(502) 564-6597 Facsimile
December 17,2010

The HonorableJonathanMiller

Secretary, Financeand Admini stration Cabinet
383 New Capitol Annex

Frankfort, Kentucky

Dear Secretary Miller:

Pursuant to Section48.800 (3) of theK entucky Revised Statutes, the ComprehensiveAnnual Financial
Report (CAFR) of the Commonweal th of K entucky for thefiscal year ended June 30, 2010, is submitted
herewith. It containsall fundsof theprimary government and component unitsfor whichitisfinancialy
accountable, based onthecriteriadevel oped by the Governmental Accounting StandardsBoard (GASB).

Thebasi sof accounting uponwhichthereport hasbeen prepared complieswith accounting principles
generally acceptedintheUnited Statesof Americafor stategovernmentsasprescribed by both GASB and
theAmerican|nstituteof Certified Public Accountants’ (AICPA) publication Auditsof Stateand L ocal
Governments.

Theinformationpresentsfairly andfully disclosesthefinancia positionandresultsof financia operationsof
theCommonweal thfor thereporting period asmeasured by thefinancial activity of thevariousfunds. All
appropriatedisclosuresnecessary to assist readersintheir understanding and eval uation of Kentucky’ s
financial conditionhavebeenincludedinthisreport.

Respectfully submitted,

A

Edgar C. Ross, Controller

KentuckyUnbridledSpirit.com Km{uﬁg An Equal Opportunity Employer M/F/D
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CRIT LUALLEN

AubiTor oF PuBLic AccounTs

To the People of Kentucky
The Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet

Independent Auditor’s Report

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 Commonwealth of Kentucky, as of and for the year ended
June 30, 2010, which collectively comprise the Commonwealth’s basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the Commonwealth’s management.
Our responsibility is to express opinions on these financial statements based on our audit.

We did not audit the financial statements of some component units and funds that comprise the
Commonwealth of Kentucky. Those financial statements were audited by other auditors whose reports
thereon have been furnished to us, and our opinion, insofar as it relates to the amounts included for those
component units and funds is based upon the reports of the other auditors. Those component units and
funds were:

Certain portions of the Governmental Funds including:

e Debt Service Fund - Turnpike Authority e Special Revenue Fund - Turnpike Authority
of Kentucky of Kentucky

Certain portions of the Proprietary Funds including:

e  Within the Insurance Administration Fund: e Kentucky Lottery Corporation
o Kentucky Coal Workers’
Pneumoconiosis Fund
o Kentucky Workers’ Compensation Fund
o Petroleum Storage Tank Environmental
Assurance Fund

Certain portions of the Internal Service Funds within the Risk Management Fund including:

e State Workers’ Compensation Program e Transportation Cabinet’s Self-Insured Workers’
Compensation Trust Program

Certain Fiduciary Funds including:

¢ Kentucky Retirement System ¢ Judicial Form Retirement System
e Kentucky Teachers’ Retirement System Kentucky Public Employees’ Deferred
Compensation Authority

209 ST. CLAIR STREET TELEPHONE 502.564.5841
FRANKFORT, KY 40601-1817 FAcCSIMILE $502.564.2912

WWW.AUDITOR.KY.GOV
AN EqQuaL OrPPORTUNITY EmMPLOYER M / F / D
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To the People of Kentucky
The Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Page 2

Component Units:

e Bluegrass State Skills Corporation o  Kentucky Infrastructure Authority

e Kentucky Center for the Arts Corporation e Kentucky Local Correctional Facilities

e  Kentucky Economic Development Finance Construction Authority
Authority o Kentucky State Fair Board

¢ Kentucky Educational Television Authority e Kentucky Housing Corporation

e Kentucky Higher Education Assistance e Kentucky Horse Park Foundation, Inc.
Authority o Kentucky Higher Education Student Loan

Corporation

Component Units - Colleges and Universities and related entities:

e  University of Kentucky e  University of Louisville

e Eastern Kentucky University e Kentucky State University

e  Morehead State University e  Murray State University

e Northern Kentucky University e  Western Kentucky University

e Kentucky Community and Technical College o  Kentucky Council on Postsecondary

System Education

Those financial statements reflect total assets and revenues of the government-wide financial statements
and total assets and revenues or additions of the fund financial statements as follows:

Government-Wide Financial Statements: Percent of Assets  Percent of Revenues
Primary Government - Governmental Activities 1.45% .08%
Primary Government - Business-Type Activities 41.07% 22.03%
Component Units 99.30% 98.42%

Fund Financial Statements:

Governmental Funds - Non-Major Funds 39.97% 2.08%

Proprietary Funds - Business-Type Activities - 41.05% 21.91%
Enterprise Funds

Proprietary Funds - Governmental Activities - 5.60% 13.10%
Internal Service Funds

Fiduciary Funds - Pension and Insurance Trust 100.00% 100.00%
Funds

Component Units 99.30% 98.42%

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America, and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit and the reports of other auditors provide a reasonable basis for our
opinion.
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To the People of Kentucky
The Honorable Steven L. Beshear, Governor
Jonathan Miller, Secretary
Finance and Administration Cabinet
Page 3

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 Commonwealth of Kentucky, as of June 30, 2010, and
the respective changes in financial position and cash flows, where applicable, thereof for the year then
ended in conformity with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we will also issue our report on our consideration of
the Commonwealth of Kentucky’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our audits.

The Management’s Discussion and Analysis on pages 16 through 22, budgetary comparison schedules and
corresponding notes on pages 114 through 129, and information about infrastructure assets reported using
the modified approach on pages 130 and 131, and claims development information for entity risk pools on
page 132, are not required parts of the basic financial statements but are supplementary information
required by accounting principles generally accepted in the United States of America. We and the other
auditors have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Commonwealth of Kentucky’s basic financial statements. The combining financial
statements, presented in this report on pages 136 through 189 are presented for purposes of additional
analysis and are not a required part of the basic financial statements of the Commonwealth of Kentucky.
This information has been subjected to the auditing procedures applied in our audit of the basic financial
statements and in the audits performed by other auditors and, in our opinion, based on our audit and the
reports of other auditors, is fairly presented, in all material respects, in relation to the basic financial
statements taken as a whole. The Introductory and Statistical sections presented in this report on pages 2
through 10 and 192 through 213 are also presented for purposes of additional analysis and are not a
required part of the basic financial statements. This information has not been subjected to the auditing
procedures applied by us and the other auditors in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

submitted,

Auditor of Public Accounts
December 17, 2010
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MANAGEMENT’SDISCUSSION AND ANALYSIS

The Management’ s Discussion and Analysis of the Commonwealth of Kentucky’s Comprehensive Annual Financial
Report (CAFR) presentsadiscussion and analysisof the State’ sfinancial performanceduring thefiscal year ended June
30, 2010. It issupplementary information required by the Governmental Accounting StandardsBoard (GASB) andis
intended to providean easily readabl e explanation of theinformationinthebasicfinancial statements. It should beread
inconjunctionwiththeadditional informationthat isfurnishedintheletter of transmittal, which can befound preceding
thisnarrative, and with the Commonwealth’ sfinancia statementswhich follow.

