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STEVEN L. BESHEAR OFFICE OF THE SECRETARY LORI H. FLANERY
Governor Finance and Administration Cabinet Secretary
384 CAPITOL ANNEX
Frankrort, KenTucky 40601
December 15, 2014 (502) 564-4240

(502) 564-6785 Fax

The Honorable Steven L. Beshear, Governor
Members of the Kentucky General Assembly
Citizens of Kentucky
INTRODUCTION

Section 48.800 (3) of the Kentucky Revised Statutes (K.R.S.) requires the Finance and Administration Cabinet to
submit a complete report of the financial transactions of the preceding year and of the financial condition of the Com-
monwealth as of the end of that fiscal year. In accordance with this statute, it is my pleasure to transmit to you the
Comprehensive Annual Financial Report of the Commonwealth of Kentucky for the Fiscal Year Ended June 30, 2014.
This report is prepared by the Finance and Administration Cabinet, Office of the Controller, Office of Statewide Ac-
counting 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 units for which it is financially accountable. All appropriate disclosures
necessary for the reader to gain the maximum understanding of Kentucky’s financial affairs are included.

The accompanying financial statements have been audited by the Office of the Auditor of Public Accounts of the Com-
monwealth 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 the Com-
monwealth of Kentucky's financial statements for the year ended June 30, 2014, are fairly presented in conformity
with Generally Accepted Accounting Principles (GAAP). The report of the independent auditor appears elsewhere in
this report.
PROFILE OF THE COMMONWEALTH OF KENTUCKY

The Reporting Entity and Its Services

This report includes all funds and component units for which the Commonwealth is financially accountable, based on
criteria established by the Governmental Accounting Standards Board’s (GASB) Statement 14 as amended by GASB
39 and GASB 61. The component units which are blended into the Commonwealth’s primary government and func-
tion as actual parts of the Commonwealth are: the State Property and Buildings Commission, Kentucky Asset/Liabil-
ity Commission, Turnpike Authority of Kentucky, Board of Agriculture, Kentucky Retirement System, Judicial Form
Retirement System, Kentucky Public Employees’ Deferred Compensation Authority, Kentucky Tobacco Settlement
Trust Corporation, Kentucky Teachers’ Retirement System, Kentucky School Facilities Construction Commission,
and Kentucky Gas Pipeline Authority.

The Commonwealth’s discretely presented component units are: the Bluegrass State Skills Corporation, Kentucky
Lottery Corporation, Kentucky River Authority, Kentucky State Fair Board, Kentucky Center for the Arts Corpora-
tion, Kentucky Educational Television Authority, Kentucky Economic Development Finance Authority, Kentucky
Higher Education Assistance Authority, Kentucky Higher Education Student Loan Corporation, Kentucky Housing
Corporation, Kentucky Public Transportation Infrastructure Authority, Kentucky Infrastructure Authority, Kentucky
Artisan Center, Kentucky Agricultural Finance Corporation, Kentucky Grain Insurance Corporation, Kentucky Local
Correctional Facilities Construction Authority, Kentucky Horse Park Foundation, Kentucky Council on Postsecond-
ary Education, Kentucky Community Technical College System, and the eight state-supported universities.

Additional detailed information pertaining to Commonwealth’s component units is located within the Financial Sec-
tion (particularly Note 1) of this report.



The Commonwealth and Its Services

Located in south central United States along the west side of the Appalachian Mountains, Kentucky was once a part
of Virginia. After its split with Virginia, Kentucky retained its "commonwealth" (meaning government based on
the consent of the people) status and adopted its Constitution in 1792. The Commonwealth provides the full range
of services contemplated by statute, including economic development, educational and human services, energy and
natural resources management, law enforcement, correctional and public protection services, transportation, public
improvements, and general legislative, administrative, and judicial services. The Commonwealth's chief executive is
the Governor who is popularly elected every four years and may serve for two terms. Policies are directed through
the various Cabinets. The General Assembly, or state Legislature, has two components: the Senate and the House of
Representatives. The Senate has 38 members who are elected to four-year terms and the House has 100 members
who are elected 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-raising issues must be initiated in the House. All other bills may be
introduced by either the House or the Senate.

Budgetary Controls

The Commonwealth uses a biennial budget to assist with planning and control duties. Budgetary control is main-
tained at the budget unit level and is described in the notes to the Required Supplementary Information. En-
cumbrance 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. Outstand-
ing encumbrances for long-term construction projects in the Transportation Fund and the Capital Projects
Fund are included in assigned fund balance. Encumbrances in all other funds lapse at the end of the fiscal year.

ECONOMIC CONDITION AND OUTLOOK
National Economy

As we reach the conclusion of the first quarter of fiscal year 2015, we find ourselves again balancing the relative im-
provement of the economy’s fundamentals with the continuing policy uncertainty from the Federal Reserve. The di-
vergence between the colloquially named “hawks” and “doves” is driven by continued data that supports each party’s
viewpoints. The “hawks” are those members that believe the recent economic data supports the continued elimination
of the Federal Reserve’s bond purchasing program and a return to interest rate normalization. The “doves” are those
members that believe the US labor market is still in a slow recovery with a significant amount of weak wage inflation.

The Federal Reserve’s quandary is made more difficult due to the fact that the weakness in the labor market is com-
prised of both cyclical and structural components. The cyclical components are associated with the continued pace
of the recovery, and the indicators of the continued slow pace of the labor market recovery are seen in the lack of
growth in hourly earnings and high levels of part-time work. The most significant indicator, however, may be seen in
the overall growth in the labor force. For calendar 2014, the overall growth in the labor force to date is on track to be
fewer than 390,000 net new entrants. This is further indicated by the continued decline in the labor force participation
rate, which has fallen by three percent since the end of the recession. These factors would suggest that any actions to
raise interest rates should occur at a later time to allow the economic recovery to continue.

The question for policy makers centers on what component of the observed weakness in the labor market is structural
rather than cyclical. Beginning with the 45-plus age brackets, labor-force participation rates naturally fall, and these
brackets are expanding at a faster pace as the population ages. There are numerous reasons for these naturally declin-
ing participation rates, including retirements, working sporadically, health considerations, or no longer needing second
incomes. The fact that the participation rates themselves are falling within most age brackets exacerbates this problem,
but with faster wage growth and better job prospects, participation rates could steady themselves.

The underlying demographic trends also affect household formation. The release of the Annual Social and Economic
Supplement to the Current Population Survey indicated approximately 480,000 households were created during the
time period of March of 2013 to March of 2014. As household formation slows, housing starts and sales will be re-



duced. National forecasts of GDP and related housing components will be reduced in upcoming quarters to reflect this
new information. All of these demographic trends have economic impacts, but they would not support a delay in the
actions of the Federal Reserve. Overall, the Federal Reserve will have to balance the cyclical and structural compo-
nents of the national data in the execution of monetary policy over the remainder of the fiscal year.

Overall, the outlook for the remainder of the fiscal year is positive, and improved over previous years. Real GDP is
expected to grow at an annualized rate 2.8 percent over the next three quarters, representing a 2.7 percent increase
year over year. Consumption is forecast to grow by an annual rate of 2.4 percent over the next three quarters. Govern-
ment expenditures at all levels, Federal, state, and local, will continue to show little growth. Oil and energy prices are
expected to remain low helping to keep core inflation down.

Kentucky's Economy

Economic growth in Kentucky is projected to continue through FY15 roughly in line with the national economy.
Kentuckians’ personal incomes are forecast to grow at the same pace as the U.S. overall over the next three quarters,
with wage and salary growth projected to be a solid 5.2 percent. The St. Louis Federal Reserve’s Burgundy Book
reports that the vast majorities of contacts surveyed expect wages to either increase or remain stable as the calendar
year closes.

Kentucky’s index of leading economic indicators, as reported by the Philadelphia Federal Reserve, was the highest
among U.S. states in August. This suggests that growth will be positive in several areas over the next several months.
Retail gasoline prices remained relatively low in the first quarter, a trend that looks to continue as the price of delivery
of Brent crude on the futures market a year out remains under $100/barrel. The fall season is traditionally associated
with declining gasoline prices in any case, potentially helping Kentucky consumer spending through a small increase
in disposable income.

In August, for the first time on record, the unemployment rate fell in every Kentucky county. Unemployment in Ken-
tucky is projected to continue trending downward as the U.S. economy picks up its pace of return to potential levels
of output and employment. Growth in employment is not projected evenly across all sectors and regions, however.
Growth in mining employment is still projected to lag that of other goods-producing areas. While the coal fields of
West Kentucky have seen positive growth recently, conditions remain challenging for the mines in East Kentucky.
Notably, employment growth in Kentucky’s service-providing industries is projected to be lower than that of its
goods-producing industries. Overall, total non-farm employment growth in Kentucky is projected to lag that of the
U.S. as a whole.

The Northern Kentucky areas near Cincinnati already see unemployment below the national average, and the Cleve-
land Federal Reserve forecasts “optimistic” employment growth in this area. The Cleveland Fed projects the housing
market in the Lexington metro area to improve and notes that expansion in local automobile manufacturing over the
coming months should further boost area employment and wages. The St. Louis Federal Reserve reports “especially
brisk” employment growth in the Louisville and Bowling Green areas and further growth is anticipated as surveys
reported improving business optimism.

Some potential impediments to growth warrant caution, however. Surveys of businesses conducted by the Atlanta
Federal Reserve multiple Federal Reserve banks indicate that companies are planning to primarily expand their part-
time workforce in the coming year rather than hire more full-time workers. The Burgundy Book for the Louisville area
reported businesses having a difficult time finding skilled labor to fill potential job openings. While the housing market
is improving, the number of new home permits and mortgages issued is not very impressive. A harsh winter similar
to that seen in FY 14 could put a further damper on growth. While growth in output and employment is expected to be
solid going forward, the recent history of this economic recovery has brought boom and bust cycles, thus reminding
forecasters and analysts to temper optimism with prudent caution.



Long-Term Financial Planning

Debt financing of the Commonwealth is classified as either appropriation supported debt or non-appropriation supported
debt. Appropriation supported debt carries the name of the Commonwealth and is either a general obligation of the state
or a lease revenue obligation of an issuing agency created by the Kentucky General Assembly to finance various projects
subject to state appropriation for all or a portion of the debt service on the bonds. Non-appropriation or moral obligation
debt carries the name of the Commonwealth for the benefit and convenience of other entities within the state. This type
of indebtedness is a special obligation of the issuer, secured and payable solely from the sources pledged for the pay-
ment thereof and does not constitute a debt, liability, obligation, or pledge of the faith and credit of the Commonwealth.

Debt Administration
The amount of debt service for general bonded debt, the ratio of this amount to total expenditures for general gov-
ernmental functions, and the amount of debt per capita are useful indicators to citizens, investors, and management

regarding the Commonwealth’s debt position. The data for 2014 are:

Ratio to Total

Debt Service (thousands) General Governmental Expenditures Debt Per Capita
General Bonded Debt $969,090 4.2 % $1,431

No general obligation bonds were authorized or outstanding at June 30, 2014.
A detailed analysis of the Commonwealth’s debt issuance during the fiscal year ended 2014 is presented in Note 15.
Major Initiatives

Fiscal year 2014 was the second fiscal year of the Commonwealth’s 2012-14 biennial budget period. The Common-
wealth of Kentucky is one of the few states that enact a biennial budget in an even-numbered year; meaning that the
fiscal year 2014 budget was enacted in the 2012 Regular Session of the Kentucky General Assembly. General Fund
revenue growth was 1.2 percent, resulting in a $91 million revenue shortfall. The shortfall, which occurred primarily
due to lower tax receipts in the final fiscal quarter of the year, was resolved mainly through the transfer of excess, un-
budgeted funds, unexpended General Fund budgets, and the use of the Commonwealth’s Budget Reserve Trust Fund
(Kentucky’s Rainy Day fund). Road Fund revenues increased by 4.6 percent, but despite the growth, that resulted in
a $22 million revenue shortfall. In fiscal year 2014, General Fund spending increased by 3 percent, and Road Fund
spending increased by 11 percent. The Road Fund revenue shortfall was resolved primarily through unexpended Road
Fund budgets.

The muted General Fund spending growth was primarily due to spending cuts that were incorporated into the fiscal
year 2014 budget, a total of $182 million. Additional spending in the areas of pension contributions and health insur-
ance were necessary, and the budget made a significant reduction in the Commonwealth’s structural budget imbalance
of the prior year. In the 2012-14 biennial budget, most other areas of government spending were again reduced in the
first fiscal year. The fiscal year 2014 budgets were commonly held at the same level as fiscal year 2013. Some areas
of the government have incurred up to 38 percent in General Fund budget reductions since fiscal year 2008. Despite
Road Fund revenue growth of 4.6 percent, spending from the Road Fund increased by 11 percent primarily due to the
schedule of major road project expenditures, which occur over a multi-year period.

Fiscal year 2014 was the third year of implementation for two major policy initiatives: the statewide implementation
of managed care in the Medicaid program, and the implementation of several of the reforms enacted in 2011 affect-
ing Corrections and the revision in the controlled substances portion of the penal code. The movement of Medicaid’s
non-waiver populations into managed care resulted in General Fund cost avoidance of over $160 million in fiscal year
2014; $294 million over the 2012-14 biennium. Due to the implementation of reforms in the Corrections area, the
inmate population in fiscal year 2013-14 fell by 4.3 percent, and nearly $7 million was reinvested into evidence-based
treatment programs.



The Commonwealth’s capital program for the 2012-14 biennial period included the lowest amount of General Fund
supported debt in over 20 years. This was another reflection of the tight fiscal situation. The largest areas of emphasis
were in local school buildings, maintenance and improvement, the permanent closure of a nuclear waste disposal site,
and the addition of a fourth veterans’ nursing facility.

During fiscal year 2014, the Commonwealth made a historically significant health care policy decision; to implement
the elements of the federal Affordable Care Act that permitted the expansion of eligibility for the Medicaid program
to individuals whose income is up to 138 percent of the poverty level. Additionally, the Commonwealth successfully
implemented its Health Benefit Exchange. Based on recent studies, Kentucky ranked second in the country in the rate
of reduction of its uninsured population. By the end of fiscal year 2014, over 305,000 Kentuckians were enrolled in
the “expanded” Medicaid program.

The Commonwealth continued to implement past actions and reforms to address a significant policy and financial is-
sue, the financing of the large unfunded liabilities of its pension systems, and restructuring future employee benefits to
ensure a sustainable pension system. The new reforms replaced a phased-in financing plan with one that will achieve
the necessary actuarial contributions to the Kentucky state employees’ retirement systems. Moreover, a new hybrid-
cash balance plan was put in place for all new employees which mitigates the growth of future pension liabilities.
Fiscal year 2014 was the fourth year of a six-year plan to sufficiently pre-fund the Teachers’ Retirement System medi-
cal costs, involving additional financial participation from active school district employees, the 174 Kentucky school
districts, existing retirees under age 65, and the Commonwealth.

FINANCIAL INFORMATION
The Accounting System

The Commonwealth’s financial 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 developing and operating the Commonwealth’s accounting system, management of the Commonwealth 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 use or
disposition, and that financial records are reliable for preparing GAAP financial statements that are free from material
misstatement and maintaining accountability for assets. The concept of reasonable assurance recognizes that the cost
of internal controls should not exceed the benefits likely to be derived from their use, and that such cost-benefit evalu-
ation requires estimates and judgments by management. All internal control evaluations occur within this framework.



OTHER INFORMATION
Certificate of Achievement for Excellence in Financial Reporting

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of
Achievement for Excellence in Financial Reporting to the Commonwealth of Kentucky for its Comprehensive Annual
Financial Report for the fiscal year ended June 30, 2013. This is the 27th consecutive year the Commonwealth has
received this prestigious award. In order to be awarded a Certificate of Achievement, a government must publish an
casily readable and efficiently organized comprehensive annual financial report. This report must satisfy both gener-
ally accepted accounting principles and applicable legal requirements.

A Certificate of Achievement is valid for a period of one year only. We believe that our current comprehensive annual
financial report continues to meet the Certificate of Achievement Program’s requirements and we are submitting it to
the GFOA to determine its eligibility for another certificate.

Acknowledgments

The preparation of this report could not have been accomplished without the cooperation of all branches and agencies
of the Commonwealth. The professionalism demonstrated by the staffs of the Finance and Administration Cabinet’s
Office of Statewide Accounting Services, the Kentucky Transportation Cabinet’s Division of Graphic Design and
Printing, as well as the Office of the Auditor of Public Accounts, is especially noteworthy. Their combined dedication
made the publication of this report possible.
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Finance and Administration Cabinet



Commonwealth of Kentucky

STEVEN L. BESHEAR FINANCE AND ADMINISTRATION CABINET LoORI H. FLANERY
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 15, 2014

The Honorable Lori H. Flanery

Secretary, Finance and Administration Cabinet
383 New Capitol Annex

Frankfort, Kentucky

Dear Secretary Flanery:

Pursuant to Section 48.800 (3) of the Kentucky Revised Statutes, the Comprehensive Annual Fi-
nancial Report (CAFR) of the Commonwealth of Kentucky for the fiscal year ended June 30, 2014,
is submitted herewith. It contains all funds of the primary government and component units for

which it is financially accountable, based on the criteria developed by the Governmental Account-
ing Standards Board (GASB).

The basis of accounting upon which the report has been prepared complies with accounting prin-
ciples generally accepted in the United States of America for state governments as prescribed by
both GASB and the American Institute of Certified Public Accountants’ (AICPA) publication Audits
of State and Local Governments.

The information presents fairly and fully discloses the financial position and results of financial
operations of the Commonwealth for the reporting period as measured by the financial activity of
the various funds. All appropriate disclosures necessary to assist readers in their understanding and
evaluation of Kentucky’s financial condition have been included in this report.

Respectfully submitted,

=

Edgar C. Ross, Controller

KentuckyUnbridledSpirit.com Km{ud?jﬂ):ﬁ An Equal Opportunity Employer M/F/D
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ApamM H. EDELEN
AUDITOR OF PuBLIC ACCOUNTS

To the People of Kentucky
The Honorable Steven L. Beshear, Governor
Lori H. Flanery, Secretary
Finance and Administration Cabinet

Independent Auditor’s Report

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type activities, the aggregate
discretely presented component units, each major fund, and the aggregate remaining fund information of the Commonwealth of
Kentucky, as of and for the year ended June 30, 2014, and the related notes to the financial statements, which collectively comprise
the Commonwealth’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

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 solely on the reports of the other auditors. Those component units and funds were:

Certain portions of the Governmental Funds including:

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

Certain portions of the Proprietary Funds including:

o Within the Insurance Administration Fund:
o Kentucky Coal Workers” Pneumoconiosis Fund
o Kentucky Workers’ Compensation Fund
o Petroleum Storage Tank Environmental Assurance Program

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

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

Certain Fiduciary Funds including:

¢ Kentucky Retirement System o Kentucky Public Employees’ Deferred Compensation Authority
o Judicial Form Retirement System
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Component Units:

¢ Bluegrass State Skills Corporation ¢ Kentucky Horse Park Foundation, Inc.
¢ Kentucky Center for the Arts Corporation ¢ Kentucky Housing Corporation
¢ Kentucky Economic Development Finance Authority ¢ Kentucky Infrastructure Authority
o Kentucky Educational Television Authority o Kentucky Local Correctional Facilities Construction
¢ Kentucky Higher Education Assistance Authority ¢ Kentucky Lottery Corporation
¢ Kentucky Higher Education Student Loan Corporation ¢ Kentucky State Fair Board

Component Units - Colleges and Universities and related entities:

o University of Kentucky e University of Louisville

o Eastern Kentucky University o Kentucky State University

¢ Morehead State University e Murray State University

¢ Northern Kentucky University ¢ Western Kentucky University

¢ Kentucky Community and Technical College System ¢ Kentucky Council on Postsecondary 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 1.37% 14 %
Primary Government - Business-Type Activities 39.42 % 420 %
Component Units 91.91 % 94.29 %

Fund Financial Statements:

Governmental Funds - Non-Major Funds 39.67 % 2711 %
Proprietary Funds - Business-Type Activities - Enterprise Funds 39.35% 3.36 %
Proprietary Funds - Governmental Activities - Internal Service Funds 5.14 % 12.24 %
Fiduciary Funds - Pension and Insurance Trust Funds 52.14 % 5117 %
Component Units 91.91 % 94.29 %

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

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

In our opinion, based on our audit and the reports of the 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, 2014, and the respective changes in financial position and, where applicable cash flows thereof for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the Management’s Discussion and Analysis on
pages 17 through 24, budgetary comparison schedules and corresponding notes on pages 120 through 135, and information about
infrastructure assets reported using the modified approach on pages 136 and 137, and claims development information for entity risk
pools on pages 138 and 139, be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers it to be an essential part of
the financial reporting for placing the basic financial statements in an appropriate operational, economical, or historical context. We
have applied certain limited procedures to the required supplementary information in accordance with auditing standards generally
accepted in the United States of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures did not provide us with sufficient evidence to express an opinion or provide any
assurance.

