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A reguined by Article B, Seclion 21, of the State Constitbulion and Section 454, Public Act 431 af 1084, as amendad, we ang
pleased to submit the Siale of Michigan Comprahansive Annus! Fingncis! Repodt (SCMCAFR) for the fiscal yedr anded Seplembaes
30, 1994,

INTRODUCTION TO THE REPORT

Rasponsibilits The Department of Managemenl and Budget, Ofice of Financial Managemsani, prepares the SOMCAFR and is
rasponsible for bolh the accuracy of the dala and the complalensss and taimess of the prasentation, incleding disclosures. To the
best of our knowledge and belied, the information conained in Ihe SOMCAFR is scourate in all matedal respects and reporad ina
manner which fairly prazents the financial position and resulls of operations o the Slate primary govemmant and com@onent unls
for which It is finencially accowntable: Al disclosures matessany b enable the reader 1o gain a reasanable undasstanding of the
Hale's linanclal aflalrs have been includad.

Adhoronce o Genarally Accepbed Accounting Principles: As raquired by Stale statuts, the financial stalemants conbained in e
SOMCAFR have been prepared in accardance wilh generally acceptaed accounting principles (GAAP) appfcable to slate and local
gowernmants, as promulgated by the Governmental Accounting Standards Board (GASE). The State also voluntarily follows tha
recommendations of the Govemment Financo Qdicers Associalion of the Uniled States and CGanada (GFOA) for the contenls of
gowernment financial reports, and paricipabes in the GFOA's review program for the Certificate of Achievarnent for Excellanca in
Financial Aaparting.

Mathod of Prasentation: The term “Comprehensive Annual Financial Repart™ (CAFR) collsctively relars to all of the linancial
indormation and data presented In this report. The SOMCAFR is dividad into threo major seclions: intreductory, linancal, and
slatistical.  The infroductory section incledes this latter, the Stale’s organization chart, and the list of principal oflicials.  The
financial section Includes: the "General Purposs Financial Statements,” which present combined financial information in eighl
principal financial statemenis lor the Stete primary governmant and its blended and discrately presented componen unils, tegathaer
wilh laatnsles o the Gensial Purpose Financlal Stelernents; the indepandent auditor's repor on the Genaral Purpose Financial
Staternenis; and e supplemental financial daia section, which includes the combining financial stetements end schedules. Tha
statistical section inchedes Such fems as frend inlormation, isormation an delbl levels, and olher selected sconombe and stalistical
data,

Repoding Entily: The State of Michigan reparting enldly refllected in e SOMCAFHR, which is described mong lully in Note 1 b he
financial statemeants, conforms with the reguirements of GASE Stadement Mo, 14, The Financial Beporting Enfity,  The accountng
and reporing principles conteined in Statarmen Mo. 14 are bazed primarily on the fundamental concepd thet publicly electad
ollicials are accountable to their constiuents. Furher, Statemeant Mo, 14 provides that the financial statements should emphesizea
the pristany govemmean! and permil financlal statement users 1o distinguish bebween the pimary gowemmenl 2nd its componsn!
s,

The SOMCUAFR includes all the funds and accound growps of the State primary govemment, which incledes the Exaculive
Branch deparments and agencies, the Legslawre, and the Siate porson of the court system. Alzo included &re “blendad®
comgonent units, which are, in substance, part of the primany government; the State prAimeary govemment includes twe such
blended compoenant unilz, the State Baslding Awhority and the Michigan Underground Storage Tank Financial Assurance Finances
Awthority. The SCMEAFR also includes financial information fzr certain legally saparate govemmental arganizations for which he
Slate 8 fnancialy eccountzbie. Financial accountabdiy may exst if the primary government has the legal aulhodly 1o appoinl a
voling majarity of the separale organizaben’'s goveming board. Thess vpes of companent units are presened “diserelaly”™ (e,
saparate and dsbncl Ingm he prmary govermmend) in the S20MCAFR and include: the Mackinas Bridge Authorily, I'-'Iil;higan Highar
Education Faciliies Authority, Michigan Slate Hospilal Finance Authorily, Michigan Education Trust, Michigan Higher Education
sludent Loan Authoaly, Michigan Higher Education Assistance Aulhodly, Mackings IShand Slaie Padk Commission, I'-.lich'rgan
Strategic Fund, Michigan Economic Developrmen Comporalion, Michigan State Housing Development Authority, Michigan Municipal
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Bond Authorily, and the Siale Bar of Michigan. This group of diseretely presented component unils is funhar subdivided batween
governmental and propriclary types, depending on he primary charactenstcs of their operations.  In addilion, pursvant 1o GASE
Statement Mo, 14, the SOMCAFR includes linancial staterments for the Slate’s len public universiles, which have goveming boards
thal are appointed by the Governor, They inclede: Central Michigan Universily, Eastern Michigan University, Ferris Slate
University, Grand Valley State Univarsily, Lake Superior State University, Michigan Technological University, Morhern Michigan
University, Cakland Lnbvarsily, Saginaw Walley Stale Universily, and Western Michigan Universily.