FINANCIAL HIGHLIGHTS-PRIMARY GOVERNMENT

Government-WideHighlights:

The assets of the Commonwealth’ sgovernmental activitiesexceeded itsliabilitiesat fiscal year ending June 30, 2010,
by $12.8 hillion, adecrease of $1.2 billion related to current year activity. Liabilitiesof the Commonwealth’ sbusiness-
type activities exceeded assets by $800 million, adecreasein net assets of $273 million related to current year activity.
Total net assets decreased by $1.46 billion to $12.02 billion.

Theassetsof component unitsexceededliabilitiesat fiscal year ending June 30, 2010, by $8.02hillion, anincreaseof $587
millionrelated to current year activity.

FundHighlights:

Asof the close of FY 10, the Commonwealth’ s governmental funds reported combined ending fund balances of $2.15
billion, anincreaseof $139 millionin comparisonwiththeprior year. Of thistotal amount, $972.8 million wasreserved
andthebalanceof approximately $1.18 billionwasunreserved. Theunreserved undesignated fund balanceof theGeneral
Fundwas$2.5million at June 30, 2010.

Enterprisefundsreported net assetsof $(800) million, of which $350.8 millionwasrestricted or investedin capital assets,
and the balance of $(1.15) billion was unrestricted.

Long-TermDebt:

The Commonwealth’ stotal long-term debt obligations (bonds and notes payabl e) increased by $738.1 million to $7.05
billion during the current fiscal year. Theincreaseisattributable to theissuance of new debt by the Commonwealth’'s
Primary Government to replace short-term notes used to initially fund projects, to advance refund debt outstanding to
reduce future interest cost, and to fund new projects authorized and started during FY 10. Additional details of these
activities can be found in Note 15 beginning on Page 97.

OVERVIEW OF THE FINANCIAL STATEMENTS

TheCommonwealth’ shasic financial statementsinclude: (1) government-widefinancial statements, (2) fund financial
statements, and (3) notestothefinancial statements. Thisreport alsoincludesother required supplementary information
(General and Special Revenue Fund budgetary schedules; condition and maintenance data regarding infrastructure;
and claimsdevel opment infor mation) and other supplementary information (combining financial statements). Each of
these components is described below.

Government-WideFinancial Statements

TheGover nment-WideFinancial Statementsprovideabroad view of the Commonwealth’ soperationsinamanner similar
toaprivate-sector business. Thesestatementsreport financial information about theentiregovernment except fiduciary
activities. The statements provide both short-term and long-term information about the Commonwealth’ s financial
position, which assistsin assessing the Commonwealth’ s economic condition at the end of the fiscal year. Theseare
prepared using the flow of economic resources measurement focus and the accrual basis of accounting. They takeinto
account all revenues and expenses of the fiscal year even if no cash has been received or paid. The government-wide
financia statements include two statements. The Statement of Net Assets shows the financial position of the
Commonwealth at the end of the fiscal year. The Statement of Activities presents information showing how the
government’s financial position has changed since the beginning of the fiscal year.
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Both the Statement of Net Assets and the Statement of Activities have separate sections for three different types of
state programs or activities.

These three types of activities are:
Governmental Activities—Theactivitiesinthissectionaremostly supported by taxesandintergovernmental
revenues (federal grants). Most services normally associated with State government fall into this category.
Internal Service Fund balances are reported as a part of governmental activities.

Business-TypeActivities—Thesefunctionsnormally areintendedtorecover all or asignificant portionof their
coststhrough user feesand chargesto external usersof goodsand servicesprovided by the State. Thebusiness-
type activities of the Commonwealth include the operations of various Enterprise Funds aslisted later in the

text.

Discretely Presented Component Units— These are operations for which the Commonwealth has financial
accountability but which possesscertai nindependent qualitiesaswell. MoreinformationontheCommonwealth's
discretely presented component units can be found in Note 1, starting on Page 52.

The government-wide financial statements can be found immediately following this discussion and analysis.

FundFinancial Statements
A fund isagrouping of related accountsthat is used to maintain control over resources that have been segregated for
specificactivitiesor objectives. Somefundsarerequiredto beestablished by statelaw or bond covenantsand additional
funds are established for management and fiscal control of resources.

The fund financial statements focus on activities of state government. All of the funds of the Commonwealth can be
divided intothree categories: Governmental Funds, Proprietary Funds, and Fiduciary Funds. Itisimportant to notethat
these fund categories use different accounting approaches and should be interpreted differently.
Table 1, below, summarizes the major features of the basic financial statements and how they relate to one another.

Table 1. Major Features of the Commonwealth of Kentucky’s Government-Wide and Fund Financial Statements

Government-Wide
Financial Statements

Governmental

Fund Financial Statements

Proprietary

Fiduciary

Scope

Entire government (except
fiduciary funds) and the
Commonwealth's
component units

The activities of the
Commonwealth that are not
proprietary or fiduciary

Activities of the
Commonwealth that are
similar to private
businesses

Instances where the
Commonwealth is the
trustee for someone else’s
resources

Required Financial
Statements

Statement of Net Assets

Statement of Activities

Balance Sheet

Statement of Revenues,
Expenditures and Changes in
Fund Balances

Statement of Fund Net
Assets

Statement of Revenues,
Expenses, and Changes in
Fund Net Assets
Statement of Cash Flows

Statements of Fiduciary Net
Assets

Statement of Changes in
Fiduciary Net Assets

Accounting Basis and
Measurement Focus

Accrual accounting and
economic resources
measurement focus

Modified accrual accounting
and current financial
resources focus

Accrual accounting and
economic resources
measurement focus

Accrual accounting and
economic resources
measurement focus

Type of Asset/Liability

All assets and liabilities,

Only assets expected to be

All assets and liabilities,

All assets and liabilities,

Information both financial and capital, |used up and liabilities that both financial, and capital, |both short-term and long-
and short-term and long- |come due during the year or |and short-term and long-  [term
term soon thereafter, no capital term
assets included
Type of Inflow — All revenues and expenses |Revenues for which cashis  [All revenues and expenses |All revenues and expenses

Outflow Information

during the year, regardless
of when cash is received
or paid

received during or soon after
the end of the year and
expenditures when goods or
services have been received

and payment is due during the

year or soon thereafter

during the year, regardless
of when cash is received or
paid

during the year, regardless
of when cash is received or
paid
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NotestotheFinancial Statements- Notestothefinancial statementsprovideinformation necessary tofully understand
the data provided in the government-wide and fund financial statements. They are an integral part of the financial
statements and focus on the primary government and its activities.

