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Management Discussion of Financial Operations

The Board of the Pennsylvania Intergovernmental Cooperation Authority (the "Authority" or
"PICA") offers the following narrative overview and analysis of the financial activities of the
Authority for the fiscal year ended June 30, 2007.

Financial Highlights

¯ The total net assets (deficit) of the Authority at the close of the fiscal year were
($485,567,468) representing a decrease in net deficit of $57,911,009 over the prior year.

¯ At the close of the current fiscal year, the Authority’s General Fund unreserved balance
increased by over $500,000 to $6,976,167 from the prior fiscal year. All Administration
costs during fiscal year 2007 were funded from the Authority’s earnings on its General Fund
and on its Debt Service Reserve Fund.

¯ The Authority’s outstanding long-term debt decreased by $51,770,000 during the current
fiscal year.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Aut~ority’s basic
financial statements. The Authority’s basle financial statements comprise three components: I)
government-wide financial statements, and 2) governmental funds financial statements and 3)
notes to the financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

Government-wide financial statements. The government-wide financial statements are
designed to provide readers with a broad overview of the Authority’s finances, in a manner
similar to a private-sector business.

The statement of net assets presents information on all of the Authority’s assets and liabilities,
with the difference between the two reported as net assets (defteR). Over time, increases or
decreases in net assets may serve as a useful indicator of whether the financial position of the
Authority is improving or.deteriorating. :

The statement of activities presents information showing how the Authority’s net assets (deficit)
changed during the fiscal year ended June 30, 2007. All changes in net assets are reported as
soon as the underlying event giving rise to the change occurs, regardless .of the timing of related
cash flows. Thus, revenues and expenses are reported in this statement for some items that will
only result in cash flows in future fiscal periods (e.g., uncollected taxes).

The government-wide financial statements can be found on pages 3-4 of this report.

Fund financial statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The
Authority uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.



Governmental funds are used to account for all of the functions that are reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide
financial statements, governmental fund financial statements focus on near-term inflows and
outflows of spendable resources, as well as on balances of spendable resources available at the
end of the fiscal year. Such information may be useful in evaluating near-term financing
requirements.

Because the focus of governmental funds is narrower than that of the government-wide fmancial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the Authority’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The Authority maintains eleven individual governmental funds. Information is presented
separately in the governmental fund balance sheet and in the governmental fired statement of
revenues, expenditures, and changes in fund balances.

The basic governmental fund t’maneial statements can be found on pages 5-6 of this report.

Notes to the financial statements. The notes provide additional information that is essential to a
full understanding of the data provided in the government-wide and fund financial statements.
The notes to the financial statements can be found on pages 7-26 of this report.

Government-wide Financial Analysis

As noted earlier, net assets may serve over time as a useful indicator of a government’s financial
position. In the case of the Authority, liabilities exceeded assets by $485,567,468 at the dose of
fiscal year 2007.

By far the largest portion of the Authority’s net deficit reflects its bonds payable. Proceeds flom
the PICA Tax as well as the corresponding interest earned are in part utilized to fund such debt
service requirements. The Authority’s bonds payable activity for the year ended June 30, 2007 is
summarized as follows:

Amount
(in thousands)

Outstanding Debt at July 1, 2006
Debt Retired
Outstanding Debt at June 30, 2007

$674,305
(51,770)

$622~535

The Authofity’s cash, cash equivalents and short-term investments make up the largest portion of
the total assets. Such assets are derived from the proceeds of bond issuances of years past and the
related investment income. These assets are used to provide grants to the City of Philadelphia for
various capital projects and to fund the required debt service reserve. During fiscal year 2007, the
Authority granted approximately $245 million to the City of Philadelphia.

Governmental activities decreased the Authority’s net deficit by $57,911,009, thereby accounting
for the total decrease in net deficit during fiscal year 2007. Net deficit reduction was due
primarily to the retirement of long-term debt as well as better than budgeted operating "fund
results during fiscal year 2007.
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Governmental Funds Financial Analysis

As of the end of the current fiscal year, the Authority’s governmental funds reported combined
ending fund balances of approximately $145.5 million, an increase of approximately $4.7 million
in comparison with the prior year. Approximately 57 percent of this total amount ($83.6 million)
constitutes fund balances reserved for debt service. Approximately 23 percent of the total ($33.7
million) constitutes fund balances that are reserved for the benefit of the City of Philadelphia.
The remainder of the reserved fund balances is reserved primarily for the administration of the

.     roxunatel , $19 6 million is designated for future swaption activity relating to
Authority App " Y ¯ . - - " eserved fund balance,
various derivative transactions. Approximately $7 mllhon constitutes unr
which is available for spending at the Authority" s discretion.

General Fund. All fiscal year 2007 administration expenses of the Authority were funded from
the Authority’s earnings on its General Fund and on its Debt Service Reserve Fund (established
from proceeds of the Authority’s bond issues) and residual balances of similar earnings from
prior fiscal years. No City of Philadelphia or Commonwealth of Pennsylvania tax revenues were
used to pay any- portion of the Authority’s administrative costs in fiscal year 2007, nor are any
expected to be used in fiscal year 2008 for such purpose.

The PICA Act allows the Authority several sources of income to support its operations. The
statute specifically provides that the Authority may draw earnings from the various funds and
accounts created pursuant to its Trust Indenture, and also directly from the proceeds of PICA
Taxes to the extent investment income is insufficient. The latter allowable revenue source has
never been utilized by the Authority.

July 1) before March 1 of each year and also stlpulat¢~ u,~ ~,, ...... of
provided therewith to the Governor and General Assembly of the Commonwealth
Pennsylvania. The Authority’s annum General Fund budgets, since its inception, have all
produced surpluses.

Details as to anticipated and actual fund balances as of June 30, 2007 and as to the fiscal year
2008 budget are as follows:

Anticipated Residual Fund Balance..:
Unreserved Fund Balance at June 30, 2006
Excess Revenues over Expenditures
Anticipated Unreserved Fund Balance at June 30, 2007

Fund Balance at June 30, 2007 (Anticipated/Aetual~:
Anticipated Unreserved Fund Balance at June 30, 2007
Add: Net FY07 "Better than Budget" Operating Results
Actual Unreserved Fund Balance at June 30, 2007

$6,457,802
0

$6,457,802
518.365

General Fund~:
Revenues - General Fund Interest Earnings
Other Financing Sources - Transfer flom

Bond Issue Investment Earnings ....on"("Reserved for subsequent Authority Admmmtratt
in the Debt Service Reserve Fund at June 30, 2007)

Utilization of portion of FY07 fund balance
Total Estimated Expenditures

$ 150,000

1,558,986
1 200000
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The Authority’s fiscal year 2008 budget recognizes the possibility that the Authority may be
requested to become involved in oversight matters as directed by the Pennsylvania General
Assembly; and provides funding to study and/or implement such a role. The fiscal year 2008
budget also provides funding from previous operating fund surpluses to support special city
projects including a City Futilities Assessment project. Absent these additional sp~ial use
funds, the fiscal year 2008 budget reflects a decrease of 8 percent from the fiscal year 2007
budget.

The philosophy underlying the Authority’s general fund operations remains that the Authority
should maintain a personnel and expenditure level sufficient to permit it to respond to the
demands placed upon it, but not so large as to present an opportunity either for the City of
Philadelphia to use the Authority’s resources to bypass the re-creation of its own management
systems or to establish a permanent Authority structure that would develop its own reason for
continued existence.

Special Revenue Fund. The Authority’s Special Revenue Fund receives PICA taxes, interest
earnings on such collections, and net interest earnings on bond issue funds other than Capital
Projects Funds (the earnings on Capital Projects Funds are restricted to use for grants to the City
of Philadelphia for PICA approved capital projects). The Special Revenue Fund receipts are
utilized to provide, monthly, from the first available funds in that month, one-sixth of the next
semi-annual interest requirement on PICA bonds outstanding and one-twelfth of the next annual
principal requirement on PICA bonds outstanding, in a manner calculated to provide the total
required semi-annual interest and the total required annual principal at the dose of the month
prior to such required date. After provision of monthly debt service requirements, the residual
balances in PICA’s Special Revenue Fund are paid to City of Philadelphia as grants to the City’s
General Fund.