Organizations which receive substantial financing frarm the Stale, bul which do nob meel the GAAF critena for inclusion in the
AHtate's reponting entity, include: public universities which have goveming Boards thal are elecled at stalewsds public edeclions
IMichigan State Univerzity, the Univarsity of Michigan, and Wayne Stale Univarsily); communily colleges, which in Michigan ans
considered 1o be a par of general or special purposa lecal units of govemment; and the podions of the coud Sysbem which aee
considered o be kecal units of government.

ECONOMIC CONDITION AND GUTLOOE

If the current recovery cantinues through February 2000, it will mark the longest ecenomic axpansion in LS, histery, The LS,
aconomy conlinued 1o grow above long-lerm histonc rales marking the founh consaculive yaar in which real gross domestic
product grew faster than 3.5%. In 2000, the U5, econamy &nd consumer confidence remain strong. The gross domestic product
iz axpaciad to increase at the rafe of 3,5% in 2000 and 3.2% in 2001, Car and light fruck sales roge o a projectad record of 16,7
rilien wnits in 194548, eclipsing the prios record selin 1586,

Michigan's December 1888 unemployment rale helped ensung that 1999 was tha year with thae lowos! annual jobless rale since
1970, The unamploymeant rate was 3.7%, which represants a 2% decrease from 1998, N was the eighih straighl vear Bab e
jabless rate has been cul, and marked tha eighth straight menth that the jobless rate was balow 4%, This was also the 547 siraight
rmondh hat Michigan's unemployment rate wes below the nationel averege. The Michigan econamy will conlinue to benedit from
anbicipied rmoderale graowih in employment of 65000 Jobs In 2000 and &n addional 53,000 jobs in 2001, The indlalion rate, as
rmaasured by ihe Dedrail Consumer Price Indes, s projeciad to be 3.0% in calendar year 2000 and 3.2% in calendar yaar 2001,

A g resull of continued growih in the Stale's aconomy, the Admingstralion projects that Michigan personal incoms will grow 2,894
in S000 and 4.8% in 2001,

M A H

Eduation Femaing a Top Prionly: The Adminlsiration continues its streng suppart for financing K12 aducation and reducing
the equily gap in per pugd funding,  In liscal year 2000, for the third conseculive yesr, The state will spend more on K-12 educalion
than is spent for all olher expendilures linanced from the General Fund general purpose revenues. Tolal slate end local funding
for schools is progected 1o excaad $12.5 billion i Escal year 2000 and climby 1o 513.2 billion in lizcal year 2001,

One of the most important fealures of the school linance refomm passed by the volars in March 1334 was the commilment 10
reduce inequities in par pupil spending.  Prior to passage of this rderendurn, anly 52 of Michigan's 535 schaal districts were
spending maone than 36,500 par pupil. By fiscal vear 2003, no distict will receive foundation aBowances al less than 38,500 n par
pupil lunding. The Adminiztration confinues 1o place great emphasis on acadaemic achisvemani by satling high expestations and
rewaarding excellence, The Golden Apple Award Iz a new acadamic compaiition thal rewands local elementany school parsennel tor
sludent achisvermant an the Michigan Educalion Asseszment Program.

Census 200D The Administration has commifted resources 1o ensure the 2000 Census resulls in 8 compbste count o
Michigan's citizens, because the census serves as the Information comersiona for the nexl decede. The census ks Impartan
becausse it impacts federal hending; allocations b schools and local units of govemments; and decigions regarding health care, job
traiming, mnsporation, and businassoes. A poor consus caund Sould cost Michidgan a seal in Congress [or the next decada.