Supplementary Information

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 144
through 197 are presented for purposes of additional analysis and are not a required part of the basic financial statements.

The combining financial statements are the responsibility of management and were derived from and relate directly to the underlying
accounting and other records used to prepare the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the basic financial statements or
to the financial statements themselves, and other additional procedures in accordance with auditing standards generally accepted in the
United States of America. In our opinion, the combining financial statements are fairly stated in all material respects in relation to the
basic financial statements as a whole.

Other Information
The Introductory and Statistical sections presented in this report on pages 2 through 10 and 200 through 221 have not been subjected

to the auditing procedures applied in the audit of the basic financial statements, and accordingly, we do not express an opinion or
provide any assurance on them.
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Other Reporting Required by Government Auditing Standards

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 in considering the Commonwealth’s internal control over financial reporting and compliance.

Respectfully submitted,

Adam H. Edelen
Auditor of Public Accounts
December 15,2014
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MANAGEMENT’S DISCUSSION AND ANALYSIS

The Management’s Discussion and Analysis of the Commonwealth of Kentucky's Comprehensive Annual Financial
Report (CAFR) presents a discussion and analysis of the State's financial performance during the fiscal year ended
June 30, 2014. It is supplementary information required by the Governmental Accounting Standards Board (GASB)
and is intended to provide an easily readable explanation of the information in the basic financial statements. It should
be read in conjunction with the additional information that is furnished in the letter of transmittal, which can be found
preceding this narrative, and with the Commonwealth’s financial statements which follow.

FINANCIAL HIGHLIGHTS - PRIMARY GOVERNMENT

Government-Wide Highlights:

The assets of the Commonwealth's governmental activities exceeded its liabilities at fiscal year ending June 30, 2014,
by $10.3 billion, a decrease of $774.4 million related to current year activity. Liabilities of the Commonwealth's
business-type activities exceeded assets by $215.1 million, an increase in net position of $331.8 million related to cur-
rent year activity. Total net position decreased by $442.6 million to $10.1 billion.

The assets of component units exceeded liabilities at fiscal year ending June 30, 2014, by $10 billion, an increase of
$946.8 million related to current year activity.

Fund Highlights:

As of the close of FY 14, the Commonwealth's governmental funds reported combined ending fund balances of $2.2
billion, a net decrease of $42.1 million in comparison with the prior year. Approximately 93.8 percent or $2.1 billion
of the ending fund balance is restricted. There is no unrestricted (committed, assigned, or unassigned) fund balance
available for spending either at the government’s discretion or upon legislative approval.

Enterprise funds reported net position of $(215.1) million, of which $379 million was restricted or invested in capital
assets and the balance of $(594.1) million was unrestricted.

Long-Term Debt:

The Commonwealth’s total long-term debt obligations (bonds and notes payable) increased by $83.8 million to $8.2
billion during the current fiscal year. The small increase is attributable to the issuance of bonds mainly to refund older
debt outstanding in addition to funding new projects. The reduction to liabilities includes advanced retirement of old
debt and payment of principal were $737.5 million while new issues for refunding and new projects were $821.3 mil-
lion during FY 14. Additional details of these activities can be found in Note 15 beginning on Page 100.

OVERVIEW OF THE FINANCIAL STATEMENTS

The Commonwealth's basic financial statements include: (1) government-wide financial statements, (2) fund financial
statements, and (3) notes to the financial statements. This report also includes other required supplementary informa-
tion (General and Special Revenue Fund budgetary schedules; condition and maintenance data regarding infrastruc-
ture; and claims development information) and other supplementary information (combining financial statements).
Each of these components is described below.

Government-Wide Financial Statements

The Government-Wide Financial Statements provide a broad view of the Commonwealth’s operations in a manner
similar to a private-sector business. These statements report financial information about the entire government except
fiduciary activities. The statements provide both short-term and long-term information about the Commonwealth’s
financial position, which assists in assessing the Commonwealth’s economic condition at the end of the fiscal year.
These are prepared using the flow of economic resources measurement focus and the accrual basis of accounting.
They take into account all revenues and expenses of the fiscal year even if no cash has been received or paid. The
government-wide financial statements include two statements: The Statement of Net Position shows the financial posi-
tion 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 of the above financial statements have separate sections for three different types of state programs or activities.
These three types of activities are:

Governmental Activities — The activities in this section are mostly supported by taxes and intergovernmental rev-
enues (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-Type Activities — These functions normally are intended to recover all or a significant portion of their costs
through user fees and charges to external users of goods and services provided by the State. The business-type activi-
ties of the Commonwealth include the operations of various Enterprise Funds as listed later in the text.

Discretely Presented Component Units — These are operations for which the Commonwealth has financial account-
ability but which possess certain independent qualities as well. More information on the Commonwealth’s discretely
presented component units can be found in Note 1 beginning on Page 53.

There were significant fluctuations in the Governmental Activities concerning the General and Federal Funds expen-
ditures and accounts payable. General Fund expenditures in FY 14 increased 5.20 percent when compared to FY 13.
The only substantial increase occurred in the Cabinet for Health and Human Services (CHFS). CHFS had a $355.9
million increase in general fund expenditures over FY 13 which translates into a 17.6 percent increase. There was a
28.4 percent increase in federal expenditures as compared to FY 13. The Commonwealth had a decrease in federal
expenditures in all agencies except for CHFS. CHFS had a $2.0 billion dollar increase in federal expenditures, an in-
crease of 40.8 percent as compared to FY 13. The FY 14 accounts payable for the General and Federal Funds increased
by 46.8 percent and 175.9 percent respectively as compared to FY 13. These fluctuations were all caused by the factors
noted as follows:

. The implementation of the Affordable Care Act added approximately two hundred and twenty five thousand
(225,000) unique individuals (Medicaid expansion adults) to the Commonwealth’s Medicaid Program. Capita-
tion rates were paid for these new members for the period January 1 through June 30, 2014 and were funded one
hundred percent (100 percent) by federal funds.

. 32,000 new enrollees added to the traditional Medicaid Program. In FY 14 the federal participation in this seg-
ment of the Medicaid program was 69.83 percent and the Commonwealth’s participation was 30.17 percent.

. The match requirement for the Commonwealth’s Medicaid match in the traditional Medicaid program rose from
29.45 percent in FY 13 to 30.17 percent in FY 14.
. In the fee-for-service Medicaid program FY 14 expenditures in several areas exceeded the amounts experienced

in FY 13. Based on their participation rate both Federal and State funds were affected by this increase.

. The premature departure of the Kentucky Spirit Managed Care Organization (MCO) and subsequent reassign-
ment of traditional Medicaid members to the two remaining MCOs resulted in an increase of expected expen-
ditures since the former Spirit members were reassigned to the remaining MCOs which had higher negotiated
rates. Based on their participation rate both Federal and State funds were affected by this increase.

. The implementation of the Kentucky Health Exchange in accordance with the Affordable Health Act in FY 14
also increased costs to CHFS as compared to FY 13. These costs were funded one hundred percent (100 percent)
by federal funds.

. The increase in accounts payables occurred in the Medicaid program due to a decision made by Medicaid
management. In order to manage the Medicaid program within fiscal year 2014 budgeted resources, a decision
was made to utilize some discretionary cash management actions. Those cash management actions adjusted
the timing of certain Medicaid payments while still adhering to the timelines dictated by cash management
requirements. The Commonwealth’s budget developmental process took into account the impact those cash
management actions had on the subsequent fiscal year (2014-2015) budget. As a result this action resulted in
those delayed payments being recorded as an accounts payable in the federal fund and accounts payable for the
Commonwealth match in the general fund.

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

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated for
specific activities or objectives. Some funds are required to be established by state law or bond covenants and addi-
tional 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 into three categories: Governmental Funds, Proprietary Funds, and Fiduciary Funds. It is important to note
that 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 the relate to one anouther.

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

Government-Wide
Financial Statements

Fund Financial Statements

Governmental

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 Position

Statement of Activities

Balance Sheet

Statement of Revenues,
Expenditures and Changes in
Fund Balances

Statement of Fund Net
Position

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

Statements of Fiduciary Net
Position

Statement of Changes in
Fiduciary Net Position

Accounting Basis and
Measurement Focus

Accrual accounting and
economic resources
measurement focus

Modified accrual accounting
and current financial
resources focus

Accrual accounting and
€conomic resources
measurement focus

Accrual accounting and
economic resources
measurement focus

Type of Asset/Liability
Information

All assets and liabilities,
both financial and capital,
and short-term and long-
term

Only assets expected to be
used up and liabilities that
come due during the year or
soon thereafter, no capital
assets included

All assets and liabilities,
both financial, and capital,
and short-term and long-
term

All assets and liabilities,
both short-term and long-
term

Type of Inflow —
Outflow Information

All revenues and expenses
during the year, regardless
of when cash is received
or paid

Revenues for which cash is
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

All revenues and expenses

during the year, regardless

of when cash is received or
paid

All revenues and expenses

during the year, regardless

of when cash is received or
paid

Notes to the Financial Statements - Notes to the financial statements provide information necessary to fully under-
stand the data provided in the government-wide and fund financial statements. They are an integral part of the finan-
cial statements and focus on the primary government and its activities.

Required Supplementary Information - In addition to this Management’s Discussion and Analysis, which is re-
quired 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 Infrormation - Supplementary information includes the introductory section, combining fi-
nancial statements for non-major governmental funds, non-major discretely presented component units, the individual
internal service funds and fiduciary funds, and the statistical section.
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GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net Position

Net position may serve as a useful indicator of a government’s financial position. The Commonwealth’s combined
net position (governmental and business-type activities) totaled $10.1 billion at the end of 2014, as compared to $10.5
billion at the end of the previous year.

The largest portion of the Commonwealth’s net position, $21.3 billion, is net investment in capital assets (e.g. land,
infrastructures, buildings and improvements and machinery and equipment), minus any related debt, which is still
outstanding and used to acquire those assets. The Commonwealth uses these capital assets to provide services to its
citizens; therefore, these assets are not available for future spending.

The second largest portion of the Commonwealth’s net position, totaling $1.2 billion, is restricted and represents
resources that are subject to either external restrictions or legislative restrictions on how they may be used. The
remaining balance is unrestricted net position. The unrestricted net position, if they have a positive value, could be
used at the Commonwealth’s discretion. However, the unrestricted balance is $(12.4) billion; therefore funds are not
available for discretionary purposes. A contributing factor to the negative balance is that liabilities are recognized on
the government-wide statement of net position when the obligation is incurred. Accordingly, the Commonwealth rec-
ognizes long-term liabilities (such as general bonded debt, compensated absences, unfunded employer pension cost,
and contingent liabilities-shown in Note 15 to the financial statements) on the statement of net position.

Table 2 below presents the Commonwealth’s condensed statement of net position as of June 30, 2014 and June 30,
2013, derived from the government-wide Statement of Net Position.

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

Governmental Activities Business-Type Activities Total

2014 2013 2014 2013 2014 2013
Current Assets $ 6,213,863 $ 5,904,367 $ 1,404,931  § 1,031,667 $ 7,618,794 $ 6,936,034
Capital Assets 23,135,770 22,991,474 328,198 342,131 23,463,968 23,333,605
Other Assets 290 295 290 295
Total Assets 29,349,923 28,896,136 1,733,129 1,373,798 31,083,052 30,269,934
Deferred outflows of resources 6,583 14,612 6,583 14,612
Non Current Liabilities 15,834,700 15,008,690 1,521,651 1,799,654 17,356,351 16,808,344
Other Liabilities 3,235,745 2,829,459 426,625 121,126 3,662,370 2,950,585
Total Liabilities 19,070,445 17,838,149 1,948,276 1,920,780 21,018,721 19,758,929
Deferred inflows of resources 12,952 25,040 12,952 25,040
Net investment in capital assets 20,986,040 20,195,976 315,131 328,382 21,301,171 20,524,358
Restricted 1,099,649 1,167,435 63,847 913 1,163,496 1,168,348
Unrestricted (11,812,580) (10,315,852) (594,125) (876,277) (12,406,705) (11,192,129)
Total Net Position $ 10273109 $ 11,047,559 § (215,147) $ (546,982) $ 10,057,962 $ 10,500,577
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Changes in Net Position

The revenues and expenses information, as shown in Table 3, was derived from the government-wide Statement of
Activities and reflects how the Commonwealth’s net position changed during FY 14. The Commonwealth received
program revenues of $13.1 billion and general revenues (including transfers) of $12 billion for total revenues of $25.1
billion during FY 14. Expenses for the Commonwealth during FY 14 were $25.6 billion, which resulted in a total
decrease of the Commonwealth’s net position in the amount of $442.6 million, net of contributions, transfers and
special items.

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

2014 2013 2014 2013 2014 2013
Governmental Governmental Business-Type Business-Type
Activities Activities Activities Activities Total Total
Revenues:
Program Revenues:
Charges for Services $ 1,464,874  $ 1,483,849 § 2,427,436 $ 2,383,241  § 3892310 §$ 3,867,090
Operating Grants and
Contributions 8,211,316 6,294,292 174,235 408,125 8,385,551 6,702,417
Capital Grants and
Contributions 801,353 806,675 378 155 801,731 806,830
General Revenues:
Income Taxes 4,209,469 4,171,101 4,209,469 4,171,101
Sales Taxes 5,575,312 5,292,465 5,575,312 5,292,465
Property Taxes 553,339 556,986 553,339 556,986
Other Taxes 508,519 706,927 508,519 706,927
Investment Earings (37) 2,179 13,546 13,509 2,179
Other 520,136 569,408 648,466 485,257 1,168,602 1,054,665
Total Revenues 21,844,281 19,883,882 3,264,061 3,276,778 25,108,342 23,160,660
Expenses:
Governmental Activities:
General Government 2,840,370 3,333,535 2,840,370 3,333,535
Legislative and Judicial 420,929 406,949 420,929 406,949
Commerce 112,067 112,290 112,067 112,290
Education and Humanities 5,539,119 5,214,551 5,539,119 5,214,551
Human Resources 10,000,356 7,618,717 10,000,356 7,618,717
Justice 933,126 936,118 933,126 936,118
Natural Resources and
Environmental Protection 192,059 229,245 192,059 229,245
Public Protection and
Regulation 92,798 160,071 92,798 160,071
Transportation 2,127,851 1,720,513 2,127,851 1,720,513
Interest Expense 355,842 369,773 355,842 369,773
Business-type Activities:
State Parks 96,587 92,724 96,587 92,724
Kentucky Horse Park 19,511 15,856 19,511 15,856
Kentucky Public Employees
Health Plan 1,642,048 1,677,143 1,642,048 1,677,143
Insurance Administration 86,063 93,876 86,063 93,876
Unemployment Compensation 1,092,231 1,287,408 1,092,231 1,287,408
Total Expenses 22,614,517 20,101,762 2,936,440 3,167,007 25,550,957 23,268,769
Increase (Decrease) in Net
Position Before Transfers (770,236) (217,880) 327,621 109,771 (442,615) (108,109)
Transfers (4,214) (22,093) 4,214 22,093
Change in Net Position (774,450) (239,973) 331,835 131,864 (442,615) (108,109)
Net Position, July 1, as restated 11,047,559 11,287,532 (546,982) (678,846) 10,500,577 10,608,686
Net Position, June 30 $ 10,273,109  $ 11,047,559  $ (215,147)  $ (546,982) $ 10,057,962 $ 10,500,577
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Governmental Activities:

During the fiscal year, the change in net position resulted in a decrease from the previous year. The decrease in net po-
sition of governmental activities was $774.4 million or 7.0 percent. Approximately 49.7 percent of the governmental
activities’ total revenue came from taxes, while 41.2 percent resulted from grants and contributions (including federal
aid). Table 4 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 $ 2,840,370 $ 920,007 $ (1,920,363)
Legislative and Judicial 420,929 28,947 (391,982)
Commerce 112,067 68,213 (43,854)
Education and Humanities 5,539,119 1,002,265 (4,536,854)
Human Resources 10,000,356 7,180,482 (2,819,874)
Justice 933,126 68,897 (864,229)
Natural Resources and Environmental
Protection 192,059 126,445 (65,614)
Public Protection and Regulation 92,798 88,253 (4,545)
Transportation 2,127,851 994,034 (1,133,817)
Totals $ 22,258,675 $ 10,477,543 $ (11,781,132)

Business-Type Activities:

Table 5 below presents program expenses and revenues for business-type activities. The business-type activities
increased the Commonwealth’s net position by $331.8 million. Program revenues generated by the operations of the
State Parks, Kentucky Horse Park, and Unemployment Compensation were not sufficient to cover program expenses.
General revenues were needed to support expenses of these programs. Program revenues generated by the opera-
tions of the Kentucky Public Employees Health 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 $ 96,587 $ 50,444 $ (46,143)
Kentucky Horse Park 19,511 11,638 (7,873)
Kentucky Public Employees Health Plan 1,642,048 1,692,801 50,753
Insurance Administration 86,063 115,115 29,052
Unemployment Compensation 1,092,231 732,051 (360,180)

Totals $ 2,936,440 $ 2,602,049 $ (334,391)
Overall Analysis

Financial highlights for the State as a whole during fiscal year ended June 30, 2014, include the following:

» The asset of the State’s governmental activities continues to exceed liabilities (net position) at the close of the
fiscal year. Assets exceeded liability by $10.3 billion and the condition of the State’s business-type activities con-
tinued to have liabilities that exceed net position by $215.1 million.

»  The State’s total net position decreased during the year by $442.6 million. Net position of governmental activities
decreased by $774.4 million, while net position of business-type activities increased by $331.8 million.

*  The major reason for the decline in net position of the governmental activities was an increase in the accounts
payable of $1.05 billion. The primary cause of the increase in business-type activities net position is a decrease
in loans payable to the Federal government of $235.8 million for unemployment insurance.
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FINANCIAL ANALYSIS OF THE COMMONWEALTH’S INDIVIDUAL FUNDS

At June 30, 2014, the Commonwealth’s governmental funds reported combined ending fund balances of $2.2 billion,
a net decrease of $42.1 million in comparison with the prior year. $74 million is nonspendable and is compromised
of inventories, notes receivables, cash with fiscal agents, and restricted cash that must remain intact. The $2.1 billion
is restricted for certain purposes and is not available to fund current operations. The $61.9 million is considered un-
restricted (committed, assigned, or unassigned). When the unrestricted balance is positive it is available for spending
either at the government’s discretion or upon legislative approval.

General Fund

The General Fund is the primary operating fund of the Commonwealth. The fund balance at June 30, 2014, was
$(130.8) million. The balance reported reflects a decrease of $332 million from the previously reported amount, which
represents a decrease of 164.6 percent. The major factor for the decrease in fund balance is an increase in expenditures
of $458.5 million or 5.2 percent, as explained in the above section titled “Overview of Financial Statements”.

The fund balance is segregated into nonspendable and spendable amounts with the spendable amounts further seg-
regated as restricted, committed, assigned, and unassigned. Inventory of $6.5 million represents the nonspendable
amount. The unrestricted had a negative balance of $137.3, therefore is not available for spending at the government’s
discretion or upon legislative approval.

The following governmental funds experienced significant changes during the year:
Major Special Revenue Funds

The major special revenue funds experienced normal cyclical changes in revenues and expenditures, except for the
Federal Fund, which experienced an increase in intergovernmental revenues of $1.9 billion. Expenditures decreased
across a majority of all functions, except for Human Resources (CHFS) which experienced an increase in expendi-
tures of $2 billion a 28.4 percent increase in expenditures for total federal expenditures. The Transportation Fund
experienced a slight increase in revenues due to increased tax receipts and an increase in expenditures, resulting in an
decrease in fund balance of $54.2 million.