PICA grants to the City of Philadelphia’s General Fund during fiscal year 2007 exceeded the
equation (PICA taxes minus provision for PICA Debt Service equals PICA grants to the City) by
more than $2.9 million.

Debt Service Funds. The Debt Service Funds account for the accumulation of financial
resources for the payment of principal and interest on PICA’s long-term debt.

Debt Service Reserve Fund. This fund is used to hold assets for debt service reserve purposes as
required by the Trust Indenture. Current year investment camings were transferred to pay current
year debt service requirements and to aid in paying for the General Fund’s administration
expenditures.

Rebate Fund. This fund is maintained in order to fund future potential rebates and/or debt
service requirements. The only activity that occurred during the current fiscal year was the
increase from investment earnings.

At June 30, 2007, the Fund Balances held in the combined Debt Service Funds, by individual
fund groups, consisted of:

iv



Debt Service Fund -- Current assets held for interest
due 12/15/07 and principal due 6/15/08

Debt Service Reserve Fund -- Current assets held for debt
service reserve purposes as required by the Trust Indenture

Rebate Fund -- Current assets held for future
potential rebate/debt service purposes

Amount Reserved for Debt Service

Debt Service Reserve Fund -- Current assets held for
subsequent PICA administration purposes (Debt Service
Reserve Fund earnings held for PICA FY07
operations- per adopted budget)

Fund Balances at June 30, 2007- Combined Debt
Service Funds

$ 5,873,611

77,429,423

1,916,559

$85,219,593

1,558,986

Expendable Trust/Capital Projects Funds. Expendable trust funds include amounts held
separately, by bond issue from which such funds were provided, for purposes of grants to the City
of Philadelphia for specific PICA approved capital projects. The PICA Act restricts the City of
Philadelphia’s use of PICA provided capital projects dollars to specific "emergency" and
"productivity" projects approved by the PICA Board and, where necessary, by specified
Commonwealth of Pennsylvania elected officials.

The Authority, in connection with its three new-money bond issues, approved specific City
capital projects totaling approximately $426 million, while providing bond issue funds of
approximately $400.8 million for such projects. The difference, $25.2 million, as anticipated, has
been raised from investment earnings of funds dedicated to capital projects. At June 30, 2007,
sufficient PICA controlled capital projects funds were available to complete all of the initially
approved PICA projects, to complete $16.3 million of additional projects subsequently approved
by the PICA Board, and an additional $30.6 million of yet to be designated projects. Capital
project funds held for PICA capital project grants to the City of Philadelphia totaled
approximately $33.7 million at June 30, 2007.

Additional information. In accordance with IRS regulations, certain funds already granted to the
City of Philadelphia by PICA continue to be classified as PICA Arbitrage Reportable Funds until
the City of Philadelphia expends such funds for the purpose for which they. were provided.
Accordingly, and also for oversight purposes, PICA tracks the uses/balances of such grant funds
and interest ~gs thereon as yet unexpended by the City of Philadelphia. As of June 30, 2007,
such PICA provided funds as yet unexpended by the City of Philadelphia included:

’92Capital Projects Encumbered Funds
’93 Capital Projects Encumbered Funds
’93 Capital JustieeProject Encumbered Funds
’94 Capital Projects Encumbered Funds

Amount

(in thousands)~

$1,969
$4,519
$ 76
$3,269
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COMPANY, LLC
CERTIFIED PUBLIC ACCOUNTANTS

Report of Independem Certified Public Accountants

To the Board
Pennsylvania Intergovernmentai Cooperation Authority

We have audited the accompanying fmaneial statements of the governmental activities
and each major fund of the Pennsylvania Intergovernmental Cooperation AUthority (the
"Authority") as of and for the year ended June 30, 2007, which collectively comprise the
Authodty’s basic f’maneial statements as listed in the foregoing table of contents. These
financial statements are the responsibility of the Authority’s management. Our responsibility is
to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
.United States of America. Those standards require that we plan and perform the audits to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes consideration of internal control over financial reporting as a basis for
designing audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Authority’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on atest
basis, evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, as well as evaluating
the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In. our opinion, the {’maneial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and each major fund of
the Pennsylvania Intergovemmental Cooperation Authority as of June 30, 2007, and the
respective changes in financial position thereof for the year ended, in conformity with aee0unting
principles generally accepted in the United States of America.

The accompanying Management’s Discussion and Analysis preceding this report on
pages i to v is not a required part of the financial statements, but is supplementary information
required by the Governmental Accounting Standards Board. We have applied certain limited
procedures, which consist principally of inquiries of management regarding the methods of
measurement and presentation of the required supplementary information. However, we did not
audit such information and, therefore, express on opinion on it ....

THREE BALA PLAZA ¯ SUITE 501 WEST ¯ BALA CYNWYD e PENNSYLVANIA e 19004-3484
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Our audit was conducted for the purpose of forming an opinion on the financial statements
that collectively comprise the Authority’s basic financial statements. The supplemental schedules
listed in the foregoing table of contents are presented for purposes of additional analysis and am
not a required part of the basic financial statements. These supplemental schedules are the
responsibility of the Authority’s management. Such supplemental schedules have been subjected to
the auditing procedures applied in our audit of the basic financial statements and, in our opinion,
are fairly stated in all material respects when considered in relation to the basic financial
statements taken as a whole.

September 4, 2007



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY
STATEMENT OF NET ASSETS

JUNE 30, 2007

ASSETS

CURRENT ASSETS:
Cash, cash equivalents and short-term investments
PICA taxes receivable
Accrued interest receivable

Total current assets

OTHER ASSETS

TOTAL

LIABILITIES AND NET ASSETS

CURRENT LIABILITIES:
Accounts payable and accrued expenses
Due to the City of Philadelphia "
Deferred revenue
Bonds payable---current portion

Total current liabilities

BONDS PAYABLE--Long-term portion

Governmental
Activities

$ 160,819,766
9,073,322

441,657

170,334,744

2,861,598

$ 173,196,343

$ 355,237
10,422,013
25,451,561
48,700,000

84,928,811

573,835,000

658,763,811Total liabilities

NET ASSETS (DEFICIT):
Restricted for debt service
Restricted for benefit of the City of Philadelphia
Restricted for subsequent PICA administration
Unrestricted deficit

Total net assets (deficit)

TOTAL

83,660,607
33,698,447

1,558,986
(604,485,507)

(485,567,468)

$ 173,196,343

The accompanying notes are an integraJ part of this statement



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

STATEMENT OF ACTIVITIES

JUNE 30, 2007

EXPENSES
Grants to the City of Philadelphia
General management and support--

General operations
Interest expense on long term debt

Total program expenses

Governmental
Activities

$245,002,470

1,471,363
34,937,932

281,411,765

PROGRAM REVENUES~
Premium amortization
Interest

Program revenues

Net program expenses

GENERAL REVENUES
PICA Taxes
Interest

Total general revenues

DECREASE IN NET DEFICIT

NET ASSETS (DEFICIT)--Beginning of year

NET ASSETS (DEFICIT)---End of year

!,615,281
8,938,869

10,554,150

270,857,615

328,054,805
713,819

328,768,624

57,911,009

(543,478,477)

($485,567,468)

The accompanying notes are an integral part of this statement.
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ASSETS

FICA Tax
General Revenue

CURP~NT ASSET$:
Cash, cash equivalents and shah.term invesiments$ 41,982,~,28 S
PICA Tgxes receivable 9,073.322
A~ed interv~ revivable 102~519 31,960
lnter~nd r~eivable ’ , ...... 59~350 1.31~,732

Total current users 42,144.697 10,422,013

OTHER ASSETS 80.819

TOTAL

LIABILITIES AND FUND EQUITY

$ 42,225,51~ $ 10.422.013    $

CURRENT LIABILIT~S:
Accounts payable and accrued expenses $ 355.236
Due to the City nfPb{ladelpbia I 0,422,013
De.red revenue 9,700,000
Int~fand payable , 5~600~000

