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To the Honorable Governor,
Members of the State Legislature, and
the Citizens of Alabama:

I am pleased to submit to you the Comprehensive Annual Financial Report (CAFR) for the State of Alabama for the year ended September
30, 2012. I believe the information as presented is accurate in all material respects and complies with Article IV, Section 72 of the
Constitution of Alabama of 1901 and Section 41-4-3(4) of the Code of Alabama 1975, as amended. The completeness and fairness of the
presentation, including all disclosures, rests with the State’s management. This report complies with Article V, Section 137 of the
Constitution of Alabama of 1901 and Section 36-16-1(6) of the Code of Alabama 1975, as amended, as the financial report for the State
Auditor, State Treasurer, and State Comptroller.

Introduction to the Report

Internal Controls

The internal controls in the State's accounting system have been designed to comply with Alabama statutes requiring the audit of receipts
and receivables; the determination of legality and correctness of each claim and expenditure; and that funds are appropriated, allotted, and
on deposit in the State Treasury before any warrant is issued. The internal controls include manual pre-audit and automated system edits.
As an additional control, the State Auditor's Office is responsible for a post-audit of the accounts and records of the Department of Finance
and the State Treasurer's Office. These internal accounting controls provide reasonable, but not absolute, assurance regarding the
safeguarding of assets against loss or unauthorized disposition and the reliability of the financial records from which the financial reports
are prepared. The concept of reasonable assurance recognizes that the cost of a control should not exceed the resulting benefits.

Audit

This CAFR has been audited by the Department of Examiners of Public Accounts. The Examiners conducted their audit in accordance with
auditing standards generally accepted in the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards issued by the Comptroller General of the United States. The Examiners' unqualified opinion appears at the
beginning of the financial section of this report. The State will also undergo an audit of federal programs to conform to the requirements of
the Single Audit Act Amendments of 1996 and the U.S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Information relating to the single audit, including the schedule of expenditures of federal
awards, and audit findings and recommendations, is issued in a separate report and will be available at a later date from the Department of
Examiners of Public Accounts.
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Management’s Discussion and Analysis

Governmental Accounting Standards Board (GASB) Statement No. 34 requires that management provide a narrative introduction, overview
and analysis to accompany the Basic Financial Statements in the form of Management’s Discussion and Analysis (MD&A). This letter of
transmittal is intended to complement MD&A and should be read in conjunction with it. The MD&A can be found immediately following
the Independent Auditor’s Report. The MD&A provides an overview of the State’s financial activities addressing both governmental and
business-type activities reported in the government-wide financial statements. In addition, the MD&A focuses on the State’s major funds,
such as the General Fund, Education Trust Fund, Alabama Trust Fund, and Unemployment Compensation Trust Fund.

Profile of the Government

Reporting Entity

This report presents financial information on all of State government as a single reporting entity. While state law allows many state
organizations to operate largely independent of the daily central control and scrutiny of the Department of Finance, State Auditor, and State
Treasurer, this report combines the financial data of all state organizations in order to present a comprehensive picture of state finances.
The numerous departments, agencies, elected officials, boards, commissions, authorities, colleges, universities, and other organizational
units of the State are included in this report in accordance with standards established by the Governmental Accounting Standards Board.
These standards make a distinction between organizations which are considered to be part of the primary government of the State and those
which are component units. A component unit is defined as a legally separate corporate entity for which the State is considered to be
financially accountable. The criteria used to determine financial accountability include the appointment of a majority of the governing
board, the ability of the State to impose its will on the organization, and the potential for the organization to be a financial benefit or
financial burden to the State. The State is also considered financially accountable for any organization having an independently appointed
board if that organization is fiscally dependent on the State. An organization is fiscally dependent if it is unable to adopt a budget, set rates
or charges, or issue bonded debt without the approval of the State. Component units can be reported as if they are a part of the primary
government (“blended presentation”) if they provide services solely to the government, but most of the State’s component units do not and
are therefore presented separately (“discrete presentation”) in these financial statements. The largest of the blended component units
includes the Federal Aid Highway Finance Authority, State Parks Improvement Corporation, and the Building Renovation Finance
Authority. The major discretely presented component units are the Alabama Public School and College Authority, the Department of
Mental Health, the Alabama Housing Finance Authority, the Alabama Water Pollution Control Authority, the Public Education Employees’
Health Insurance Board, the State Employees’ Health Insurance Board, the University of Alabama, Auburn University, and the University
of South Alabama. Note | to the financial statements provides a more complete description of the State’s reporting entity.

Budgetary Controls

Budgetary control is exercised through the Executive Budget Office of the Department of Finance based on the Appropriation Acts of the
State Legislature. Alabama's annual Appropriation Acts include legally adopted budgets for the General Fund, the Education Trust Fund,
and other budgeted funds. The Appropriation Acts identify the source of funding and the programmatic (functional) areas for which
expenditures are authorized. Both the Constitution of Alabama of 1901 and the statutes require a balanced budget for annual financial
operations. In the event that revenue collections do not meet budget projections, the Governor is required to prorate appropriations and
restrict allotments to prevent an overdraft in any fiscal year for which appropriations are made. Allotments of appropriations are made
quarterly based on plans of operations submitted by the departments and agencies. These appropriations and allotments are enforced by
automated edits that prevent allotments in excess of appropriations and expenditures in excess of allotments. Encumbrance accounting is
utilized as purchase orders are issued to insure that purchase orders plus expenditures do not exceed allotment balances. Controls are
further tightened at fiscal year-end by verifying that the total of purchase orders plus expenditures plus any obligations (accounts payable)
incurred against fiscal year appropriations do not exceed allotments, and remaining allotments do not exceed cash in the Treasury.
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Cash Controls

The State's controls on cash are fiscally very conservative. Amendment 26 to the Constitution of Alabama of 1901 prohibits the State
Comptroller from drawing warrants on the State Treasury unless there is money on hand to cover those warrants. This is more restrictive at
the end of the fiscal year when obligations (encumbrances and accounts payable) cannot exceed the available cash balance (cash less
warrants payable). This control is enforced by automated edits and tends to result in positive fund balances, even when generally accepted
accounting principles (GAAP) basis accruals are made in the financial statements. Compliance with Amendment 26 is demonstrated in the

following exhibits for the General Fund and the Education Trust Fund.

Beginning Cash Balance, October 1

Receipts
Disbursements
Net Increase (Decrease) in Cash Balance

Ending Cash Balance, September 30
Cash Balance Reserved for Obligations

Unobligated Cash Balance, September 30

Beginning Cash Balance, October 1

Receipts
Disbursements
Net Increase (Decrease) in Cash Balance

Ending Cash Balance, September 30
Cash Balance Reserved for Obligations

Unobligated Cash Balance, September 30

Summary of Receipts, Disbursements, and Cash Balances

General Fund
Last Five Fiscal Years - Cash Basis (Treasury Cash Only)
(Amounts in Thousands)
2012 2011 2010 2009 2008
$ 78,027 $ 135,668 $ 187281 $ 264,727 $ 286,670
1,683,865 1,517,092 1,428,089 1,602,572 1,814,313
1,679,694 1,574,733 1,479,702 1,680,018 1,836,256
4,171 (57,641) (51,613) (77,446) (21,943)
82,198 78,027 135,668 187,281 264,727
39,825 33,640 40974 46,971 44,424
$ 2373 $ 4,387 $ 94,694 $ 140310 $ 220,303
Summary of Receipts, Disbursements, and Cash Balances
Education Trust Fund
Last Five Fiscal Years - Cash Basis (Treasury Cash Only)
(Amounts in Thousands)
2012 2011 2010 2009 2008
$ 59,280 $ 80,532 $ 51,280 $ 48,003 $ 315,967
5,704,208 5,337,664 5,217,470 5,679,120 6,414,631
5,665,743 5,358,916 5,188,218 5,675,843 6,682,595
38,465 (21,252) 29,252 3277 (267,964)
97,745 59,280 80,532 51,280 48,003
77,800 50,676 68,759 51,280 48,003
$ 19,945 $ 8,604 $ 11,773 $ - $ -
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General Fund and Education Trust Fund Balances

The fund balances for the General Fund and the Education Trust Fund for the last five fiscal years are presented in the following table. The
fiscally conservative nature of Amendment 26 to the Constitution of Alabama of 1901 tends to produce positive fund balances. However, in
2009 the Education Trust Fund used the provisions of Amendment 803 to the Constitution of Alabama of 1901 to borrow $437.4 million
from the Alabama Trust Fund in order to avoid deeper cuts from proration. The General Fund borrowed $161.6 in 2010 under the
provisions of Amendment 803 to the Constitution of Alabama of 1901. The full amount of the loan to the General Fund remains outstanding
and $423 million remains outstanding for the Education Trust Fund. The loans left the Education Trust Fund with a deficit fund balance the
past four years.