Proprietary Funds - The Commonwealth’s proprietary funds reported net position of $(140.7) million, which in-
cluded $(215.1) million in the enterprise funds and $74.4 million in the internal service funds. This is a total increase
in net position of $324.6 million from the previous year.

The overall increase in net position of the Unemployment Compensation Fund is due to a decrease in benefit payments
of $195 million.
GENERAL FUND BUDGETARY HIGHLIGHTS

During the year, as the national and state economy began to improve, the official revenue forecast for the General Fund
was increased. The General Fund revenues, for the year, were less than the final budgetary estimates by approximately
$22.3 million. The original budgeted expenditures were decreased to accommodate revenue shortfalls. Actual expen-
ditures for the year were approximately $214 million less than the final budgeted amount.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital Assets - The Commonwealth’s investment in capital assets for its governmental and business-type activities
as of June 30, 2014, amounts to $24.7 billion, with accumulated depreciation of $1.3 billion, leaving a net book value
of $23.4 billion. This investment in capital assets includes land, improvements, buildings, equipment, construction-
in- progress, infrastructure and intangibles. Infrastructure assets are normally immovable and of value only to the
Commonwealth, such as roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.
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The total increase in the Commonwealth’s investment in capital assets for the current fiscal year was about 0.6 percent
in terms of net book value. However, actual expenditures to purchase or construct capital assets were $612.6 million
for the year. Most of this amount was used to construct or reconstruct roads and bridges. Depreciation charges for the
year totaled $100.2 billion. Additional information on the Commonwealth’s capital assets can be found in Note 6 of
the “Notes to the Financial Statements” of this report.

Infrastructure Assets — The Commonwealth has elected to utilize the “Modified Approach” as it relates to guidelines
set forth in the GASB (Government Accounting Standards Board) Statement Number 34. Under this alternative meth-
od the Commonwealth expenses certain maintenance and preservation costs and does not report depreciation expense.
Assets accounted for under the modified approach include nearly 63,407 lane miles of roads and approximately 9,000
bridges that the Commonwealth has responsibility for maintaining.

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

*  The asset condition level established by the Commonwealth has approximately been met and exceeded for the
past eight years.

e Actual expenditures necessary to maintain and preserve infrastructure assets at target condition levels were ap-
proximately 0.2 million more than the reported estimate of $1,115.5 million for fiscal year 2014.

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

Debt Administration - The Office of Financial Management as established in KRS 42.4201, is responsible for the
oversight of the Commonwealth’s debt. The Office develops a long-term debt plan including criteria for the issuance
of debt and an evaluation of the total state debt to be incurred. Debt is issued through the State Property and Buildings
Commission and the Kentucky Asset/Liability Commission.

The Commonwealth of Kentucky’s bonded debt decreased by $135.9 million to $6.3 billion, a 2.1 percent decrease
during the current fiscal year. The major factor in this decrease is a result of the refunding of old issues by the FY 14
new issues. Therefore, the remaining liability on the retired bonds plus the FY 14 principle payments on the remain-
ing outstanding bonds were greater than the FY 14 issues for new projects. No general obligation bonds were autho-
rized or outstanding at June 30, 2014. Additional information on the Commonwealth’s long-term debt obligations can
be found in Note 15 of the notes to the financial statements of this report.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGET AND RATES

The unemployment rate for the Commonwealth of Kentucky is currently 6.2 percent. The October rate is down a full
two percentage points compared to the October 2013 level of 8.2 percent. The national unemployment rate has also
fallen, losing 1.4 percentage points from 7.2 percent in October 2013 to 5.8 percent in October 2014. Kentucky saw
net job growth in eight of ten major sectors over the previous year.

Personal incomes in both Kentucky and the nation are improving. Real per capita incomes of Kentuckians in the
second quarter of calendar year 2014 was up 1.7 percent from the same period in 2013. Recent growth rates have
been modest but mostly positive. Quarter-to-quarter growth has ranged from (1.2) to 1.5 percent over the last seven
quarters.

U.S. real gross domestic product is projected to grow at a rate of 2.6 percent in 2015, and above three percent in 2016.
The housing sector shows modest signs of improvement, and household debt is slowly growing again. The price of
crude oil has dropped to its lowest point since 2007, keeping downward pressure on wages and other prices. Slow
economic growth in Europe, the prospect of another unusually harsh winter, and remaining fiscal uncertainty in Wash-
ington could put some downward pressure on U.S. economic growth prospects.

REQUESTS FOR INFORMATION
This financial report is designed to provide a general overview of the Commonwealth of Kentucky’s finances for all
of Kentucky’s citizens, taxpayers, customers, investors, and creditors. This financial report seeks to demonstrate the
Commonwealth’s accountability for the money it receives. Questions concerning any of the information provided in
this report or requests for additional information should be addressed to: Commonwealth of Kentucky, Finance and
Administration Cabinet, Office of the Controller, 702 Capital Avenue, Frankfort, KY 40601.
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COMMONWEALTH OF KENTUCKY
STATEMENT OF NET POSITION
JUNE 30, 2014

(Expressed in Thousands)

Assets
Cash and cash equivalents (Note 5)
Cash with fiscal agents (Note 5)
Restricted cash (Note 5)
Restricted investments (Note 5)
Investments, net of amortization (Note 5)
Invested security collateral (Note 5)
Receivables, net (Note 4)
Notes receivable
Capital lease receivable (Note 4)
Internal balances (Note 7)
Inventories
Prepaid expenses
Unamortized cost of issuance
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
Deferred outflows of resources (Note 15)

Liabilities
Accounts payable (Note 4)
Tax refunds payable
Unearned revenue
Other liabilities
Liabilities from restricted assets
Obligations under securities lending
Noncurrent liabilities:
Due within one year (Note 15)
Due in more than one year (Note 15)
Total Liabilities
Deferred inflows of resources (Note 15)

Net Position
Net investment in capital assets
Restricted for:
Debt service
Capital projects
Highways
Unemployment benefits
Other purposes (Note 1)
Unrestricted
Total Net Position

Primary Government

Governmental Business-Type Component
Activities Activities Total Units
$ 593,440 $ 325,638 919,078 1,360,985
28,119 28,119
7,471 7,471
89,205
1,800,392 10,991 1,811,383 2,539,341
640,820 276,206 917,026
2,781,351 288,002 3,069,353 3,514,024
5,421 5,421
352,235 352,235
(64,596) 64,596
56,268 2,166 58,434 53,325
5,421 64 5,485 27,896
7,521 7,521
623,660
437,268 437,268 2,116,256
216,387 21,583 237,970 299,206
21,395 144,933 166,328 416,845
1,387,996 339,873 1,727,869 6,765,609
644,285 21,094 665,379 2,022,044
218,085
177,575 2,322 179,897
(1,039,852) (225,327) (1,265,179) (4,403,410)
1,847,484 23,720 1,871,204 970,636
19,880,500 19,880,500
23,135,770 328,198 23,463,968 6,289,015
290 290 283,924
29,349,923 1,733,129 31,083,052 16,897,631
6,583 6,583 14,651
2,252,509 74,880 2,327,389 551,498
338,032 338,032
4,384 1,836 6,220 193,395
73,703 73,703 127,543
7,666
640,820 276,206 917,026
830,444 192,739 1,023,183 314,906
15,004,256 1,328,912 16,333,168 5,659,326
19,070,445 1,948,276 21,018,721 6,854,334
12,952 12,952 46,374
20,986,040 315,131 21,301,171 4,378,216
125,732 125,732 323,347
245,584 8,706 254,290 243,768
728,333 728,333
55,141 55,141 3,409,090
(11,812,580) (594,125) (12,406,705) 1,657,153
$ 10,273,109 $ (215,147) 10,057,962 10,011,574

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, 2014
(Expressed in Thousands)

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Contributions Contributions
Primary Government:
Governmental Activities:
General government 2,840,370 699,518 192,895 27,594
Legislative and judicial 420,929 25,584 3,363
Commerce 112,067 44,538 23,487 188
Education and humanities 5,539,119 43,192 957,073 2,000
Human resources 10,000,356 230,057 6,898,384 52,041
Justice 933,126 23,434 45,463
Natural resources and
environmental protection 192,059 45,334 81,111
Public protection and regulation 92,798 83,516 4,737
Transportation 2,127,851 269,701 4,803 719,530
Interest expense 355,842
Total Governmental Activities 22,614,517 1,464,874 8,211,316 801,353
Business-Type Activities:
State Parks 96,587 49,016 1,428
Kentucky Horse Park 19,511 10,679 581 378
Kentucky Public Employees Health Plan 1,642,048 1,692,801
Insurance Administration 86,063 113,248 1,867
Unemployment Compensation 1,092,231 561,692 170,359
Total Business-Type Activities 2,936,440 2,427,436 174,235 378
Total Primary Government 25,550,957 3,892,310 8,385,551 801,731
Component Units:
Authorities:
Kentucky Housing Corporation 296,560 103,426 202,065
Kentucky Higher Education Student
Loan Corporation 34,216 43,896
Kentucky Lottery Corporation 846,372 843,258
Kentucky Public Transportation
Infrastructure Authority 4,447 447,503
Universities, Colleges, & Related Entities:
University of Kentucky 2,441,583 1,807,574 496,825 55,631
University of Louisville 1,085,131 639,021 166,022
Kentucky Community and
Technical College System 630,121 83,684 95,233
Other component units 1,728,326 774,815 365,623 72,426
Total Component Units 7,066,756 4,295,674 1,325,768 575,560

General Revenues (Note 1):
Taxes:
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 Position
Net Position at July 1, As Restated (Note 2)
Net Position at June 30

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



Net (Expense) Revenue and Changes in Net Position

Primary Government

Governmental
Activities

Business-Type
Activities

(1,920,363)
(391,982)
(43,854)
(4,536,854)
(2,819,874)
(864,229)

(65,614
(4,545

(355,842

)
)
(1,133,817)
)
)

(12,136,974

(46,143)
(7,873)
50,753
29,052
(360,180)

(334,391)

(12,136,974)

(334,391)

5,575,312
3,752,868
456,601
553,339
21,170
251,231
51,513
184,605
12,663

(37)
10,969
496,504

(4,214)

13,546
32
648,434
4,214

11,362,524

666,226

(774,450)
11,047,559

331,835
(546,982)

10,273,109

(215,147)

Totals

Component
Units

$ (1,920,363)
(391,982)

(43,854)

(4,536,854)

(2,819,874)

(864,229)

(65,614
(4,545

(355,842

)
)
(1,133,817)
)
)

(12,136,974

(46,143)
(7,873)
50,753
29,052

(360,180)

(334,391)

(12,471,365)

8,931

9,680
(3,114)

443,056

(81,553)
(280,088)

(451,204)
(515,462)

(869, 754)

5,575,312
3,752,868
456,601
553,339
21,170
251,231
51,513
184,605
12,663
13,509
11,001
1,144,938

620,159
138,101
478
1,057,785

12,028,750

1,816,523

(442,615)
10,500,577

946,769
9,064,805

$ 10,057,962

10,011,574
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GOVERNMENTAL FUNDS FINANCIAL STATEMENTS

Major Funds

General Fund

The General Fund is the Commonwealth’s operating fund and accounts for and reports all 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 and reports specific revenue sources which are restricted or
committed for the construction, preservation, and maintenance of roads.

Federal Fund

The Federal Fund accounts for and reports monies received from the federal government that are
restricted or committed to specific programs and operations.

Agency Revenue Fund

The Agency Revenue Fund accounts for and reports specific taxes, fees, and charges that are restricted
or committed to expenditures for a particular function or activity. The General Assembly usually
appropriates this fund.

Capital Projects Fund

The Capital Projects Fund accounts for and reports financial resources that are restricted, committed,
or assigned for capital outlay as appropriated by the General Assembly for the acquisition, construc-
tion, or renovation of major capital facilities, and for the acquisition of major equipment other than
that financed by proprietary funds, certain trust funds, and university and college funds.

Debt Service Fund

The Debt Service Fund accounts for and reports financial resources that are restricted, committed, or
assigned to expenditures for repayment 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 funds are presented by fund type beginning onpage ..................... 144
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COMMONWEALTH OF KENTUCKY

BALANCE SHEET
GOVERNMENTAL FUNDS
JUNE 30, 2014

(Expressed in Thousands)

Assets

Cash and cash equivalents (Note 5)

Cash with fiscal agents (Note 5)
Restricted cash (Note 5)
Investments, net of

amortization (Note 5)
Invested security collateral
Receivables, net (Note 4)
Notes receivable
Capital lease receivable (Note 4)
Interfund receivables (Note 7)
Interfund loans receivable (Note 7)
Inventories

Total Assets

Liabilities and Fund Balances
Liabilities:
Accounts payable (Note 4)
Tax refunds payable
Interfund payables (Note 7)
Interfund loans payable (Note 7)
Obligations under securities
lending
Unearned revenue
Other liabilities
Total Liabilities

Deferred inflows of resources
Unavailable (Note15)

Fund Balances:
Nonspendable (Note 1)
Restricted for (Note 1)
Committed to (Note1)
Assigned to (Note1)
Unassigned (Note 1)
Total Fund Balances
Total Liabilities and Fund
Balances

Non-Major Total
Agency Capital Debt Governmental Governmental

General Transportation Federal Revenue Projects Service Funds Funds
$ 139,531 §$ 22,940 $ 6 $ 72232 $ 16813 §$ 4236 $ 279,296 $ 535,054
13,425 13,503 26,928
6,102 1,369 7,471
12,199 619,011 581,871 213,918 1,250 350,770 1,779,019
48,514 211,314 210,466 73,026 97,500 640,820
887,024 152,101 1,508,671 68,993 14,856 395 142,780 2,774,820
3,312 1,821 5,133
352,235 352,235
82,971 1,847 13,932 67,435 12,208 2,462 127,304 308,159
25,713 20,728 11,422 57,863
6,505 44,667 189 2,611 37 54,009
$ 1,176,744 $ 1,077,593 $ 1,528,900 $ 1,029,017 $ 344246 $ 374,081 $ 1,010,930 $ 6,541,511
$ 580,704 $ 117,611 $ 1,316,323 § 73816 $ 19357 § $ 22,374 $ 2,130,185
338,032 338,032
83,063 13,598 39,854 79,010 5,891 7,092 145,032 373,540
6,199 46,021 2,950 55,170
48,514 211,314 210,466 73,026 97,500 640,820
274 3,943 48 4,265
25,342 25,342
1,081,854 342,523 1,402,472 370,185 98,274 7,092 264,954 3,567,354
225,680 6,737 64,902 28,297 388 352,235 91,728 769,967
6,505 44,667 189 7,292 13,503 1,858 74,014
683,666 63,736 578,726 245,584 1,251 495,330 2,068,293
33,546 155,160 188,706
10,971 2,083 13,054
(137,295) (2,399) (183) (139,877
(130,790) 728,333 61,526 630,535 245,584 14,754 654,248 2,204,190
$ 1,176,744 $ 1,077,593 $ 1,528,900 $ 1,029,017 $ 344246 $ 374,081 $ 1,010,930 $ 6,541,511

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 POSITION

JUNE 30, 2014

(Expressed in Thousands)

Total Fund Balances - Governmental Funds $ 2,204,190
Amounts reported for governmental activities in the statement of net position 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 331,167

Buildings, equipment, and other depreciable assets 1,692,632

Infrastructure 19,880,500

Accumulated depreciation (777,945)

Construction in progress 1,769,119 22,895,473

Certain revenues are earned but not available, and therefore, are deferred in
the funds. 769,969

Other long-term assets are not available to pay for current-period expenditures and,
therefore, are deferred in the funds. 12,828

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 Position. 74,411

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

Capital lease obligations (27,875)
Compensated absences (217,608)
Pollution remediation obligations (18,419)
Judgements and contingencies (36,363)
Lexington-Fayette Urban County Government Public Facilities Corporation (LFUCGPFC) -
Memorandum of Understanding (MOU) obligations (134,460)
Net pension obligations (6,619,886) (7,054,611)

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 Position. This is the net effect of these balances on the statement:

Bonds payable (6,291,646)

Notes payable (1,868,377)

Unamortized premiums and discounts (344,240)

Less deferred amounts on refundings (6,370)

Accrued interest payable (118,518) (8,629,151)
Net Position of Governmental Activities $ 10,273,109

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, 2014
(Expressed in Thousands)

Non-Major Total
Agency Capital Debt Governmental Governmental
General Transportation Federal Revenue Projects Service Funds Funds
Revenues
Taxes $ 9,059,166 $ 1,410,369 $ $ 410493 $ $ $ 74811  $ 10,954,839
Licenses, fees, and permits 33,673 135,580 178,080 3,121 350,454
Intergovernmental 12,541 8,868,570 42,210 84,740 22 9,008,083
Charges for services 238,974 8,840 3,138 656,532 333 145,977 223,027 1,276,821
Fines and forfeits 39,964 19 7,183 22,365 69,531
Interest and other
investment income 805 6,280 111 5,522 9,049 (36) 5,054 26,785
Increase (decrease) in fair
value of investments (1,049) (2,432) (1,356) (3,349) (1,224) (9,410)
Securities lending income 204 889 886 307 410 2,696
Other revenues 46,208 4,246 68,895 298,205 444 8,631 201,018 627,647
Total Revenues 9,430,486 1,563,791 8,940,714 1,697,755 91,524 154,572 528,604 22,307,446
Expenditures
Current:
General government 1,564,140 126,870 182,480 193,680 2,067,170
Legislative and judicial 370,701 3,335 45,424 1 419,461
Commerce 35,265 16,513 45,494 539 97,811
Education and humanities 4,164,686 950,669 63,895 138,251 5,317,501
Human resources 2,383,840 6,992,292 964,774 59,060 10,399,966
Justice 673,585 38,519 90,899 1,744 804,747
Natural resources and
environmental protection 69,986 67,245 42,459 5,857 185,547
Public protection and regulation 16,710 3,764 69,995 2,131 92,600
Transportation 5,828 1,447,239 650,667 246,184 216,464 2,566,382
Debt service:
Principal retirement 3,050 405,055 139,505 547,610
Interest and fiscal charges 258,683 96,755 355,438
Other expenditures 5,425 4,433 9,858
Securities lending expense 80 349 348 120 161 1,058
Capital outlay:
Buildings 203,514 203,514
Total Expenditures 9,287,871 1,447,588 8,849,874 1,751,952 203,634 669,163 858,581 23,068,663
Excess (Deficiency) of Revenues
over (under) Expenditures 142,615 116,203 90,840 (154,197) (112,110) (514,591) (329,977) (761,217)
Other Financing Sources (Uses)
Transfers in 134,995 2,767 87 476,985 91,813 510,762 804,019 2,021,428
Transfers out (608,804) (173,124) (74,788) (484,060) (7,397) (3,621) (661,975) (2,013,769)
Capitalized leases 27 27
Issuance of bonds:
New issues 10,485 246,402 256,887
Refunding issues 141,631 141,631
Premiums 43,314 191 4,258 33,006 80,769
Discounts (689) (689)
Issuance of notes:
New issues 368,000 15,000 383,000
Refunding issues 39,765 39,765
Payments to refunded bond
escrow agent (41,815) (148,068) (189,883)
Discounts
Total Other Financing
Sources (Uses) (473,809) (170,357) (74,701) 404,266 110,092 509,349 414,326 719,166
Net Change in Fund Balances (331,194) (54,154) 16,139 250,069 (2,018) (5,242) 84,349 (42,051)
Fund Balances at July 1,
As Restated (Note 2) 201,197 794,882 45,351 380,720 247,602 19,996 569,911 2,259,659
Increase (decrease) in inventories (793) (12,395) 36 (254) (12) (13,418)
Fund Balances at June 30 $ (130,790) $ 728,333 $ 61526 $ 630535 $ 245584 $ 14,754  $ 654,248 $ 2,204,190

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, 2014

(Expressed in Thousands)

Net Change in Fund Balances-Total Governmental Funds
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

Donated assets, fair market value

Buildings, equipment, and other depreciable assets
Infrastructure

Accumulated depreciation

Revenues in the statement of activities that do not provide current financial resources
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 Position and have been eliminated from the Statement of Activities:

Prepaid Expenses
Inventories

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
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 Position and have been eliminated
from the Statement of Activities.