Required Supplementary | nfor mation - InadditiontothisManagement’ sDiscussionand Analysis, whichisrequired
supplementary information, the basic financial statements are followed by a section of required supplementary
information that further explains and supports the information contained in the financial statements.

Other Supplementary I nfor mation - Supplementary informationincludestheintroductory section, combiningfinancial
statementsfor non-major governmental funds, non-major discretely presented component units, theindividual internal
service funds and fiduciary funds, schedule of fund activities, capital asset information, and the statistical section.

GOVERNMENT -WIDE FINANCIAL ANALYS'S

Net Assets

Net assets may serve as auseful indicator of agovernment’ sfinancial position. The Commonwealth’s combined net
assets (governmental and business-type activities) totaled $12 billion at the end of 2010, as compared to $13.5 billion
at the end of the previous year.

Thelargest portion of the Commonweal th’ snet assets, $18.8hillion, isinvestedin capital assets(e.g. land, infrastructures,
buildingsandimprovementsand machinery and equi pment), minusany related debt, whichisstill outstanding and used
toacquirethoseassets. The Commonwealth usesthese capital assetsto provide servicestoitscitizens; therefore, these
assets are not available for future spending.

Thesecondlargest portion of the Commonwealth’ snet assets, totaling $1.2 billion, i srestricted and representsresources
that aresubject to either external restrictionsor legislativerestrictionson how they may beused. Theremainingbalance
isunrestricted net assets. Theunrestricted net assets, if they haveapositiveval ue, could beused at the Commonwealth’s
discretion. However, theunrestricted balanceisanegative $7.9billion; thereforefundsarenot availablefor discretionary
purposes. A contributing factor to the negative balance is that liabilities are recognized on the government-wide
statement of net assetswhentheobligationisincurred. Accordingly, the Commonwealthrecognizeslong-termliabilities
(such as general bonded debt, compensated absences, unfunded employer pension cost, and contingent liabilities-
shown in Note 15 to the financia statements) on the statement of net assets.

Table 2 below presentsthe Commonwealth’ s condensed statement of net assets as of June 30, 2010 and June 30, 2009,
derived from the government-wide Statement of Net Assets.

Table 2: Condensed Statement of Net Assets ( Expressed in Thousands)

Governmental Activities Business-Type Activities Total
2010 2009 2010 2009 2010 2009
Current Assets $ 5166,369 $ 5,050,254 $ 1,037,701 $ 896,514 $ 6,204,070 $ 5,946,768
Capital Assets 21,441,106 20,969,009 341,300 330,289 21,782,406 21,299,298
Other Assets 1,767 3,005 - 1,767 3,005
Total Assets 26,609,242 25,996,833 1,379,001 1,226,803 27,988,243 27,249,071
Non Current Liabilities 11,602,000 9,920,632 2,078,069 1,650,335 13,680,069 11,570,967
Other Liabilities 2,186,062 2,096,588 101,205 103,327 2,287,267 2,199,915
Total Liabilities 13,788,062 12,017,220 2,179,274 1,753,662 15,967,336 13,770,882
Invested in Capital Assets
Net of Related Debt 18,418,874 19,557,082 341,172 330,078 18,760,046 19,887,160
Restricted 1,206,293 1,094,433 9,646 5,615 1,215,939 1,100,048
Unrestricted (6,803,987) (6,646,467) (1,151,091) (862,552) (7,955,078) (7,509,019)
Total Net Assets $ 12,821,180 § 14,005,048 $ (800,273) $ (526,859) $ 12,020,907 $ 13,478,189
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Changesin Net Assets
The revenues and expenses information, as shown in Table 3, was derived from the government-wide Statement of
Activitiesandreflectshow the Commonwealth’ snet assetschanged during FY 10. The Commonwealthreceived program
revenuesof $13.4billionand general revenues(includingtransfers) of $9.8hillionfor total revenuesof $23.2billionduring
FY10. Expenses for the Commonwealth during FY 10 were $24.7 billion, which resulted in a total decrease of the
Commonwealth’ s net assets in the amount of $1.46 billion, net of contributions, transfers and special items.

Table 3: Condensed Statement of Activities (Expressed in Thousands)

2010 2009 2010 2009 2010 2009
Governmental Governmental Business-Type Business-Type
Activities Activities Activities Activities Total Total
Revenues:
Program Revenues:
Charges for Services $ 970,632 $ 981,463 $ 4,056,372 $ 2,765,465 5,027,004 $ 3,746,928
Operating Grants and
Contributions 7,621,275 6,575,144 3,849 363,028 7,625,124 6,938,172
Capital Grants and
Contributions 773,661 550,416 0 4,633 773,661 555,049
General Revenues:
Income Taxes 3,361,478 3,637,574 3,361,478 3,637,574
Sales Taxes 4,880,831 4,777,321 4,880,831 4,777,321
Property Taxes 504,189 534,441 504,189 534,441
Other Taxes 544,349 590,621 544,349 590,621
Investment Earnings 9,531 (9,977) 47,657 (28,261) 57,188 (38,238)
Other 420,191 358,189 37,636 48,932 457,827 407,121
Total Revenues 19,086,137 17,995,192 4,145,514 3,153,797 23,231,651 21,148,989
Expenses:
Governmental Activities:
General Government 4,377,373 4,632,707 4,377,373 4,632,707
Legislative and Judicial 376,743 360,872 376,743 360,872
Commerce 124,263 112,825 124,263 112,825
Education and Humanities 5,148,482 4,885,444 5,148,482 4,885,444
Human Resources 7,725,161 7,611,725 7,725,161 7,611,725
Justice 876,065 822,301 876,065 822,301
Natural Resources and
Environmental Protection 192,518 195,366 192,518 195,366
Public Protection and
Regulation 113,558 121,952 113,558 121,952
Transportation 1,175,210 1,331,764 1,175,210 1,331,764
Interest Expense 332,639 265,984 332,639 265,984
Business-type Activities:
State Parks 101,861 98,795 101,861 98,795
Kentucky Lottery Corporation 568,183 619,902 568,183 619,902
Kentucky Horse Park 13,521 11,411 13,521 11,411
Kentucky Public Employees
Health Plan 1,497,656 1,434,951 1,497,656 1,434,951
Insurance Administration 107,286 (18,953) 107,286 (18,953)
Unemployment Compensation 1,958,414 1,317,067 1,958,414 1,317,067
Total Expenses 20,442,012 20,340,940 4,246,921 3,463,173 24,688,933 23,804,113
Increase (Decrease) in Net
Assets Before Transfers (1,355,875) (2,345,748) (101,407) (309,376) (1,457,282) (2,655,124)
Transfers 172,007 264,032 (172,007) (264,032)
Change in Net Assets (1,183,868) (2,081,716) (273,414) (573,408) (1,457,282) (2,655,124)
Net Assets, July 1, as restated 14,005,048 16,086,764 (526,859) 46,549 13,478,189 16,133,313
Net Assets, June 30 $ 12,821,180 $ 14,005,048 $ (800,273) $ (526,859) 12,020,907 $ 13,478,189
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Governmental Activities:

The slowing economy, during the fiscal year, caused revenues to decline resulting in the decrease in net assets of
governmental activitiesby $1.2 billion or 8.46 percent. Approximately 49 percent of the governmental activities' total
revenue camefromtaxes, while44 percent resulted from grantsand contributions(including federal aid). Table4 below
presents program expenses and revenues for governmental activities. Overall, program revenues were insufficient to
cover program expenses for governmental activities. Therefore, the net program expenses of these governmental
activities were supported by general revenues, mainly taxes.