Fund Balances - GAAP Basis
(Amounts in Millions)

2012 2011 2010 2009 2008
General Fund $ 133 $ (02 $ 847 $ 221 $ 3817
Education Trust Fund (291.8) (203.1) (244.5) (221.5) 18638

Cash Management
The State Treasurer has the responsibility for the investment of cash balances. In accordance with statutory requirements, treasury cash may
be invested in Alabama bank deposits, repurchase agreements, U.S. Treasury securities and Agency securities.

The State Treasurer has placed considerable emphasis on cash management. In cooperation with state agencies, the receiving of funds into
the State Treasury is expedited, with all excess funds earning interest. Interest earnings during the 2012 fiscal year were as follows:

Bank Deposits $ 7.2 million
US Treasury and Agency Securities $ 8.4 million

Interest income is deposited in the State's General Fund to be appropriated by the State Legislature for government operations. In addition
to the management of the investment of these funds, the State Treasurer initiates investments for several state agencies, with interest
earnings being credited to those agencies.

Long-term Financial Planning

The Alabama State Legislature passed a supplemental appropriation bill to transfer $40 million from the Education Trust Fund to the
Education Trust Fund Budget Stabilization Fund for the fiscal year ended September 30, 2012. The primary purpose of the Budget
Stabilization Fund is to avoid future proration in the Education Trust Fund. Statutes are in place to limit withdrawals from the Budget
Stabilization Fund. The Governor must certify to the State Comptroller and notify the Legislature that proration would occur in the
Education Trust Fund before any funds are withdrawn. Furthermore, a legislative act regulates the replenishment of withdrawals within
30 days after the end of the fiscal year in which withdrawals are made. The Budget Stabilization Fund should help minimize future
need for proration in the Education Trust Fund.

Major Initiatives

The State legislature passed an act to reform the State’s retirement plans in 2012. The changes do not affect current employees and
teachers, but affect all employees and teachers hired beginning January 1, 2013. New hires will not be able to collect a pension before
the age of 62. Benefits will be calculated based on the average of the highest five years salary out of the employee’s final ten years of
employment. The benefits factor will be 1.65 percent for each year worked and will be capped at a maximum of 80 percent of the
average final salary. Employees hired before 2013 can still retire at any age with 25 years service and benefits are calculated using a
benefits factor of 2.0125 for each year worked times the average of the highest three years salary with no cap on maximum benefit.
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Economic Condition and Outlook

In 2012, Alabama’s economy grew at a slightly slower pace than in 2011. Consumer spending increased moderately as Alabama’s gross
domestic product (ALGDP) rose by 1.9 percent. The State’s unemployment rate decreased significantly in 2012 to 7.3 percent which
compares favorably with the national average of 7.8 percent. State tax revenues increased 3.1 percent. Sales tax receipts were up 4.2
percent and income tax receipts rose 6.2 percent.

Alabama gained 6,600 jobs during 2012. Industries with job increases included wholesale and retail trade, professional and business
services, and durable manufacturing goods. On the other hand, construction and government shed the most jobs during the same period.
The State government workforce decreased by 1,320 employees.

Manufacturing sector output rose by 3.4 percent during the period October 2011 to October 2012, with an upsurge of 10.3 percent for
manufacturers of motor vehicles and parts and an increase of 8.4 percent for manufacturers of fabricated metals during this period.
Petroleum and coal products also contributed to the growth in manufacturing output with an increase of 4.7 percent. The construction
sector’s output showed some improvement in the period October 2011 to October 2012 with real output growing by 1.2 percent. However,
construction related employment continued to decline. Wholesale trade grew 2.7 percent and was accompanied by a modest 0.3 percent
increase for the period October 2011 to October 2012 period. Retail output rose 1.1 percent with an employment increase of 0.8 percent.

Alabama exports continued to rise with a 12.6 percent increase to $14.8 billion in the first nine months of 2012 compared with exports of
$13.2 billion during the first nine month period of 2011according to data from the U.S. Census Bureau. Exports to Canada, Alabama’s
largest trade partner, grew from $2.4 billion in the first three quarters of 2011 to $2.9 billion for the first three quarters of 2012. Other
major export destinations for Alabama products included Germany, Mexico, China, Japan, the United Kingdom, and Brazil. For the first
three quarters of 2012, transportation equipment exports amounted to $5.7 billion, a 32.6 percent increase from the same period in 2011.
Other major exports during the first three quarters of 2012 were chemicals, minerals and ores, machinery, paper products, primary metals,
and computers and electronic products.

Alabama’s economy is expected to expand moderately in 2013 with a 1.9 percent increase in output. Non-agricultural employment is
expected to experience a slight gain of 1 percent. Large manufacturing and services employers will be the major economic drivers in 2013.
These include firms in industries such as automotive manufacturing, ship building, aerospace, tourism, healthcare, and biotechnology. Due
to uncertainties about federal budgets and spending, many of the state’s private contractors and government facilities engaged in aerospace
and defense-related projects will be cautious in hiring and investment.

Annual Growth of Gross Product Annual Growth in Personal Income
Last Ten Years Last Ten Years
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1% -
0%
_1%_
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Source: Center for Business and Economic Research, University of Alabama
University Outreach, Auburn University Montgomery
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Awards

The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of Achievement for
Excellence in Financial Reporting to the State of Alabama for its Comprehensive Annual Financial Report for the fiscal year ended
September 30, 2011. This was the fourteenth consecutive year that the State has achieved this prestigious award. In order to be awarded a
Certificate of Achievement, a government must publish an easily readable and efficiently organized comprehensive annual financial report.
This report must satisfy both generally accepted accounting principles and applicable legal requirements.

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

Acknowledgements

Production of this report would not have been possible without the assistance of all state organizations which supplied financial information
vital to the accuracy of this report. As we strive to produce this report in future years and to further enhance its quality, the continued
support and cooperation of all agencies remain essential. I also wish to express my appreciation to the entire staff in the Division of Control
and Accounts, whose daily efforts to improve the accountability of state government make the quality of this report possible.
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State of Alabama
Department of

Examiners of Public Accounts

Ronald L. Jones
Chief Examiner

Independent Auditor’s Report

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of the State of Alabama, as of and for
the year ended September 30, 2012, which collectively comprise the State of Alabama’s
basic financial statements listed in the table of contents. These financial statements are the
responsibility of the State of Alabama Department of Finance and management of the State
of Alabama. Our responsibility is to express opinions on these financial statements based
on our audit. We did not audit the financial statements of certain agencies and funds.
These agencies and funds reflect the following percentages of total assets and revenues or
additions of the indicated opinion units:

Opindon Unit and Related Agencies/Funds Percent of Opinion Unit’s | Percent of Opinion Unit’s
Audited by Other Auditors Total Assets Total Revenues/Additions
Governmental Activities:
Alabama Educational Television 0.11% 0.03%
Foundation Authority

Alabama Public Health Care Authority

Business-Type Activities:
Alabama Health Insurance Plan 31% 8%
Alabama State Port Authority

Aggregate Discretely Presented Component Units:
State Employees” Insurance Board
Public Education Employees’ Health

Insurance Fund

Alabama Housing Finance Authority
Alabama Water Pollution Control Authority
Space Science Exhibit Commission 84% T7%
Alabama Drinking Water Finance Authority
Alabama Higher Education Loan Corporation
University of Alabama
Auburn University
University of South Alabama
University of Montevallo
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Opinion Unit and Related Agencies/Funds Percent of Opinion Unit’s | Percent of Opinion Unit’s

Audited by Other Auditors Total Assets Total Revenues/ Additions
Proprietary/Enterprise Fund:
Alabama State Port Authority 100% 100%

Aggregate Remaining Fund Information:
Retirement Systems of Alabama
Employees’ Savings Plans (PEIRAF and

RSA-1)
Retired Education Employees’ Health Care
Trust
Retired State Employees’ Health Care Trust 92% 61%
Alabama Health Insurance Plan
Prepaid Affordable College Tuition Program
Alabama College Education Savings Plan
Alabama Educational Television
Foundation Authority
Alabama Public Health Care Authority