Capital lease payments

Compensated absence payments

Pollution remediation payments

Litigation payments

Lexington-Fayette Urban County Government Public Facilities Corporation (LFUCGPFC) -
Memorandum of Understanding (MOU) obligations

Excess contributions to pension funds

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 position. 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 and note proceeds and premiums received
Repayment of bond principal

Payment to refunded bond escrow agent
Accrued interest

Loss on refunding

Unamortized issue costs

(188,134)
9,656
131,577
261,883

(69,452)

5,017
(13,418)

4,578
664

(186)
3,953

4,175

(711,290)

(901,361)
547,610
189,883
(85,042)

3,345
(1,132)

(42,051)

145,530

82,516

(8,401)

(7,241)

(698,106)

(246,697)

Change in Net Position of Governmental Activities

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

Enterprise Funds (All Major)

State Parks Fund
The State Parks Fund accounts for revenues earned and expenses incurred in the commercial opera-

tions of the Department of Parks.

Kentucky Horse Park Fund
The Kentucky Horse Park Fund accounts for revenues earned and expenses incurred in the com-
mercial 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 benefits for workers with illnesses, which are not
attributable to one employer.

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

Mine Subsidence Insurance Program provides coverage against losses arising out of or
due to mine subsidence within the commonwealth.

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 Insurance 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, local
boards of education, and quasi-governmental agencies.

Unemployment Compensation Fund

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

Internal Service Funds

Individual fund statements for the Internal Service Funds, whose combined totals are presented on
this statement, DeIN ON PAZE ... .uineniit ittt et 154
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COMMONWEALTH OF KENTUCKY
STATEMENT OF FUND NET POSITION

PROPRIETARY FUNDS
JUNE 30, 2014
(Expressed in Thousands)

Assets

Current assets:
Cash and cash equivalents (Note 5)
Cash with fiscal agents (Note 5)
Investments, net of amortization (Note 5)
Invested security collateral (Note5)
Receivables, net (Note 4)
Interfunds receivable (Note 7)
Inventories
Prepaid expenses

Total Current Assets

Noncurrent assets:
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 (Note 15)
Interfunds payable (Note 7)
Interfund loans payable (Note 7)
Claims liability (Note 15)
Claims adjustment liability (Note 15)
Capital lease obligations (Note 10) (Note 15)
Compensated absences (Note 15)
Unearned revenue
Other liabilities
Obligations under securities lending
Total Current Liabilities

Noncurrent liabilities:
Claims liability (Note 15)
Claims adjustment liability (Note 15)
Capital lease obligations (Note 10) (Note 15)
Compensated absences (Note 15)

Loans payable to the federal government (Note 15)

Total Noncurrent Liabilities
Total Liabilities

Net Position
Net investment in capital assets
Restricted for:

Capital projects

Other purposes (Note 1)
Unrestricted
Total Net Position

Business-Type Activities-

Insurance
Administration

$ 112,335

10,991
276,206
19,308
10

418,850

319,170

1,350

(866)

484

319,654

738,504

2,445
2,236

80,984
6,851

768

3
276,206

369,493

872,687
52,233

619

925,539

1,295,032

Kentucky
State Horse
Parks Park
1,114 $ 395
1,291 888
61 7
1,528 638
34
4,028 1,928
8,003 186
103
17,130 4,453
114,135 30,798
239,690 100,183
14,381 5,363
2,322
(191,252) (33,209)
20,321 3,399
216,727 110,987
224,730 111,276
228,758 113,204
4,081 1,446
32
780 68
692 366
3,077 448
1,390 446
10,052 2,774
9,595 2,412
2,039 126
11,634 2,538
21,686 5,312
206,440 108,208
8,505 201
(7,873) (517)
207,072 $ 107,892

483

55,141
(612,152)

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

Kentucky
Public
Employees
Health Plan

208,549

63,384
67,602

30

Unemployment
Compensation

339,565

3,245

203,028
28

109,909

206,301

109,909

449,474

31,419

93,799
5,556

166

73,700

206,301

204,640

35,489

28

187

35,517

187

389,014

204,827

389,014

244,647

424,531

244,647

(218,230)

(218,230)
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Totals
June 30, 2014

325,638

10,991
276,206
287,899

67,708

2,166
64

Governmental
Activities-
Internal
Service
Funds

970,672

58,386
1,191

6,531
6,625
2,259

403

437,268
103

21,583
144,933
339,873

21,004

2,322
(225,327)

23,720

75,395

328,198

21,373
289

18,219
3,133
275,883
124,929
1,675
(261,907)
78,365

765,569

240,297

1,736,241

261,959

74,880
32
3,112

174,783
12,407
1,058
4,459
1,836
73,703
276,206

337,354

622,476

10,285

5,840
2,693
21,199
910
7,640
5111
119

872,687
52,233
12,007

2,971

389,014

53,797

1,328,912

181,755
5,264
19,929
2,198

1,951,388

209,146

315,131

8,706
55,141
(594,125)

262,943

(215,147)

212,728

2,259
(140,576)

74,411




COMMONWEALTH OF KENTUCKY

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN FUND NET POSITION

PROPRIETARY FUNDS

FOR THE YEAR ENDED JUNE 30, 2014

(Expressed in Thousands)

Operating Revenues:

Charges for sales and services:
State parks sales and services
Horse park admissions and sales
Insurance receipts
Unemployment insurance receipts
Internal service fund receipts
Other services

Total Operating Revenues

Operating Expenses:
Personal services
Utilities, rental, and other services
Commodities and supplies
Grants and subsidies
Depreciation and amortization
Travel
Claims expense
Claims adjustment expense
Other expenses

Total Operating Expenses

Operating Income (Loss)

Nonoperating Revenues (Expenses):
Gain (loss) on sale of capital assets
Interest and other investment income
Securities lending income
Increase (decrease) in fair value of investments
Interest expense
Other revenues (expenses)
Total Nonoperating Revenues (Expenses)

Income (Loss) before Capital Contributions
and Transfers

Capital contributions
Transfers in
Transfers out

Change in Net Position

Net Position at July 1
Net Position at June 30

Business-Type Activities-

State
Parks

49,016

694

Kentucky
Horse
Park

49,710

10,679

581

50,226
16,301
16,844

11,917
245

11,260

95,533

8,108
3,487
3,801

4,035

(45,823)

19,447

32

(1,054)

(8.187)

(1,022)

(40)

(24)

(46,845)

37,944
(569)

(64)

(9,470)

216,542

(8,251)

378
2,970
1)

207,072

(4,914)

112,806

107,892

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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Insurance
Administration

113,248

1,867
115,115

21,739
2,085
940

143
379
51,643
(4,365)
5
72,569
42,546

(15)
15,755

318
(2,297)

(13,479)
282

42,828

34
(19,348)
23,514

(580,042)

T Goom



Enterprise Funds

Kentucky
Public
Employees
Health Plan

1,692,801

Unemployment
Compensation

1,692,801

1,381,219

7,493
1,941
8,117

9
1,506,049
87,339
31,100

1,381,219

1,642,048

4
30

1,092,197

50,753

1,092,231

260

288,988

260

(490)

51,013

(490)

51,013

193,634

288,498

2,507
(19,313)

$ 244,647

271,692

(489,922)

(218,230)

39

Totals
June 30, 2014

49,016
10,679
1,806,049
1,381,219

3,142

Governmental
Activities-
Internal
Service
Funds

3,250,105

214,038
16,633

87,570
23,844
29,702
1,092,197
16,095
649
1,557,692
82,974
31,105

230,671

2,921,828

93,237
31,681
33,314
665
14,687
117
50,936
1,022

328,277

225,659

(23)
15,525
318
(2,297)
(24)
(14,533)

5,012

(1,034)

(222)
4

(753)
68

327,243

378
43,455
(39,241)

(903)

331,835

(546,982)

4,109

85
884
(12,319)

(215,147)

(7.241)

81,652

74,411




COMMONWEALTH OF KENTUCKY
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS

FOR THE YEAR ENDED JUNE 30, 2014
(Expressed in Thousands)

Cash Flows from Operating Activities
Cash received from customers - public
Cash received from customers - state
Cash payments to suppliers for goods and services
Cash payments for employee salaries and benefits
Cash payments for claims expense
Cash payments from other sources
Cash payments to other sources
Net Cash Provided (Used) by Operating Activities

Cash Flows from Noncapital Financing Activities
Transfers from other funds
Transfers to other funds
Net Cash Provided (Used) by Noncapital Financing Activities

Cash Flows from Capital and Related Financing Activities
Acquisition and construction of capital assets
Principal paid on revenue bond maturities and equipment contracts
Interest paid on revenue bonds and equipment contracts
Proceeds from the sale of capital assets

Net Cash Provided (Used) for Capital and Related Financing Activities

Cash Flows from Investing Activities
Purchase of investment securities
Proceeds from the sale of investment securities
Interest and dividends on investments
Net Cash Provided (Used) in Investing Activities

Net Increase (Decrease) in Cash and Cash Equivalents
Cash and Cash Equivalents at July 1
Cash and Cash Equivalents at June 30

Reconciliation of Operating Income to Net Cash
Provided by Operating Activities:
Operating income (loss)
Adjustments to reconcile operating income to
net cash provided (used) by operating activities:
Depreciation and amortization
Interest and other investment income
Miscellaneous nonoperating income (expense)
Deferred outflows/inflows
Change in assets and liabilities:
(Increase) decrease in assets:
Receivables, net
Interfund receivables
Inventories
Prepaid expenses
Other assets
Increase (decrease) in liabilities:
Accounts payable
Interfund payables
Claims liability
Claims adjustment liability
Compensated absences
Unearned revenue
Other liabilities
Net Cash Provided (Used) by Operating Activities

Noncash Investing, Capital, and Financing Activities
Change in fair value of investments
Contributions of capital assets
Capital assets acquired through leases
Total Noncash Investing, Capital, and Financing Activities

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

Business-Type Activities -

Kentucky
State Horse Insurance
Parks Park Administration
47,401 $ 10,370 $ 111,501
1,520 72 1,326
(36,286) (6,218) (2,302)
(50,629) (8,200) (21,720)
(88,224)
654 581 1,645
40 (8,675)
(37,300) (3,395) (6,449)
37,944 2,970 34
(569) (11) (19,348)
37,375 2,959 (19,314)
(1,972) (1) (192)
(643) (461)
(338) (25)
58 4
(2,895) (487) (188)
(88,879)
3,934 212 127,531
16,773
3,934 212 55,425
1,114 (711) 29,474
1,106 82,861
1,114 $ 395 $ 112,335
(45,823) $ (8,187) $ 42,546
11,917 4,035 143
(8,675)
(241) (342) (654)
99 (7) 13
40 56
10
497 948 975
(3,717) 68 150
(47,317)
6,369
(157) (76) 1
30 112
45 (2)
(37,300) $ (3,395) $ (6,449)
$ $ (2,297)
378
420
$ 798 $ (2,297)
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Enterprise Funds

41

Kentucky
Public
Employees Unemployment Totals
Health Plan Compensation June 30, 2014
$ 194,220 1,337,643 1,701,135
1,461,188 1,464,106
(5,867) (30) (50,703)
(3,545) 4) (84,098)
(1,601,090) (1,689,314)
37,452 15,903 56,235
(1,900) (1,339,139) (1,349,674)
80,458 14,373 47,687
2,507 43,455
(19,313) (39,241)
(16,806) 4,214
(2,165)
(1,104)
(363)
62
(3,570)
(17,437) (106,316)
131,677
259 (490) 16,542
(17,178) (490) 41,903
63,280 (2,923) 90,234
145,269 6,168 235,404
§ 208549 3,245 325,638
$ 50,753 288,988 328,277
16,095
(8,675)
(69,803) (28,388) (99,428)
67,600 (28) 67,677
96
123 133
(1,900) (1,900)
6,000 5,823 14,243
28 (3,471)
(3,687) (51,004)
231 6,600
41 (191)
(16,190) (16,048)
31,100 (235,860) (204,717)
$ 80,458 14,373 47,687
$ (2,297)
378
420
$ (1,499)

Governmental
Activities -
Internal
Service
Funds

41,397
165,730
(61,680)
(91,427)
(54,344)

15,741

(397)

15,020

884
(12,319)
(11,435)

(7,160)
(6,443)
(754)
758
(13,599)

6,206
6,210

(3,804)
62,190
58,386

5,012

14,687

67

(4,451)

(645)
662
23

(635)
3,706
(2,850)
14
46
(616)

15,020

85
8,127
8,212



FIDUCIARY FUNDS FINANCIAL STATEMENTS

Pension (and Other Post Employment Benefit) Trust Funds account for monies received for and
expenses incurred by the various public employee retirement systems administered by the Com-
monwealth. Kentucky uses the following pension (and other post employment benefit) trust funds:

Kentucky Employees Retirement System

County Employees Retirement System

Judicial Retirement Plan

State Police Retirement System

Kentucky Teachers’ Retirement System

Legislators’ Retirement Plan

Kentucky Public Employees’ Deferred Compensation Authority

Agency funds account for monies held by the Commonwealth for custodial purposes only. Kentucky
uses the following agency funds:
Commonwealth Choice Program

County Fees Trust Fund
Special Deposit Trust Fund
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COMMONWEALTH OF KENTUCKY
STATEMENT OF FIDUCIARY NET POSITION
ALL FIDUCIARY FUNDS

JUNE 30,2014

(Expressed in Thousands)

Pension (and Other

Post Employment Agency
Benefit) Trust Funds Funds

Assets
Cash and cash equivalents (Note 5) $ 4,034,190 $ 241,968
Investments, net of amortization (Note 5) 17,086
Pension trust fund investments (Note 5):

Corporate and government bonds 9,373,756

Common stocks 20,451,852

Mortgages 294,437

Alternatives 648,141

Real estate 1,311,157

Other 1,332,588
Invested security collateral 1,635,112 673,249
Receivables, net 1,410,260 19,608
Prepaid expenses 91
Capital assets, net 22,034

Total Assets 40,513,618 951,911
Liabilities
Investments - accounts payable 1,044,272
Accounts payable 20,362 179,741
Amounts held in custody for others 98,921
Obligations under securities lending 1,635,112 673,249

Total Liabilities 2,699,746 951,911
Net Position
Held in trust for:

Pension and other post employment benefits 37,813,872

Total Net Position $ 37,813,872 $

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

STATEMENT OF CHANGES IN FIDUCIARY NET POSITION
ALL FIDUCIARY FUNDS

FOR THE YEAR ENDED JUNE 30, 2014

(Expressed in Thousands)

Additions
Contributions:
Employer
Member
Non-Employer
Total Contributions

Other Contributions:
Recovery income
Medicare D receipts
Participant fees
Other receipts
Total Other Contributions

Investment income:

Net increase (decrease) in fair value
of investments

Interest

Dividends

Real estate operating income, net

Securities lending income, net
Total Investment Income

Less: Investment expense

Less: Securities lending expense
Net Investment Income
Total Additions

Deductions
Benefit payments
Refunds
Administrative expenses
Self funding insurance costs
Healthcare premiums subsidies
Other deductions, net
Total Deductions

Change in Net Position
Net Position Held In Trust

Net Position at July 1
Net Position at June 30

THE ACCOMPANYING NOTES TO THE FINANCIAL STATEMENTS ARE AN INTEGRAL PART OF THIS STATEMENT.
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Pension (and Other
Post Employment
Benefit) Trust Funds

1,331,181
849,628
589,611

2,770,420

10,662
13
496
7,127

18,298

4,650,792
654,237
185,952

29,245
8,138

5,528,364

104,498
1,165

5,422,701

8,211,419

3,885,455
59,171
52,561

6,170
2,769
242,111

4,248,237

3,963,182

33,850,690

37,813,872




COMPONENT UNITS FINANCIAL STATEMENTS

Major Component Units

Kentucky Housing Corporation

The Kentucky Housing Corporation was authorized under KRS Chapter 198A in 1972 to increase the supply of housing for persons
of lower income by making and participating in insured construction loans. The Corporation also makes and participates in insured
mortgage loans when financing is not available from private lenders under reasonable equivalent terms and conditions.

Kentucky Higher Education Student Loan Corporation

The Kentucky Higher Education Student Loan Corporation was empowered by KRS Chapter 164A to finance state and federally
insured loans to students attending eligible post secondary institutions through direct loans to students and the purchase of student
loans from lenders.

Kentucky Lottery Corporation

The Kentucky Lottery Corporation, empowered by KRS 154A, administers the Kentucky State Lottery and operates pursuant to
amended section 226 of the Constitution of Kentucky as ratified by voters of the Commonwealth.

Kentucky Public Transportation Infrastructure Authority (KPTIA)
The Kentucky Public Transportation Infrastructure Authority is an independent de jure municipal corporation and political subdivi-
sion of the Commonwealth established in 2009 pursuant to KRS Chapter 175B as amended. The authority reviews, approves and
monitors certain significant transportation projects. The projects are within the Commonwealth and between the Commonwealth
and other states.
Universities, Colleges, and Related Entities
The Universities, Colleges, and Related Entities account for all transactions relating to the eight State-supported universities and
the system of community colleges and technical schools. These institutions maintain their own financial records and are not part
of the central accounting system operated by the Finance and Administration Cabinet. The major component units-universities,
colleges, and related entities are:

University of Kentucky

University of Louisville
Kentucky Community and Technical College System

Non-Major Component Units

The non-major component units are presented beginning 0N PAZE ......ovveviirintirierineereteniiiiieieeieseereseereseesresin s e e e ve e 1 84
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COMMONWEALTH OF KENTUCKY
STATEMENT OF NET POSITION
COMPONENT UNITS

JUNE 30, 2014

(Expressed in Thousands)

Assets
Current assets:
Cash and cash equivalents (Note 5)
Restricted cash (Note 5)
Restricted investments (Note 5)
Investments, net of amortization (Note 5)
Accounts receivable, net
Interest receivable
Inventories
Prepaid expenses
Other current assets
Total Current Assets

Noncurrent assets:
Restricted cash (Note 5)
Long-term investments (Note 5)
Restricted long-term investments (Note 5)
Long-term receivables, net
Capital assets (Note 6):
Land
Improvements other than buildings
Buildings
Machinery and equipment
Other capital assets
Less: Accumulated depreciation
and amortization
Construction in progress
Total Capital Assets
Other assets
Total Noncurrent Assets, Net
Total Assets
Deferred outflows of resources (Note 15)
Liabilities
Current liabilities:
Accounts payable and accruals
Current portion of long-term debt:
Notes payable (Note 15)
Bonds payable (Note 15)
Capital lease obligations (Note 10)
Compensated absences (Note 16)
Claims liability
Prize liability
Unearned revenues
Payable from restricted assets
Other current liabilities
Total Current Liabilities

Noncurrent liabilities:
Notes payable (Note 15)
Bonds payable (Note 15)
Capital lease obligations (Note 10)
Prize liability
Compensated absences (Note 16)
Other long-term liabilities
Total Noncurrent Liabilities
Total Liabilities
Deferred inflows of resources (Note 15)

Net Position
Net investment in capital assets
Restricted for:

Debt service

Capital projects

Other purposes (Note 1)
Unrestricted
Total Net Position

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

UNIVERSITIES, COLLEGES, AND RELATED ENTITIES

Kentucky

University University Community Kentucky
of of and Technical Housing
Kentucky Louisville College System Corporation
387,863 97,693 210,543 104,493
26,452 17,719 176,990
237,281 123,956 25,039 11,114
2,807 66
30,573 862 14,269
8,182 2,700 2,732
1,681 9,446 39,612
694,839 252,376 238,380 346,478
293,028 19,804 15,224
106,124 882,440 66,108 562,073
1,357,210 7,069
59,412 57,402 4,529 754,134
72,394 94,447 30,647 1,089
208,259 18,925 14,627
2,305,911 1,169,564 731,390 5,036
909,250 466,507 202,677 4,876
(1,608,047) (776,882) (424,506) (7,406)
91,637 93,500 50,463
1,979,404 1,066,061 605,298 3,595
702 3,390 1,679 1,869
3,795,880 2,036,166 692,838 1,321,671
4,490,719 2,288,542 931,218 1,668,149
957 6,785
227,576 99,893 6,236 58,117
1,089 8,164 39,825
12,261 20,693 28,255
35,649 5,078 3,153
651 1,594
60,017 64,632 27,982
20,817 28,886 16,305 49,676
358,060 227,346 55,270 175,873
19,575 58,582
472,259 298,706 1,161,314
316,016 20,190 17,490
6,983 14,349
170,484 105,792 1,301 13,747
985,317 483,270 33,140 1,175,061
1,343,377 710,616 88,410 1,350,934
3,490 4,881 7,002
1,347,778 666,292 584,655 3,595
774 16,075 222,394
101,357 26,951 27,970
899,909 767,215 65,838 29,411
794,034 97,469 164,345 61,598
3,143,852 1,574,002 842,808 316,998