Table 4 (Expressed in Thousands)

Net Program Expenses

State Programs Program Expenses Program Revenues (Revenue)
General Government $ 4,377,373 $ 835,132 $ 3,542,241
Legislative and Judicial 376,743 22,702 354,041
Commerce 124,263 58,158 66,105
Education and Humanities 5,148,482 1,426,960 3,721,522
Human Resources 7,725,161 5,674,974 2,050,187
Justice 876,065 171,611 704,454
Natural Resources and Environmental
Protection 192,518 112,160 80,358
Public Protection and Regulation 113,558 79,030 34,528
Transportation 1,175,210 984,841 190,369
Totals $ 20,109,373 $ 9,365,568 $ 10,743,805

Business-TypeActivities:

Table 5 below presents program expenses and revenues for business-type activities. The business-type activities
decreased the Commonwealth’ s net assetsby $273 million. Program revenues generated by the operations of the State
Parks, Kentucky HorsePark, and Unempl oyment Compensationwerenot sufficient to cover program expenses. General
revenues were needed to support expenses of these programs. Program revenues generated by the operations of the
Kentucky L ottery Corporation, Kentucky Public EmployeesHealth Plan and Insurance Administration were sufficient
to cover program expenses.

Table 5 (Expressed in Thousands)
Net Program Expenses

State Programs Program Expenses Program Revenues (Revenue)

State Parks $ 101,861 $ 51,243 $ 50,618
Kentucky Lottery Corporation 568,183 772,497 (204,314)
Kentucky Horse Park 13,521 8,325 5,196
Kentucky Public Employees Health Plan 1,497,656 1,548,458 (50,802)
Insurance Administration 107,286 123,408 (16,122)
Unemployment Compensation 1,958,414 1,556,290 402,124

Totals $ 4,246,921 $ 4,060,221 $ 186,700

Overall Analysis
Financial highlightsfor the State asawhole during fiscal year ended June 30, 2010 include the following:

e Theassetsof the State’ sgovernmental activities continueto exceed liabilities (net assets) at the close of the fiscal
year by $12.8 billion and the condition of the State’ s business-type activities worsened to the point that liabilities
exceeded assetsby $800 million.

e The State's total net assets decreased during the year by $1.46 billion. Net assets of governmental activities
decreased by $1.2 billion, while net assets of business-type activities decreased by $273 million.

e The magjor reason for the decline in net assets of the governmental activities was an increase in the Employers
unfunded pension contribution of $992 millionand anincreaseinlong-term debt intheamount of $738.1million. The
primary cause of the decrease in business-type activities net assets is the increase in unemployment benefits
attributable to the nation’ s economic downturn.
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FINANCIAL ANALYSIS OF THE COMMONWEALTH’S INDIVIDUAL FUNDS

At June 30, 2010, the Commonwealth’ sgovernmental funds reported combined ending fund balances of $2.15 billion,
anincreaseof $139 millionin comparison withthe prior year. $972.8 million of thefund balancesarereservedfor legal
obligationsand arenot availableto fund current operations. Theamount availableto fund current expendituresis$1.18
billion.

General Fund

TheGeneral Fundistheprimary operatingfund of theCommonweal th. Thefundbal anceat June30, 2010, was$79.6 million.
The balance reported reflects an increase of $50.9 million from the previously reported amount, which represents a
increaseof 167%. Themajor factor for theincreaseisbecause of an enhanced federal participation for Medicaid; thus,
reducing the state’ s share of these expenditures.

Thefund balanceis segregated into reserved and unreserved amounts. The reservations of fund balance restrict those
amountsfor specific purposessuch as: encumbrances, inventory, and capital outlay. The General Fund balanceat June
30, 2010, has$77 million asreserved fund balance and $2.5 million unreserved. Theunreserved representstheamount
availablefor current expenditures.

The following governmental funds experienced significant changes during the year:
M ajor Special RevenueFunds

Themajor specia revenuefundsexperienced normal cyclical changesinrevenuesand expenditures, except for theFederal
Fund which experienced asignificant increasein grant revenue asaresult of the American Recovery and Reinvestment
Act (ARRA), resulting in asignificant increasein federal fund expenditures. The Transportation Fund experienced a
dlight increasein revenues dueto increased tax receipts and areduction in expenditures, again dueto increased federal
fundsunder ARRA, resulting in an increase in fund balance of $89 million.

Proprietary Funds- TheCommonweal th’ sproprietary fundsreported net assetsof $(653.6) million, whichincluded $(800)
million in the enterprise funds and $146.7 million in theinternal servicefunds. Thisisatotal decreasein net assets of
$283.2millionfromthepreviousyear.

The overall decrease in net assets is due to increase in unemployment benefit payments within the Unemployment
Compensation Fund. Benefit paymentsincreased by $668 million for anincrease of 51.8%.

GENERAL FUND BUDGETARY HIGHLIGHTS

During the year, asthe national and state economy failed to fully recover, the official revenue forecast for the General
Fundwasdecreased. The General Fund revenues, for theyear, exceeded thefinal budgetary estimatesby approximately
$18million. Theoriginal budgeted expendituresweredecreased to accommodaterevenueshortfalls. Actual expenditures
for the year were approximately $412 millionlessthan thefinal budgeted amount.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets- The Commonwealth’sinvestment in capital assetsfor its governmental and business-type activities
asof June30, 2010, amountsto$22.8 billion, with accumul ated depreciation of $1 billion, leaving anet book val ueof $21.8
billion. This investment in capital assets includes land, improvements, buildings, equipment, and construction in
progress, infrastructure and intangibles. Infrastructure assets are normally immovable and of value only to the
Commonwealth, such asroads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.