Tran dation Infrasinciurg Investmeands: The Soild Michigan I imeestimenl plan & delivering on the camimibment to make the
transporalion infrastruciure second 1o none, The Michigan Cepadment of Transpodation (MDOT) bas developed stategies lor
mara affectivzly largating road and brdge repairs (o system noeads, These strategies include: & fve-yaar plan of road and bridge
consinciion projecis; employing a mix that providas for a balancad program of reconsiruction, resurfacing, ard capital pravantive
ralntenance; instiiuting a cormdor approach that minimizes motorist incomvenieance by coordinating construclion aciivity on large-
saale projects 10 1the sama construchion season; and cresling a more compebiilve bld process by having 90% of the Sale’s
consiniction program out for bid in the firsl gic months of the fiscal year, MDOTs flscel year 2000 road and bridge program will
irvast neardy $1.37 billion 10 repair 1,400 miles of road and rehabilitate 230 bridges.  Mainenance program support has increased
by 20°%, with neary 300 milllon invested annually to extend the pevement lile and stuctlural sviegrity of existing roads and bridges,

Wellare Relonm: Michigan conbinues ils aogressve aclions 1o reloom wellare and make families independent from public
assistance, From Seplember 1992 10 Oclaber 1998, Ihe Family Independence Program (FIP, formerly AFDE) cesaload has
declined by 83%, companed o a national average decrease of nearly 404, In Decambar 1999, only 76,113 Michigan lamilies
calleciad FIF bemnalits,

Cine of Michigan's weliare relorm initialives, Project Zero, is aimed al encouraging and supperting employment. The goal is to
reduce g zaro th: number of FIP famiBes withood gamed income. In Seaptembar 19499, 63% of target cazes In Project Zero siles
hisd erarmings, cormgared 1o 54% siatewide. Community participadion and swpgon are kay alaments in the Froject Zero lormula.
Cormmunily organizalions provide childcare, franspadalion, Tamily support and counseling sanvicas o Projact Zaro customers.
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Eronnmic Bedavelopment, For the liflh year, the Envirenment Cleanup and Redevelopment Program continues. With passage
of the Clean Michigan Bond Initialive, $335 million hag b2en targated to prepare sites [of economic redevalopmant. Ag=use of
“mrownfeld” siles, properties where pereeived o aclual environmantal contamination is @ barrier to redevelopment, allows sites to
be used lor new development. A survey of 33 Michigan communilies shows thial cleanup aclivilies have increased fnancial
irvesiment and created pobs.

Financial Managemoent Svstem |mprovemants: As 2000 begins, the Depadment of Management and Budgel (DME) is
pantinuing its joint effors wilh all slale depermants 10 upgrade and Fnprove 25 Erancial managemant systems.

The State i3 moving aggrassively inte the world of E-Commenze.  Three projects are undenvay to further improva the State's
processes lar conducting business. The Slate cunrantly pays its vendors wilh aboul 17 million paper checks each year. T
Electronic Funds Tranafer (EFT) Project will expand the usa of EFTs as the prefemad method of vender payment, significantiy
reducing the nurmber of paper chacks isseed when implemented. Second. a-lnvoice is a pilot praject involving Consumers Enengy
and the Depariment ol Slate Police 1o automate the receipl of invoices from vendors.  When this pild & cormpleled in May 2000,
the State plans io expand the project to include other vendars and departments. Third, e-Machigan is a comprehensive, kong-lerm
project o develop a seamless interiace for the glebal marketplace 10 accass all applications of Michigan stae government. This
project, now in the planning phases, will invobe all agencies of govemment working togethar 1o ensur: the public can use he
internet to more easily condust businass with and b gel infermalicn abot Michigan and s govemnmant,

The Department of Civil Service, the Depatmeant of Managemont and Buedget, and the Odfica of the State Emplover are leading
an efort, involving all State agencies, 1o replace the State’s existing human resources systems with a fully integratad systemn for all
three branches of government. The mission of the Heman Resources Management Melwork (HRMM) Project is to implernant a
comprehensive, state-of-tha-an human resources system thal meats evolving user needs in an efficient, timaly, and cost affeclive
mannar. lrmplementation = expected by Awgus! 2000

The State succesdad in ils Year 2000 elfforis. Through the elfors of countless individuals, State government and the citizens of
Michigan axpariented o very smooih Bnd unaventful transition to the new century. Cleary, the Year 2000 Project has exceaded all
gxpectations. Mot only was Ihe Year 2000 problem solved, but alsa the project’s effons and expenditures have been leveraged to
gain long-term benefils in preparing Michigan's technology infrastructure for the fulure.  Inefficiant systams and equipment have
been replaced; new skills in managing a lerge, complex project have been leamed, and new levels of cooparation amang key
stakeholders have openad the doors 1o lulure joint endeavors.