AUTHORITIES

Kentucky Higher
Education
Student Loan
Corporation

Kentucky
Lottery
Corporation

Kentucky

Public Transportation

Infrastructure
Authority

$ 104,446

85,590

239

Non-Major
Component
Units

190,275

430,288
83,045
3,615
382,436
207,837
2,062
7,621
13,611
9,136

All Component
Units
Totals

June 30, 2014

457,719

598,244

1,139,651

1,360,985
83,045
89,205

617,551
634,812
16,504
53,325
27,896
264,976

598,244

153,259
275,765
288,627
932,524

100,187
174,684
2,546,125
403,979
218,085

(1,550,785)
136,792

3,148,299

2,029,067

540,615
1,921,790
2,116,256
2,862,708

299,206
416,845
6,765,609
2,022,044
218,085

(4,403,410)
970,636

1,055,963

10,994

6,289,015

1,246,238

3,690,236

18,948

4,829,887

13,749,332

39,361

6,909

16,897,631

39,361

100,962

13,517
61,649
10,924
25,415

2,039

40,764
7,666
11,613

14,651

763,407

274,549

551,498

69,965
122,858
54,804
30,001
2,039
35,239
193,395
7,666
127,543

763,407

26,072
821,136
118,993

1,202
68,688

1,195,008

802,768

1,036,091

104,229
4,676,018
472,689
22,778
23,530
360,082

1,310,640

5,659,326

447,503

(4,033)

9,188

6,854,334

12,629 $ 13,030
25 13,929
238 29,347
11,330
604 67
204,398 703
229,224 57,076
59,300
8,267 21,013
5,631
1,054,707
442
350
7,583
12,771 21,984
(12,523) (23,261)
248 7,098
314
1,122,522 34,056
1,351,746 91,132
14,370 4,983
7,370
2,230 111
35,239
246
23,970 40,579
1,159,196
22,778
996
70
1,159,266 23,774
1,183,236 64,353
21,813
248 7,008
82,347
5,718
58,384 19,681
146,697 $ 26,779

$ 443,470

1,321,047

1,757
87,490
1,640,999
465,675

46,374
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3,516,968

4,378,216

323,347
243,768
3,409,090
1,657,153

10,011,574




COMMONWEALTH OF KENTUCKY
STATEMENT OF ACTIVITIES
COMPONENT UNITS

FOR THE YEAR ENDED JUNE 30, 2014

(Expressed in Thousands)

UNIVERSITIES, COLLEGES, AND RELATED ENTITIES

Kentucky
Community
University University and Technical Kentucky
of of College Housing
Kentucky Louisville System Corporation
Expenses:
Operating and other expenses $ 2,441,583 $ 1,085,131 $ 630,121 $ 296,560
Total Expenses 2,441,583 1,085,131 630,121 296,560
Program Revenues:
Charges for services 1,807,574 639,021 83,684 103,426
Operating grants and contributions 496,825 166,022 95,233 202,065
Capital grants and contributions 55,631
Total Program Revenues 2,360,030 805,043 178,917 305,491
Net Program (Expense) Revenue (81,553) (280,088) (451,204) 8,931
General Revenues:
Unrestricted grants and contributions 104,349 105,830 220,949
Unrestricted investment earnings (1,244) 95,255 3,389
Gain on sale of capital assets
Miscellaneous general 259,794 156,557 213,608
Total General Revenues 362,899 357,642 437,946
Change in Net Position 281,346 77,554 (13,258) 8,931
Net Position at July 1, As Restated (Note 2) 2,862,506 1,496,448 856,066 308,067
Net Position at June 30 $ 3,143,852 $ 1,574,002 $ 842,808 $ 316,998

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

Kentucky Kentucky All
Higher Public Component
Education Kentucky Transportation Non-Major Units
Student Loan Lottery Infrastructure Component Totals
Corporation Corporation Authority Units June 30, 2014

34,216 846,372 4,447 1,728,326 7,066,756

34,216 846,372 4,447 1,728,326 7,066,756

43,896 843,258 774,815 4,295,674

365,623 1,325,768

447,503 72,426 575,560

43,896 843,258 447,503 1,212,864 6,197,002
9,680 (3,114) 443,056 (515,462) (869,754)

189,031 620,159

801 39,900 138,101

478 478

210 414 427,202 1,057,785

1,011 414 656,611 1,816,523

9,680 (2,103) 443,470 141,149 946,769

137,017 28,882 3,375,819 9,064,805

146,697 26,779 443,470 3,516,968 10,011,574
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Note 1

SIGNIFICANT ACCOUNTING POLICIES

A.  Basis of Presentation

The accompanying financial statements have been prepared in
conformity with accounting principles generally accepted in the
United States of America for state governments as prescribed by
the Governmental Accounting Standards Board (GASB) and the
American Institute of Certified Public Accountants. The financial
statements for the Universities, Colleges, and Related Entities Funds
have been prepared according to standards established by GASB
Statement 35.

B. Financial Reporting Entity

For financial reporting purposes, the Commonwealth of Kentucky
includes all fund types, departments, and agencies of the
Commonwealth, as well as boards, commissions, authorities,
corporations, colleges, and universities. These organizational
units comprise the reporting entity of the Commonwealth and are
reported in accordance with GASB 14, as amended by GASB 39.
Consequently, the reporting entity includes organizations that are
notlegally separate from the primary government and also those that
are legally separate. Organizations not legally separate are reported
as part of the primary government. Legally separate organizations
are reported as component units if either the Commonwealth is
financially accountable for the organization or when exclusion of the
organization would cause the Commonwealth’s financial statements
to be misleading or incomplete.

Component units may be blended or discretely presented. Blended
component units are those that either provide services exclusively
or almost entirely to the primary government, or their governing
bodies are substantively the same as that of the primary government.
Amounts related to blended component units are included as if the
component units were part of the primary government. All other
component units are discretely presented, or shown separately from
the primary government.

Audited financial statements are available for the following blended
component units: Kentucky Retirement System, Kentucky Teachers’
Retirement System, Judicial Form Retirement System, Kentucky
Public Employees’ Deferred Compensation Authority, and the
Turnpike Authority of Kentucky. Audited financial statements are
available for all discretely presented component units except the
Kentucky Agricultural Finance Authority, and the Kentucky Grain
Insurance Corporation. (See pages 116 and 117 for a complete list
of component units’ addresses.)
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Blended Component Units

The following legally separate organizations provide services entirely
or almost entirely to the State or otherwise exclusively, or almost
exclusively, that benefit the State, and therefore, these organizations’
balances and transactions are reported as though they were part
of the State’s primary government by using the blending method.

Kentucky Retirement System (KRS 61.645)

The Kentucky Retirement System administers the Kentucky
Employees Retirement System, the County Employees Retirement
System, and the State Police Retirement System. The board consists
of'the Commissioner of the Department of Personnel, five members
elected by the retirement systems, and three members appointed by
the Governor.

Kentucky Teachers’ Retirement System (KRS 161.220)

The Kentucky Teachers’ Retirement System is an independent
agency and instrumentality of the Commonwealth. It provides
pension benefit plan coverage to employees of local school districts
and educational agencies of the State. The board includes two ex
officio members and seven elected members.

Judicial Form Retirement System (KRS 21.530)

The Judicial Form Retirement System accounts for monies and
securities, including contributions and earnings, which will be used to
pay benefits to the members of the Legislators’ Retirement Plan and
the Judicial Retirement Plan. The board consists of eight members;
three are appointed by the Supreme Court, two by the Governor,
one by the President of the Senate, one by the Speaker of the House
of Representatives, and one by the President and Speaker jointly.

Turnpike Authority of Kentucky (KRS 175.430)

The Turnpike Authority is a body corporate and politic. It was
created solely to perform essential governmental functions and
to serve the public purposes of constructing, acquiring, financing,
and operating turnpike and other road projects for the use,
safety, convenience and general welfare of the traveling public,
by leasing such projects to the Transportation Cabinet. The
Governor and six other ex officio members comprise the authority.

Kentucky Public Employees’ Deferred Compensation Author-
ity (KRS 18A.230 to 18A.275)

The Kentucky Employees’ Deferred Compensation Authority ad-
ministers two deferred compensation plans as authorized by sec-
tions 457 and 401(k) of the United States Internal Revenue Code.
The plans are defined contribution plans with 762 participating
employers. Under provisions of the Plans, employees of the Com-
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monwealth and agencies thereof, including persons in the public
school systems, universities, or local governments, are eligible
to contribute on a pre-tax basis through payroll deductions. In no
event shall the 457, 401(k) or Deemed IRA trust Funds be used
for, or diverted to, purposes other than the exclusive benefit of the
participants and beneficiaries or in the payment of the expenses of
the Plans and Trust.

Kentucky School Facilities Construction Commission (KRS
157.617)

This commission is an independent corporate agency and instru-
mentality of the Commonwealth. The purpose of the commission
is to assist local school districts in meeting the school construction
needs of the Commonwealth in a manner that will ensure an equi-
table distribution of funds based upon unmet needs. One ex officio
member and eight members appointed by the Governor comprise
the commission.

Administrative Entities

The State Property and Buildings Commission, Kentucky Asset/
Liabilities Commission, Kentucky Tobacco Settlement Trust Cor-
poration, Kentucky Gas Pipeline Authority, and the Board of Ag-
riculture are legally separate entities of an administrative nature.
They are comprised of elected and appointed officials from vari-
ous state agencies, and have no cost associated with them. There-
fore, there is no separate presentation for these entities.

State Property and Buildings Commission (KRS 56.450)

This commission is a public body corporate that issues all revenue
bonds for state agencies, unless those agencies are specifically au-
thorized by other provisions of the Kentucky Revised Statutes to is-
sue bonds. The commission is composed of six ex officio members.

Kentucky Asset/Liability Commission (KRS 56.861)

This commission is a public body corporate that takes a comprehen-
sive view of the Commonwealth's finances and develops policies
and strategies to minimize the impact of fluctuating revenue receipts
and interest rates on the Commonwealth's interest-sensitive assets
and liabilities. The commission consists of five ex officio members.
Kentucky Tobacco Settlement Trust Corporation (KRS
248.480)

The Kentucky Tobacco Settlement Trust Corporation is a public
body corporate that performs essential governmental and public
functions by assisting in the implementation of the national to-
bacco grower settlement trust agreement. The board of directors is
comprised of five ex officio members and nine members appointed
by the Governor with the advice and consent of the Senate and
House of Representatives.
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Kentucky Gas Pipeline Authority (KRS 353.752)

This authority is a body corporate and politic to provide a financ-
ing mechanism for projects that will increase severance tax rev-
enue for Kentucky, create jobs for Kentuckians, and create a com-
petitive advantage in environmentally responsible development.
The authority consists of nine members, the Secretary of the Fi-
nance and Administration Cabinet, the Secretary of the Commerce
Cabinet, the Secretary of the Environmental and Public Protection
Cabinet, a member designated by the Kentucky Oil and Gas As-
sociation, a member designated by the Kentucky Society of Pro-
fessional Engineers, a member designated by the Kentucky Gas
Association, a citizen member appointed by the governor, and two
legislative members.

Board of Agriculture (KRS 246.120)

This board is a body corporate that acts as an advisory board to the
Commissioner of Agriculture, aids in the collection of information
concerning crops, promulgates industrial information, and acts as
an immigration committee. The board consists of five ex officio
members and nine citizens of the Commonwealth appointed by
the Governor.

Discretely Presented Component Units

The component units’ column in the combined financial state-
ments includes the data of the discretely presented component
units described below. The component units are legally sepa-
rate entities. However, there is a financial interdependence or
the primary government controls the selections of the board and
operations. They are reported together in a separate column to
reflect that they are legally separate, but their interdependence
requires that they be included as part of the reporting entity.

Bluegrass State Skills Corporation (KRS 154.12-205)

This corporation attempts to improve and promote employment
opportunities of the Commonwealth’s citizens by assisting the
Kentucky Cabinet for Economic Development in creating and
expanding programs offering skills, training and education. The
board of directors consists of six ex officio members and twelve
members appointed by the Governor. The Commonwealth has the
ability to impose its will and there also exists a financial benefit/
burden relationship.

Kentucky Public Transportation Infrastructure Authority
(KRS 175B.15)

This authority is an independent de jure municipal corporation and
political subdivision of the Commonwealth. The authority reviews,
approves and monitors certain significant transportation projects
within the Commonwealth and between the Commonwealth and
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other states. If necessary the authority can assist with the opera-
tion, financing and management of those projects. . The authority
consists of eleven voting members. The authorities Chairman, is
the Secretary of the Transportation Cabinet. Vice Chair, the Secre-
tary of the Finance and Administration Cabinet, one representative
from the Kentucky Association of Counties, one representative
from the Kentucky County Judges/Executive Association, one rep-
resentative from the Kentucky League of Cities and six citizens
at- large. A financial benefit/burden exists between the Common-
wealth and the Authority.

Kentucky River Authority (KRS 151.710)

The Kentucky River Authority possesses the corporate powers that
distinguish it as being legally separate from the Commonwealth.
The authority is charged with developing comprehensive plans for
the management of the Kentucky River Basin. The Governor ap-
points the twelve members of this authority. A financial benefit/
burden exists between the Commonwealth and the Authority.

Kentucky Housing Corporation (KRS 198A.030)

The Housing Corporation is a body corporate and politic that per-
forms essential governmental and public functions in improving
and promoting the health and welfare of the citizens of the Com-
monwealth by the production of residential housing in Kentucky.
The board of directors consists of six ex officio members and eight
members appointed by the Governor. The Commonwealth has the
ability to impose its will since it may appoint, hire, reassign or
dismiss management responsible for operations.

Kentucky Higher Education Student Loan Corporation
(KHESLC) (KRS 164A.050)

KHESLC is a body corporate and politic created to perform essen-
tial governmental and public functions and purposes in improving
and promoting the educational opportunities of the citizens of the
Commonwealth. The Corporation is governed by board of direc-
tors appointed by the Governor, as prescribed in KRS 164A.050.
The Commonwealth provides operating support to the Corpora-
tion, creating a financial benefit/burden relationship.

Kentucky State Fair Board (KRS 247.090)

This board is a body corporate that accounts for revenues earned
and expenses incurred in the commercial operations of the State
Fair Board. Three ex officio members and twelve members ap-
pointed by the Governor make up the fifteen-member board. The
Commonwealth has the ability to impose it will and there also ex-
ists a financial benefit/burden relationship.
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Kentucky Center for the Arts Corporation (KRS 153.410)

The Center for the Arts is a body corporate created by the Gen-
eral Assembly to promote the growth and development of the
arts, convention trade, tourism and hotel industries within Jef-
ferson County and the Commonwealth. The board consists
of fifteen members appointed by the Governor. The Com-
monwealth provides significant operating support to the cor-
poration, creating a financial benefit/burden relationship.

Kentucky Educational Television Authority (KET) (KRS
168.030)

KET is a public body corporate and politic that prescribes and en-
forces regulations governing the use of educational television and
television facilities and related functions. KET also produces and
transmits educational television programs. The authority consists
of nine members. The Governor appoints five of these members.
The board elects a liaison between the authority and the depart-
ment on matters of curriculum. The Council on Postsecondary
Education elects a representative of the University of Kentucky
and a representative of the other state universities. The author-
ity's members elect a chairman. A component unit of KET is the
Kentucky Educational Television Foundation. The foundation is a
non-profit Kentucky corporation that receives, holds and adminis-
ters gifts and grants in the name of and with the approval of the au-
thority. The Commonwealth provides significant operating support
to the Authority, creating a financial benefit/burden relationship.

Kentucky Economic Development Finance Authority (KED-
FA) (KRS 154.20-010)

KEDFA possesses the corporate powers necessary to distinguish
it as legally separate from the Commonwealth. It was established
to assist business enterprises in obtaining financial resources in or-
der to promote the Commonwealth's long-term economic growth.
The Kentucky Economic Development Partnership board appoints
the five members of this authority. Additionally, other component
units of the authority include The Kentucky Industrial Develop-
ment Authority, the Kentucky Industrial Revitalization Authority,
the Kentucky JOBS Development Authority, and the Kentucky
Mortgage Insurance and Guarantee Corporation. The financial
statements of the component units are combined with those of the
authority. Commonwealth funds may be used for operating support
to the Authority, creating a financial benefit/burden relationship.

Kentucky Higher Education Assistance Authority (KHEAA)
(KRS 164.742)

This authority is a body corporate and politic that operates to im-
prove the higher education opportunities of persons who are attend-
ing or planning to attend eligible institutions by insuring eligible
student loans. The authority is governed by a board of directors
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also oversees the Kentucky Educational Savings Plan Trust and
the Commonwealth Postsecondary Education Prepaid Trust Fund,
also known as Kentucky’s Affordable Prepaid Tuition (KAPT),
both of which are component units of KHEAA. Commonwealth
funds are appropriated for program and operating support to the
Authority, creating a financial benefit/burden relationship

Kentucky Council on Postsecondary Education
(KRS 164.011)

This council was established in 1997 under the direction of the
Kentucky Postsecondary Education Improvement Act. The board
consists of 16 members--13 citizens appointed by the Governor,
one faculty member, one student, and the Commissioner of Edu-
cation. This council coordinates change and improvement in
Kentucky’s postsecondary education system. This council strives
to increase literacy, improve work-related skills, and to raise the
number of students attending college and completing college de-
grees. The Commonwealth provides significant operating support
to the Council, creating a financial benefit/burden relationship.

Kentucky Infrastructure Authority (KRS 224A.030)

This authority is a body corporate and politic created to perform
essential governmental functions and to serve the local public
agencies of the Commonwealth with respect to the construction
and acquisition of infrastructure projects. The board consists of
five ex officio members and five members appointed by the Gov-
ernor. The Commonwealth provides significant operating support
to the Authority, creating a financial benefit/burden relationship.

Kentucky Agricultural Finance Corporation (KAFC) (KRS
247.944)

KAFC is a corporation that seeks to improve and promote the
health and general welfare of the Commonwealth's people through
the advancement of agriculture. The board of directors consists
of three ex officio members and nine members appointed by the
Governor. The Commonwealth provides significant operating
support to the Corporation, creating a financial benefit/burden re-
lationship.

Kentucky Grain Insurance Corporation (KGIC) (KRS
251.620)

KGIC is a body politic created to promote the Commonwealth’s
welfare by improving the economic stability of agriculture and
protecting grain producers in the event of a financial failure of a
grain dealer or warehouseman. The board of directors consists of
four ex officio members and six members appointed by the Com-
missioner of the Department of Agriculture. The Commonwealth
is responsible for any insufficiency of funds to pay claims creating
a financial benefit/burden relationship.
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Kentucky Local Correctional Facilities Construction Author-
ity (KRS 441.615)

This authority is a body corporate and politic created to provide
an additional and alternative method of constructing, reconstruct-
ing, improving or repairing, and financing jails and appurtenant
facilities for any local government in the Commonwealth. The
membership consists of six ex officio members and four members
appointed by the Governor. The Commonwealth provides funds,
staff assistants, facilities and materials required by the Authority in
the conduct of its duties and activities, creating a financial benefit/
burden relationship.

Appalachian/Kentucky Artisans Gateway Center Authority
(KRS 148.561) (The Kentucky Artisan Center)

This authority is an independent, de jure municipal corporation
and is a body corporate and politic. It is governed by a board of
directors consisting of thirteen members. The authority operates
and manages the Kentucky Artisan Center at Berea. The Common-
wealth provides significant operating support to the Authority, cre-
ating a financial benefit/burden relationship.

Kentucky Lottery Corporation (KRS 154A.020)

The Kentucky Lottery Corporation is empowered by the Legisla-
ture to administer the Kentucky state lottery games. The board of
directors is comprised of one ex officio member and seven mem-
bers appointed by the Governor with the advice and consent of the
Senate.

Kentucky Horse Park Foundation, Incorporated

This foundation is a legally separate tax-exempt Kentucky corpo-
ration that receives, holds, and administers gifts and grants in the
name of the Kentucky Horse Park (the Park). Although the Park
does not control the timing or amount to receipts from the Founda-
tion, the majority of resources or income thereon that the Founda-
tion holds and invests is restricted by the donors to the activities
of the Park. The Foundation’s fiscal year ended May 31, 2010 and
amounts included are for the year then ended. The Commonwealth
provides significant operating support to the Foundation, creating
a financial benefit/burden relationship.