The financial statements of these agencies and funds were audited by other auditors whose
reports have been furnished to us, and our opinions, insofar as they relate to the amounts
included for those financial statements, are based solely on the reports of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. The financial
statements of the Retirement Systems of Alabama, the RSA Employees’ Savings Plans (the
Public Employees’ Individual Retirement Account Fund and the RSA-1 Deferred
Compensation Plan), the Public Education Employees’ Health Insurance Fund, the State
Employees’ Insurance Board, the Retired Education Employees’ Health Care Trust, the
Retired State Employees’ Health Care Trust, the Alabama Higher Education Loan
Corporation, and the University of Alabama were not audited in accordance with
Government Auditing Standards. An audit includes examining, on a test 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 and the
reports of other auditors provide a reasonable basis for our opinions.
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In our opinion, based on our audit and the reports of the other auditors, the financial
statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities, the business-type activities, the aggregate discretely
presented component units, each major fund, and the aggregate remaining fund information
of the State of Alabama as of September 30, 2012, and the respective changes in financial
position and cash flows, where applicable, thercof for the year then ended in conformity
with accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
March 29, 2013, on our consideration of the State of Alabama’s internal control over
financial reporting and our tests of the State of Alabama's compliance with certain
provisions of laws, regulations, contracts, and grant agreements and other matters, The
purpose of that report is to describe the scope of our testing of internal control over
financial reporting and compliance and the results of that testing, and not to provide an
opinion on the internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Gevernment Auditing Standards
and should be considered in assessing the results of our audit.

Accounting principles generally accepted in the United States of America require that the
Management’s Discussion and Analysis, and the other Required Supplementary
Information, listed in the accompanying table of contents, be presented to supplement the
basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers
it to be an essential part of financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical context. We have applied certain
limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing
the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during the audit of the basic
financial statements. We do not express an opinion or provide any assurance on the
information because the himited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the State of Alabama’s basic financial statements. The
combining and individual fund statements and schedules listed in the accompanying table
of contents, are presented for purposes of additional analysis and are not a required part

14



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

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the State of Alabama’s basic financial statements. The
introductory section and the statistical section are presented for the purposes of additional
analysis and are not a required part of the basic financial statements. The introductory
section and the statistical section have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express

an opinion or provide any assurance on them.

RONALD L. JONES
Chief Examiner
Department of Examiners of Public Accounts

March 29, 2013
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STATE OF ALABAMA

MANAGEMENT’S DISCUSSION AND ANALYSIS

The following is a narrative overview and analysis of the financial activities of the State of Alabama for the fiscal year ended September 30,
2012. Please consider the information presented here in conjunction with the letter of transmittal, which is located in the Introductory
Section of this report, and the State’s financial statements, which immediately follow this discussion and analysis.

Financial Highlights

e The State’s net assets increased by $439 million during the fiscal year. The assets of the State exceeded its liabilities at the close
of'the fiscal year by $24.6 billion (net assets). Of this amount, $20.4 billion was invested in capital assets (net of related debt), and
$3.0 billion was Alabama Trust Capital.

e  The Change in Net Assets in governmental activities was $240 million.

e  Governmental activities have $3.3 billion in investments, $2.4 billion of which is held in the Alabama Trust Fund.

Revenues from program grants and contributions decreased $914 million as federal stimulus money ended in the previous fiscal

year.

Tax revenues increased $231 million, or 3.1 percent as the economy began to recover.

Total revenues declined $445 million, or 2.0 percent. Spending also decreased by 2.0 percent, or $427 million.

Investment earnings rose $178 million, a sharp increase of 156 percent over the previous year.

The business-type activities reported net assets at year-end of $1.4 billion, an increase of $199 million for the fiscal year. The

Unemployment Compensation Trust Fund reduced its liability to the Federal Government by $44 million and increased cash by

$97 million. The Alabama Community College System had an increase in capital assets of $50 million.

e The State’s total bond debt at the end of the fiscal year was $1.59 billion, a decrease of $57 million.

¢ During the year the State made payments on general obligation bonds of $34 million. The State issued $37 million in new revenue
bonds and $24 million in refunding revenue bonds.

e Asofthe close of the current fiscal year, the State’s governmental funds reported combined ending fund balances of $4.9 billion, a
decrease of $94 million from last year. $104 million of fund balance is in nonspendable form and $5.1 billion is in restricted while
the overall net unassigned fund balance is a deficit of $399 million.

e  On abudgetary basis, General Fund expenditures and other uses exceeded revenues and other sources by $11 million. However,
on a GAAP (Generally Accepted Accounting Principles) basis, General Fund revenues and other sources exceeded expenditures
and other uses by $33 million. The Budgetary Comparison Schedule in Required Supplementary Information reconciles these
amounts and lists the accounting basis differences.

e  The General Fund budget was prorated by 10.62 percent because cash collections did not meet budget projections. The Education
Trust Fund (ETF)was not prorated and there was a $40 million supplemental appropriation from the ETF to the ETF Budget
Stabilization Fund.

Overview of the Financial Statements

This discussion and analysis is an introduction to the State of Alabama’s basic financial statements. The State’s basic financial statements
comprise three components: 1) government-wide financial statements, 2) fund financial statements, and 3) notes to the financial statements.
This report also contains required supplementary information and other supplementary information in addition to the basic financial
statements.

Government-wide Financial Statements

The government-wide financial statements provide a broad overview of the State’s financial position and activities measured in a manner
similar to a private-sector business. Assets, liabilities, revenues, expenses, gains, and losses are measured and reported using the economic
resources measurement focus and accrual basis of accounting. The government-wide financial statements exclude fiduciary activities.

The Statement of Net Assets presents information on all of the State’s assets and liabilities at the end of the fiscal year. The difference
between the State’s assets and its liabilities is its net assets. Increases or decreases in net assets from year to year may serve as a useful
indicator of whether the financial position of the State is improving or not.

The Statement of Activities presents information showing how the State’s net assets changed during the most recent fiscal year. 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 and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the State that are principally supported by taxes and
intergovernmental revenues (governmental activities) from other functions that are intended to recover all or a significant portion of their
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costs through user fees and charges (business-type activities). The governmental activities of the State include general government,
economic development and regulation, education and cultural resources, natural resources and recreation, health- physical and mental,
social services, protection of persons and property, and transportation. Examples of business-type activities of the State are operation of the
State’s system of community and technical colleges, unemployment compensation services, operation of facilities for the distribution and
sale of alcoholic beverages, and services for shippers at the Port of Mobile.

The government-wide financial statements include not only the State of Alabama itself (known as the primary government), but also legally
separate component units for which the State is financially accountable. The major component units include the Public School and College
Authority, Housing Finance Authority, State Employees’ Insurance Board, Public Education Employees’ Health Insurance Board, Water
Pollution Control Authority, Department of Mental Health, University of Alabama, Auburn University, and University of South Alabama.
Financial information for the component units is reported in a separate column from the financial information presented for the primary
government. The government-wide financial statements can be found immediately following this discussion and analysis.

Fund Financial Statements

A fund is a fiscal and accounting entity with a self-balancing set of accounts that the State uses to keep track of specific sources of funding
and spending for a particular purpose. Fund accounting is used to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the State can be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.

Governmental funds

Most of the State’s basic services are reported in governmental funds. The governmental fund financial statements focus on near-term
inflows and outflows of resources of these funds and the balances of those resources available at year-end. These funds are measured and
reported using the current financial resources measurement focus and the modified accrual basis of accounting.

Because the focus of governmental funds is narrower than that of the government-wide financial 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 government’s near-term financing decisions.
Both the governmental fund Balance Sheet and the governmental fund Statement of Revenues, Expenditures, and Changes in Fund Balances
are followed by a reconciliation to the government—wide statements.

The types of funds which are categorized as governmental funds are the General Fund, special revenue funds, capital projects funds, debt
service funds, and permanent funds. Information is presented separately in the governmental fund Balance Sheet and in the governmental
fund Statement of Revenues, Expenditures, and Changes in Fund Balances for the General Fund, Alabama Trust Fund, Education Trust
Fund, Public Road and Bridge Fund, Public Welfare Trust Fund, and Alabama Medicaid Fund, all of which are considered to be major
funds. Data from the nonmajor governmental funds are combined into a single aggregated column on the basic financial statements.
Individual fund data for each of the nonmajor governmental funds can be found in the combining and individual fund statements and
schedules section of this report.