DME also continues to bead a siatewide alion 10 reduce the tima and cost of the annual Beokcloging precess that produces the
SOMCAFR, As recently as three years aon, Michigan wes 33" In the naticn in the fime regquired 1o publish e SOMCAFR. Az of
Seplember 30, 1998, Michigan ranked 13" and expects to rank in the 1op 10 with the close of Ihe 1598-39 ficel year. DMB
atiributes ihis improvemant 1o further enhancements o the Michigan Administrative Information Meleork (MAINE culstanding
supcor from MAIN's management and siaf, deparrmenl accounting, buedget, and finance offices; and streamlining of the audil
conducted by the Cdlice ol the Auditor Genaral,

During fiscal year 1393-2000, DME will continue ils progression foward Izauing the linancial slatemants in accardancs with
GASE Statarmend Mo, 34, This GASHE statement is congidersd the most signidicant change evar in governmenlal regeoding, H
raquires the State to produce statements which show all aclivily in one stalement, explain budget activity mone cleary, show
indrastruciure and debd, and move closer to private sactar reporing

In addialen, DME recently implemenied & new compubar audit environmenl thal will allow users acress State govamment 1
remolely connact and parform audit and analysts procedures. The pumpose of the Audit and Analysis Comgputer Enviroament
[AACE) is to provide the Office of Financial Managemant and internal auditors with a means 10 enfance [heir audiling, mandonng,
ard oliwer reporting processas. This soltware suppo will improve intemal contrals over the linancial and programmatic activilies ol
Slate government.

FIMAMCIAL [MFORMATICH

internal Comdrol Struciure: The Deparment of Managemenl and Budgel is responsibla for the overall operation of the Stale's
cantral accouniing syslem, and for astablishing and maintaining the Stale's internal control structure. All financlal ransactons of
the Siate primary govemment are mecorded in the cenfral accounling System, escept for the Michigan Unemployment
Compensation Fund, the State Employees’ Defermed Compensation Funds, and the Stale Employees’ Detined Conlrbution
Aatirernant Fund, Many of the essential control features are decenlmalized, swuch as the preparalicon and entry of capandibure
transactions inle the cenlial accounting sysiem. Consaquantly, the Depardment of Management and Budgel relies upon e
conrolz in place at the various Stale departments and agencies. The Mansgemant and Budget Act (Seclion 18,1483 = 181435 of
the Aichigan Compiied Laws) requires that the head of each principal department shall establish and maintain an internal
accounting and administrative contral system. The Act also requires thal the heads of each principal depatment shall repaort
kiannially on any material inadequacy or weakness discovered in connection with the evaluation of their systemn. DMB's Office of
Financial Management recently issued “Svalvalion of lnfemal Conlrols — A Ganaval Framawork and System of Reporfing”. Nis a
comprehansive reviston 1o the guidanca thal was las! issued in 1520, This document, developed in congultalion wilf the Office of
the Auditer Seneral, provides the reguired guedance associalod with the ovaluation of inlemal confrols n Michigan Skate
CpMEITITIET.

The Management and Budget Act reguires each princgal depadment 1o appaint an inlemal audiber and mainlain sdeqeate
imernal control systermns. Each deparmend is alse required Lo peiedcally repon to the Governar an the adequiacy of i85 inlernal
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aeesunting and sdministrative contral systems and, § any maledal weaknasses pxist, io provice corective action plans and fime
schedules for addressing such weaknesses. This reporting is recuired on or bafore March 1 af each odd numbered year, eflaclive
a5 ol the preceding October 1.

The "discretely® presented component unils generally operale outsida the State’s central accounting system and are respansible
for establishing and maintaining theis own separate internal control strecturas.

Budgelary Reponing and Gontral: For the State primary gowemment operating funds (ie.. the General Fund ard annually
appropriated special ravenue funds), Public Act 431 of 1884, as amendad, raquiras the Stale Lo adhers 1o GAAR in budgeting
projactad revenues and expenditures and caleulating fund balance for budgetary pumposes, The Act also prohibits tha Siale from
budgating lor an ending fund balance deficil in &n operating fund, I an aclual deficit is incurred, the Consfitetion and Act 441
requirg that il be addressed in the subsequent yvear's budget. W accounting principles change, Act 431 requires tha Stade o also
implamant such changes in its budgalany process,

The budgetary “hasis of accounting” used by the Stale pamary governmenl departs from GAAP only in ways that do not affect
unreserved fund balance, and that do not impact most revenee and expanditure line items. Appropriations far neary all line Rermns,
theselore, ara made on a basis conalstent with GAAP, which makes it possible for the State 1o use the cenlral accounling syEtam
for bolh budgetary controd and linancial reponing puposes.  The o varances Delween GAAP and the budgelary basis of
accounling are: (1) the use of encumbrances for budgetany contral purposas {which GAAP does nol require), and (2} th timing of
racordng expendiures and Rabilitios lor capilal leaze commilmens an & "pay as you go” basis for budgetary purposes, rather than
at Ipasa inceplion as required by GAAP, Compliance with the final updated budget for the annually budgetad oparating funds of
the State primary government is damonstraled in the budget fo aclual comparalive stalemants, notes, and related supplementary
senadulas in the SOMCAFR.