Universities, Colleges, and Related Entities (KRS 164.350)

Each board of regents or board of trustees is appointed by the
Governor, and constitutes a body corporate with the power to
receive and administer revenue and property. Commonwealth
funds are appropriated for program and operating support to
these entities, creating a financial benefit/burden relationship.
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C. Government-Wide Financial Statements

Government-Wide Financial Statements - The Statement of Net
Position and Statement of Activities report information on all gov-
ernmental and business-type activities of the primary government
and its non-fiduciary component units. Governmental activities
are generally characterized by their use of taxes, intergovernmen-
tal revenues, and other non-exchange revenues as funding sources.
Business-type revenues come mostly from fees charged to exter-
nal parties for goods or services. Fiduciary funds and fiduciary
component units are not included in government-wide financial
statements due to the unavailability of fiduciary funds to aid in the
support of government programs.

The government-wide statements are reported using the economic
resources measurement focus and the accrual basis of accounting,
as are the proprietary and pension and other employee benefit trust
fund financial statements. Revenues are recognized when earned
and expenses are recorded when a liability is incurred, regardless
of the timing of cash flows. Property taxes are recognized as rev-
enues in the year for which they are levied. Grants and similar
items are recognized as revenues once provider-imposed eligibil-
ity requirements have been met.

The Statement of Net Position presents the reporting entity’s non-
fiduciary assets and liabilities with the difference between the two
shown as net position. Net position is reported in three categories:

(1) Net investment in capital assets, consist of capital as-
sets, net of accumulated depreciation and further reduced
by debt net of cash balances, for debt related to the ac-
quisition, construction, or improvement of those assets.

(2) Restricted net position result from constraints placed on
net position by creditors, grantors, contributors, and other
external parties, including those constraints imposed by law
through constitutional provisions or enabling legislation.

(3) Unrestricted net position are those net position that do not
meet the definition of restricted net position or invested in
capital assets.

When restricted assets and unrestricted assets are both available
for a particular purpose, the Commonwealth’s objective is to use
any restricted funds first, since unrestricted funds are available
for any purpose and provide for greater financial flexibility. If the
rules governing restricted assets are met, restricted assets may be
the only funds used. However, there may be instances in which
restricted funds may only be spent in proportion to unrestricted
funds spent. Assets shown as restricted for “other purposes” for
the Primary Government and Component Units are as follows:

Restricted Net Position
(Expressed in Thousands)
Primary Government

Business Major
Restricted for Type Component
Other Purposes: Activities Units
Loans $ $ 54,542
Education 6,637
Instruction 3,065
Scholarships and Fellowships 1,013,378
Research 673,458
Claims 55,141
Public Service 17,011
Totals 3 55,141 $ 1,768,091

A significant feature of the government-wide Statement of Activi-
ties is the presentation of each program’s net cost. GAAP require
the reporting of a program’s net cost to indicate how self-sustain-
ing the program is and to reveal the extent of reliance on other
governmental units. Net cost is obtained by subtracting program
expenses from program revenues. Program expenses are those
costs attributable to a particular function including certain indirect
costs. GAAP permit both direct and indirect program expenses to
be presented together in an “Expenses” column. Therefore, indi-
rect expenses are not specifically identified with individual func-
tions and activities.

Program revenues are resources that derive directly from the pro-
gram itself or from parties outside the government that reduce the
total expense of the benefiting functional activity to arrive at the
net expense of the activity. The Statement of Activities categoriz-
es program revenues into three groups: charges for goods, services,
and other benefits; operating grants and contributions; and capital
grants and contributions. Revenues not considered program rev-
enues are classified as general revenues. General revenues include
all taxes regardless of type. The sales and gross receipts taxes re-
flected on the statement of activities for the governmental activi-
ties include various taxes that are computed using sales price or
gross receipts of the reporting entity. For fiscal year 2014, the total
amount of sales and gross receipts tax reported in the government
wide statements was $5,575,312,000 and comprised of:

Sales and Gross Receipts Tax
(Expressed in Thousands)

Sales and Use Tax $ 3,141,659
Motor Fuels Tax 891,618
Motor Vehicles Usage Tax 443,339
Healthcare Provider Tax 298,572
Tobacco Products Tax 253,221
Insurance Premiums Tax 146,831
Limited Liability Entity Tax 192,408
Alcoholic Beverage Tax 129,120
Telecommunications Tax 64,739
Transient Room Tax 9,210
Parimutel and Race Track Admission Tax 4,595
Total Sales and Gross Receipts Tax $ 5,575,312
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D. Fund Financial Statements

Primary Government - The accompanying financial statements
are structured into three fund categories including governmental
funds, proprietary funds, and fiduciary funds. Funds are charac-
terized as either major or non-major. Major funds are those funds
whose assets, liabilities, revenues, or expenditures/expenses are at
least ten percent of the corresponding total (assets, liabilities, etc.)
for all funds of that category or type (governmental or enterprise
funds), and whose total assets, liabilities, revenues, or expenditures/
expenses are at least five percent of the corresponding total for all
governmental and enterprise funds combined. The Commonwealth’s
major funds are identified herein.

Governmental Funds

All governmental fund statements are accounted for on the modi-
fied accrual basis of accounting and focus on the flow of current
financial resources. In accordance with the modified accrual basis
of accounting, revenues are recognized when they become both
measurable and available to finance expenditures of the fiscal pe-
riod. Revenues are considered to be available when they are either
collected within the current period or their collection is expected
shortly after the end of the current period in time to meet current
liabilities. The State generally includes those revenues to be re-
ceived up to 30 days following the end of the accounting period.
Revenues expected to be collected after 30 days beyond the end of
thefiscal year are considered unavailable and are reported as deferred
inflows. Unearned revenue are reported as amounts received but
unearned as of June 30.

Principal revenue sources accounted for on the modified accrual
basis include federal grants, sales and use tax, coal severance tax,
property tax, departmental fees, income taxes, and interest income.
Motor vehicle registration fees and fines and forfeitures are accounted
for on the cash basis. Generally and except as otherwise provided
by law, property taxes are assessed as of January 1, levied (mailed)
September 15, due at discount November 1, due at face value
December 31, delinquent January 1 following the assessment, and
subject to lien and sale February 1 following the delinquency date.

In governmental funds, where the focus is on the flow of current
resources, expenditures are usually recorded at the time liabilities are
incurred. Exceptions are: inventories, prepayments, and acquisition
of capital assets which are recorded at the time of acquisition; and
principal and interest on long-term debt, as well as compensated
absences which are recorded as expenditures in the period payment
is made.

A description of major governmental funds follows:
General Fund - a major fund that accounts for and reports all

financial resources appropriated by the General Assembly which
are not required to be accounted for in another fund.
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Special Revenue Funds - a category of governmental funds that
accounts for the proceeds of specific revenue sources, other than
for major capital projects, which are restricted or committed to
expenditures for a specific purposes.

Included in this category are such funds as the transportation fund,
federal fund, and agency revenue fund.

Transportation Fund - a major fund that accounts for and
reports the proceeds of taxes, fees, and charges that restricted
or committed to activities related to the preservation and
maintenance of roads.

Federal Fund - a major fund that accounts for and reports
moniesreceived from the federal government that are restricted
or committed to specific programs and operations.

Agency Revenue Fund- a major fund that accounts for and
reports restricted taxes, fees, and charges that are restricted or
committed to expenditure for a particular function or activity.

Capital Projects Fund - a major fund that is used to account for and
report financial resources that are restricted, committed or assigned
for capital outlay as appropriated by the General Assembly for the
acquisition, construction, or renovation of major capital facilities,
and for the acquisition of major equipment, other than those financed
by proprietary funds and certain trust funds.

Debt Service Fund — a major fund used to account for and report
financial resources which are restricted, committed, or assigned to
expenditures for the repayment of general long-term obligations
principle, interest, and related administrative costs.

Proprietary Funds

Proprietary funds use the full accrual basis of accounting, recognizing
revenues and expenses when they occur, regardless of the timing of
the cash flows. On the statement of revenues, expenses, and changes
in net position, the term “expenses” (not “expenditures” as in gov-
ernmental funds on a modified accrual basis) describes decreases in
economic benefits and emphasizes the accrual basis of accounting.

Proprietary funds’ revenues and expenses are divided into operating
and nonoperating revenues and expenses. Although not specifically
defined by GAAP, operating revenues and expenses are considered
to be those resources gained and consumed to produce and deliver
goods and services that are central to that fund’s particular purpose.
Other revenues and expenses are classified as nonoperating. Operat-
ing and nonoperating expenses are further characterized by object
(personal services, depreciation expense, travel expense, etc.).
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Enterprise Funds - a category of proprietary funds used to account
for those public corporations empowered by the Kentucky Revised
Statutes (KRS) to provide certain services to the citizens of the
Commonwealth and the operations of State agencies that provide
goods or services to the general public on a user charge basis. Also
included are the operations of the State’s risk management pools.

State Parks Fund - a major fund that accounts for revenues earned
and expenses incurred in the commercial operations of the Depart-
ment of Parks.

Kentucky Horse Park Fund - a major fund that accounts for rev-
enues earned and expenses incurred in the commercial operations
of the Kentucky Horse Park.

Insurance Administration Fund - a major fund that accounts for
insurance risk pools operated by the State, including the Workers’
Compensation Special Fund, Coal Workers’ Pneumoconiosis Fund,
Petroleum Storage Tank Environmental Assurance Program, Mine
Subsidence Insurance Program, and Bond Pool Program.

Kentucky Public Employees Health Plan — a major fund that ac-
counts for the revenues and expenses incurred in the commercial
operation of the health insurance program for state employees,
boards of education, and quasi-governmental agencies.

Unemployment Compensation Fund - a major fund that accounts
forassessed employer contributions collected and related unemploy-
ment compensation payments to recipients.

Internal Service Funds - a category of proprietary funds that ac-
counts for financing goods and services provided by one agency
of the Commonwealth primarily to other agencies or governments
on a cost reimbursement basis. All of the proprietary funds (where
the measurement focus is on the flow of economic resources) are
accounted for on the accrual basis of accounting. Accordingly,
revenues are recognized when they are both earned and measur-
able. Expenses are recognized at the time liabilities are incurred.

Since internal service funds usually exist to support governmental
activities, they are normally included as part of the governmental
activities reported in the government-wide statements, rather than
being presented separately.

Specific activities reported under Internal Service Funds are:
Management/maintenance of State motor vehicle fleet
Industrial prison operations

Rental and maintenance operations for buildings
Computer and related data processing services
Printing services

M S
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6. Fire and tornado insurance programs
7. State workers’ compensation program
8. Transportation Cabinet self-insured workers’ compensation

trust program

Fiduciary Funds

Fiduciary funds are defined as funds used to report assets held in a
trustee or agency capacity for others and which, therefore, cannot
be used to support the government’s own programs. This category
of funds includes pension (and other employee benefit) trust funds,
investment trust funds, and agency funds. The Commonwealth’s
fiduciary fund types are described below.

Pension and (Other Post Employment Benefit) Trust Funds —
account for monies received for, expenses incurred by, and assets
available for plan benefits of the various public employee retirement
systems. This fund type also accounts for monies held in deferred
compensation plans. Pension Trust Funds are accounted for on the
accrual basis of accounting and reported in the same manner as
proprietary fund types.

Agency Funds — account for monies held by the Commonwealth
for custodial purposes only. Unlike other funds, the agency fund
reports assets and liabilities only; therefore, it has no measurement
focus. However, the agency fund uses the accrual basis of account-
ing when recognizing payables and receivables.

Specific activities listed under the Commonwealth’s Agency Funds
are:

Commonwealth Choice benefit spending accounts

Special Deposit Trusts holding monies for specific purposes
County Fees Fund holding monies for Kentucky

Counties with a population of 70,000 or more

W=

As discussed previously, because the fiduciary fund resources are
not available to support government programs, fiduciary funds (and
component units that are fiduciary in nature) are excluded from the
government-wide financial statements. Inclusion of these funds
would create a misleading view of the government’s net position.
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E. Presentation of Component Units

Presentation of the underlying fund types of the individual compo-
nent units (described previously) reported in the discrete column is
available from each respective component unit’s separately issued
financial statements.

The Major Discretely Presented Component Units, including Col-
leges and Universities are:

Kentucky Community and Technical College System
Kentucky Housing Corporation

Kentucky Higher Education Student Loan Corporation
Kentucky Lottery Corporation

Kentucky Public Transportation Infrastructure Authority
University of Kentucky

University of Louisville

The Non-Major Discretely Presented Component Units, including
Universities, Colleges, and Related Entities are:

Bluegrass State Skills Corporation

Kentucky Agricultural Finance Corporation

Kentucky Artisan Center at Berea

Kentucky Center for the Arts Corporation

Kentucky Economic Development Finance Authority

Kentucky Educational Television Authority

Kentucky Grain Insurance Corporation

Kentucky Horse Park Foundation

Kentucky Higher Education Assistance Authority

Kentucky Infrastructure Authority

Kentucky Local Correctional Facilities Construction
Authority

Kentucky River Authority

Kentucky State Fair Board

Kentucky Council on Postsecondary Education

Eastern Kentucky University

Kentucky State University

Morehead State University

Murray State University

Northern Kentucky University

Western Kentucky University

The Commonwealth has significant transactions with its compo-
nent units, primarily in providing operating funds to the universi-
ties from the State’s general fund. During fiscal year 2014, the
primary government provided $283,869,300 to the University of
Kentucky, $191,455,700 to the Kentucky Community and Techni-
cal College System, $163,278,240 to the University of Louisville,
and $194,877,430 to the Kentucky Higher Education Assistance
Authority. The Commonwealth contributed capital in the amount of
$447,503,008 to the Kentucky Public Transportation Infrastructure
Authority. In addition, the State received $229,361,944 in proceeds
from the Kentucky Lottery Corporation.
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F. Cash and Cash Equivalents

In addition to amounts held in bank accounts, cash on hand, and
imprest cash, this classification includes short-term investments
with an original maturity of 90 days or less (from date of purchase).
Cash equivalents are generally stated at cost, which approximates
market. Deferred Compensation amounts are reported at fair value.
Short-term investments classified as cash equivalents at June 30,
2014 are $4,341,504,263.

G. Investments

This classification includes long-term investments that are stated
at fair value. Investments of the Deferred Compensation Plan are
reported at fair value. See Note 5 for investment details.

H.  Securities Lending

Cash and securities received as collateral on securities lending
transactions are reported as assets in the accompanying financial
statements. Liabilities resulting from the securities lending transac-
tions are also reported. Certain component units of the state have
deposits inthe Commonwealth’s Investment Pool, which participates
in securities lending activities. The component units’ position in the
pool and related securities lending assets and liabilities are reported
in an agency fund.

I Receivables

Receivables in the Commonwealth’s governmental and fiduciary
funds primarily consist of Federal revenues, taxes, and interest on
investments. Some governmental fund revenues are not susceptible
to accrual prior to receipt, including licenses, fees, permits, and
similar revenues that are recognized on the cash basis. Receivables
in all other funds have arisen in the ordinary course of business.
Receivables inthe governmental funds are reported net of allowances
for uncollectibles. Disaggregation of current accounts receivable
and current taxes receivable are shown in Note 4.

J. Interfund Transactions

The Commonwealth has the following types of interfund transactions:

Interfund services provided and used - Charges for services rendered
by one fund to another are treated as revenues of the recipient fund
and expenditures or expenses of the disbursing fund.

Reimbursements - Reimbursement of expenditures made by one
fund for another are recorded as expenditures in the reimbursing
fund and as a reduction of expenditures in the reimbursed fund.

Transfers presented in the fund financial statements represent the
flow of assets (such as goods or cash) without equivalent flow of
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assets in return or requirement of repayment. In addition, transfers
are recorded when a fund receiving revenue provides it to the fund
that expends the resources.

The composition of the interfund transactions is presented in Note
7. Note that at the entity-wide level, the majority of interfund
activity has been eliminated. This is to avoid the “doubling up” of
such transactions so that revenues and expenses will not be reported
more than once.

Transfers and receivables and payables between governmental ac-
tivities and business-type activities have not been eliminated. Also,
remaining are the results of activities between different functional
categories. For example, services provided and used are not elimi-
nated because doing so would misstate the expenses of purchasing
function and the program revenues of the selling function.

K. Inventories and Prepaid Expenses

Inventories in the governmental funds and similar trust funds consist

of expendable supplies held for consumption, the costs of which are
recorded as an expenditure at the time of purchase.

Prepaid expenses, including the prepayment of services to vendors
(e.g., prepaid insurance), are recorded similarly in the governmental
fund statements.

Reserves of fund balance have been established for the inventory
balances for governmental funds. Inventories in the proprietary
funds and similar trust funds consist of both expendable supplies
held for consumption and the cost of goods held for resale, the costs
of which are recorded as an expense as they are used.

Inventories are valued at cost (first-in, first-out, or average cost). In
the Governmental Activities column of the government-wide State-
ment of Net Position, inventory and prepaid expenses are reported
as an asset at cost when purchased, then expensed as used.

L. Capital Assets and Depreciation

Included in capital assets are real property, equipment, intangible
assets and infrastructure (e.g. roads, bridges, sidewalks and similar
items). These are reported in the government-wide statement of
net position, as governmental or business type activities. Capital
assets are expensed at the time of acquisition in the fund financial
statements for governmental and similar trust funds.

The policy of the primary government is to capitalize assets when
the useful life is greater than one year and the acquisition cost meets
the capitalization threshold. The primary government capitalizes
all land and infrastructure. Buildings, improvements to land, and
equipment are capitalized when the acquisition cost is $5,000 or
greater. Intangible capital assets are capitalized when the cost is
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$100,000 or more except software which has a threshold of $500,000.
Component units establish their own capitalization policy and that
policy may vary from that of the primary government.

The Kentucky Historical Society, Kentucky Horse Park and Ken-
tucky Department of Parks hold and care for the State’s historical
treasures. Among these are historical clothing; china; furniture
and other furnishings; a variety of art and decorative art; politi-
cal memorabilia; pioneer tools and equipment; guns and similar
military artifacts; books, manuscripts, and photographs; musical
instruments from Kentucky’s musical legends; Native American
artifacts; fossilized bones and prehistory artifacts. These assets are
not capitalized or depreciated as the assets could not be valued and
have inexhaustible useful lives.

The primary government values capital assets at historical cost,
estimated historical cost or fair market value at the time of dona-
tion. The estimate of historical cost for the primary government
was based on appraised value as of June 30, 1986, indexed to the
date of acquisition.

Assets are depreciated on the straight-line basis over their estimated
useful lives. The table below shows the useful life by asset type
for the primary government. Infrastructure assets are not being
depreciated, as the Commonwealth has elected to use the modified
approach, as defined by GASB statement 34. As a result, certain
maintenance and preservation costs are expensed when incurred.
Additions and improvements to infrastructure assets are capitalized
when capacity and efficiency has increased.

Useful Life
Asset (Expressed in Years)
Land improvements 10-60
Buildings 10-75
Machinery and equipment 3-25
Infrastructure 20-40
Intangibles 2-40

The Kentucky Center for the Arts Corporation’s discretely presented
component unit financial statements for Fiscal Year 2013, do not
contain the Center’s capital assets. The Finance and Administration
Cabinet, Division of Statewide Accounting, Financial Reporting
Branch adjusted the Commonwealth of Kentucky’s Comprehensive
Annual Financial Report to include the capital assets and deprecia-
tion of the Center in order to satisfy GAAP requirements.
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M. Governmental Fund Equity

The Commonwealth uses two classifications for governmental fund
equity; spendable and nonspendable. The nonspendable classification
is further categorized as (a) not in spendable form and (b) legally
or contractually required to be maintained intact. The spendable
classification is categorized as restricted, committed, assigned and
unassigned.

Nonspendable - represents the portion of fund balance that is not
in spendable form and therefore cannot be appropriated for future
expenditures. Nonspendable includes inventories, prepaid expenses,
long term notes and loans receivable and any funds which are legally
or contractually required to remain intact.

Spendable categories - The restricted fund category represents re-
sources that can be spent only for the specific purposes as established
by agreements external to state government; contractual agreements,
agreements with creditors and grantors, and laws established by other
governments. Laws enacted by the Commonwealth also restrict fund
balance when both the revenue source and expenditure restrictions
are enacted concurrently or in close proximity. The revenue source
must be external to state government and the restriction must be
legally enforceable; meaning third parties can compel the Com-
monwealth to comply with the restriction.