Total current I{abllifies 15.655.236 10~422~013

FUND EQUITY:
Fund balances:
Unreserved
Reserved for debt service
Reserved for benefit of the City
of Philadelphia

Reserved t’or subsequent PICA
administration

Designated for fi~tore swaptlon activity

Total ~und equity

PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

BALANCE SHEt’.T*GOV£RNMENTAL FUNDS
JUNE 30, .2..007

1996

Expendable Trust Funds
Debt Service Fnnds Debt Service Rebate Capital Proients Fund

2006 I999 2003 Reserve Fund Fund 1992 1993 1994

TOTAL

243 $             423,630$ 4,797,214 $ 585.923 $ 77,546,269 $ 1,909.491 $ i2.354.064 $ 2,717,446 $ 18,502,659 $

1 :8,235 106,144 I 1.573 49,886 7.068 45.730 10,059 68,499
1,034,986 4,450,000

244 1,466,850 4.903.3f7 597.496 82.046,155 1.916.559 [ 2,399.793 2.727.505 | 8.571.148

244 $ 1,466,850 $,,, 4t903.357 $ " 597,49~6 $ 82.046,155 $ 1.916559 $, ,12p~99.793 $ 2,727.505 $ , 1,8,5~1~148 $

S $

4,450,000
1,094,33~ ...... 1~61732

i t094,336 4.616,732

6.976,167

19.594,1 ]3

26,570,250

$ 42.225.516 $ ~0,422~0!3 $

244 1,466,850 4,903,357 (496,840) 75.870.437 1.9!6,559

1.558.986

] 2,399,793 2,727,505 18.57 ],148

244 1 A66,850

244 $ , 1~466~850 $

4~903,357    , (496,840) ’ , 77429,423 i’16,559 12,399,793 2.727,505 18,571,]48

4903,357 $ 597,4~.....~96 $ 82,046,155 ,$,,. ],916,559 $ 12,399,793 $, ,2~727,~05 $ 18~571,i48

Total
Governmental

Funds

160.819,766
9,073,322

441,662
6~61,068

177.195.817

80.8]9

177.276.636

355,236
10,422,013
14,150,000
6,861,06g

6,976,167
83,660,607

33,698,,~7

1,55gD86

19.594,113,

145~88,320

Amounts rnl)orted for Rovernmental activities ht the smtem~p~,of net asset# 8r~ cliff�real due

Long-term I[abilities are not due and payable in ~e OUght
period a~ therefo~ are not reposed In the funds (622.535.00o)

Swap premium i$ de~encd and amo~i~ed over the life of~e ne~v debt in ~e s~l~ent of net assets(13,8~.41

Fonvard delive~ agrc¢mcnt p~mium is amo~ized over dte lt~e of the agreenlen( in ~o statemem of net ~se~ 2.542.857

Bond issnanee costs are accrued and amonlzed in the sta~me~t of net assets .....2~780~773

Net asse~ ofgove~mental ec~ivitles ~ .....(485 567 468~

The accompanying notes ate in integralpart of this statement



REVENUES;
PICA T=xes
Other
Interest earned Oll invesl~lellts

EXPENDITUILES:
Grants te the City of Philadelphia
Debt service:

Principal
Interest

Administration:
Investment expenses
Operetions

Total expenditures

EXCESS OF REVENUES OVER
(UNDER) EXPENDITURES

OTHER FINANCING SOURCES (USES)---
Net operating trar~sfers in (out)

SOURCES OVER (UNDER)
EXPENDITURES AND OTHER USES

FUND BALANCES, JULY 1, 2006

FUND BALANCES, TUNE 30, 2007

General

132,005
2,052.1~2,

2~184,147

PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY
STATEMENT OF REVENUES, ]~XI’ENDITURES AND CHANGES IN FUND BALANCE - GOVgRNMEI~I’AL FUNDS

Y~AR ENDED JUNE 30~ 2007

PICA Tax Debt Service Fund Debt Sewiee Rebate
Revenue 1993A 1996 2006 1999 2003 Reserve Fund Fund 1992

$ 327,922,800 $ $ $ $ $ S $ $

713,828 I I 109,349 [,409,245 155,905 3,59~,387 87,037 564

328,636,62._.~8 11 109,349 L409,24..~5 155,905 3 591 387 87,037 564,618

Expendable Trnst Fnnds
Capital Pro~ectsFund

1993

$

123,864

.... 123~864

1994

845,302

845,302

Total
Governmental

Funds

$ 327,922,B00
132,005

9.652,688

,337,707,493

132,005

150
1~47I~3~3

2,395,836

24,[74,44~

244,651,730

1,660

4,450,000 41~30,000 6,290,000
4,532,27! 22,198,050 7,477,092

215,982 12,500 326,357

It7,000

244,653,390 9 198 252    6~,240~550    14,093,449

, $3~983,238 11 ~ (61,831,305) (!3,937,543) 3,59 !,387 ~    447,618

(83,983,238~) ~ 9 993,279 61,374, I78 I~,871,965

(II,48l) 904,376 (457,[27) (I,065,578)

11,726 ~62,474 5~3d0.484 568.738

244 ~ 4,~03,357 /496,840~

I01,735 245,002,470

51,770~000
34,207,412

556,648

, i,47~,~63

101,735

,~2,3,86: 743,567     4,699,599

(2,059,899) 0

1,531.488 87,037 447,618 [23,~64 743,567 4,699,599

75,897~935 1,829,522 11,952,]76 2~603,64.1. 17,827,581 140,788,720

77429423 L9 l 6,55...__._~912,399,793 2,727,505 [8,57LI48 145,488.320

Reconciliation of chaw, e in fnnd balance to ehan~e in net assets:
Change in fund balance 4,699.599

Repayment of bond principal is an expenditure in the gowmmenta! f~nds, bu~ the repayment
reduces long.tea’s llabilitles in the statement of net assets 51,770,000

Swap and lot’.yard delivery agreement premiums are deferred and amortized over the life of the new debt
on tile statement of net assets 1,615,281

Bond issuance costs are accrued and m~orttzed on the statement of net assets (17~,87 !)

Change in net asse:s $ 571711~009

The accompanying notes are an integral pat[ of this statement
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PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(1) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND ORGANIZATION

Organization

The Pennsylvania Intergovernmentat Cooperation Authority (the "Authority"), a body corporate and
politic, was organized on June 5, 1991 and exists under and by virtue of the Pennsylvania
Intergovernmental Cooperation Authority Act for Cities of the First Class (P.L. 9, No. 6) (the "Act").
Pursuant to the Act, the Authority was established to provide financial assistance to cities of the first
class. The City of Philadelphia (the "City") currently is the only city of the first class in the
Commonwealth of Pennsylvania (the "Commonwealth"). Under the Act, the Authority is
administered by a governing Board consisting of five voting members and two ex officio nonvoting
members. The Governor, the President pro tempore of the Senate, the Minority Leader of the Senate,
the Speaker of the House of Representatives and the Minority Leader of the House of Representatives
each appoints one voting member of the Board.

The Act provides that, upon the request of the City to the Authority for financial assistance and for so
long as any bonds of the Authority remain outstanding, the Authority shall have certain f’mancial and
oversight functions. First, the Authority shall have the power, subject to satisfaction of certain
requirements in the Act, to issue bonds and grant or tend the proceeds thereof to the City. Second, the
Authority also shall have the powef, in its oversight capacity, to exercise certain advisory and review
powers with respect to the City’s financial affairs, including the power to review and approve five-
year financial plans prepared at least annually by the City, and to certify noncompliance by the City
with its then-existing five-year financial plan (which certification would require the Secretary of the
Budget of the Commonwealth to cause certain payments due to the City from the Commonwealth to
be withheld by the Commonwealth).

Govemment-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
changes in net assets) report information on the activities of the primary government. For the most
part, the effect of interfund activity has been removed from these statements.

The statement of activities demonstrates the degree to which the direct expenses of a given function
or segment are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific function or segment. Program revenues include (1) charges to customers or applicants
who purchase, use, or directly benefit from goods, services, or privileges provided by a given function
or segment and (2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not property included among
program revenues are reported instead as general revenues.