Thetotal increasein the Commonwealth’ sinvestment in capital assetsfor the current fiscal year was about 2.3 percent
interms of net book value. However, actual expendituresto purchase or construct capital assetswere $580 million for
the year. Most of this amount was used to construct or reconstruct roads and bridges. Depreciation charges for the
year totaled $87.7 million. Additional information onthe Commonwealth’ s capital assetscan befound in Note6 of the
“Notesto the Financial Statements’ of this report.
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I nfrastructur e Assets— The Commonwealth has elected to utilizethe“Modified Approach” asit relatesto guidelines
set forthinthe GASB (Government Accounting Standards Board) Statement Number 34. Under thisalternative method
the Commonwealth expenses certain maintenance and preservation costs and does not report depreciation expense.
Assets accounted for under the modified approach include nearly 63,000 lane miles of roads and approximately 9,000
bridges that the Commonwealth has responsibility for maintaining.

e There have been no significant changes in the condition level of infrastructure assets

e Theasset condition level established by the Commonwealth has approximately been met and exceeded
for the past two years.

e Actual expenditures necessay to maintain and preserve infrastructure assets at target condition levels
were approximately 1 percent lessthan the estimate for fiscal year 2010.

A more in-depth discussion of the Commonwealth’s infrastructure assets is located in the “Required Supplemental
Information” section of thisreport.

Debt Administration - TheOfficeof Financial Management asestablishedinKRS42.4201, isresponsiblefor theoversight
of the Commonwealth’ sdebt. The Officedevelopsalong-term debt planincluding criteriafor theissuance of debt and
an evaluation of thetotal state debt to beincurred. Debt isissued through the State Property and Buildings Commission
and the Kentucky Asset/Liability Commission.

The Commonwealth of Kentucky’ sbonded debt increased by $707.8 millionto $6.0billion, a13.5%increaseduringthe
current fiscal year. The major factorsin this increase were the issuance of bondsto fund new capital projects and to
advance refund debt outstanding to reduce future interest cost. No general obligation bonds were authorized or
outstanding at June 30, 2010. Additional information onthe Commonwealth’ slong-term debt obligationscan befound
in Note 15 of the notes to the financial statements of this report.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Theunemployment ratefor the Commonweal th of Kentucky iscurrently 10.0 percent. TheOctober rateisdown 0.7 percent
comparedtotheOctober 20091evel of 10.7 percent. Thenational unemployment ratehasal sotrimmedfalling 0.2 percent
from 9.8 percentin October 2009t0 9.6 percent in October 2010. Almost every labor sector isstill struggling to rebound
following the 2007 recession.

Both the national and K entucky economiesare showing signsof improvement in output and sales, but employment and
wagesarestill stagnant. Federal money to Medicaid hashel ped curbtheimpact to the statebudget. However, continued
high federal budget deficitswill makeit increasingly unlikely that continued support will occur.

Modest growth in output isexpected in FY 11 and FY 12. Animprovement in global demand will continueto improve
exports. Suppressedincomesdomestically iscurbingimport demand andimproving (albeit slowly) theUS sbalance of
trade. Asproductionincreases, employment andwageswill eventually follow. Thespeed and magnitudeof therecovery
are dependent upon the willingness of businesses to increase workforces in response to slowly improving product-
demand conditions.

Low energy pricesandlow interest rateswill beoneimpetusfor firmstoreinvestin capital andlabor. Despitehistorically
low interest rates, credit conditionsremaintight. Tight credit marketsand uncertainty inthefinancial marketscontinue
tolimittheupsideintheeconomy over thenext biennium. Consumersarerestricted by uncertainjob marketsand limited
credit options.

REQUESTS FOR INFORMATION

Thisfinancial report isdesigned to provide ageneral overview of the Commonwealth of Kentucky’ sfinancesfor all of
Kentucky'’s citizens, taxpayers, customers, investors, and creditors. This financial report seeks to demonstrate the
Commonwealth’ saccountability for themoney it receives. Questionsconcerning any of theinformationprovidedinthis
report or requests for additional information should be addressed to: Commonwealth of Kentucky, Finance and
Administration Cabinet, Officeof the Controller, 702 Capitol Avenue, Frankfort, K'Y 40601.
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COMMONWEALTH OF KENTUCKY
STATEMENT OF NET ASSETS
JUNE 30, 2010

(Expressed in Thousands)

Assets
Cash and cash equivalents (Note 5)
Cash with fiscal agents (Note 5)
Investments, net of amortization (Note 5)
Invested security collateral
Receivables, net (Note 4)
Notes receivable
Capital lease receivable (Note 4)
Internal balances (Note 7)
Inventories
Prepaid expenses
Deferred charges
Deferred outflow of resource-interest rate
swap (Note 15)
Restricted assets:
Temporarily restricted:
Cash and cash equivalents (Note 5)
Investments (Note 5)
Capital assets (Note 6):
Land
Improvements other than buildings
Buildings
Machinery and equipment
Other capital assets
Easements and other intangibles
Less: Accumulated depreciation
and amortization
Construction in progress
Infrastructure
Total Capital Assets
Other assets
Total Assets

Liabilities

Accounts payable (Note 4)

Tax refunds payable

Unearned revenue

Other liabilities

Liabilities from restricted assets

Obligations under securities lending

Derivative instrument-interest rate
swap (Note 15)

Noncurrent liabilities:
Due within one year (Note 15)
Due in more than one year (Note 15)

Total Liabilities

Net Assets
Invested in capital assets,
net of related debt
Restricted for:
Debt service
Capital projects
Highways
Other purposes (Note 1)
Unrestricted
Total Net Assets

Primary Government

Governmental Business-Type Component
Activities Activities Total Units
528,783 113,010 641,793 1,414,042
79,931 97,561 177,492
1,560,061 168,841 1,728,902 2,521,809
332,091 332,091
2,103,521 239,752 2,343,273 4,389,746
5,312 5,312
425,990 425,990
(51,738) 51,738
62,771 2,321 65,092 34,666
12,857 725 13,582 19,627
74,556 74,556 71,264
32,234 32,234
656,258
363,753 363,753 955,106
164,125 21,845 185,970 251,193
15,600 112,686 128,286 263,819
1,179,513 240,981 1,420,494 5,333,887
581,845 59,518 641,363 1,733,037
105,152
121,604 2,322 123,926
(867,763) (215,442) (1,083,205) (3,344,938)
2,227,496 119,390 2,346,886 797,838
18,018,686 18,018,686
21,441,106 341,300 21,782,406 5,139,988
1,767 1,767 919,874
26,609,242 1,379,001 27,988,243 16,122,380
1,385,846 80,541 1,466,387 433,299
338,745 338,745
97,146 18,864 116,010 192,708
1,800 1,800 133,473
6,438
332,091 332,091
32,234 32,234
606,708 244,762 851,470 820,666
10,995,292 1,833,307 12,828,599 6,517,996
13,788,062 2,179,274 15,967,336 8,104,580
18,418,874 341,172 18,760,046 3,438,783
197,802 197,802 361,730
295,781 2,715 298,496 222,224
712,710 712,710
6,931 6,931 2,406,085
(6,803,987) (1,151,091) (7,955,078) 1,588,978
12,821,180 (800,273) 12,020,907 8,017,800