Proprietary funds

Services for which the State charges customers a fee are generally reported in proprietary funds. The State maintains two different types of
proprietary funds: enterprise funds and internal service funds. Like the government-wide statements, proprietary funds use the accrual basis
of accounting.

Enterprise funds are used to report the same functions presented as business-type activities in the government-wide financial statements.
These funds report activities that provide supplies and services to the general public in a manner similar to private business enterprises. The
major enterprise funds are the Unemployment Compensation Trust, State Port Authority, Alabama Community College System, and the
Alcoholic Beverage Control Board. Individual fund data for each of the nonmajor enterprise funds can be found in the combining and
individual fund statements and schedules section of this report.

Internal service funds report activities that provide supplies and services to other state agencies on a cost-reimbursement basis. These funds
are reported as governmental activities on the government-wide financial statements. These funds provide computer services, information
technology, telecommunications, rental of office buildings, janitorial services, building maintenance, manufacturing activities, and liability
protection. The internal service funds are aggregated in a single column on the proprietary fund statements.

Fiduciary funds

The State acts as a trustee or fiduciary for its employee pension plans. It is also responsible for other assets that, because of a trust
arrangement, can be used only for the trust beneficiaries. The State’s fiduciary activities are reported in separate Statements of Fiduciary
Net Assets and Changes in Fiduciary Net Assets. These funds, which include pension and other employee benefits, private-purpose, and
agency funds are reported using accrual accounting. The government-wide financial statements exclude fiduciary fund activities and
balances because the resources of those funds are not available to support the State’s own programs.
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Notes to the Financial Statements
The notes to the financial statements are an integral part of the financial statements. They explain amounts shown in the financial
statements and provide additional information that is essential to the fair presentation of the government-wide and fund financial statements.

Required Supplementary Information

In addition to the basic financial statements and accompanying notes, this report also presents certain required supplementary information
which includes (1) budgetary comparison schedule reconciling the budgetary fund balances and generally accepted accounting principles
fund balances at fiscal year-end, (2) ten year loss development information for the State Insurance Fund, (3) a schedule of funding progress
for the Employees’ Retirement System, (4) a schedule of funding progress for the Retired State Employees’ Health Care Trust, and (5)
information about infrastructure assets reported using the modified approach.

Other Supplementary Information

Other supplementary information includes combining financial statements for nonmajor governmental funds, nonmajor enterprise funds,
internal service funds, fiduciary funds, and nonmajor discretely presented component units. These funds are added together by fund type
and presented in single columns in the basic financial statements.

Government-wide Financial Analysis

Net assets may serve over time as a useful indicator of a government’s financial position. The State’s combined assets exceeded liabilities
by $24.6 billion as of September 30.

The largest component (83 percent) of the State’s net assets reflects its investment in capital assets, such as land, buildings, equipment, and
infrastructure (e.g., roads, bridges, tunnels), less any related outstanding debt used to acquire those assets. The State uses these capital
assets to provide services to its citizens; consequently, these assets are not available for future spending. Although the State’s investment in
its capital assets is reported net of related debt, it should be noted that the resources needed to repay this debt must be provided from other
sources since the capital assets themselves cannot be used to liquidate these liabilities. Capital Assets increased $500 million, which
included $364 million in increases in infrastructure and infrastructure construction in progress.

The total of Current and Other Assets is $8.0 billion, an increase of $50 million, or 0.6 percent. Included in that amount was an increase in
cash and cash equivalents of $94 million. The balance includes $3.5 billion in investments, $2.4 billion of which is held in the Alabama
Trust Fund.

Long-term liabilities increased 4.9 percent, or $126 million. Over half of total liabilities are in long-term liabilities and 73 percent of those
long-term liabilities are in governmental activities. The State has $2.7 billion in long term liabilities, which includes $1.6 billion in bonds
payable and $640 million in other post employment health care benefit liabilities. Bond debt decreased by $57 million while post
employment health care benefit liabilities rose $162 million. Other Liabilities for business-type activities decreased by $51 million or 18.0
percent largely because the Unemployment Compensation Fund reduced its liability to the federal government by $44 million.

Restricted net assets represent resources that are subject to external restrictions, constitutional provisions, or legislative restrictions on how
they may be used. Internally imposed designations of resources are not presented as restricted net assets. The State’s net assets that are
unrelated to capital assets include $5.8 billion in restricted net assets. Unrestricted net assets represent the remaining amount of net assets
that may be used to meet the State’s ongoing obligations that are not funded by resources that are restricted. The State has a deficit in
unrestricted net assets of $1.6 billion. Unrestricted net assets for governmental activities are a deficit of $1.6 billion, while business-type
activities have a deficit balance in unrestricted net assets of $7 million.
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Net Assets as of September 30
(Amounts in Thousands)

Governmental Activities Business-type Activities Total Primary Government
2012 2011 2012 2011 2012 2011
Current and Other Assets $ 7,115,963 $  7,175327 $ 871,123 $ 761,404 $ 7,987,086 $ 7,936,731
Capital Assets 19,932,445 19,482,504 1,495,599 1,445,592 21,428,044 20,928,096
Total Assets 27,048,408 26,657,831 2,366,722 2,206,996 29,415,130 28,864,827
Long-term Liabilities 1,973,372 1,859,405 718,896 706,722 2,692,268 2,566,127
Other Liabilities 1,867,447 1,831,096 232,574 283,677 2,100,021 2,114,773
Total Liabilities 3,840,819 3,690,501 951,470 990,399 4,792,289 4,680,900
Net Assets
Invested in Capital Assets,

Net of Related Debt 19,546,191 19,099,058 877,771 818,852 20,423,962 19,917,910
Restricted 5,285,857 5,380,091 544,665 465,495 5,830,522 5,845,586
Unrestricted (1,624,459) (1,511,819) (7,184) (67,751) (1,631,643) (1,579,570)

Total Net Assets $ 23,207,589 $ 22,967,330 $ 1415252 $ 1,216,596 § 24,622,841 $ 24,183926

The table on the following page was derived from the government-wide Statement of Activities. As a result of the excess of revenues over
expenses, the State’s net assets increased by $439 million during the fiscal year. Taxes provided $7.6 billion, or approximately 36 percent,
of the State’s total revenue. Tax revenues increased by $231 million, or 3.1 percent, compared to the previous year as the economy began to
improve. Overall revenue decreased by $445 million, or 2.0 percent. Operating Grants and Contributions revenue decreased $835 million,
or 8.4 percent. Capital Grants and Contributions decreased $79 million, or 8.3 percent. Both types of grant revenues were down sharply
because the federal stimulus program grants ended late in the prior fiscal year, reducing federal operating grants by $845 million and federal
capital grants by $53 million.

General revenues, which include taxes, were $9.0 billion, an increase of $489 million, or 5.7 percent. Investment earnings were $293
million, a steep rise from last year’s $114 million. Charges for Services revenue decreased $20 million, or 0.8 percent. Miscellaneous
revenues are up $87 million, or 8.4 percent. Included in miscellaneous revenue were Medicaid related Hospital Assessments and Nursing
Facilities Tax revenues which increased a total of $46 million.

Total revenues were down $445 million, or 2.0 percent, and total expenditures were down $427 million, also 2.0 percent. Education and
Cultural Resources spending was down $339 million, or 5.0 percent. Federal stimulus funds for educational purposes decreased $526
million, more than offsetting an increase in tax collections for educational purposes. Social Services spending was down $141 million, a
decrease of 5.5 percent. General Government expenditures were down $103 million, or 9.8 percent. Expenditures for Health were up $380
million, or 6.2 percent. Protection of Persons and Property expenditures were up 7.2 percent, or $77 million. Within Protection of Persons
and Property, the Military Department spending was up $32 million, Corrections $11 million, and Homeland Security $8 million.