Revenus and Spending Limdation Aequiremeants: Lnder the Stata Conslitulion, 1olal State revenues ang limited 1o a percentaga
of tatal Michigan parsonal incorne. I the kmit is exceeded by an amount lass than 1%, the excess may be transforred Lo the Budgel
Siabilization Fund. If ravenues exceed the limit by 1% or more, the amount in excess must be refunded fo payors of personal
incarme and single business taxes. The calculations necassary 1o delemmine the State's compliance wilh this raguirement lor liscal
yaar 195000 are not considered final. The Eiate estiimeles thal latal Stale revenuss subjest ino the limitation will excaed the limit of
523.2 hillion by $21.7 million for fiscal year 1958-99. This excess was Included in the final lransfer to the Stale's Budget
Stabilizadicosn Fund.

The Stale Constiution alzo reguires thal spending 1o local units of government be maintained a1 nod less than a specifiiad lavel
of total State spanding, onginalty determined o be 41.61% for the base fiscal year 1973-79. The orgally delanmined parcantage
wes racalculiled eflective with fiscal vear 1992-23 rellacting the lerms of a legal settlement agreemenl.  The recalculgled base
yeer percantage is 48.97%. The calculations necessary to detarming the State's compliancs with this requirement lor fiscal year
19538-99 are not vel linal, however, based upon preliminary calculations, the Stale has substantially euoceeded lha mininem
requirad spanding bo local units of govemment for fiscal year 1986-82,

The State's stalus, with regard to thesa Constilutional provigions, is discussed mane lully in Mote 3 to the financial slatemants,

FINANCIAL HIGHLIGHTS - PRIMARY GOVERNMENT

Zeneral Gowemnmental Funclions: For the purposes of the lolowing two lables and relaled dizcusszions in this letier, e
"General Governmental Funclions® are considerad to be the activities of the General Fund and the special revenue funds of the
Stale primary government. These are the State funds that are used to account for the activities most raditisnally thought of as
bging & narrnal part of State govemment operalions.

The twe tables report only direct revenues and expendilures and, therstore, do nat include “gthar financing sources and uses.”

Revenues (in millions):

Change

1E0E-GE Parcant Frarn Percenlage

Aamaunt of Total 1957-85 Change
Hevenue Sounce
Persangl Income Tax 5 73840 % §F  EDDO B.a%
Sales Tax 58017 18.4 2544 5.1
Fingle Businass Tax 2,360.5 T 114 0.5
Hiale Education {Fropery) Tax 1,273.5 4.0 16.6 1.3
Other Taxes 50292 15.7 419,46 9.1
Federal Revanuss T.A027 24.7 223.2 249
Special Madicad Reimbursements G306 2.2 105.6 18.0
Caher Rewenuas 1,450,2 4.5 ag.¥ 7.4

Taal b 32,0026 100.0% & 17615 SE

The tzble above does nob include aher linancing sources, the most sigrilicant o which are: State Lottary Fund profils of $5621.1
rillion and Budget Stabilization Fund appropaations of $73.7 milion translerred 1o the School Ald Fund; and Liquor Purchase
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Rawohing Fund praliis o 51053 milloa transterrad 1o the Genergl Fund. In additen, transters of $244.4 millicn were made from
tha General Fund (o ihe Budget Stabilization Fund. This amount represants unmesered fund balance of $55.2 millign rsmaining
after the closi of fisaal year 199708 and 1he transfer of fiscal year 1998-98 unreservad fund balance of H189.2 millien.

The States personal income e will expesence 8 gradually reduced rale in the coming years, 2nd the single businass 1ax wil
axpanance a slow-paced phase-oul, Beginning January 1,7999, the single business tax rale wil ba reduced by .1% eech January
1 if the Budget Stabilization Fund has a fund Balance groater an 32250 million, Beginaning January 1, 2000, the personal incoms
tas will also be reduced by (1% per year unlil the rale reaches 3.9%, Thore were no sigrilicanl strectural changes in the Stale's
sabes famas dunng fiscal year 19896-88, The increases in tax revenues over the pricr year primsuily refleel growdh B Ehe wnderdying
activily Inam the State’s continuing stromg economy.