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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COMMONWEALTH OF KENTUCKY
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2010

(Expressed in Thousands)

Program Revenues

Charges for

Operating
Grants and

Capital
Grants and

Functions/Programs Expenses Services Contributions Contributions
Primary Government:
Governmental Activities:
General government 4,377,373 384,050 436,377 14,705
Legislative and judicial 376,743 20,226 2,476
Commerce 124,263 40,657 17,234 267
Education and humanities 5,148,482 55,926 1,371,034
Human resources 7,725,161 103,025 5,567,178 4,771
Justice 876,065 21,641 144,726 5,244
Natural resources and
environmental protection 192,518 41,123 71,037
Public protection and regulation 113,558 73,066 5,964
Transportation 1,175,210 230,918 5,249 748,674
Interest expense 332,639
Total Governmental Activities 20,442,012 970,632 7,621,275 773,661
Business-Type Activities:
State Parks 101,861 50,802 441
Kentucky Lottery Corporation 568,183 772,497
Kentucky Horse Park 13,521 6,880 1,445
Kentucky Public Employees Health Plan 1,497,656 1,548,458
Insurance Administration 107,286 121,445 1,963
Unemployment Compensation 1,958,414 1,556,290
Total Business-Type Activities 4,246,921 4,056,372 3,849
Total Primary Government 24,688,933 5,027,004 7,625,124 773,661
Component Units:
Authorities:
Kentucky Housing Corporation 347,410 185,237 204,236
Kentucky Higher Education Student
Loan Corporation 51,321 63,476
Universities, Colleges, & Related Entities:
University of Kentucky 2,114,979 1,365,667 470,786 44,046
University of Louisville 859,935 433,034 172,813
Kentucky Community and
Technical College System 645,431 107,009 86,621
Other component units 1,820,283 668,652 426,318 89,944
Total Component Units 5,839,359 2,823,075 1,360,774 133,990

General Revenues (Note 1):
Sales and gross receipt tax
Individual income tax
Corporate income tax
Property tax
License and privilege tax
Severance tax
Inheritance and estate tax
Miscellaneous taxes
Unrestricted grants and contributions
Unrestricted investment earnings
Gain on sale of capital assets
Miscellaneous general
Transfers
Total General Revenues and Transfers
Change in Net Assets
Net Assets at July 1, as Restated (Note 2)
Net Assets at June 30

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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Net (Expense) Revenue and Changes in Net Assets

Primary Government

Component
Units

42,063
12,155

(234,480)
(254,088)

(451,801)
(635,369)

(1,521,520)

604,948
121,750
267
1,381,923

2,108,888

Governmental Business-Type
Activities Activities Totals
(3,542,241) $ (3,542,241)
(354,041) (354,041)
(66,105) (66,105)

(3,721,522) (3,721,522)

(2,050,187) (2,050,187)
(704,454) (704,454)
(80,358) (80,358)
(34,528) (34,528)
(190,369) (190,369)
(332,639) (332,639)
(11,076,444) (11,076,444)
(50,618) (50,618)
204,314 204,314
(5,196) (5,196)
50,802 50,802
16,122 16,122
(402,124) (402,124)
(186,700) (186,700)
(11,076,444) (186,700) (11,263,144)
4,880,831 4,880,831
3,125,824 3,125,824
235,654 235,654
504,189 504,189
29,198 29,198
325,077 325,077
38,058 38,058
152,016 152,016
9,365 9,365
9,531 47,657 57,188
22,682 1,844 24,526
388,144 35,792 423,936
172,007 (172,007)

9,892,576 (86,714) 9,805,862
(1,183,868) (273,414) (1,457,282)
14,005,048 (526,859) 13,478,189
12,821,180 (800,273) $ 12,020,907

587,368
7,430,432
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GOVERNMENTAL FUNDS FINANCIAL STATEMENTS

Major Funds

General Fund

The General Fund is the Commonwealth’s operating fund and accounts for financial resources
appropriated by the General Assembly that are not required to be accounted for in other funds.

Transportation Fund

The Transportation Fund Accounts for activities related to the construction, preservation, and
maintenance of roads.

Federal Fund

The Federal Fund accountsfor monies received from the federal government to be spent on specific
programs and operations.

Agency Revenue Fund

The Agency Revenue Fund accounts for revenues and expenditures of restricted taxes, fees, and
chargesrelated to aparticular function or activity. The General Assembly usually appropriatesthis
fund.

Capital Projects Fund

TheCapital ProjectsFund accountsfor financial resourcesappropriated by the General Assembly for
theacquisition, construction, or renovation of major capital facilities, and for theacquisition of major
equipment other than that financed by proprietary funds, certain trust funds, and university and
collegefunds.

Debt Service Fund

The Debt Service Fund accounts for the payment of principal, interest, and administrative fees due

on general long-term issues of the Commonwealth and for the accumulation of financial resources
used to make such payments.

Non-Major Funds

Non-Major governmental fundsare presented by fund typebeginningonpage ..................... 136
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COMMONWEALTH OF KENTUCKY
BALANCE SHEET
GOVERNMENTAL FUNDS

JUNE 30, 2010

(Expressed in Thousands)

Non-Major Total
Agency Capital Debt Governmental Governmental
General Transportation Federal Revenue Projects Service Funds Funds
Assets
Cash and cash equivalents (Note 5) $ 117,255 § 46,317 $ 1 $ 47888 $ 4 3 1,128  $ 276,606 $ 489,199
Cash with fiscal agents (Note 5) 61,878 61,878
Restricted cash (Note 5) 18,053 18,053
Investments, net of
amortization (Note 5) 75,804 321,579 323,571 323,578 2,806 473,794 1,521,132
Invested security collateral 38,529 75,054 66,331 66,588 85,589 332,091
Receivables, net (Note 4) 862,735 132,402 987,888 74,259 7,731 12 37,966 2,102,993
Notes receivable 4,990 322 5,312
Capital lease receivable (Note 4) 425,990 425,990
Interfunds receivable (Note 7) 16,004 575 14,161 72,470 2,703 21,762 127,675
Interfund loans receivable (Note 7) 23,800 68,300 92,100
Inventories 5,079 50,790 645 3,460 40 60,014
Total Assets $ 1,115,406 $ 626,717 $ 1,002,695 $ 634,822 $ 400,604 $ 491814 $ 964,379 $ 5,236,437
Liabilities and Fund Balances
Liabilities:
Accounts payable (Note 4) $ 339,002 $ 72,943 $ 811,907 $ 51932 $ 11530 $ $ 17,537 $ 1,304,851
Tax refunds payable 338,745 338,745
Interfunds payable (Note 7) 102,546 1,633 45,022 13,896 104 15,736 178,937
Interfund loans payable (Note 7) 68,300 23,800 92,100
Obligations under securities
lending 38,529 75,054 66,331 66,588 85,589 332,091
Deferred revenue 216,997 15,838 141,911 21,014 2,801 425,991 16,646 841,198
Total Liabilities 1,035,819 165,468 1,067,140 153,173 104,823 425,991 135,508 3,087,922
Fund Balances:
Reserved for:
Encumbrances 234,092 81,333 315,425
Statutory obligations 71,975 88,454 160,429
Inventories 5,079 50,790 645 3,460 40 60,014
Long-term receivables 4,990 322 5,312
Deposit with fiscal agents 18,053 61,878 79,931
Capital outlay 351,704 351,704
Unreserved, reported in:
General fund 2,533 2,533
Special revenue funds 87,913 (65,090) 455,146 696,530 1,174,499
Debt service fund 3,945 131,979 135,924
Capital projects fund (137,256) (137,256)
Total Fund Balances 79,587 461,249 (64,445) 481,649 295,781 65,823 828,871 2,148,515
Total Liabilities and Fund
Balances $ 1,115406 $ 626,717 $ 1,002,695 $ 634,822 $ 400,604 $ 491,814 §$ 964,379 $ 5,236,437