Separate financial statements are provided for governmental funds. Major individual governmental
funds are reported as separate columns in the fund financial statements.

The government-wide financial statements are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Taxes are
recognized as revenues in the year for which they are levied. Grants and similar items are recognized
as revenue as soon as all eligibility requirements imposed by the provider have been met.
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PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

O) SUMMARY OF SIGNIFICANT ACCOUNTING POLIC1F~S AND ORGANIZATION
Continued

The governmental fund financial statements utilize a "modified accrual basis" of accounting. Under
this basis, certain revenues (those susceptible to accrual, readily measurable and available as to
amount and anticipated as being readily collectible) are recorded on the accrual basis. All other
revenues are recognized only when received in cash. Expenditures, with the exception of interest
requirements on long-term debt, are accounted for on the accrual basis of accounting.

The General Fund is used to account for the administrative operations of the Authority, for which a
budget is adopted annually.

The Special Revenue Fund accounts for the proceeds of the PICA Tax (a tax levied on the wages and
net profits of City of Philadelphia residents) remitted to the Authority via the Commonwealth. It is
utilized to fund the debt service requirements of the Authority and to provide grants to the City. It
encompasses the Revenue Fund established with the Trustee by the Trust Indenture (see Note 3).

Debt Service Funds account for the accumulation of t’mancial resources for the payment of principal
and interest on the Authority’s long-term debt. The Debt Service Reserve Fund holds assets for debt
service reserve purposes as required by the Trust Indenture. The Rebate Fund is maintained in order
to fund future potential rebates and/or debt service requirements. The Debt Service funds also
include the Bond Redemption Fund which has not yet been required.

The Expendable Trust Funds/Capital Projects Funds account for assets held by the Authority for
expenditure for the benefit of the City. The principal and income of these funds must be expended for
their designated purpose. The Expendable Trust Funds/Capital Projects Funds also include the
Deficit and Settlement funds which completed their designated purposed in prior years and are
presently inactive.

PICA Tax

The "PICA Tax" was enacted by an ordinance adopted by City Council and approved by the Mayor of
the City of Philadelphia on June 12, 1991 (Bill No. 1437). The tax levy is one and one-half percent
(1.5%) on the wages and net profits of City residents. The PICA Tax is collected by the Department
of Revenue of the Commonwealth, utilizing the City Revenue and Law Departments (collectively) as
its agent, and remitted to the Treasurer of the Commonwealth for disbursement to the Authority’s
Trustee.

Investments and Derivatives

The Authodty’s investments are stated at fair value. In accordance with Government Accounting
Standards Board Technical Bulletin 2003-1, derivative instruments are not reported at fair value but
are Subject to certain disclosure requirements.



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(2) CASH AND INVESTMENTS

Authority funds may be deposited in any bank that is insured by federal deposit insurance. To the
extent that such deposits exceed federal insurance, the depositories must deposit (with their trust
department or other custodians) obligations of the United States, the Commonwealth of Pennsylvania
or any political subdivision of the Commonwealth. Under Pennsylvania Act 72 of 1971, as amended,
the depositories may meet this collateralization requirement by pooling appropriate securities to cover
all public funds on deposit with their institution.

Investments in the Special Revenue Fund, the Debt Services Funds, and the Expendable Trust Funds
must be invested in accordance with the Trust Indenture (see Note 3). The Trust Indenture restricts
investments to the following types of securities:

(a) Obligations of the City of Philadelphia;

(b) Government obligations;

(c) Federal funds, unsecured certificates of deposits, time deposits or bankers’ acceptances of any
domestic bank having a combined capital and surplus of not less than $50,000,000;

(d) Federally insured deposits of any bank or savings and loan association which has a combined
capital, surplus and undivided profits of not less than $3,000,000;

(e)

(f)

(i) Direct obligations of, or (ii) obligations, the principal of and interest on which are
unconditionally guaranteed by any state of the United States of America, the District of Columbia
or the Commonwealth of Puerto Rico, or any political subdivision or agency thereof, other than
the City, whose unsecured, uninsured and unguaranteed general obligation debt is rated, at the
time of purchase, "A" or better by Moody’s and Standard & Poor’s (S&P);

Commercial paper (having original maturities of not more than 270 days rated, at the time of
purchase, "P-I" by Moody’s and "A-I" or better by S&P;

(g) Repurchase agreements collateralized by direct obligations of, or obligations the payment of
principal and interest on which are unconditionally guaranteed as to full and timely payment by,
the United States of America; and direct obligations and fully guaranteed certificates of beneficial
interest of the Export-Import Bank of the United States; consolidated debt obligations and letter
of credit-backed issues of the Federal Home Loan Banks; participation certificates and senior debt
obligations of the Federal Home Loan Mortgage Corporation; debentures of the Federal Housing
Administration; mortgaged-backed securities (except stripped mortgage securities which are
valued greater than par on the portion of unpaid principal) and senior debt obligations of the
Federal National Mortgage Association; participation certificates of the General Services
Administration; guaranteed mortgage-backed securities and guaranteed participation certificates
of the Government National Mortgage Association; guaranteed participation certificates and
guaranteed pool certificates of the Small Business Administration; debt obligations and letters of
credit-backed issued of the Student Loan Marketing Association; local authority bonds of the U.S.
Department of Housing and Urban Development; and guaranteed Title XI financing of the U.S.
Maritime Administration;



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(2) CASH AND INVESTMENTS - Continued

(h) Money market mutual fund shares issued by a fund having assets not less than $100,000,000
(including any such fund from which the Trustee or any of its affiliates may receive
compensation) which invests in securities of the types specified in clauses (b) or (f) above and is
rated "AAAm" or "AAAm-G" by S&P;

(i) Guaranteed investment contracts (GICs) with a bank, insurance company or other t-mancial
institution that is rated in one of the three highest rating categories by Moody’s and S&P and
which GICs are either insured by a municipal bond insurance company or fully cotlateralized at
all times with securities included in (b) above.

Investments in the Debt Service Reserve Fund may only be invested in the investments included in (b)
through (i) above with a maturity of 5 years or less or GICs that can be withdrawn without penalty.

At June 30, 2007, the carrying amount of the Authority’s deposits with financial institutions
(including certificates of deposit and shares in U.S. Government money market funds) was
$97,483,077. The bank balance of $97,483,677 was insured or collateralized as follows:

Insured
Uninsured and uncollateralized, but covered under

the provisions of Act 72, as amended

$ 100,000

97,383,677

Total deposits $97,483,677

The Authority’s deposits include bank certificates of deposit that have a remaining maturity at time of
purchase of one year or less and shares in U.S. Government money market funds. U.S. Government
Agency Investments with a remaining maturity of one year or less are classified as short-term
investments.

The following is a schedule of investments of the Authority by type (other than certificates of deposit
and shares in U.S. Government money market funds) showing the carrying value and categorization
as to credit risk at June 30, 2007:

Federal National Mortgage
Association debenture bonds

Total

$63,336,689

$63,336,689

Fair Value
Credit Risk Category

(0 (2) (3)

$63,3~6,689

$63,336,689Total investments



PENNSYLVANIA INTERGOVE NMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(2) CASH AND INVESTMENTS - Continued

(3)

The three credit risk categories are defined as follows:

Cate~o.,ry

(1) InsurexL registered or securities held bythe entity or its agent (bank trust department) in the entity’s
name (name of the Authority).

(2) Uninsured and unregistered, with securities held by the counterparty’s trust department or agent in
the entity’s name.

(3) Uninsured and unregistered, with securities held by the counterparty, or by its trust department or
agent but not in the entity’s name.

During the year ended June 30, 2007, deposits and investments of the Authority were similar to those on
hand at June 30, 2007 with respect to credit risk.