Crher faxes include use faes, 51.5 billion; motor vahicle and fusl awas, $1.8 billion; lgeor and tobaceo taxes, 3740 million; and
miscelanagous sources, 51,2 billian,

Fedaral revenues include financial assistance recgived from the LLS. Department of Heallbh and Human Sendces, which
provides a significant porion of the financing for health and wellare programs; such mancial assstance amounled fo
approximately 352 billion and approdmately 65% of tolal federal revenues for fiscal year 1995899,

Revenue from special Mediceid reimbursements reprasents lunding received by the Stale from other wnits of government and
alfuer public entilies 10 help finence the Medicaid program.

Crher revenues include loeal, 21338 milllon; services, 51134 milllon; licenses and pemits, $£365.3 million; invastment incoma,

51355 milliar; child supporl recovenes, 5543 million; and olher migcellansoes souces, 55794 milllon.  The Increase in other
revanuas is a resell of 51075 million eolleciad lvam the lobacss seltlemant.

Expendiures (in millionsk:

Chanes
Currant, Cepital Outiay, and Intergevermmental TH0E-G Pranzent From Fereenlage
Expenditures by Funclion Amaount of Total 12397-92 Change
Current:
Genaral govemnmeant 5 140727 3.5% 385G G.59%
Education 11.62r.2 380 3651 3.2
Family independance sandoes b e = 10.4 (33.2) (1.3
Public salely & camaclions 1.80E.8 5.1 144.6 11.0
Consanmlion, enviranmen], recrealion, & agricefung 452 0 1.6 JE.5 B2
Labar, commerce & regulyiony 20 24 (43.4) [5.7)
Heshh services 7008 e Eh ke i) 4.7
Tranzporation 16451 53 89.0 5.7
Tax expanditures 48,1 1.6 a1 1.9
Capilal eutley (including highways) 1.144.6 A7 246.1 254
Intergavemmenial — ravenws sharing 1.410.4 4.5 254 21
Debl sarvice - capital laaze paymants L3 0.2 0.4 0.7
Total Current, Gapital CQullay, and :
Intergovermnmental Expandilures 5 .087.5 T00.0%, £1.276.65 4.3%

Lnder Exgcutive Order Me. 1993-1, effaclive Apl 5, 1993, a prncipal deparment, Michigan Jebs Commmilsslon, was abolished,
The adhonly, duties, and respensibiliies ol the Michigan Jobs Commission was split between a newly created princigal
deparbment, Caneer Develaprmeenl, and the Machigan Strategis Fund [(MSF], an aulonamous e | agensy wilhin the Depadment of
Management ardd Budget, As a sesull, the podion tringferred 1o MEF is now reported as component enit aclivity, rather than as
part of the Ganaral Fund

The teble above doas nod include 5569.0 million in distributions o the 10 State universibes, which are considered discretely
presanted component units of the State. These fransactions are repoiad as cperating translers in the SOMGCAFFL.

Genaral governmment expendilures Inclede operalions of 1he Legislature, the Judiciary, and Execulive Branch funclions within the
Cepartments of Managemen! and Budgel, Allomey General, Civil Fights, Civil Service, State, and Treasury. The change in
general govemment expendiures resulled primarily from the decrease in intedund borowing costs of $22.% million and an
increase in aub-ol-panad lax relunds of $117.3 million,

Echecalion expendiures continue o increase as support for public education continues.  Tolal lunding lor education increasad
G247 millicn Irarn thi peias yoar, including foundation allowance increases of 368.7 millien and Durant-relajed selflement paymants
af §73.0 million,

Family independence service gxpondiluras, and associated federsl revenues, decressed primarily Fram a redection in the Tood
stamp caselaad,

The increase in comecions spending resufied from the construction of a new prisen in lonia and inereased oxpanditures for The
Youth Goreclional Facility in Baldwin,  Growdh in Michigan's prison populalion has slowsd.  In condrast fo the 19805, wih
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populafion growth of 125%, population growth in the 1990's was less than S0%. Serious crime ig down by 1%, declining for the
savenih consaculive yoedar.

Health senvice expendilures increased as & rasull of increases in long-term health care cost ard mental health servicas,

Tax expendiures represent refundable incoma fax credit programs including the homestead proparty tax credil and the senior
citizen praperty tax credit, which accownted lar £440.9 millian of the total tax expendibures of S486.1 milkan.