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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RECONCILIATION OF THE BALANCE SHEET- GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS

JUNE 30, 2010

(Expressed in Thousands)

Total Fund Balances - Governmental Funds
Amounts reported for governmental activities in the statement of net assets are different because:

Capital assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds.

Land and other non-depreciable assets

Buildings, equipment, and other depreciable assets
Infrastructure

Accumulated depreciation

Construction in progress

Certain revenues are earned but not available, and therefore, are deferred in
the funds.

Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred in the funds.

Internal service funds are used by management to charge the costs of Fleet Management,
Computer Services, Central Printing, Prison Industries, Property Management and
Risk Management to individual funds. The assets and liabilities of the internal service
funds are included in governmental activities in the Statement of Net Assets.

Long-term liabilities are not due and payable in the current period and, therefore, are not
reported in the funds.

Capital lease obligations
Compensated absences

Pollution remediation obligations
Judgements and contingencies
Net pension obligations

Long-term bonded debt is not due and payable in the current period and, therefore, is not
reported in the funds. Unamortized premiums, loss on refundings, and interest payable
are not reported in the funds; however, these amounts are included in the Statement of
Net Assets. This is the net effect of these balances on the statement:

Bonds payable

Notes payable

Unamortized premiums and discounts
Less deferred amounts on refundings
Accrued interest payable

Net Assets of Governmental Activities

2,148,515
261,275
1,397,886
18,018,686
(623,427)
2,145,084 21,199,504
744,706
83,673
146,691
(19,633)
(215,815)
(29,231)
(11,838)
(3,838,092) (4,114,609)
(5,959,846)
(1,089,740)
(238,521)
8,685
(107,878) (7,387,300)

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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COMMONWEALTH OF KENTUCKY

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES
GOVERNMENTAL FUNDS

FOR THE YEAR ENDED JUNE 30, 2010

(Expressed in Thousands)

Non-Major Total
Agency Capital Debt Governmental Governmental
General Transportation Federal Revenue Projects Service Funds Funds
Revenues
Taxes $ 7862887 $ 1076592 §$ $ 306,000 $ $ $ 120,696 $ 9,366,175
Licenses, fees, and permits 43,360 128,285 157,370 1,372 330,387
Intergovernmental 14,500 8,303,622 38,374 25,026 24 8,381,546
Charges for services 10,082 10,277 930 572,304 11,609 36,484 162,275 803,961
Fines and forfeits 49,367 22 1,154 8,430 28,007 86,980
Interest and other
investment income 7,427 187 213 6,654 13,716 5,178 11,839 45,214
Increase (decrease) in fair
value of investments (2,454) 954 555 245 (29) 579 (150)
Securities lending income 198 387 342 343 441 1,711
Other revenues 127,920 3,491 101,234 200,785 3,057 56,021 492,508
Total Revenues 8,113,287 1,220,195 8,407,153 1,290,814 53,996 41,633 381,254 19,508,332
Expenditures
Current:
General government 1,775,026 348,802 138,847 329,608 2,592,283
Legislative and judicial 318,064 1,777 58,561 73 378,475
Commerce 30,905 14,642 45,529 1,361 92,437
Education and humanities 3,624,631 1,374,120 34,540 70,757 5,104,048
Human resources 1,549,310 5,675,778 875,346 24,402 8,124,836
Justice 554,593 135,139 90,841 1,870 782,443
Natural resources and
environmental protection 68,049 63,881 51,235 9,946 193,111
Public protection and regulation 17,764 5,637 72,788 19,668 115,857
Transportation 4,399 1,081,874 714,132 153,581 60,504 2,014,490
Debt service:
Principal retirement 56,275 329,937 386,212
Interest and fiscal charges 221,969 84,170 306,139
Other expenditures 26,052 1,283 27,335
Securities lending expense 108 21 187 187 240 933
Capital outlay:
Buildings 609,309 609,309
Total Expenditures 7,942,849 1,082,085 8,333,908 1,521,455 609,496 304,296 933,819 20,727,908
Excess (Deficiency) of Revenues
over (under) Expenditures 170,438 138,110 73,245 (230,641) (555,500) (262,663) (552,565) (1,219,576)
Other Financing Sources (Uses)
Transfers in 369,470 9 23 491,658 38,076 216,708 839,330 1,955,274
Transfers out (499,133) (48,717) (58,335) (387,108) (73,797) (709,081) (1,776,171)
Capitalized leases 10,121 3 6 52 10,182
Insurance proceeds 9,876 9,876
Issuance of bonds:
New issues 593,875 47,320 232,131 873,326
Refunding issues 166,295 181,540 347,835
Premiums 10,943 10,912 15,587 37,442
Discounts (2,619) (2,619)
Issuance of notes 89,710 89,710
Payments to refunded bond
escrow agent (159,160) (27,442) (186,602)
Total Other Financing
Sources (Uses) (119,542) (48,705) (58,306) 215,131 558,154 282,075 529,446 1,358,253
Net Change in Fund Balances 50,896 89,405 14,939 (15,510) 2,654 19,412 (23,119) 138,677
Fund Balances at July 1,
as restated (Note 2) 30,437 364,663 (79,938) 496,806 293,127 46,411 851,959 2,003,465
Increase (decrease) in inventories (1,746) 7,181 554 353 31 6,373
Fund Balances at June 30 $ 79,587 $ 461249 $ (64,445) $ 481649 $ 295781 $ 65,823 $ 828,871 $ 2,148,515

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES-GOVERNMENTAL FUNDS

TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED JUNE 30, 2010

(Expressed in Thousands)