SPECIAL TAX REVENUE BONDS

In the government-wide financial statements, bonds are reported as liabilities in the statement of net
assets. Through June 30, 2007, the Authority has issued eight series of Special Tax Revenue Bonds, as
follows:

Series of Amount Issued

1992 $474,555,000
1993 643,430,000
1993A 178,675,000
1994 122,020,000
1996 343,030,000
1999 610,005,000
2003 165,550,000
2006 89,950,000

11



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(3) SPECIAL TAX REVENUE BONDS - Continued

The following summary shows the changes in bonds payable for the year ended June 30, 2007

Outstanding Outstanding
Series of July I, 2006 Additions Retirements June 30, 2007

1999 $435,980,000 $ - $41,030,000 $394,950,000
2003 148,375,000 - 6,290,000 142,085,000
2006 89,950,000 4,450,000 85,500,000

$674,305,000 $ $51,770,000 622,535,000

Less current portion 48,700,000

$573,835,000Long-term portion

In conjunction with its 1992, 1993, 1993A and 1996 bond issues, the Authority entered into an Indenture
. of Trust dated as of June 1, 1992, which was subsequently amended and supplemented as of June 22,
1992, July 15, 1993, August 15, .1993, and June 1, 2006. An Amended and Restated Indenture of Trust
dated as of December 15, 1994 was entered into in conjunction with the Authority’s 1994 bond issue and
replaced (amended and restated) the original indenture as amended and supplemented. The 1996 bonds
were issued pursuant to the Amended and Restated Indenture of Trust dated as of ~ber 15, 1994
(the "1994 Indenture") as amended and supplemented by a First Supplement to the Amended and
Restated Indenture Trust dated as of May 15, 1996. The 1999 bonds were issued pursuant to the
Amended and Restated Indenture of Trust dated as of December 15, 1994 as amended and supplemented
by a First Supplement to the Amended and Restated Indenture of Trust dated as of May 15, 1996 and a
Second Supplement to the Amended and Restated Indenture of Trust dated as of April 1, 1999 (together
the ’~I’rust Indenture’) between the Authority and First Union National Bank as Trustee (the "Trustee").
The 2003 bonds were issued pursuant to the Trust Indenture as amended and supplemented by a Third
Supplement to the Trust Indenture dated June 1, 2003 between the Authority and Waehovia Bank,
National Association, formerly FirstUnion National Bank, as Trustee. The 2006 bonds were issued
pursuant to the Trust Indenture as amended and supplemented by a Fourth Supplement to the Amended
and Restated Indenture of Trust between the Authority and Wachovia Bank, National Association, as
Trustee. The Trustee’s responsibilities include ensuring that the proceeds of the PICA Tax (see Note 1)
received by it are used to fund the debt service payments (bond principal and interest) required under the
Trust Indenture, as amended.

Each series of bonds issued by the Authority are limited obligations of the Authority and the principal,
redemption Premium, if any, and interest thereon, are payable solely from a portion of the PICA Tax.

12
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PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(3) SPECIAL TAX REVENUE BONDS - Continued

To issue additional bonds, the Trust Indenture requires that the Authority’s collection of PICA Taxes
in any twelve consecutive months during the fifteen-month period immediately preceding the date of
issuance of such additional bonds equals at least 175% of the maximum annual debt service
requirement on the bonds outstanding after the issuance of the additional bonds. The PICA Taxes
collected during the year ended June 30, 2007 ($327,922,800) equaled approximately 407% of the
maximum annual debt service ($80,575,373) of the bonds outstanding at June 30, 2007 (the 1999,
2003 and 2006 bonds).

Total annual debt service requirements (annual principal or sinking fund requirements and interest
payments) on the outstanding bonds at June 30, 2007 are as follows:

Fiscal Year Ending
Total Debt Service

Requirements

2008 $80,575,373
2009 71,956,412
2010 65,135,969
2011 61,469,794
2012 61,472,555
2013 61,440,430
2014 61,423,800
2015 61,400,763
2016 61,373,750
2017 61,356,975
2018 52,243,613
2019 43,508,863
2020 23,024,000
2021 54,613,825
2022 13,628,250
2023 40,980,263

Details as to the purpose of each of the respective series of bonds issued by the authority through
June 30, 2007, and as to bonds outstanding at that date follow.

13



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(3) SPECIAL TAX REVENUE BONDS- Continued

A. Series of 1992

The proceeds from the sale of the Series of 1992 Bonds were used to (1) make grants to the City
of fund the Fiscal Year 1991 General Fund cumulative deficit and the projected Fiscal Years 1992
and 1993 General Fund deficits, (2) make grants to the City to pay the costs of certain emergency
capital projects to be undertaken by the City and other capita! projects to increase productivity in
the operation of City government, (3) make the required deposit to the Debt Service Reserve
Fund, (4) capitalize interest on a portion of the Series of 1992 Bonds through June 15, 1993, (5)
repay amounts previously advanced to the Authority by the Commonwealth to pay initial
operating expenses of the Authority, (6) fund a portion of the Authority’s first fiscal year
operating budget, and (7) pay the costs of issuing the Series of 1992 Bonds.

Series of 1992 Bonds in the aggregate principal amount of $136,670,000, initially scheduled to
mature June 15, 2006, 2012 and 2022, were advance refunded on September 14, 1993 through an
irrevocable trust created by using a portion of the proceeds of the Series of 1993A Bonds. Series
of 1992 Bonds in the aggregate principal amount of $304,160,000, initially scheduled to mature
June 15, 1996, 1997, 1998, 1999, 2000 and 2002 were advance refunded on May 15, 1996
together with the Refunded 1994 Bonds (see Series of 1994 in this Note 3) through an irrevocable
trust created by using the net proceeds of the Series of 1996 Bonds together with monies on
deposit with the Trustee on account of the Refunded 1992 Bonds, monies on deposit with the
Trustee on account of the Refunded 1994 Bonds and sums derived from certain forward purchase
agreements entered into with respect to the irrevocable trust. The Refunded 1992 Bonds are no
longer deemed to be outstanding under the Trust Indenture.

Series of 1993

The proceeds from the sale of the Series of 1993 Bonds were used to (1) make grants to the City
to pay the costs of certain emergency capital projects (including capital improvements to the
City’s Criminal Justice and Correctional Facilities) to be undertaken by the City and other capital
projects to increase productivity in the operation of City government, (2) make a grant to the City
for refunding of certain of the City’s General Fund Obligation Bonds, (3) make the required
deposit to the Debt Service Fund, and (4) to pay the costs of issuing the Series of I993 Bonds.

Series of 1993 Bonds in the aggregate principal amount of $610,730,000, initially scheduled to
mature June 15, 1999 through 2009, 2015, 2016 and 2023 were advance refunded on April 1,
1999 through an irrevocable trust created by using the net proceeds of the Series of 1999 Bonds
together with monies on deposit with the Trustee on account of the Refunded 1993 bonds. The
Refunded 1993 Bonds are no longer deemed to be outstanding under the Trust Indenture.
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PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(3) SPECIAL TAX REVENUE BONDS - Continued

C. Series of 1993A

The proceeds from the sale of the Series of 1993A Bonds were used to (1) provide for the
advance refunding of a portion of the Authority’s Special Tax Revenue Bonds Series of 1992, in
the aggregate principal amount of $136,670,000, (2) make the required deposit to the Debt
Service Fund, and (3) to pay the costs of issuing the Series of 1993A Bonds.

Series of !993A Bonds in the aggregate principal amount of $163,185,000, initially scheduled to
mature June 15, 2004 through 2023 were currently refunded on June 16, 2003 using the net
proceeds of the Series of 2003 Bonds. The Refunded 1993A Bonds are no longer deemed to be
outstanding under the Trust Indenture.

D. Series of 1994

The proceeds from the sale of the Series of 1994 Bonds were used to (1) make grants to the City
to pay the costs of certain emergency capital projects to be undertaken by the City and other
capital projects to increase productivity in the operation of City Government, (2) make the
required deposit to the Debt Service Reserve Fund, and (3) pay the costs of issuing the Series of
1994 Bonds.

Series of 1994 Bonds in the aggregate principal amount of $120,180,000, initially scheduled to
mature on and after June 15, 1996, were advance refunded on May 15, 1996 together with the
Refunded 1992 Bonds (see Series of 1992 earlier in this Note 3) through an irrevocable trust
created by using the net proceeds of the Series of 1996 Bonds together with monies on deposit
with the Trustee on account of the Refunded 1994 Bonds, monies on deposit with the Trustee on
account of the Refunded 1992 Bonds and sauns derived from certain forward purchase agreements
entered into with respect to the irrevocable trust. The Refunded 1994 Bonds are no longer
deemed to be outstanding under the Trust Indenture.