The largest componant of capital outlay expenditurss is relaled o State Trenkline highway expendiures, which amaunted o
51.02 billion, an increase of approximately 2011 million compared 1 the prior year.  This increase resulted from & signilicant
program e improve Michigan's roads and bridges.

Goneral Fund Highlights: 4 major objective of the Administration has been to improve financial management Ly aliminating the
chronic overspanding and everestimation of revenuas thal had sccurred in thi 1980s. This years resulls reflect the success of this
gpproach; no deparment had net budgetary everexpanditures for liscal year 1588-99,

Ganaral Fund revenues and ather financing sources (including resirictad sources, operaling fransiers in, and capilal lease
acquisiions) lataled approxmately $20.3 bilion lor the fiscal year, Expenditures and cther financing uses tolalad approximately
520.1 billion. Fund balance reserves for budgelary carmy-forwards, noncumment assets and revolving loans (discussed maose fully in
peole 24) incroased approdmatety $365.7 million frarm $1.2 Billign t2 S1.6 Billion. The unresered fund batance of the Senaral Fund
was 2er0 a1 fiscal year-end, afler rellecting a legally required transfer of any ending balance a1 year-and to the Budget Statdizalian
Furid.

Proprigtary Fund Operations: The State accounts for the wholesale distribution of alcoholic beverages Ihrough tha Liguor
Purchase Aevolving Fund. Statulory net incoma, $105.3 million, and funding far adminkstrative costs, $7.6 million, were transterred
b the General Fund duding flscal year TH05-55,

Siate Lottery Fund opesating revenues increased $73.8 million 1o $1.8 billion. Met income from lolery cparations (afler prizes
and oiher eosts) transferred Lo the School Aid Fund increased 55.0 milllon to $621.1 milllon.

The Siate Sponsored Group Insurance Fund accounts for the Slale's rigk retention lor employes benelil programs,  The lund
had & net loss of 533.1 million during the year and endad the year with total assets of $131.8 million, abilites of 5183.2 million,
and rotained eamings of $8.6 milion. The State, under a management plan 12 reduce the relained eamnings of this fund,
anlicipetad this leas.

Pension Plang: The Stats Constitution requires the State 1o provide current funding of plan benafits for the Stale's delined
banafil pension plans, Statutes provide lor the amortization af unfunded prior service costs, In two of the four plans far which the
Saale i responsible Tor providing funding, the enabfing statules far the plans contain provisions under which a shonfall in the
legally required contributions will be correcied in succeeding fiseal years,

The Stale Employees’ Retirement System (SERE) ks the largest of the defined benalit plans for which the Stale is responsible
for providing funding. Total assets of SERS al Septembar 40, 1999 were $10.6 billion, with net assels held in rust for pansion and
postemployment healh-care benefitz todaling $10.3 billlon.  Addfional disclosures relating 1 the Stale's pension funds e
providad in Mote 11 to the financial statament:s,

Dabt Management: There were no new general abligation bonds issues in fiscal year 1993-89. In 1999, the State's ganeral
ebligations ane rated Aal by Moody's, &nd Ad+ by both Fitch IBCA and Standard & Poors,

fievanue dedicated bonded debl, including that of the Stete Building Aulhority, decreased by 5100 millicn to $3.0 billon during
THRE-50,

Addional disclosures sbout the Stale's general leng-lerm obligations are provided in Maote 14 1o lhe financial stalemenls,

Cash Management: As discussed morne fully in Mote 5 1o the financial stalerments, the State Treasurer maintains the Slale's
comrnon cash pool, which is used by rmost State funds lor shon-term imvesiment and to provide cenralized conbred ower
dsbursements. The total amoun? of pecled cash, which is primaiily investad in prime commercial paper, amountad to 34.2 billion
al September 30, 1999, an increase of approximately £074 million from 3.2 billion al Seplember 30, 1993,

The Stata Constitution provides that the Legislalure may authorize the issuance of shon-term ganeral obligation noles to assist
in maniging cazh fows, Such bomowings are limiled by the CGonstibution 1o 15% of undedicaled Stale revenue,  The Constiulian
alss regquires that such bomewings be repaid befone year-aend. Mo such borrowings occurred during the liscal year.