In business-type activities, spending overall was down $340 million, or 14.7 percent. The Unemployment Compensation Fund was down
$305 million, or 30.3 percent, because the unemployment rate in Alabama decreased, some claimants exhausted their maximum benefits,
and a special extra weekly benefit of $25 expired in 2011. Port Authority expenses were up $6 million, or 4.8 percent, because of changes
to capital asset useful lives, as well as higher personnel costs and the continued emphasis on maintenance programs in the operating units.
The Alabama Community College System was down $55 million, or 6.3 percent, Alcoholic Beverage Control Board was up $8 million, or
3.1 percent, and Other Nonmajor Proprietary Funds was up $6 million, or 10.6 percent.
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Changes in Net Assets
For the Fiscal Year Ended September 30
(Amounts in Thousands)

Governmental Activities Business-type Activities Total Primary Government
2012 2011 2012 2011 2012 2011
Revenues:
Program Revenues:
Charges for Services $ 1,223,851 $ 1,218,804 $ 1,150,204 $ 1,175,105 $ 2,374,055 $ 2,393,909
Operating Grants and Contributions 8,420,232 8,985,884 716,244 985,767 9,136,476 9,971,651
Capital Grants and Contributions 864,113 936,928 6,469 12,354 870,582 949,282
General Revenues:
Taxes 7,608,870 7,377,883 11,832 11,065 7,620,702 7,388,948
Grants and Contributions Not
Restricted to Specific Programs 1,253 9,093 - - 1,253 9,093
Unrestricted Investment Earnings 292,612 114,227 - - 292,612 114,227
Miscellaneous 1,105,986 1,021,019 14,560 12,711 1,120,546 1,033,730
Total Revenues 19,516,917 19,663,838 1,899,309 2,197,002 21,416,226 21,860,840
Expenses:
Economic Development and Regulation 212,061 193,900 212,061 193,900
Education and Cultural Resources 6,395,835 6,735,109 6,395,835 6,735,109
Natural Resources and Recreation 141,992 134,591 141,992 134,591
Health 6,466,200 6,085,907 6,466,200 6,085,907
Social Services 2,439,369 2,580,186 2,439,369 2,580,186
Protection of Persons and Property 1,152,596 1,075,191 1,152,596 1,075,191
Transportation 1,200,214 1,186,100 1,200,214 1,186,100
General Government 944,250 1,046,923 944,250 1,046,923
Debt Service - Interest and Other Charges 47,963 48,631 47,963 48,631
Unemployment Compensation 701,971 1,007,325 701,971 1,007,325
State Port Authority 134,185 128,100 134,185 128,100
Alabama Community College System 804,701 859,258 804,701 859,258
Alcoholic Beverage Control Board 274,718 266,472 274,718 266,472
Nonmajor Proprietary Funds 61,296 55,431 61,296 55,431
Total Expenses 19,000,480 19,086,538 1,976,871 2,316,586 20,977,351 21,403,124
Increase (Decrease) in Net Assets
Before Contributions and Transfers 516,437 577,300 (77,562) (119,584) 438,875 457,716
Contributions to Permanent Funds & Endowments - - 40 462 40 462
Special Items - - - - - -
Transfers (276,178) (300,368) 276,178 300,368 - -
Change in Net Assets 240,259 276,932 198,656 181,246 438,915 458,178
Net Assets- Beginning 22,967,330 22,690,398 1,216,596 1,035,350 24,183,926 23,725,748
Net Assets- Ending $ 23,207,589 $ 22,967,330 $ 1,415,252 $ 1,216,596 $ 24,622,841 $ 24,183,926
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Governmental Activities

Total revenues for governmental activities for the fiscal year were $19.5 billion. Revenue is categorized as either program revenue, which
is generated by the program itself or is received from another government, or general revenue. Program revenues include charges for
services, operating grants and contributions, and capital grants and contributions. Operating grants and contributions along with taxes
together accounted for 82 percent of governmental activities revenue.

Program revenues totaled $10.5 billion, down from $11.1 billion the previous year. Operating grants and contributions are the largest
program revenues, and at $8.4 billion, make up 43 percent of total governmental revenues, down from 46 percent in the prior year.
Operating grants and contributions decreased $566 million compared to the previous year. Operating grants and contributions to Medicaid
were up $310 million while the Department of Human Resources was down $117 million. Federal stimulus revenue was down $898
million, including $418 in the Education Department. Total federal revenue for Emergency Management was down $31 million because in
the prior year there was a tornado outbreak. About 90 percent of operating grants and 97 percent of the capital grants were received from
the Federal government. Capital grants and contributions were $864 million, a decrease of $73 million from the previous year. Charges for
services increased $5 million, or 0.4 percent, compared to the previous year.

General Revenues totaled $9.0 billion, up from $8.5 billion in the previous year. Taxes were $7.6 billion, an increase of $231 million from
the previous year. Revenue from all tax types were 39 percent of total governmental revenues earned during the fiscal year, up from 37
percent the prior year. The largest taxes were income taxes of $3.3 billion and sales and use taxes of $2.3 billion. Sales and use taxes
increased $93 million, or 4.2 percent, while income taxes increased $193 million, or 6.2 percent. Miscellaneous general revenues are up
$85 million, or 8.3 percent.

Revenues - Governmental Activities
Fiscal Year Ended September 30, 2012
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Total operating expenses for governmental activities in this fiscal year were $19.0 billion. Expenses for governmental activities are grouped
by functional area. The two largest functional areas were (1) Education and Cultural Resources and (2) Health. These two areas together
accounted for 68 percent of the governmental activities expenses for the fiscal year. Social Services accounted for 13 percent of the
governmental activities expenses. Overall expenses decreased by $86 million, or 0.5 percent.

Education spending decreased 5.0 percent, or $339 million. Education and Cultural Resources makes up 34 percent of governmental
activity expenses. Within Education and Cultural, 89 percent is for local financial assistance for school systems and support of state
universities. Financial assistance for local school systems decreased $239 million, or 4.9 percent, and support for universities decreased
$59 million, or 5.3 percent.

Health spending rose 6.2 percent, or $380 million. Health accounted for 34 percent of governmental activity spending, up from 32 percent
last year. The Medicaid program accounts for 82 percent of Health spending and the Department of Public Health accounts for 11 percent.
Social Services spending decreased $141 million, or 5.5 percent.

Within Social Services, spending on the food assistance program decreased $109 million. Food assistance was unusually high in the
previous year because extra assistance was needed after the April 2011 tornado outbreak. Food assistance makes up 59 percent of all social
service spending.

Protection of Persons and Property continues to comprise 6 percent of total spending. The Department of Corrections makes up 43 percent
of Protection of Persons and Property spending, while the Department of Public Safety comprises 12 percent and Emergency Management
10 percent.

Expenses - Governmental Activities
Fiscal Year Ended September 30,2012
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Business-type Activities

The largest business-type activity is the Alabama Community College System, which accounts for 72.3 percent of business-type net assets.
The other major business-type activities are the Alabama Port Authority, the Alcoholic Beverage Control Board, and the Unemployment
Compensation Trust. During the fiscal year the net assets of business-type activities increased by $199 million. Revenues of business-type
activities totaled $1.9 billion, a decrease of $298 million, or 13.6 percent. Most of this revenue was self-generated program revenues; only
$26 million of the $1.9 billion revenues came from general revenues. The program revenues consisted of $1.2 billion of charges for
services, a 2 percent decrease, and $716 million of operating grants and contributions, a 27 percent decrease. Operating Grants decreased
because of the Federal grants for Unemployment. The decrease in Federal grants was a result of fewer Unemployment claims. Of the $276
million in net transfers between governmental activities and business-type activities, most of the transfers are from the Education Trust Fund
to the Alabama Community College System as mandated by the legislature in the appropriation acts.

The Unemployment Compensation Trust Fund decreased its liabilities by repaying the Federal Government $44 million for advances
received in prior years. Overall business-type expenses were $2.0 billion, down by $340 million, primarily because Unemployment
Compensation expenses decreased $305 million, or 30.3 percent. Unemployment Compensation expenses decreased because the
unemployment rate in Alabama decreased and some claimants exhausted their benefits. The cash balance in the Unemployment
Compensation Trust Fund grew by $97 million because of this decrease in expenses for claims.

The Alabama Community College System’s net assets increased $61 million in 2012, because revenues were greater than the prior year and
expenses were less than the prior year. Charges for services increased during the fiscal year because tuition increased by $2 per credit hour.
The expenses decreased during the year because student scholarships and various other expenses were less. The College System has $50
million more in capital assets at year-end resulting from building additions and construction in progress. The College System has an
operating loss of $608 million. However, federal grants of $351 million and transfers from the ETF and other governmental funds of $308
million resulted in an increase in net assets. Federal revenue declined primarily because of the reduction in Pell benefits caused by changes
in Pell regulations coupled with a decrease in enrollment. Also, transfers from the ETF were less than the prior year.