E. Series of 1996

The proceeds from the sale of the Series of 1996 Bonds were used, together with monies available
in certain of the separate accounts established under the 1994 Indenture on account of the 1992
Bonds and the 1994 Bonds to (1) provide for the advance refunding of the Authority’s Special
Tax Revenue Bonds Series of 1992 outstanding as of May 15, 1996 in the aggregate principal
amount of $304,160,000 and the Authority’s Special Tax Revenue Bonds Series of 1994
outstanding as of May 15, 1996 in the aggregate principal amount of $120,180,000, (2)pay the
premium for a Debt Service Reserve Fund Insurance Policy in the amount of $35,004,944 to

¯ satisfy the Debt Service Reserve Fund Requirements in respect of the Series of 1996 Bonds which
amount is equal to ten percent (10%) of the proceeds of the Series of 1996 Bonds, and (3) pay the
costs of issuing the Series of I996 Bonds.
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JUNE 30, 2007

(3) SPECIAL TAX REVENUE BONDS- Continued

E. Series of 1996- Continued

Series of 1996 Bonds in the aggregate principal amount of $89,150,000, initially scheduled to
mature on and after June 15, 2006, were refunded on June 15, 2006 using the net proceeds of the
Series of 2006 Bonds. The Refunded 1996 Bonds are no longer deemed to be outstanding under
the Trust Indenture.

F. Series of 1999

The net proceeds from thesale of the Series of 1999 Bonds were used, together with other monies
available in the Debt Service Fund of the 1993 bonds, to (1) provide for the advance refunding of
all of the Authority’s Special Tax Revenue Bonds Series of 1993 outstanding as of April 1, 1999
and maturing June 15 of the years 1999 through 2009, 2015, 2016 and 2023, in the aggregate
principal amount of $610,730,000 (the "Refunded 1993 Bonds"), (2) pay the premium for a Debt
Service Reserve Fund Insurance Policy to help satisfy the Debt Service Reserve Requirements in
respect of the 1993A, 1996 and 1999 bonds outstanding under the Indenture, equally and ratably,
as per the amended provisions of the Trust Indenture with respect to "Debt Service Reserve
Requirements," and (3) pay the costs of issuing the Series of 1999 Bonds.

The details of Series of 1999 Bonds outstanding at June 30, 2007 are as follows:

Interest Rate Maturing.June 15 Amount

5.00 2008 $ 37,420,000
5.00 2009 30,665,000
5.25 2010 25,370,000
5.25 2011 23,045,000
5.25 2012 24,235~000
5.25 2013 25,500,000
5.25 2014 26,815,000
5.25 2015 28,205,000
5.25 2016 29,660,000
5.25 2017 31,195,000
5.00 .2018 23,710,000
4.75 2019 16,t70,000
5.00 2021 34,725,000
4.75 2023 .38,235,000

$394,950000

16



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2007

(3) SPECIAL TAX REVENUE BONDS - Continued

F. Series of 1999 - Continued

The following table shows the annual prineipal or sinking fund requirements, interest payments and the
total debt service requirements for the Series of 1999 Bonds outstanding at June 30, 2007:

Principal or
Fiscal Year Sinking Fund Total Debt Service

Ending Requirements Interest Requirements

2008 $37,420,000 $20,146,550 $57,566,550
2009 30,665,000 18,275,550 48,940,550
2010 25,370,000 16,742,300 42,112,300
2011 23,045,000 15,410,375 38,455,375
2012 24,235,000 14,200,513 38,435,513
2013 25,500,000 12,928,175 38,428,175
2014 26,815,000 11,589,425 38,404,425
2015 28,205,000 10,181,638 38,386,638
2016 29,660,000 8,700,875 38,360,875
2017 31,195,000 7,143,725 38,338,725
2018 23,710,000 5,505,988 29,215,988
2019 16,170,000 4,320,488 20,490,488
202I 34,725,000 6,257,825 40,982,825
2023 38,235,000 2,745,263 40,980,263

G. Series of 2003

The net proceeds from the sale of the Series of 2003 Bonds were used to (1) provide for the current
refunding of all of the Authority’s Speeial Tax Revenue Bonds Series of 1993A outstanding as of June
i6, 2003 and maturing June 15 of the years 2004 through 2023, in the aggregate principal amount of
$163,185,000 and (2) pay the costs of issuing the Series of 2003 Bonds.

The details of Series of 2003 Bonds outstanding at June 30, 2007 are as follows:
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(3) SPECIAL TAX REVENUE BONDS - Continued

G. Series of 2003 - Continued

Interest Rate Maturing. June 15 Amount

5.00 2008 $ 6,605,000
5.00 2009 6,950,000
5.00 2010 7,290,000
5.00 2011 7,650,000
5.00 2012 8,025,000
5.00 2013 8,420,000
5.00 2014 8,835,000
5.00 2015 9,270,000
5.00 2016 9,725,000
5.00 2017 10,205,000
5.00 2018 10,710,000
5.00 2019 11,245,000
5.00 2020 11,795,000
5.00 2021 12,375,000
5.00 2022 12,985,000

$142,085,000.

The following table shows the annual principal or sinking fund requirements, interest payments
and the total debt service requirements for the Series of 2003 Bonds outstanding at June 30, 2007:

Principal or
Fiscal Year Sinking Fund Total Debt Service

Ending Requirements Interest Requirements

2008 $ 6,605,000 $7,027,195 $13,632,195
2009 6,950,000 6,687,000 13,637,000
2010 7,290,000 6,345,750 13,635,750
2011 7,650,000 5,987,500 13,637,500
2012 8,025,000 5,611,250 13,636,250
2013 8,420,000 5,216,250 13,636,250
2014 8,835,000 4,801,500 13,636,500
2015 9,270,000 4,366,000 13,636,000
2016 9,725~000 3,908,750 13,633,750
2017 I0,205,000 3,428,750 13,633,750
2018 10,710,000 2,924,750 13,634,750
2019 11,245,000 2,395,500 13,640,500
2020 11,795,000 1,839,500 13,634,500
2021 12,375,000 1,256,000 13,631,000
2022 12,985,000 643,250 13,628,250

The interest rate related to the 2003 Bonds is based on the payments due by the Authority under
the swap agreement, not the floating rate of interest on the 2003 bonds. The Authority will have
an additional interest obligation relating to the 2003 Bonds if the floating rote of interest
receivable under the swap agreement is less than the interest rote on the 2003 Bonds. (See Note
3I).
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(3) SPECIAL TAX REVENUE BONDS - Continued

H. Series of 2006

The net proceeds from the sale of the Series of 2006 Bonds were used to provide for the current
refunding of all of the Authority’s Special Tax Revenue Bonds Series of 1996 outstanding as of June
7, 2006 and maturing June 15 of the years 2007 through 2020, in the aggregate principal amount of
$89,950,000.

The details of Series of 2006 Bonds outstanding at June 30, 2007 are as follows:

Interest Rate Maturing June 15 Amount

5.50 2008 $ 4,675,000
5.50 2009 4,925,000
5.50 2010 5,200,000
5.50 2011 5,475,000
5.50 2012 5,800,000
5.50 2013 6,100,000
5.50 - 2014 6,450,000
5.50 2015 6,800,000
5.50 2016 7,175,000
5.50 2017 7,575,000

5.50 2018 8,000,000
5.50 2019 8,425,000
5.50 2020 8,900,000

$85,500,000
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(3) SPECIAL TAX REVENUE BONDS - Continued

H. Series of 2006 - Continued

The following table shows the annual principal on sinking fund requirements, interest payments and
the total debt service requirements for the Series of 2006 bonds outstanding at June 30, 2007.