The committed fund category represents resources which have been
designated to be spent only for specific purposes through legislation
passed by the General Assembly and approved by the Governor.
Commitment of resources is not enforceable by external parties
and the commitment can be removed in much the same way as it
was originally committed. Committed funds include current legally
enforceable restrictions of previously levied revenue sources.

The assigned fund category represents resources that do not meet
the criteria for restricted or committed because the legislation which
created the revenue source did not restrict the use of funds to the
degree necessary. However, in accordance with KRS 42.0201(4)
the state controller; the executive director of the Office of Financial
Management and the state budget director placed these resources
in the special revenue funds with the intent of appropriating at a
later date.

Unassigned fund balance is the classification for residual spendable
fund balance for the general fund. In all other funds unassigned clas-
sification isused to reporta deficit balance resulting from overspend-
ing for specific purposes for which amounts have been restricted.

The Commonwealth generally segregates restricted, committed, and
assigned resources by account (sub-fund) within the governmental
funds, other than the general fund. When resources meeting more
than one of these spendable classifications are commingled in an
account in the state’s accounting system the assumed order of
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spending is restricted first, committed second, and finally assigned.
The classifications of govermental fund balances are shown in the
table on page 64.

The functional categories are responsible for various activities and
a brief description of each follows:

General Government - is comprised of one Cabinet and several
Departments and Offices that support the various agencies throughout
state government including providing central fiscal management,
serving the administrative needs of state agencies, operating state
tax process, providing technology support and providing a state wide
audit function. It also includes numerous Boards and Commissions
that certifies, licenses and regulates various professional groups (for
example the State Board of Accountancy).

Legislative and Judicial — is comprised of both the Legislative
and Judicial Branches of government. The Judicial Branch through
its different levels handles all legal disputes affecting the people
of the Commonwealth from capital offenses and felonies to land
dispute cases to termination of parental rights. The Legislative
Branch consists of thirty-eight (38) Senators and one-hundred (100)
Representatives. The purpose of the Legislative Branch is to make
laws, to determine the duties and services of government, to provide
for their execution, and to levy taxes and appropriate funds for the
support of government operations.

Commerce — includes the Tourism, Arts and Heritage Cabinet and
the Cabinet for Economic Development. The focus is on tourism
development and supporting our arts and heritage; in addition to,
encouraging job development and retention, and new investment
in the state.

Education and Humanities - provides life-long educational services
through seamless, efficient and accessible learning opportunities for
all Kentucky’s citizens, from pre-school to senior citizens. And as-
sistsemployers in finding qualified applicants for their job openings,
assists job seekers to find employment, provides benefits to ease
the financial burden on individuals who are unemployed through
no fault of their own, provides assessment, guidance, counseling
and job placement services to assist eligible Kentuckians with dis-
abilities achieve their career goals, offers educational assistance ,
job training, job placement and assistive technology to Kentuckians
with visual disabilities and complies and disseminates a wide range
of workforce statistics, including employment, unemployment and
wage information.

Human Resources — is responsible for most of Kentucky’s human
services and health care programs, including Medicaid, the Depart-
ment of Community Based Services and the Department of Public
Health. The Cabinet’s services include all Medicaid services, protec-
tion for vulnerable children and adults, child abuse investigations,
foster care applications, child support collections, cash assistance,
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food stamps, disability determinations, mental health services, health
insurance for children, physical health services and non-emergency
transportation.

Justice - is responsible for criminal justice services. These encom-
pass law enforcement activities and training; prevention, education
and treatment of substance abuse; juvenile treatment and detention;
adult incarceration; autopsies; death certifications and toxicology
analyses; special investigations; paroling of eligible convicted fel-
ons; and long range planning and recommendations on statewide
criminal justice reform issues.

Natural Resources and Environmental Protection - Resources is
responsible for ensuring that natural resources development activi-
ties such as agriculture, oil, and gas drilling, and mining are done in
an environmental responsible manner, supporting state wide efforts
in developing alternate energy resources and carbon sequestration
opportunities, ensuring that the natural resources of Kentucky are
protected , managed and enhanced to provide maximum benefits to
the people and economy of the Commonwealth and coal mining,
logging , firefighting and agriculture activities are performed in a
safe manner.

Public Protection and Regulation - Protection is responsible for
protecting and enhancing Kentucky’s environment. Their functions
are to ensure that Kentucky has clean air and safe water, protect human
health by enhancing Kentucky’s land resources, ensure environmental
compliance by all entities, assist entities in achieving environmental
compliance and facilitating environmental stewardship.

Transportation - is responsible for overseeing the development
and maintenance of a safe, efficient multi-modal transportation
system throughout the Commonwealth. The Cabinet manages more
than 27,000 miles of highways, including roughly 20,500 miles of
secondary roads, 3,600 miles of primary roads, and more than 1,400
interstate and parkway miles. The Cabinet also provides direction
for 230 licensed airports and heliports and oversees all motor ve-
hicle and driver’s licensure for more than three million drivers in
the Commonwealth.

KRS 45.305 established a budget reserve trust fund account within
the general fund. Within thirty days of year end deposits are required
to be made at the lesser of : Fifty percent (50%) of the general fund
surplus or the amount necessary to make the balance equal to five
percent (5%) of the actual general fund receipts collected during
the fiscal year just ended. Payments to the account are suspended
for the current fiscal year when the account balance is equal to or
greater than five percent (5%) of the actual general fund receipts
collected during the fiscal year just ended. Money in this account
may be appropriated by the General Assembly.
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Constraints on Fund Balance
(Expressed in Thousands)

Fund Balances:
Nonspendable:
Inventories
Long-term receivables
Cash with fiscal agents
Restricted for:
General government
Legislative and judicial
Commerce
Education and humanities
Human resources
Justice
Natural resources and
environmental protection
Public protection and regulation
Transportation
Debt service
Committed to:
General government
Commerce
Education and humanities
Justice
Natural resources and
environmental protection
Public protection and regulation
Transportation
Assigned to:
General government
Legislative and judicial
Commerce
Education and humanities
Human resources
Justice
Natural resources and
environmental protection
Public protection and regulation
Transportation
Unassigned
Total Fund Balances

Major Special Revenue Funds

General Transportation
Fund Fund

Federal
Fund

Agency
Revenue Fund

6,505 $ 44,667

683,666

(137,295)

$ 189 §

18,080
6,976

577
38,102

(2,399)

2,611
3,312
1,369

85,670
18,585
94,020
33,984
62,885
17,660

23,107
64,042
178,773

8,649
25
502
23

1,275
5,895
17,177

6,530
703
377

2,250
599
167

288
26
31

(130,790) $ 728,333

$ 61,526 $

630,535
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Debt
Service
Fund

Capital
Projects
Fund

Total

13,503

1,251

49,047
13,797
80,236

4,352
25,085
13,265

21,333
1,100
37,369

53,972
3,312
14,872

152,797
32,382
181,232
38,913
126,072
30,925

44,440
65,143
899,808
1,251

8,649
25
502
23

1,275
5,895
17,177

6,530
703
377

2,250
599
167

288

26

31
(139,694)

$ 14,754

$

245,584 $

1,549,942
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N.  Deferred Outflows/Inflows

Deferred Outflows/Inflows - GASB 63 provides financial reporting
guidance relative to deferred outflows of resources, a consumption
of net assets by the entity that is applicable to a future reporting
period, and a deferred inflow of resources, an acquisition of net
assets by the entity that is applicable to a future reporting period.
O. Long-Term Obligations

Long-term liabilities that will be financed from governmental
funds are presented in the Governmental Activities column of the
government-wide Statement of Net Position. This total reported
amount of long-term liabilities includes the following:

1. Payments of principal on revenue bonds which are recorded
as expenditures in the Debt Service Fund.

Compensated absences including accumulated unpaid vaca-
tion and compensatory time accruals. The amountaccruing to
proprietary funds and pension trust funds has been included in
the respective funds when material. The policy of the Com-
monwealth is to record the cost of annual and compensatory
leave. Annual leave is accumulated at amounts ranging from
7.5 to 15.0 hours per month, determined by length of service,
withmaximum accumulations ranging from 30 to 60 days. The
calendar year is the period used for determining accumulated
leave. Compensatory leave is granted to authorized employees
on an hour-for-hour basis. June 30 estimated liabilities for
both annual leave and compensatory leave are summarized
in Note 16.

Sick leave for the Primary Government is earned one day
per month with unlimited accumulation. All of the qualify-
ing retiring employees’ sick leave balances, expressed in
months, shall be added to their service credit for the purpose
of determining their annual retirement.

Thereisno liability in the accompanying financial statements
for unpaid accumulated sick leave, since it is the Common-
wealth’s policy to record the cost of sick leave only when paid.
See Note 16 for disclosure of the amount of this contingency.
The component units have varying policies for compensated
absences. Information regarding these policies is available
in the audited financial statement of each component unit.

Outstanding capital lease obligations for governmental funds.

Judgments and contingent liabilities of governmental
funds that will be paid with noncurrent resources.
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5. Long-term liabilities of internal service funds.

Long-term obligations generally exclude those amounts reported
as expenditures for compensated absences, judgments, contingen-
cies, and employer pension contributions in the governmental funds
since these amounts would normally be liquidated with expendable
available financial resources.

Long-term liabilities of all proprietary and pension trust funds are
reported in their individual fund statements. Long-term liabilities
of enterprise and internal service funds are also presented in the
government-wide Statement of Net Position as a single total in
the Business-type Activities and Governmental Activities columns
respectively. Fiduciary funds’ long-term liabilities are not displayed
on the government-wide Statement of Activities.

P. Conduit Debt

This debt may take the form of certain types of limited-obligation rev-
enue bonds, certificates of participation, or similar debt instruments
issued to benefit a third party that is not a part of the reporting entity.
Although conduitdebt obligations bear the Commonwealth’s name as
issuer, the Commonwealth has no obligation for such debt beyond the
resources provided by a lease or loan with the third party on whose
behalf it is issued. GAAP allow the State to refrain from reporting
the conduit debt and the related asset. Since the State is not legally,
morally, orin any other way responsible for the repayment of conduit
debt, these items are not included in the financial statements. The
State has $2,685,513,813 of conduit debt, the proceeds of which are
used to promote the purposes set forth in KRS 103.200 and 103.210.
Q.  Future Changes in Accounting Standards

AsofJune 30,2014 The Governmental Accounting Standards Board
(GASB) has issued the following statements not yet implemented
by the Commonwealth.

GASB Statement No. 68, Accounting and Financial Reporting for
Pension Plans - an amendment of GASB Statement No. 27. The
provisions of this statement are effective for fiscal year 2015. This
new accounting and reporting standard will impact the State’s
measurement and recognition of liabilities, deferred outflows of
resources, deferred inflows of resources, and expense/expenditure
in government-wide and fund financial statements.

This new accounting standard will require the State to record a
liability in the government-wide statements equal to the State’s
total Net Pension Liability(NPL) for the Judicial Form Retirement
System, in addition to the State’s proportionate share of the plans
administered by the Kentucky Retirement System and the Kentucky
Teachers’ Retirement System. The recording of the NPL in Fiscal
Year 2015 will reduce the State’s unrestricted net position in the
government-wide statements when the liability is recorded.
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GASB Statement No. 69, Government Combinations and Dispos-
als of Government Operations. The provisions of this statement
are effective for periods beginning after December 15, 2013. This
Statement establishes accounting and financial reporting standards
related to government combinations and disposals of government
operations. As used in this Statement, the term government com-
binations include a variety of transactions referred to as mergers,
acquisitions, and transfers of operations.

GASB StatementNo. 71, Pension Transition for Contributions Made
Subsequent to the Measurement Date — an Amendment of GASB
Statement No. 68. This Statement amends GASB 68 to require that,
attransition, a government recognizes a beginning deferred outflow
of resources for its pension contributions, if any, made subsequent
to the measurement date of the beginning net pension liability. The
provisions of this Statement are required to be applied simultane-
ously with the provisions of GASB 68.

Note 2

CHANGES IN ACCOUNTING PRINCIPLES, REPORTING
PRACTICES, AND PRIOR-PERIOD ADJUSTMENTS

The following Accounting Pronouncements were adopted and
implemented during the fiscal year, some of which resulted in a
restatement of beginning fund balance/net position:

GASB Statement No. 65 - Items Previously Reported as Assets
and Liabilities;

GASB Statement No. 67 - Items Financial Reporting for Pension
Plans — an amendment of GASB Statement No. 25;

GASB Statement No. 70 — Accounting and Financial Reporting for
Nonexchange Financial Guarantees;

All applicable provisions of these new statements have been incor-
porated into the financial statements and notes.

The fund balances/net positions as previously reported have been
restated or reclassified to conform to generally accepted account-
ing principles and to correct balances for erroneously recorded
transactions.

Governmental Activities - Bluegrass State Skills Corporation
was previously reported as a blended component unit and is now
reported as a discretely presented component unit. The effect on
net position is an increase of $11,000.
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Component Units — Authorities:

Kentucky Higher Education Assistance Authority — Kentucky
Higher Education Assistance Authority restated net position due
to a reclassification of an asset. The effect on net position is an
increase of $62,000.

Kentucky Educational Television Authority — Kentucky Edu-
cational Television Authority restated net position due to a prior
period error. The effect on net position is an increase of $99,000.

Kentucky Infrastructure Authority — Kentucky Infrastruc-
ture Authority restated net position due to the implementation of
GASB 65. The effect on net position is a decrease of $2,353,000.

Bluegrass State Skills Corporation — Bluegrass State Skills Cor-
poration was previously reported as a blended component unit and
is now reported as a discretely presented component unit. The ef-
fect on net position is a decrease of $11,000.

Kentucky Local Correctional Facilities Construction Author-
ity — Kentucky Local Correctional Facilities Construction Author-
ity restated net position due to the implementation of GASB 65.
The effect on net position is a decrease of $43,000.

Component Units — Universities, Colleges, and Related Enti-
ties:

University of Louisville — University of Louisville restated net
position due to the implementation of GASB 65 and prior period
errors. The effect on net position is a decrease of $23,418,000.

University of Kentucky — University of Kentucky restated net
position due to the implementation of GASB 65. The effect on net
position is a decrease of $3,462,000.

Murray State University — Murray State University restated net
position due to the implementation of GASB 65. The effect on net
position is a decrease of $1,002,000.

Eastern Kentucky University — Eastern Kentucky University re-
stated net position due to the implementation of GASB 65. The
effect on net position is a decrease of $1,272,000.

Northern Kentucky University — Northern Kentucky University
restated net position due to prior period errors. The effect on net
position is a decrease of $6,168,000.

Restatement of all Component Units - results in an overall de-
crease in net position of $37,568,000.
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Note 3

Note 4

STEWARDSHIP, COMPLIANCE, AND
ACCOUNABILITY

A. Governmental Funds — The General Fund has a deficit of
$130,790,000. The deficit resulted from an increase in federal
match expenditures.

B. Enterprise Funds — The Insurance Administration Fund has a
net position deficit of $556,528,000. The deficit is a result of accu-
mulated claims liability estimated by actuarial methods for the risk
pools, which will be funded in future periods. The Unemployment
Compensation Fund has a net position deficit of $218,230,000 due
to an increase in demand for unemployment insurance payments.

C. Internal Service Funds — The Risk Management Fund has a
net position deficit of $189,233,000. The deficit is the result of ac-
cumulated claims liabilities of the Commonwealth’s self-insured
workers’ compensation programs, and is to be funded in future
periods. The Central Printing Fund has a net position deficit of
$525,000. The deficit is the result of competitive pressure from
other state agencies and outside printing sources. Central Print-
ing is unable to develop billing rates that would cover their costs
resulting in a negative fund balance.

D. Component Units — Authorities — The Bluegrass State Skills
Corporation has a net deficit of $2,000 from the recognition of a
long-term compensated absence liability.

Disaggregation of Payables and Receivables
(Expressed in Thousands)

DISAGGREGATION OF ACCOUNTS PAYABLE
AND ACCOUNTS RECEIVABLE

Accounts payable for the Commonwealth of Kentucky are amounts
owed by the State as of June 30, 2014. Those liabilities that must be
paid within one year are considered current. Amounts due after one
year are deemed noncurrent accounts payable. Accounts receivable
are amounts owed to the State. Similar to accounts payable, any
amounts to be received within one year are classified as current. All
other receivables are noncurrent. For Governmental Activities and
Business-Type Activities, the line indicating “Accounts Payable”
and “Net Receivables” are described below.

Amounts reported as “Taxes Receivable” are significant to the State.
Taxesreceivable report those tax amounts owed to the Commonwealth
of Kentucky that remain uncollected as of June 30, 2014. All
receivables are reported net of an Allowance for Uncollectibles to
reflect the true value of receivables. Fines, forfeitures, and license
fees are recognized as revenue when received and, therefore, do
not require the recognition of accounts receivable. The “Current
Taxes Receivable” for Governmental Activities and Business-Type
Activities are described below.

Under the modified accrual basis of accounting, as used in the fund
statements, amounts outstanding but owed at the end of the year
may be recorded in one of two ways. If the receivable is measurable
and expected to be collected within 30 days, revenue is recognized.
However, if the receivable is not expected to be collected within 30
days, it is not considered to be available to liquidate the liabilities
of the current period and will be reported as deferred inflows of
resources.

Business-
Type
Governmental Activities Total Activities
Major Non-major Internal Governmental Major Total Primary
Funds Funds Service Funds Activities Funds Government
Current Payables
Personal services $ 194,095 $ 3,280 % 5923 $ 203,307 $ 3,789 $ 207,096
Utilities, rental and
other services 30,249 502 1,573 32,324 1,049 33,373
Commodities and supplies 991 226 1,703 2,920 497 3,417
Grants and subsidies 1,664,259 17,024 26 1,681,309 36,003 1,717,312
Capital outlay 87,844 30 112 87,986 175 88,161
Travel 2,355 16 100 2,471 25 2,496
Interest Payable 119,471 6 41 119,518 119,518
Other 120,586 1,281 807 122,674 33,342 156,016
Total Current Payables $ 2,219,850 $ 22,374 $ 10,285  § 2,252,509 $ 74,880 $ 2,327,389
Current Receivables

Charges for services $ 84,554 $ 123,979 % 6,580 $ 215113  $ 20,980 $ 236,093
Taxes receivable 2,033,078 63,079 2,096,157 2,096,157
Investment receivable 1,775 1,174 2,949 2,949
Intergovernmental revenue 1,534,275 6 1,534,281 25,628 1,559,909
Other 76,859 66,186 (49) 142,996 248,594 391,590
Allowances for uncollectables (1,098,501) (111,644) (1,210,145) (7,303) (1,217,448)
Total Current Receivables $ 2,632,040 $ 142,780 §$ 6,531 $ 2,781,351  § 287,899 $ 3,069,250
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Taxes Receivable
(Expressed in Thousands)

Current Taxes Receivable
Sales and gross receipts
Individual income
Corporate
Property
License and privilege
Coal severance
Inheritance and estate
Miscellaneous
Total Current Taxes Receivable

The State Property and Buildings Commission has issued revenue
bonds and the Kentucky Asset Liability Commission has issued
notes and entered into lease agreements to finance capital projects
forthe University of Kentucky, Kentucky State Fair Board, Kentucky
Higher Education Assistance Authority, Kentucky River Authority,
and Eastern Kentucky University. The bond issues are shown as
liabilities of the State Property and Buildings Commission in the

Future debt service payments for leases receivable as

of

June 30, 2014, are as follows (Expressed in Thousands):

Principal
2015 $ 22,625
2016 25,140
2017 26,295
2018 27,515
2019 26,535
2020-2024 128,715
2025-2029 86,740
2030-2034 8,670
Total leases receivable $ 352,235
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Total Primary
Governmental Activities Government
Major Funds Non-Major Funds

$ 969,603 $ 6,078 $ 975,681
769,759 769,759
92,773 92,773
132,974 132,974
1,368 3,404 4,772
44,141 6,526 50,667
10,066 3,323 13,389
12,394 43,748 56,142
$ 2,033,078 $ 63,079 $ 2,096,157

entity wide financial statements. A capital lease liability isreflected in
the financial statements of the various discretely presented component
units, for which the debt was issued and a corresponding capital
lease receivable has been recorded in the financial statements of the
Commonwealth to accurately reflect the transaction. Amounts due
under these lease agreements are reflected in the following table.