Financial Analysis of the State’s Funds

Governmental Funds

The focus of the State’s governmental funds is to provide information on near-term inflows, outflows, and balances of spendable resources.
Such information is useful in assessing the State’s financing requirements. In particular, unassigned General Fund balance may serve as a
useful measure of a government’s net resources available for spending at the end of the fiscal year.

At the end of the fiscal year, the governmental funds reported combined ending fund balances of $4.9 billion. Of this total amount, $5.1
billion is restricted to spending for specific purposes. Those restrictions have been imposed by external parties, constitutional provisions, or
enabling legislation. Because restrictions exceed fund balance, there is a deficit in unassigned fund balance of $399 million. Deficit
unassigned fund balances outside the General Fund indicate that expenditures incurred for specific purposes exceeded the resources
restricted for those specific purposes. The largest restricted amount of $3 billion is for Alabama Trust Capital. The Alabama Trust Fund
originally was a permanent fund, but is now a special revenue fund because of Amendments 666 and the newly ratified Amendment 856 to
the Constitution of Alabama of 1901 which allow limited spending of principal. An additional $2.1 billion of governmental fund balance
has been restricted for a wide variety of purposes which includes $25 million restricted for various capital projects and debt service.

The General Fund is the primary operating fund of the State. At the end of the current fiscal year, unassigned fund balance of the General
Fund was $7 million, $4 million nonspendable fund balance, and $2 million assigned fund balance. Revenues for the General Fund
increased $53 million, or 4 percent, as taxes increased $53 million, licenses, permits and fees increased $1 million, other revenues increased
$12 million, fines, forfeits and court settlements decreased $12 million, and investment income decreased $1 million. The largest tax
increases were $15 million in insurance tax premiums and $8 million in corporation privilege tax. The decrease in fines, forfeits, and court
settlement revenue is due to a one time court settlement with the pharmaceutical industry in fiscal year 2011.

Expenditures for the General Fund increased $168 million, or 13 percent. Health expenditures increased $152 million, as overall grant
payments related to Medicaid programs increased $135 million due to an increase in General Fund dollars spent in lieu of Medicaid Fund
dollars being spent. The Medicaid nursing home care program grants increased $184 million. Medicaid Health Insurance Premiums
program increased $21 million. The Medicaid Pharmaceutical program was up $98 million. The Medicaid Alternative Care Program was
up $16 million. Medicaid administrative costs increased $25 million. Medicaid hospital care program grants decreased $144 million. The
Medicaid Health Support program decreased $57 million. Protection of Persons and Property expenditures increased $58 million. Within
Protection of Persons and Property spending for correctional facility operations increased $86 million. Spending on General Government
decreased $32 million. Most of the decline was in employee salaries and benefits of $28 million. Across all functional categories General
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Fund spending for grants and benefits were up 25 percent. Professional services expenditures increased 104 percent due to medical services
for correctional inmates being paid for with general fund dollars in lieu of nonmajor governmental fund dollars. Due to Other Funds was
relatively unchanged from the previous year because a large portion, $162 million, is a loan owed to the Alabama Trust Fund. The money
was borrowed in fiscal year 2010 to alleviate revenue shortages in accordance with Amendment 803 to the Constitution of Alabama of 1901.

The Education Trust Fund (ETF) is the largest governmental fund of the State. Revenues credited to the ETF are used for the support,
maintenance, and development of public education in Alabama, debt service and capital improvements related to educational facilities, and
other functions related to educating the State’s citizens. Programs and agencies supported by the ETF include K-12 education, public
library services, performing and fine arts, scholarship programs, the State’s education regulatory departments, and two and four-year
colleges and universities. Funding from the ETF is also provided to non-state organizations that provide educational services to the people
of Alabama. Various tax sources are allocated to the ETF, the largest of which are income tax, sales tax, utility tax, and use tax. Tax
revenues in the ETF for the fiscal year were up $203 million, or 4 percent as compared to the previous fiscal year. Income tax revenues
were up by $196 million, sales and use tax revenues were up by $77 million and utility tax revenues were down $71 million. Expenditures,
as limited by the budget, were up 6 percent, or $277 million. A large portion of the increase, $174 million, was in financial assistance to
local school systems and the next largest, $49 million, was in support of state universities. The ETF transferred out $437 million, with the
largest of these transfers going to supplement operations of the Alabama Community College System, a major Proprietary fund. The
Alabama Community College System received $305 million in transfers as mandated by the legislature in the appropriations acts. Due to
Other Funds in the ETF of $430 million includes $423 million owed to the Education Rainy Day Account in the Alabama Trust Fund. The
ETF fund balance decreased $89 million to a deficit of $292 million, as taxes receivable decreased $68 million and payables had a net
increase of $24 million.

The Alabama Trust Fund consists of income from the sale or lease of rights for offshore exploration and drilling for oil and gas off the
Alabama coast, as well as investment income earned on the accumulated capital. Revenues from royalties and other payments related to the
production of oil and gas decreased by $46 million during the fiscal year. Investment income climbed from $97 million to $278 million
during the fiscal year, an increase of $180 million. Various amendments to the Constitution of Alabama of 1901 require that Alabama Trust
income be used to support the General Fund, Forever Wild Land Trust, and a variety of state and local capital projects and debt service. In
compliance with constitutional requirements, $492 million was transferred out to support these other funds. During the fiscal year, the
amount constitutionally restricted for Trust Capital decreased by $75 million, a 2 percent decrease.

The Medicaid Fund accounts for a portion of the Medicaid program that is funded by Federal revenues and certain other non-state revenue
sources. Federal revenues increased 1 percent, or $33 million. Overall, revenues were up 7 percent, or $313 million. Expenditures
increased 5 percent, or $194 million, with the largest increase being $469 million in Hospital Care. Nursing Home Care decreased $201
million. Most of the decrease in Nursing Home Care can be attributed to a shift in payments between the General Fund and the Medicaid
Fund. The net change in fund balance for Medicaid was a $45 million increase, bringing the total fund balance to a deficit of $37 million.

The Public Road and Bridge Fund is the general operating fund of the Department of Transportation (DOT) and receives all state revenues
for that department, including all federal aid reimbursements. Amendment No. 93 (as amended by Amendment No. 354) to the Constitution
of Alabama of 1901 provides that monies derived from any fee, excise or license taxes levied by the State on motor fuels shall be expended
for the cost of construction, reconstruction, maintenance and repair of public highways and bridges; the cost of highway rights-of-way; the
payment of highway obligations; the cost of traffic regulations; and the expense of enforcing state traffic and motor vehicle laws. Federal
revenues decreased $77 million, or 9 percent, primarily because the federal stimulus programs ended in the previous year. Expenditures
decreased $18 million, or 1 percent. The cash balance declined from $477 million to $338 million. Of the $419 million fund balance, $24
million is in inventory of materials on hand and $395 million is restricted to cover construction and maintenance contracts.

The Public Welfare Trust Fund is used to account for a broad range of social, protective, and financial assistance programs for citizens.
This is the major operating fund of the Department of Human Resources. 89 percent of the revenue is from federal funds, but is
supplemented by whiskey tax and a portion of the Alabama Alcoholic Beverage Control Board profits, sales tax, franchise tax, and beer tax.
Overall spending declined $126 million, or 6 percent. Expenses for food assistance decreased $110 million, or 7 percent. This decrease is
due to the elevated participation in the program in 2011 related to tornado relief of $149 million and an increase in participation in the food
assistance program of $39 million in the current fiscal year. Spending on various children’s programs declined $37 million, or 9 percent.
The fund balance at year end is $86 million, an increase of $21 million. The small fund balance is normal for this fund, since the Federal
Cash Management Improvement Act does not allow the State to draw money and hold it for more than a few days.

The Education Trust Fund and the Medicaid Fund had negative fund balances at September 30. This is not typical for the State’s major
governmental funds because the fiscally conservative nature of the State’s controls generally results in positive fund balances.
Constitutional Amendment 26 requires the State to have on hand at year end in each budgeted fund enough cash to cover all outstanding
warrants and any remaining unspent obligations (encumbrances and accounts payable). The Education Trust Fund had negative fund
balance at September 30 resulting from the interfund loan owed to the Alabama Trust Fund. Without the loan, the accrual of taxes
receivable in the Education Trust Fund almost always assures a positive fund balance. Medicaid often has a negative fund balance because
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GAAP requires the accrual of claims payable and the related federal receivable, but not the State matching amounts which will be recorded
as revenues when received in the next fiscal year. The Public Road and Bridge Fund retains enough cash to cover their outstanding
construction contracts and commitments, so that fund historically has a large fund balance.