Principal or Sinking Total Debt Service
Fiscal Year Ending Fund_Requirements Interest Requirements

2008 $4,675,000 $4,701,628 $9,376,628
2009 4,925,000 4,453,862 9,378,862
2̄010 5,200,000 4,187,919 9,387,919
2011 5,475,000 3,901,919 9,376,919
2012 5,800,000 3,600,792 9,400,792
2013 6,100,000 3,276,005 9,376,005
2014 6,450,000 2,932,875 9,382,875
2015 6,800,000 2,578,125 9,378,125
2016 7,175,000 2,204,125 9,379, I25
2017 7,575,000 1,809,500 9,384,500
2018 8,000,000 1,392,875 9,392,875
2019 8,425,000 952,875 9,377,875
2020 8,900,000 489,500 9,389,500

The interest rate related to the 2006 Bonds is based on the payments due by the Authority under the
swap agreement, not the floating rate of interest on the 2006 bonds. The Authority will have an
additional interest obligation relating to the 2006 Bonds if the floating rate of interest receivable
under the swap agreement is less than the interest rate on the 2006 Bonds. (See Note 3J.)

I. Series of 1993A, 1996 and 1999 Swaptions

Objective of the swaptions

During the fiscal year ended June 30, 2002, the Authority entered into three swaption agreements
with JPMorgan Chase as the counterparty that provided the Authority up-front premium payments
totaling $26,235,000 ($10,720,000 for the 1993A issuance, $5,815,000 for the 1996 issuance and
$9,700,000 for the 1999 issuance). These swaption agreements were entered into in order to
affect a synthetic refunding of the Authority’s 1993A, 1996, and 1999 bond issuances at some
point in the future (generally, the first call date for each bond issuance). The premiumpayments,
which were recorded as deferred revenue in fiscal year 2002, represented the risk-adjusted,
-present value savings of a refunding at the specified call date without issuing refunding bonds at
the time the swaption agreements were executed. The swaptions gave the counterparty the option
to require the Authority enter into pay-fixed, receive-variable interest rate swaps, tf the options
were exercised, the Authority would then expect to issue variable-rate refunding bonds. (See
Note 3J below related to the exercising of the 1993A and 1996 swaptions).
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(3) SPECIAL TAX REVENUE BONDS - Continued

I. Series of 1993A, 1996 and 1999 Swaptions - Continued

Tel’InS

The premium payments were based on a notional amount representing the outsianding bonds for
each issuance, and at the time any of the related swap agreements are to take effect the notional
amounts will represent the outstanding bonds at that time. The counterparty has the option to
exercise the agreements at the first call date of each related bond issuance and the related swap will
commence on that same date. The fixed swap rotes (ranging from approximately 5.0 - 5.5%) were
set at rates that, when added to an assumption for remarketin~ and liquidity costs, would
approximate the coupons of the "refunded" bonds. The swap’s variable payment would be a
predetermined percentage (ranging from 62 - 67%) of the London Interbank Offered Rate
("LIBOR’3. Both the Authority and the counterparty had the ability to terminate the swaptions,
with monetary consequences, before the interest rate swaps were set to begin.

Fair value

As of June 30, 2007, the 1999 swaption had a negative fair value of approximately $21,500,000.
The fair value was determined by the counterparty using its proprietary methodology.

Market -access risk

If the options are exercised and the refunding bonds are not issued, the I999 bonds would not be
refunded and the Authority would make net swap payments as required by the terms of the
contracts. If the options are exercised and the variable rate refunding bonds are issued, the actual
savings ultimately recognized by the transactions will be affected by the relationship between the
interest rate terms of the to-be-issued variable rate refunding bonds versus the variable payment on
the swap.

J. Series of 2003 and 2006 Swap Agreement and Basis Cap Agreements

In June 2003 and June 2006, the counterparty exercised its options under the 1993A and 1996
swaption agreements, respectively, concurrently with the Authority’s Series 2003 and 2006
Refunding Bond issuances (see Note 3G and 3I-1"). The $10,700,000 premium received (1993A)
was recognized as swaption premium revenue in the general fund during the fiscal year ended
June 30, 2003. The $5,815,000 (1996) premium was recognized as swaption premium revenue in
the general fund during the fiscal year ended June 30, 2006. At June 30, 2007, the swaption
premiums continue to be reflected as deferred revenue in the government-wide financial statements,
net of amortization over the life of the related Swap Agreements.
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(3) SPECIAL TAX REVENUE BONDS - Continued

J. Series of 2003 and 2006 Swap Agreement and Basis Cap Agreements - Continued

Terms and obiective

The Series of 2003 and 2006 bonds and the related swap agreements mature on June 15, 2022 and
June 15, 2020, respectively. The swap’s initial notional amounts of $163,185,000 and
$89,960,000 match the related 1993A and 1996 bonds that were currently refunded on June 16,
2003 and June 6, 2006 and the notional amount declines each year to match the original maturity
schedule of the 1993A and 1996 refunded bonds. The swaps were entered into at the same time
the refunding bonds were issued, during June 2003 and 2006. Under the swap agreements, the
Authority pays the eounterparty a fixed payment of approximately 5% and receives a variable
payment computed as 67% of the one-month LIBOR. Conversely, the variable rate bonds are
based on the Bond Market Association Municipal Swap Index ("BMA").

In June 2003 and 2004, the Authority also entered into basis cap transactions with the
counterparty as follows:

2003 Basis Cap

Beginning July 15, 2003, the counterparty pays the Authority a fixed rate each month of .40% per
year and the Authority will pay to the counterparty a variable rate based on the greater of (a) the
average of the BMA for the month divided by the one-month LIBOR, less 70%, multiplied by the
one-month LIBOR, times the notional amount times the day count fraction or (b) zero. The
notional amount and term of this agreement equals the notional amount and term of the interest
rate swap noted above. The objective of the basis cap is to minimize the basis risk as discussed
below.

1999 Basis Cap

Beginning July 15, 2009, the counterparty pays the Authority a f~xed rate each month of.46% per
year and the Authority will pay to the counterparty a variable rate based on the greater of (a) the
average of the BMA for the month divided by the one-month LIBOR, less 70%, multiplied by the
one-month LIBOR, times the notional amount times the day count fraction or (b) zero. The
notional amount and term of this agreement equals the notional amount and term of the interest
rate swap noted above. The objective of the basis cap is to minimize the basis risk as discussed
below.
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(3) SPECIAL TAX REVENUE BONDS - Continued

J. Series of 2003 and 2006 Swap Agreement and Basis Cap Agreements - Continued

Fair Value

At June 30, 2007, The swap and basis cap agreements had fair values as follows:

Instrument
2003 Swap Agreement
2003 Basis Cap
2006 Swap Agreement
1999 Basis Cap

Fair Value
($11,655,000)

2,219,000
(9,180,000)
4,206,000

The swap and basis cap negative fair values may be countered by a reduction in total interest
payments required by the variable rate bonds, creating a lower synthetic interest rate. Because
the coupons on the variable rate bonds adjust to changing interest rates, the bonds do not have a
corresponding fair value increase.

Credit Risk

As of June 30, 2007, the Authority was not exposed to credit risk because the swap had a
negative fair value. However, should interest rates change and the fair value of the swap become
positive, the Authority would be exposed to credit risk in the amount of the swap’s fair value.
The eounterparty was rated "Aaa" by Standard & Poor’s and "A_A" by Moody’s Investors Service
as of June 30, 2007. To mitigate the potential for credit risk, if the counterparty’s credit quality
fails below "A-" or "A3", respectively, the fair value of the swap will be fully collateralized by
the counterparty within 15 days of it having ceased to have such minimum ratings. The collateral
would be posed with a third party custodian.

Basis Risk.