Net Change in Fund Balances-Total Governmental Funds $ 138,677
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 and
reported as depreciation expense. This is the amount by which capital outlays
exceeded depreciation in the current period:
Assets disposed of, net book value (39,707)
Donated assets, fair market value 2,224
Buildings, equipment, and other depreciable assets 45,067
Infrastructure 524,056
Accumulated depreciation (58,295) 473,345
Revenues in the statement of activities that do not provide current financial resources 59,380
are not reported as revenues in the funds.
Certain expenditures are reported in the funds; however, they increase assets reported
on the Statement of Net Assets and have been eliminated from the Statement of Activities:
Prepaid Expenses 7,350
Inventories 6,373 13,723
Internal service funds are used by management to charge the costs of Fleet Management,
Computer Services, Central Printing, Prison Industries, Property Management and
Risk Management to individual funds. The net revenues (expense) of certain activities (9,791)
of the internal service funds are reported with governmental activities.
Certain expenditures are reported in the funds; however, they either increase or decrease
long-term liabilities reported on the Statement of Net Assets and have been eliminated
from the Statement of Activities.
Capital lease payments 5,300
Compensated absence payments (6,801)
Pollution remediation payments 5,293
Litigation payments (209)
Excess contributions to pension funds (992,004) (988,421)
The issuance of long-term debt (e.g. bonds, leases) provides current financial resources
to governmental funds, while the repayment of the principal of long-term debt consumes
the current financial resources of governmental funds. Neither transaction, however, has
any effect on net assets. Also, governmental funds report the effect of issuance costs,
premiums, discounts and similar items when debt is first issued, whereas these amounts
are deferred and amortized in the statement of activities. This amount is the net effect of
these differences in the treatment of long-term debt and related items.
Bond proceeds and premiums received (1,345,694)
Repayment of bond principal 386,212
Payment to refunded bond escrow agent 186,602
Accrued interest (95,740)
Loss on refunding 1,649
Deferred issue costs (3,810) (870,781)
Change in Net Assets of Governmental Activities $ (1,183,868)

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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PROPRIETARY FUNDS FINANCIAL STATEMENTS

EnterpriseFunds(AllMajor)

State Parks Fund
The State Parks Fund accounts for revenues earned and expenses incurred in the commercial
operations of the Department of Parks.

Kentucky L ottery Corporation

The Kentucky Lottery Corporation, empowered by KRS 154A, administers the Kentucky State
L ottery and is pursuant to amended section 226 of the Constitution of Kentucky asratified by voters
of the Commonwealth.

Kentucky Horse Park Fund
The Kentucky Horse Park Fund accounts for revenues earned and expenses incurred in the
commercial operations of the Kentucky Horse Park.

Insurance Administration Fund
The Insurance Administration Fund accounts for insurance risk pools operated by the state. These
include:

Workers' Compensation Fund provides benefitsfor workerswith illnesses, which are not
attributable to one employer.

Coal Workers' Pneumoconiosis provides benefits for workers with pneumoconiosis
resulting from exposure to coal dust created in the severance or processing of coal.
Petroleum Storage Tank Environmental Assurance Program providesfor the cleanup of
leaking underground storage tanks in amounts that exceed the insurance required of the
owners and operators.

MineSubsidencel nsuranceProgram providescoverageagainst lossesarising out of or due
to mine subsidence within the Commonweal th.

Bond Pool Program provides coverage to reclaim surface mined land when the permit
holder has forfeited bonds posted for such purpose.

Kentucky Public Employees Health I nsurance Fund

The Kentucky Public Employees Health Insurance Fund accounts for the revenues and expenses
incurred in the commercial operation of the health insurance program for state employees, teachers
and retirees.

Unemployment Compensation Fund
The Unemployment Compensation Fund accounts for assessed employer contributions and related
unemployment compensati on payments.

I nternal ServiceFunds

Individual fund statements for the Internal Service Funds, whose combined totals are presented on
thiSSatement, DEJINONPAOE. .. ...« e ettt 146
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COMMONWEALTH OF KENTUCKY
STATEMENT OF FUND NET ASSETS
PROPRIETARY FUNDS

JUNE 30, 2010

(Expressed in Thousands)

Assets
Current assets:
Cash and cash equivalents (Note 5)
Cash on deposit with the Federal
government (Note 5)
Investments, net of amortization (Note 5)
Receivables, net (Note 4)
Interfunds receivable (Note 7)
Inventories
Prepaid expenses
Total Current Assets

Noncurrent assets:
Restricted investments (Note 5)
Investments, net of amortization (Note 5)
Receivables, net
Capital assets (Note 6):
Land
Improvements other than buildings
Buildings
Machinery and equipment
Easements and other intangibles
Less: Accumulated depreciation and amortization
Construction in progress
Total Capital Assets
Total Noncurrent Assets
Total Assets
Liabilities
Current liabilities:
Accounts payable (Note 4)
Judgments payable
Interfunds payable (Note 7)
Claims liability (Note 15)
Claims adjustment liability (Note 15)
Capital lease obligations (Note 10) (Note 15)
Prize liability
Compensated absences (Note 15)
Deferred revenue
Other liabilities
Total Current Liabilities

Noncurrent liabilities:
Claims liability (Note 15)
Claims adjustment liability (Note 15)
Capital lease obligations (Note 10) (Note 15)
Prize liability
Compensated absences (Note 15)
Loans payable the Federal Government (Note 15)
Other liabilities (Note 15)
Total Noncurrent Liabilities
Total Liabilities

Net Assets
Invested in capital assets, net of related debt
Restricted for:
Capital projects
Other purposes (Note 1)
Unrestricted
Total Net Assets

Business-Type Activities-

State
Parks

3,860

626
165
1,579
55

Kentucky
Lottery
Corporation

6,285

14,807
28,280
30,679

93
605

Kentucky
Horse
Park

7,960

16,950
92,380
204,882
14,335
2,322
(147,839)
42,671

74,464

1,242

746

649

225,701

84,431
4,594

442
375
7,330
39,438

(40,655)

2,637

233,661

6,930

2,373
65

4,453
19,931
28,769

4,150

(25,908)
76,719

239,946

95,955

108,114

3,516
6
541

45

2,680
2,248

170,419

110,552

9,036

10,589

47,062
1,026

113,189

42

2,839

58,677

3,096

33

20

301
71

2,881

75,934

3,521

11,917

75,934

20
295

1,165

225,613

2,416

134,611

1,480

228,029

6,930

28,878

5,001

35,808

108,074
2,715

(2,601)

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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Enterprise Funds

Insurance
Administration

44,871

17,430
27

Kentucky
Public
Employees
Health Plan

62,328

43,139

49,075
52,444

65

Unemployment
Compensation

358,105
20,958

1,595

(1,040)

144,723

5,091
97,5