Proprietary Funds

The State’s proprietary fund financial statements provide the same type of information found in the government-wide financial statements,
but in more detail. During the fiscal year, total net assets for all enterprise funds increased by $199 million.

The Unemployment Compensation Trust Fund has again improved its financial condition. The net assets increased two years in a row, by
$131 million in the current year and by $120 million in the prior year. This has resulted in a positive net asset balance at the end of the
current fiscal year. Revenues during the current fiscal year decreased as compared to the prior fiscal year because of a decrease in the
employer rates. The minimum rate decreased from 0.00225 to 0.00125 and the maximum rate decreased from 0.0084 to 0.0074 for the
employer shared cost. Another factor in the lower revenues was a special assessment in the prior year which provided additional revenue to
be pay interest owed to the Federal Government. The assessment was approximately $6 for each employee. Benefits dropped $301 million
because the unemployment rate decreased, some claimants exhausted their benefits, and the ARRA Federal Additional Compensation
program, which provided an additional $25 weekly benefit, ended in 2011. Revenues from federal grants decreased $220 million both
because of the end of the ARRA stimulus program and because there were fewer claims in the current fiscal year as compared to the prior
fiscal year. Due to Other Governments decreased by $44 million because the Unemployment Compensation Trust Fund repaid advances
owed to the Federal Government. The trust fund cash grew from $11 million to $109 million, and net assets now stands at $98 million.

The net assets of the State Port Authority are $294 million, an increase of $15 million. Operating revenues were $145 million, an increase of
$23 million, or 19 percent over the prior year, resulting from a number of factors. Revenues at McDuffie Coal Terminal increased $10
million, or 16 percent, the result of a continued strong market for export metallurgical coal. General Cargo/Intermodal experienced an
increase in revenues of $7 million, or 26 percent, the result of the continued expansion of capabilities for handling steel cargoes. The Bulk
Handling and Warehouse division saw an increase in revenues of $4 million, or 163 percent, as additional volumes were secured with new
customers. Depreciation and amortization expenses decreased $2 million a result of a change in the estimated useful lives of capital assets.
Personnel costs were $2 million higher than the prior year. Maintenance and repair costs of the facilities were $1 million higher as the Port
Authority continued its focused maintenance programs in the operating units.

The Alabama Community College System’s net assets increased $61 million in 2012, primarily because of a $35 million decrease in student
scholarships and decreases in various other expenses. Student scholarships decreased primarily because of the change in Pell Grant
regulations which affected student eligibility. Also, charges for services increased during the fiscal year because tuition increased by $2 per
credit hour. The College System has $50 million more in capital assets at year-end resulting from building additions and construction in
progress. The College System has an operating loss of $608 million. However, federal grants of $351 million and transfers from the ETF
and other governmental funds of $308 million result in an overall increase in net assets. Grant revenue declined from $402 million to $351
million primarily because of the reduction in Pell benefits caused by changes in Pell regulations coupled with a decrease in enrollment. The
legislature appropriated transfers from the ETF were $33 million less than the prior year.

The net assets of the Alcoholic Beverage Control Board declined by $6 million in fiscal year 2012, increasing the deficit in net assets to
$25 million. The Board is required by law to distribute all of its profits and cannot own real property; therefore, net assets generally will
remain negative. Non-current liabilities, such as compensated absences and other post-employment benefits, and some of the current
liabilities are not deducted from the distribution amount. The deficit gets larger primarily because the liability for other post-employment
benefits is growing. This liability increased by $4 million during the fiscal year.

Budgetary Highlights

General Fund

The original budget for the General Fund was decreased by a net of $118 million during fiscal year 2012. Expenditures were decreased by
$90 million and Transfers Out decreased by $28 million, and these budgetary changes are reflected in the final budget on the Budgetary
Comparison Schedule. 10.62 percent proration was declared on March 16, 2012 because cash collections were not meeting budget
projections. This decreased the budget by $187 million. The Medicaid Agency, the Department of Corrections, the Department of Mental
Health, the Department of Human Resources, the Department of Public Health, and the Department of Public Safety were cut by $68
million, $45 million, $12 million, $9 million, $6 million, and $6 million, respectively. Actual tax revenues were $40 million less than the
final budget because of the weak economy. Also, the budgeted tax revenues were reduced by $90 million because cash collections were
short.
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There were significant budgetary variances between the final budget and actual results. Unexpended and reverted appropriations from fiscal
year 2012 were reappropriated to fiscal year 2013; therefore, many agencies did not spend all of their appropriations during fiscal year
2012. The Department of Corrections has $7 million to carryover to fiscal year 2013. The Medicaid Agency, Department of Finance, and
Department of Emergency Management have approximately $3 million each to carryover. These appropriations will be needed in the future
because revenues are not improving much because the economy is sluggish.

There were budget increases to various agencies as a result of supplemental appropriations which totaled $47 million. The Department of
Corrections received $45 million of this supplemental appropriation. This supplemental appropriation was needed for institutional services.

The largest expenditures for institutional services are correctional officer salaries and benefits, and medical care for prisoners. The District
Attorneys and the Department of Human Resources received $1 million each of the supplemental appropriations. The Department of
Human Resources appropriation was for adult protective services. Conditional and other appropriations were approximately $22 million to
various agencies. Conditional amounts are not included in the budget until the conditions have been met. Some expenditures are required
by law to be fully funded, and estimated amounts are approved in the General Fund appropriation bill. Increases to these estimated amounts
do not require a new bill and are included as other appropriations. Emergency appropriations of $5 million are included in the original
budget and are included in the budgeted amounts as Other on the Budgetary Comparison Schedule. Emergency appropriations cannot
exceed two percent of the total amount appropriated. On a budgetary basis, General Fund expenditures and other uses exceeded revenues
and other sources by $11 million. However, on a GAAP (Generally Accepted Accounting Principles) basis, General Fund revenues and
other sources exceeded expenditures and other uses by $33 million. The Budgetary Comparison Schedule in Required Supplementary
Information reconciles these amounts and lists the accounting basis differences.

Capital Asset and Debt Administration
Capital Assets

At the end of fiscal year 2012 the State had invested $21.4 billion, net of accumulated depreciation, in a broad range of capital assets (see
the table below). Depreciation charges for the fiscal year totaled $164 million.

Capital Assets as of September 30

(Amounts in Thousands)
Governmental Activities Business-type Activities Total Primary Government
2012 2011 2012 2011 2012 2011
Capital Assets Not Being Depreciated:
Land $ 303,718  § 293,033 $ 85882 § 83,496 $ 389,600 § 376,529
Historical Exhibits 4,006 2,632 2,350 2,350 6,356 4,982
Construction In Progress 2345%4 193,976 102,270 75,691 336,864 269,667
Construction In Progress - Intangibles 11,320 2,983 - - 11,320 2,983
Construction In Progress - Infrastructure 4,969,348 5,044,586 - - 4,969,348 5,044,586
Infrastructure 13,292,571 12,853,456 - - 13,292,571 12,853,456
Inexhausible Intangible Assets - - 10 10 10 10
Total Capital Assets
Not Being Depreciated 18,815,557 18,390,666 190,512 161,547 19,006,069 18,552,213
Capital Assets Being Depreciated:
Buildings 1,482,683 1,434,486 1,654,752 1,605,771 3,137435 3,040,257
Equipment 675919 669,840 566,921 542,855 1,242,840 1,212,695
Software and Other Intangible Assets 27,152 14,111 12,855 6,759 40,007 20,870
Total Capital Assets
Being Depreciated 2,185,754 2,118,437 2,234,528 2,155,385 4,420282 4273822
Less Accumulated Depreciation 1,068,866 1,026,599 929441 871,340 1,998,307 1,897,939
Total Capital Assets
Being Depreciated, Net 1,116,888 1,091,838 1,305,087 1,284,045 2,421,975 2,375,883
Capital Assets, Net $ 19932445 § 19,482,504 $ 1,495599 § 1,445,592 $ 21,428044 $§ 20928,096
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As allowed by GASB Statement No. 34, the State has adopted the modified approach for reporting roadway and bridge infrastructure assets.
Under the modified approach, depreciation is not recorded. Infrastructure costs that result in an increase in the capacity or an improvement
in the efficiency of the infrastructure network are capitalized and added to the historical cost of the assets. Costs that allow the
infrastructure network to be used efficiently over the expected useful life of the assets are expensed as general maintenance costs. Certain
maintenance costs that extend the useful life of the assets but do not increase capacity or efficiency are classified as preservation costs.
Preservation costs are expensed and reported in lieu of a charge for depreciation expense.