Interest Total

$ 16,100 $ 38,725
15,053 40,193

13,906 40,201

12,683 40,198

11,453 37,988

38,460 167,175

11,298 98,038

1,015 9,685

$ 119,968 $ 472,203
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Note 5

EQUITY IN POOLED CASH AND INVESTMENTS,
CASH, AND INVESTMENTS

The Commonwealth maintains an internal cash and investment
pool that is available for use by all funds under the auspices of
the State Investment Commission as authorized under KRS 42.500
et al. In addition, investments are separately held by several of
the State’s funds and component units. Legally authorized in-
vestments vary by fund but generally include: obligations of or
guaranteed by the United States; obligations of any corporation of
the United States Government; asset backed securities; U.S. dol-
lar denominated corporate securities; collateralized certificates of
deposit; bankers’ acceptances; commercial paper; and repurchase
agreements. In addition to these, pension plans and certain Com-
ponent Units are permitted to purchase common stocks, corporate
bonds and real property and mineral rights. The Commonwealth is
also eligible to invest in reverse repurchase agreements.

PRIMARY GOVERNMENT

Custodial Credit Risk-Deposits — The custodial credit risk for
deposits is the risk that in the event of a bank failure, the State’s
deposits may not be recovered. At year end, the carrying amount
of the Commonwealth’s deposits for the Primary Government, ex-
cluding pension and (OPEB) trust funds, was $791,363,927 and
the bank balance was $791,363,927. The bank balance of the Pri-
mary Government administered by the State Treasurer was cov-
ered by Federal depository insurance or by collateral held by the
Commonwealth or the Commonwealth’s agent in the Common-
wealth’s name.

Custodial Credit Risk-Investments - Custodial credit risk for in-
vestments is the risk that, in the event of a failure of the counter-
party, the Commonwealth will not be able to recover the value of
the investment or collateral securities that are in the possession of
an outside party. The Commonwealth holds investments both for
its own benefit and as an agent for other related parties. The major
investment programs conducted for the direct benefit of the Com-
monwealth are administered by the Office of Financial Manage-
ment. The investments held in the Commonwealth’s investment
pool are insured or registered, or held by the Commonwealth of
Kentucky or its agent in the Commonwealth’s name.

The credit risk mix of the retirement systems, and other component
units, is disclosed in the financial statement footnotes of those in-
dividual entities.

Statutes require that securities underlying repurchase agreements
must have a fair value of at least 102 percent of the cost of the re-
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purchase agreement. The fair value of securities underlying repur-
chase agreements fell below this required level on a few occasions
during the year; however, no losses were sustained due to the fall
in collateralization levels. The collateralization is monitored on
a weekly basis (as specified within 200 KAR 14.081) and at any
point where the collateralization falls below 102 percent of the
cost of the repurchase agreement, the seller/borrower is contacted
and the situation is normally rectified within two business days.

Securities Lending Program — State statutes authorize the Com-
monwealth to enter into securities lending agreements. The Com-
monwealth has entered into an agent agreement. The agent lends
the Commonwealth’s US Treasuries, agencies and corporate bonds
in exchange for cash. The cash is invested in short-term securities.
After rebate and expenses the Commonwealth receives between
80 and 85 percent of the profit earned. The securities transferred
are a part of the total investments reported above. Cash received
as collateral on securities lending transactions and investments
made with that cash are reported as assets. The Commonwealth
retains the interest income on the securities being transferred. Dur-
ing the year, the Commonwealth earned $3,776,377 in securities
lending income. On June 30, 2014, the fair value of the securities
transferred was $1,589,037,837 and the fair value of the securi-
ties purchased by the Commonwealth was $1,590,277,154. The
collateralization requirements and monitoring procedures in the
securities lending program are similar to as those requirements in
regard to repurchase agreements. The Commonwealth requires
100 percent collateralization on all repurchase agreements. The
agent also indemnifies the Commonwealth from any losses from
borrowers. The Commonwealth lends its securities generally on
an overnight basis.

Options - The Commonwealth’s investment strategy includes the
use of derivatives as a tool in managing market risk and provid-
ing an opportunity for enhanced return. The Commonwealth se-
lectively utilizes put and call options on United States Treasury
securities. These options are on a covered basis, where the Com-
monwealth holds either cash or securities sufficient to meet the
obligation, should the option be exercised. On June 30, 2014, the
portfolio had no obligations under option. The Commonwealth
also purchases securities that have built in covered calls (callable
agency securities). The risk in holding these securities is the risk
that the security can be called (bought back) by the issuing agency
at par either on or after a specific date.
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Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt
investments will adversely affect the fair value of an investment.
The Commonwealth has regulatory limits on investment maturi-
ties as a means of managing its exposure to fair value losses aris-
ing from rising interest rates. It also has limits on portfolio dura-
tions for the same purpose.

Cash And Investments By Type
Primary Government

The primary government’s investments (excluding the pension and
(OPEB) trust funds) at June 30, 2014, are presented below. All
investments are presented by investment type.

I. Cash:
Carrying Amount Bank Balance
Cash $ 755,773,334 $ 755,773,334
Cash with Fiscal Agents 35,590,492 35,590,492
Cash with Federal Government 101 101
Total Cash $ 791,363,927 791,363,927
Il. Investments:
Investments Managed Based Upon Duration
Debt Securities Fair Value Effective
Cash Equivalents $ 613,499,164 0.110
Fixed Income Mutual Funds 296,954,123 0.02
U.S. Government & Agency Obligations 1,119,589,814 1.210
Mortgage-Backed Securities 290,292,989 1.500
Corporate Obligations 178,586,756 2.230
Asset Backed Securities 126,690,946 0.700
Municipal Obligations 30,760,946 0.750
Total Debt Securities 2,656,374,738
Portfolio Effective Weighted Duration 0.894

Other Investments
Fixed Income Mutual Funds
Common Stock

934,171
715,008

Securities Lending Invest 1,590,277,154

Total Other Investments 1,591,926,333

Total Investments $  4,248,301,071
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Credit Risk of Debt Securities

Credit risk is the risk that an issuer or other counterparty to an
investment will not fulfill its obligations. The Commonwealth is
statutorily limited as to credit ratings, at the time of purchase. Com-
mercial paper must be rated in the highest category by a nationally
recognized rating agency. United States denominated corporate,
Yankee, and Eurodollar securities must be rated in one of the three
highest categories by a nationally recognized rating agency. Asset-
backed securities must be rated in the highest category by a nation-
ally recognized rating agency. Certificates of Deposit and Bankers
acceptances must be rated in one of the three highest categories by
a nationally recognized rating agency. By regulation all mortgage
pass-through securities and collateralized mortgage obligations
must be issued by U.S. government agencies or by government
sponsored entities.

Investments and Credit Ratings
Primary Government

The primary government’s, excluding the pension and (OPEB)
trust funds, rated debt investments as of June 30, 2014, and the
ratings are presented in the following table.

Standard & Poor's/Moody's Credit Ratings

Total Fair Value

AAA/Aaa AA/Aa A Unrated NA of Investments
Cash Equivalents $ 226,673,780 $ 216,886,729 §$ $ 169,938,655 $ $ 613,499,164
Fixed Income Mutual Funds 296,954,123 934,171 297,888,294
U.S. Government &

Agency Obligations 1,119,589,815 1,119,589,815
Mortgage-Backed Securities 290,292,989 290,292,989
Corporate Obligations 12,944,763 20,127,846 145,514,146 178,586,755
Common Stock 715,008 715,008
Asset Backed Securities 123,663,296 3,027,650 126,690,946
Municipal Obligations 5,087,242 20,569,907 5,103,797 30,760,946
Securities Lending 1,590,277,154 1,590,277,154

Total Investments $ 665323204 $ 1,670,494936 $ 150,617,943 $ 169,938,655 $ 1,591,926,333 §$ 4,248,301,071

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the mag-
nitude of a government’s investment in a single issuer. Regula-
tion limits the amount owned of any given issuer of corporate and
commercial paper to $25,000,000. At June 30, 2014, the primary
government had no investments which would constitute a concen-
tration of credit risk.
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Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates
will adversely affect the fair value of an investment or deposit.
The Commonwealth’s policy historically has been to invest only
in securities in U.S. denominations.

PENSION AND (OPEB) TRUST FUNDS

Custodial Credit Risk-Deposits and Investments.

The custodial credit risk for deposits is the risk that in the event of
a bank failure, the State’s deposits may not be recovered. At year
end, the carrying amount of the deposits for the Pension and (OPEB)
trust funds was $84,871,725 and the bank balance was $84,871,725.

Custodial credit risk for investments is the risk that, in the event of
a failure of the counterparty, the Commonwealth will not be able to
recover the value of the investment or collateral securities that are
in the possession of an outside party. Of the Pension and (OPEB)
Trust Funds, only Kentucky Retirement Systems has investments
subject to custodial credit risk. The investments are listed as for-
eign currency in the amount of $12,838,281 which are uninsured
and not registered in the name of the Commonwealth but are held
by the counterparty.
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Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt
investments will adversely affect the fair value of an investment.
Kentucky Revised Statutes (KRS 61.650) grants the responsibility
for the investment of plan net position to the Board of Trustees of
the Retirement Systems. Each System has very specific policies
regarding their investment activity. A detailed discussion of those
policies can be found in the notes to the audited financial statements
of the various Pension and (OPEB) Trust Funds.

The Pension and (OPEB) Trust Funds investments at June 30,2014,
are presented below. All investments are presented by investment

type.

Cash and Investments by Type
Pension and (OPEB) Trust Funds

l. Cash

Cash
Money Market
Total Cash

Il. Investments:
Investments Managed Based On Maturities
Debt Securities
U.S. Government & Agency Obligations
Corporate Obligations
Municipal Obligations
Total Debt Securities

Investments Managed Based Upon Duration

Debt Securities

Cash Equivalents

Cash Equivalents

Fixed Income Mutual Funds

U.S. Government & Agency Obligations

U.S. Government & Agency Obligations

Mortgage-Backed Securities

Mortgage-Backed Securities

Corporate Obligations

Corporate Obligations

Asset Backed Securities

Asset Backed Securities

Asset Backed Securities

Municipal Obligations

Municipal Obligations

Other

Other
Total Debt Securities
Portfolio Weighted Effective Duration
Portfolio Weighted Modified Duration
Portfolio Weighted Macaulay Duration

Other Investments
Common Stock
Asset Backed Securities
Limited Partnerships
Real Estate
Securities Lending
Other Investments
Total Other Investments

Total Investments

20,146,510,429
27,106,677
3,291,513,613
1,311,156,558
1,635,112,090
1,760,858,667

28,172,258,034

38,996,362,028
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Carrying Amount Bank Balance
73,353,222 73,353,222
11,518,503 11,518,503
84,871,725 84,871,725
Fair Value <1 year 1-5 Years 6-15 Years
21,388,481 14,258,291 7,130,190
58,856,384 5,865,039 21,969,532 31,021,813
4,487,548 1,348,414 3,139,134
84,732,413 5,865,039 37,576,237 41,291,137
Fair Value Effective Modified Macaulay
900,589,611 0.129
452,530,493 4.242
529,289,727 0.037
865,201,811 6.354
2,138,405,705 6.670
296,210,072 18.747
102,649,319 2.115
2,382,088,437 7.109
615,116,095 5.613
85,465,935 10.528
119,105,296 8.996
694,044,553 3.940
524,188,540 12.398
96,839,728 10.069
442,795,813 0.473
494,850,446 7.931
10,739,371,581
7.025
4.921
5.601
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Credit Risk of Debt Securities

Credit risk is the risk that an issuer or other counterparty to an
investment will not fulfill its obligations. = Each Pension and
(OPEB) Trust Fund has an investment policy that defines the types
of investments and ratings available to them. Specific policies
can be found in the notes to the audited financial statements of the
individual component unit.

The Pension and (OPEB) Trust Funds, rated debt investments as of
June 30, 2014, and the ratings are presented in the following table.

Investments and Credit Ratings
Pension and (OPEB) Trust Funds
Quality Rating Amount

AAA $ 484,066,621
AA+ 92,413,229
AA 918,246,913
AA- 51,229,609
A+ 57,850,583
A 890,409,763
A- 162,595,731
BBB+ 112,300,685
BBB 712,748,286
BBB- 117,792,648
BB+ 116,549,012
BB 402,002,243
BB- 112,383,183
B+ 102,556,047
B 427,857,798
B- 82,419,600
CCC+ 55,120,732
CCC 32,509,464
CCC- 5,632,348
CcC 2,548,669
D 9,556,889
Not Rated 2,542,415,789
Total Credit Risk Debt Securities 7,491,205,842
Cash Equivalents 900,589,611
U.S. Government & Agencies 2,435,059,266
Common Stock 20,146,510,429
Pooled Investments 27,106,677
Limited Partnerships 3,291,513,613
Real Estate 1,311,156,558
Securities Lending 1,635,112,090
Other 1,758,107,942

Total Investments $ 38,996,362,028
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Concentration of Credit Risk

Concentration of creditriskis therisk of loss attributed to the magnitude
ofa government’s investment in a single issuer. With the exception
ofthe Kentucky Public Employees Deferred Compensation Author-
ity’s (KPEDCA) there is a policy limiting the amount of investment
in a single issuer to 5% or less of the investment portfolios fair value.
The following KPEDCA Fund investment contracts represent 5% or
more of investments held in trust for Plan benefits at June 30, 2014.

Asset Description Amount

Fixed Contract Fund $694,044,553
T Rowe Price Mid Cap Growth 295,536,215
Fidelity Contrafund 244,656,742
Vanguard Wellington 244,101,351
Fidelity Growth Co 187,177,796
Vanguard Institutional Index Fund 134,119,002



COMMONWEALTH OF KENTUCKY
Notes to the Financial Statements
June 30, 2014

Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will  the Pension and (OPEB) Trust Funds exposure to foreign currency

adversely affect the fair value of an investment or deposit. risk can be found in the notes to the audited financial statements of
the individual pension and (OPEB) trust funds.

With the exception of the KPEDCA fixed contract fund the Pension

and (OPEB) Trust Funds do not have a formal policy that addresses  The Pension and (OPEB) Trust Funds, investments in foreign cur-

investments in foreign currency. Additional disclosures regarding rency as of June 30, 2014, are presented in the following table.

Foreign Currency Risk
Pension and (OPEB) Trust Funds

Foreign Currency Short Term Equity Debt None Designated Total

Australian Dollar $ 4,336,906 $ 170,283,964 $ 55,141,260 $ $ 229,762,130
Bermudian Dollar 97,641,622 3,495,360 101,136,982
Brazilian Real 101,481,495 2,353,101 103,834,596
British Pound Sterling 6,142,455 855,424,513 57,469,859 919,036,827
Canadian Dollar 9,380,935 299,519,403 151,148,637 460,048,975
Cayman Islands Dollar 73,686,162 21,887,137 95,573,299
Chilean Peso 17,095,071 17,095,071
Chinese Yuan 132,409,135 132,409,135
Columbian Peso 6,983,243 6,983,243
Czech Crown 2,554,617 2,554,617
Danish Krone 527,574 101,671,320 924,415 103,123,309
Dominican Peso 316,624 316,624
Egyptian Pound 386,418 386,418
Euro (2,899,020) 1,456,885,370 188,290,774 1,642,277,124
Hong Kong Dollar 173,779 166,100,843 166,274,622
Hungarian Forint 1,305,340 547,830 1,853,170
Indian Rupee 1,919,797 114,680,221 116,600,018
Indonesian Rupiah 24,155,851 1,004,295 25,160,146
Israeli New Shekel 511,312 44,418,225 44,929,537
Japenese Yen 14,614,829 731,191,090 12,106,268 757,912,187
Jersey Pound 92,589,658 5,454,250 98,043,908
Jordanian Dinar 2,228,116 2,228,116
Liberian Dollar 1,497,635 1,497,635
Malaysian Ringgit 184,905 24,860,065 455,042 25,500,012
Mexican Peso (1,113,016) 66,094,953 13,998,476 78,980,413
Netherlands Antillean Guilder 73,009,281 73,009,281
New Taiwan dollar 8,240,119 8,240,119
New Zealand Dollar (1,731,362) 20,200,710 5,733,275 24,202,623
Norwegian Krone (3,092,939) 40,008,709 11,975,790 48,891,560
Panamanian Balboa 30,075,798 30,075,798
Peruvian Nuevo Sol 8,260,548 8,260,548
Philippine Peso 10,127,786 10,127,786
Polish Zloty 773,136 9,949,845 1,031,210 11,754,191
Riyal 570,466 570,466
Russian Ruble 354,877 50,858,160 834,947 52,047,984
Singapore Dollar 1,450 64,078,186 711,098 64,790,734
South African Rand 13,496 34,960,062 34,973,558
South Korean Won 3,567,170 144,423,004 5,260,215 153,250,389
Swedish Krona 962,672 163,856,054 47,101,507 211,920,233
Swiss Franc 3,500,506 361,837,075 12,252,638 377,590,219
Taiwan Dollar 66,580 88,693,406 88,759,986
Thai Bhat 18,452,289 18,452,289
Turkish Lira 23,744,203 23,744,203
UAE Dirham 682,805 682,805
Uruguayan Peso 269,506 269,506
Various 6,224,368 6,224,368
American Funds Euro Pacific Growth Fund 85,372,999 85,372,999
Dodge & Cox International Stock Fund 27,582,986 27,582,986
DFA International Small Cap 22,267,669 22,267,669
Vanguard Total International Stock Fund 2,386,473 2,386,473
Total Securities Subject To Foreign Currency Risk 38,196,042 5,877,281,580 603,489,265 6,518,966,887
USD (Securities Held By International Investment Managers) 14,265,413,001 14,265,413,001
Total International Investment Securities $ 38,196,042 $ 5,877,281580 $ 603,489,265 $ 14,265413,001 $ 20,784,379,888
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Securities I.ending Program

Kentucky Revised Statutes permit the retirement systems to lend
their securities to broker-dealers and other entities. The borrowers
of'the securities agree to transfer to the retirement system’s custodial
bank(s) either cash collateral or other securities with a fair value of
102 percent of the value of the borrowed securities. The borrowers
ofthe securities simultaneously agree to return the borrowed securi-
ties in exchange for the collateral at a later date. At June 30, 2014,
the retirement systems have no credit risk exposure to borrowers
because the amounts the retirement systems owe the borrowers
exceed the amounts the borrowers owe the retirement systems. The
retirement systems cannot pledge or sell collateral securities unless
the borrower defaults. More detail of individual policies may be
found in the audited financial statements of each retirement system.

Derivatives
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Derivative instruments are financial contracts whose values depend
on the values of one or more underlying assets, reference rates, or
financial indices. The Kentucky Retirement Systems was the only
Pension and (OPEB) Trust Fund to have investment derivatives at
June 30, 2014. More detail on those individual investment deriva-
tives may be found in the audited financial statements of Kentucky
Retirement Systems.
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MAJOR DISCRETELY PRESENTED COMPONENT UNITS

Custodial Credit Risk-Deposits and Investments

The custodial credit risk for deposits is the risk that in the event
of a bank failure, the State’s deposits may not be recovered. At
year end, the carrying amount of the major discretely presented
component units’ deposits was $1,213,662,475 and bank balance
was $1,230,344,636.

Custodial Risk
Discretely Presented Major Component Units

I. Deposits

Cash And Equivalents (original maturity 90 days or less):

Deposits are uninsured and

a) uncollateralized;

b) collateralized with securities held by the pledging financial institution; or

c) collateralized with securities held by the pledging financial institution's
trust department or agent but not in the Commonwealth's name.

Total Deposits Subject To Custodial Credit Risk

Il. Non-Current Cash And Investments:
Non-current cash and investments which are uninsured, are not registered in the name
of the Commonwealth, and are held by either

(a) the counterparty or

(b) the counterparty's trust department or agent but not in
the Commonwealth's name.

Total Non-Current Cash And Investments Subject To Custodial Credit Risk

Investment Types:

Type A
Debt Securities (counterparty)
Cash Equivalents $ 6,225,342
Fixed Income Mutual Funds 542,605,678
U.S. Government & Agency Obligations 11,889,041
Corporate Obligations 27,477,999
Municipal Obligations 697,519
Total Debt Securities 588,895,579
Other Investments
Cash Equivalents
Fixe