As noted above, the swap exposes the Authority to basis risk should the relationship between
LIBOR and BMA converge, changing the synthetic rate on the bonds. If a change occurs that
results in the rates moving to converge, the expected cost savings may not be realized. At
June 30, 2007, the 67% of LIBOR rate was approximately 3.56% and the BMA rate was
approximately 3.73%..
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(3) SPECIAL TAX REVENUE BONDS - Continued

J. Series of 2003 and 2006 Swap Agreement and Basis Cap Agreement - Continued

Termination Risk

The derivative contract for the swap and the basis cap uses the International Swap Dealers
Association Master Agreement, which includes standard termination events, such as failure to
pay and bankruptcy. The Schedule to the Master Agreement includes an "additional termination
events" section. Under. each of the transactions the Authority has the right at its option to
terminate the related interest rate swap or basis cap and any such termination will result in a
termination payment calculated under the Master Agreement either owing by the Authority ~o the
eounterparty or owing by the counterparty to the Authority. Additionally, the swap may be
terminated by the Authority if the counterparty’s credit falls below "A-" as issued by Standard &
Poor’s or "A3" by Moody’s Investors Service and collateral is not posted within 15 days of it
having ceased to have such minimum ratings. The Authority or the counterparty may terminate
the swap if the other party fails to perform under the terms of the contract. If the swap is
terminated, the variable rate bonds would no longer carry a synthetic interest rate. Also, if at the
time of termination the swap has a negative fair value, the Authority would be liable to the
eounterparty for a payment equal to the swap’s fair value.

(4) FORWARD DELIVERY AGREEMENT

Objective

On June 6, 2000, the Authority entered into a debt service reserve forward delivery agreement which
began on August 1, 2003, whereby the Authority received a premium of $4,450,000 on December 1,
2002 for the debt service reserve fund in exchange for the future earnings from the debt service
reserve fund investments. The premium amount was deferred and is being recognized as revenue over
the remaining life of the agreement or through June 15, 2010.

Terms

Under this agreement, the Authority is guaranteed a fixed interest rate on the debt service reserve
investments of 4.79%.
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(5)

FORWARD DELIVERY AGREEMENT - Continued

Interest rate risk

Under this agreement, the Authority has agreed upon a rate of return equal to 4.79% in order to
minimize the risks resulting from fluctuations in interest rates; however, the Authority has also
forgone the possibility of receiving greater returns should the interest rates rise above 4.79%.

Termination risk

Either party to the agreement may terminate the agreement if the other party fails to perform under the
terms of the contract. Depending on prevailing interest rates at the time of the termination the amount
owed by the Authority could be substantial.

Kollover risk

The Authority is exposed to rollover risk on this agreement as this agreement matures or may be
terminated prior to the maturity of the associated debt. When this agreement terminates, t.he
Authority may not realize the rate of interest offered by this agreement.

DEFINED BENEFIT PENSION PLAN

Plan description

The Authority covers all full-time employees in the State Employees’ Retirement System (the
"System") which was established as of June 27, 1923, under the provisions of Public Law 858, No.
331. The System is the administrator of a cost-sharing, multiple-employer defined benefit retirement
system established by the Commonwealth to provide pension benefits for employees of state
government and certain independent agencies.
North Third Street, P.O. Box 1147, Harrisburg, Pennsylvania 17108.

The System is a component unit of the Commonwealth and is included in the Commonwealth’s
financial report as a pension trust fund. The System also issues a publicly available financial report
that includes fmancial statements and required supplementary information. That report may be
obtained by writing to Commonwealth of Pennsylvania, State Employees’ Retirement Board, 30
North Third Street, P.O. Box 1147, Harrisburg, Pennsylvania 17108.
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"(5) DEFINED BENEFIT PENSION PLAN - Continued

Plan Descriptions - Continued

The System provides retirement, death and disability benefits. Retirement benefits vest after five
years of credited service. Employees who retire with three years of service at age 60, or with 35 years
of service if under age 60, are entitled to a normal annual retirement benefit. Members of the General
Assembly and certain employees classified in hazardous duty positions can retire with full benefits at
age 50, with at least three years of service. The general annual benefit is 2% of the member’s highest
three-year annual average salary times years of service times class of service mutiplier. The
Authority’s total and annual covered payroll for the year ended June 30, 2007 was $522,662.

Contributions required

Covered employees are required to contribute to the System at a rate of 6.25% of their gross pay. The
contributions are recorded in an individually identified account which is also credited with interest,
calculated quarterly to yield 4% per annum, as mandated by statute. Accumulated employee
contributions and credited interest vest immediately and are returned to the employee upon
termination of service if the employee is not eligible for other benefits.

Participating agency contributions are also mandated by statute and are based upon an aetuarially
determined percentage of gross pay that is necessary to provide the System with assets sufficient to
meet the benefits to be paid to System participants.

The Authority did not and was not required to contribute to the System for the years ended June 30,
2002 through 2007.

According to the retirement code, all obligations of the System will be assumed by the
Commonwealth should the System terminate.

(6) LEASE COMMITMENT

The Authority is obligated under an operating lease for office space, expiring December 3 I, 2017.
The following is a schedule of future minimum lease payments:

Fiscal Year
Ending June 30 Amount

2008 $ 82,963
2009 89,550
2010 91,938
2011 93,729
2012 94,923

2013-2017 491,928
2018-2022 50,148

$995,179

Rental expense for the year ended June 30, 2007 was $83,582.
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PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

BUDGETARY COMPARISON SCHEDULE

GENERAL FUND - OPERATIONS

JUNE 30, 2007

Interest and short-term investment earnings

Budget Actual

$ 150,000 $ 281,343

Total expenditures

Expenditures - administration:
Personnel - salaries and benefits 979,056 662,257
Professional services:

Legal 40,000 30,342
Audit 90,000 61,200
Consulting/research 50,000 21,929
Interageney services 6,000
Trustee 85,000 40,033
Miscellaneous 40,000 14,724

Rent 90,000 83,582
Computer software and minor hardware 20,000 5,510
Office supplies 6,500 4,607
Telephone 20,000 6,516
Subscription and reference services 7,500 6,551
Postage and express 7,500 3,429
Dues and professional education 5,000 1,110
Travel 7,500 12
General and administrative 12,000 7,043
Facility assessment 522,517
Miscellaneous 2,500 -

1,468,556 1,471,362
Capital outlays - furniture, f~,xtures and equipment 30,000 -
Additional oversight duties 360,000

1,858,556

Excess of expenditures over revenues

Other financing sources:
Transfers in for operations

Excess of revenues and other financing
sources over expenditures

FUND BALANCE, July 1, 2006

FUND BALANCE, June 30, 2007

(1,708,556)

1,471,3 62

(1,190,019)

1,708,556 1,708,556

Over
(Under)
Bu~

$131,343

(316,799)

(9,658)
(28,800)
(28,071)

(6,00o)
(44,967)
(25,276)

(6,418)
(14,490)
(1,893)

(13,484)
(949)

(4~071)
(3,890)
(7,488)
(4,957)

522,517
(2,500)
2,806

(30~00)
(360,000)

(387,194) .

518,537

- 518,537 518,537

16,098,310 16,098,310 -

$16,098,310 $16,616,847 $518,537

28



PENNSYLVANIA INTERGOVERNMENTAL COOPERATION AUTHORITY

GENERAL FUND

SUPPLEMENTAL SCHEDULE OF CASH ACTIVITY

JUNE 30, 2007

Cash receipts:
Revenues collected - interest
Other financing sources - operating transfers in from

interest earnings on debt service funds

Total cash receipts

Cash disbursements:
Expenditures paid - administration

Excess of cash receipts over
cash disbursements

CASH, CASH EQUIVALENTS AND SHORT-TERM
INVESTMENTS - BEGINNING OF YEAR

CASH, CASH EQUIVALENTS AND SHORT-TERM
INVESTMENTS - END OF YEAR

$ 2,103,196

1,708,556

3,811,752

1,331,182

2,480,570

39,561,609

__$42,042,179
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SPECIAL REVENUE FUND

SUPPLEMENTAL SCI-[EDULE OF CASH ACTMTY

JUNE 30, 2007

Cash receipts:
Revenues collected:

PICA taxes
Interest

Total cash receipts

Cash disbursements:
Expenditures paid - grants to the City of Philadelphia
Other financing uses - operating transfers out for debt

service requirements

Total cash disbursements

Excess of cash receipts over cash disbursements

CASH, CASH EQUIVALENTS AND SHORT-TERM
INVESTMENTS - BEGINNING OF YEAR

CASH, CASH EQUIVALENTS AND SHORT-TERM
INVESTMENTS - END OF YEAR

$328,340,479
693,559

329,034,038

245,050,800

83,983,238

329,034,038
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