HIGHLIGHTS - COMPOMENT UNIT OPERATIONS

Excepd for the State Building Authority and the Michigan Underground Storage Tank Financial Assurance Financs Autharily,
which are “blendad® direcily wilh the fund types of the Stale primary government (refar also to the section descrbing the Skake
reparting entity), all of the companent units are presented digcrately in the SOMCAFH. Condensed financial slatements for all of
the discretely prasemed companeant units, with total assets amounting 1o $10.9 billion, are prasenled in Maole 26



Salected highlighls for certain Slale propristary Iyps component unils follow:

The largest such compenent unit s the Michigan State Housing Ceveloprment Aulhority, which provides financing lor various
types of howsing programs. The aulhonty had tolal assets of 32,6 billion and bonds payable of 32.0 billien cutstanding as of Juna
30, 1994,

The Michigan Education Truest (MET) was established to provide a means lor parenls and other individuals to finance lulure
tuiion costs at Stale public colleges and universities.  As of Seplembar 30, 1990, MET had lobal assets, valued al markel, ol
#777.5 million.  Additonal information about BMET's linancial operalicns, incheding the acluarial assumplions weed in waluing he
shiligation for iubure uition costs, is included in Mofe 18,

The Michigan Municipal Bond Authority (MMEBA) was created to permit lecal wunils of gowamment the opporunity 1o poal thair
pond sales used 1o linance local projecis. In addilon, MMOA cparates the State Water Pollution Control Fund which is usad 1o
account for @ proagram ereated 1o provide locel govemments financing for local water pollulion conirol projecis. MMBA head todal
assets of £3.2 billion and bonds and notes payable of 2.3 billion outstanding as of Saptember 30, 1988,

R INFORMATION

Risk Managemant: RAisk managemant wis established within he Depanment ol Management and Buggel in 1987 1o improve
the State’s risk control policies and procedures, The unit's aclivitios include anakysis ol and conlied over insusance coveraga and
sk exposure, and planning and implameanting a statewide saloty and health policy and program. The Skade is sef-insured for
many ypaes of genaral llability and property bosses. Additional disclosures on the Sfala's risk management aclivilies are provided in
Mo 27,

Aycdils: The prncipal auditor of the Slate's repodding entity i= the legizletive Oifice of the Auditor General (0AG). The OaG's
audit ol the SOMCAFR was conducted In accordance with gensrally accepted auditing standardgs (GAAS), and their independeni
auditer's repor precedas e General Pupese Financigl Stalamens. In addiben 1o 1he annugl audit o the Slate's SOMOAFA, the
Oflice of the Awditor Genaral alsoe parforms periodic financial and perlemancs audils of the vanous Sate deparlments, agencias,
and institutions of higher education, The OAG engages culside pubss accaunting firms periodically, paticulirhy for the audits of
separataly izsuad componand unit financial statements (such as the Michigan Slate Howsing Doevelopment Authonty], the langar
penson lunds, and the Michigan Unemployment Compensation Fund,  The Auditer General alze has pimary responsibility for
conducting audils under the faderal Single Awdil Act of 1984, Purswant to Michigan Public Act 257 of 1586, thase audits are
conducbed biennlally lor 2pplicable Stale depanmends, agencies, and companand unit aulhorities, and resull in separately izsuad
audit reparts.

iligale of Achievenent: The GFOA awarded a Cerificete of Achlavemant for Excellence in Financial Reporting to the Staie
of Michigan for its SOMOCAFE for the year ended Seplamber 30, 1988, The Cedificate of Achievemsnt i3 & presligious national
award, recagnizing conlormance with the highest standasds for preparation of state and locel government financial reports.

To be awarded a Cedificale of Achievemenl, a government must publizh an BEE"}' readable and E’|IE‘.‘|E'I"I1|:||' organized
comprehensive annual lingncial repord, whose coments conlorm 1o program standards. Such reports must satisty bath genelhy
accepted accoaunting principles and applicable legal requiremeants.

A Cerflicate of Achiowement i wilid for @ penied of ane year only. The Skale bas received a Cedificale of Achievemenl for the
lagl bwebve consaculive years, We belicve our currend repor continues 1o conlarm o the Cerldicale of Achievemant program
raquirernents, and we are submilling it ko the GROA for review,

Acknowladgmenis: In &ny year, the preparation of this repor requiras the collective afforie of literally hundreds of Gnance
parsonngl throughout the State, bodh individually and in teams from vifuelly sl State agencies. We sinceraly appreciale the
dadicated aforts of all of these individusls. This yeer, we are periculerdy pleased 10 have continued o reduce he armoamt of Eme
and resources reguired to complete the SOMOAFR. Achigving this oulcome is The resull of e dedicated managerment and stalf of
the Financial Conlrol Division, Oifice of Financial Management; the chigl mancial oflicens, chicl accountants, and their slafls; and
the managomnd and Sl of the Oifice of the Audiler General, whe conlinue to strive Tor improvements that will resulz in Mchigan
aing a national leader in quality and efliciency for finangial regading,
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