Extensive project documentation is required to meet various federal and state guidelines concerning the construction of infrastructure. The
completeness of this documentation affects the timing of project capitalization. The State capitalizes infrastructure when all costs for a
project are incurred and all project documentation is satisfactorily completed, filed, and accepted with the appropriate entities. Projects that
meet the cost and documentation criteria are closed, and appropriate entries are made to adjust the Infrastructure Construction in Progress
and Infrastructure asset accounts annually. Due to the documentation requirements, there can be substantial time lags between the date a
project is put into service on the State’s roadway network and the date the project is capitalized. A significant portion of Infrastructure
Construction in Progress consists of projects that have been put into service and maintenance costs could have been incurred.

The State uses the International Roughness Index (IRI) to measure and monitor pavement conditions. The IRI is a standard representing the
perceived smoothness of pavements while traveling in passenger cars. A lower IRI measurement represents a smoother condition of
pavement. The United States Department of Transportation developed suggested values for IRI of <60 inches/mile to >220 inches/mile to
grade the smoothness condition of the roadway. A range of 60 to 94 is considered “Good” condition, with negligible maintenance required,
and a range of 95-119 for Interstate Highways or 95-170 for non-interstate highways is considered “Fair”, requiring routine maintenance
such as pavement patching. The weighted average rating of Alabama’s roads was 78.72, which exceeds the State’s goal.

The State maintains 5,390 bridges and culverts. The State rates the major structural components and deck area of the bridge or culvert on a
scale of one to ten and assigns a weighted rating to the bridge or culvert. The State expects those bridges and culverts to be maintained at
a rating within the range of 5 - 6.99, which is considered “satisfactory,” meaning the structural elements are sound but have minor
deterioration. The actual weighted average rating for the most recent condition assessment was 6.60, in the upper end of the satisfactory
range.

In fiscal years 2012 and 2011 the State estimated it would need to spend $334.9 and $319.6, respectively, to preserve and maintain all
roadway assets and $10.0 million in each year to preserve all bridge assets at or above the “Established Condition Levels” presented above.
In fiscal year 2012, the State spent $439,145,000 for roadway preservation and $52,639,000 for bridge preservation. The State spent
$375,653,000 for roadway preservation and $60,306,000 for bridge preservation in fiscal year 2011. In the next fiscal year, the Alabama
Department of Transportation estimates that it will need to spend approximately $334,931,000 to preserve all roadway assets and
approximately $10,000,000 to preserve all bridge assets at or above the “Established Condition Levels” presented above.

More detailed information about the State’s capital assets is presented in Note 3 to the financial statements and in the Required
Supplementary Information section.

Long-term Debt

The only method under which general obligation debt can be incurred by the State is by amendment to the Constitution of Alabama of 1901.
The debt prohibition does not apply to debts incurred by separate public corporations functioning as State instrumentalities. The revenue
bonds issued by these corporations are limited obligations of the corporation, not general obligations of the State, and the full faith and
credit of the State is not pledged for their repayment. Certain revenues, usually earmarked taxes or revenues generated from the project
financed, are pledged for the payment of the debt. Some of these corporations are blended with the primary government and some are
reported discretely. The State and its component units issue serial and term bonds and capital appreciation bonds. Alabama has
traditionally received high bond ratings from both Standard and Poor’s Corporation and Moody’s Investors Service. Currently, an
exception is the upper medium bond ratings for the Tobacco Settlement Revenue Bonds issued by the Alabama Twenty-first Century
Authority, a component unit of the State. Also, Fitch Ratings Ltd and Standard and Poor’s Corporation lowered the bond ratings for the
State Port Authority to BBB+ in September 2009. Moody’s withdrew their rating for the State Port Authority in June 2009.
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Outstanding Bonded Debt as of September 30
(Amounts in Thousands)

Governmental Activities Business-type Activities Total Primary Government

2012 2011 2012 2011 2012 2011
General Obligation Bonds $ 708,349 $ 742217 $ - $ - $ 708,349 $ 742,217
Revenue Bonds 216,937 246,086 662,924 657,155 879,861 903,241
Total $ 925286 $ 988,303 $ 662,924 $ 657,155 $ 1,588,210 $ 1,645,458

The Alabama Community College System issued $37,055,000 in new bonds and $24,325,000 in refunding bonds. More detailed
information regarding the State’s long-term debt is presented in Note 4 to the financial statements.

Economic Factors and Next Year’s Budgets and Rates

The General Fund budget for fiscal year 2013 is $52 million greater than fiscal year 2012 primarily because of Amendment 856 to the
Constitution of Alabama of 1901. Amendment 856 revises the method for distributions from the Alabama Trust Fund beginning with fiscal
year 2013 and also provides for the transfer of $146 million from the Alabama Trust Fund to the General Fund for the fiscal years 2013,
2014, and 2015. The Medicaid Agency received an appropriation increase of $40 million for fiscal year 2013 over fiscal year 2012 from the
General Fund. Also, the Department of Public Health and the Department of Senior Services received increases of $16 million and $11
million, respectively.

The Rolling Reserve Act (Act 2011-3) caps appropriations from the Education Trust Fund (ETF) beginning with fiscal year 2013. The cap
will be the sum of recurring revenues deposited into the ETF in the last completed fiscal year preceding the calculation year adjusted up or
down by: (1) the average annual percentage change in recurring revenues in the 15 completed fiscal years preceding the date on which the
calculation is made; (2) if the percentage growth in the ETF for the last completed fiscal year exceeds the 15 year average growth rate, an
amount equal to 40 percent of the growth in the last completed year is added to the cap; (3) up to 95 percent of any new revenue enacted for
the ETF; and (4) any nonrecurring revenue. The Finance Director and the Legislative Fiscal Officer must certify their computation of the
cap at the same time as the certification required by Amendment 803 to the Constitution of Alabama of 1901 (prior to the third day of each
Regular Session). The Act creates an ETF Budget Stabilization Fund to receive revenues in excess of the appropriation cap remaining after
paying back transfers from the constitutional ETF Rainy Day Account. This Fund will generally be used to reduce any future proration.
Any monetary interest that accrues in this fund will be retained by the fund. There is a balance of $40 million in this fund because of a
supplemental appropriation from the ETF to the ETF Budget Stabilization Fund in fiscal year 2012. When the balance in the ETF Budget
Stabilization Fund is equal to 20 percent of the current year’s appropriations from the ETF, then the excess funds will be distributed to the
ETF Capital Fund, also created in this act. The Capital Fund will be used for capital improvements in public education, including the
acquisition of sites and equipment for buildings and facilities, and for the payment on indebtedness incurred for those purposes. The act
also repeals the existing ETF Proration Prevention Account and transfers any existing funds in this account to the ETF Budget Stabilization
Fund. The Education Trust Fund budget for fiscal year 2013 is $275 million greater than fiscal year 2012. The K-12 Local Boards of
Education received an appropriation increase of $109 million for fiscal year 2013 over fiscal year 2012 from the Education Trust Fund. The
4 year Universities received an increase of $35 million.

Total tax collections are up approximately 3.5 percent for the first 5 months of fiscal year 2013 as compared to the first 5 months of fiscal
year 2012. The State’s seasonally adjusted unemployment rate, at 6.9 percent in January 2013, was up from December 2012’s rate of 6.8
percent, and below January 2012°s rate of 7.3 percent. However, many unemployed workers have exhausted their unemployment benefits.
The number of employed workers actually decreased from January 2012 to January 2013 from 1,971,000 to 1,966,000.

Requests for Information

This financial report is designed to provide a general overview of the State of Alabama’s finances for all those with an interest in the
government’s finances. Questions concerning any of the information provided in this report or requests for additional financial information
should be addressed to: Office of the State Comptroller, Financial Reporting Section, RSA Union, Suite 206, Montgomery, AL 36130-2602.

28



STATE OF ALABAMA

FINANCIAL SECTION
Basic Financial Statements

29



STATE OF ALABAMA

STATEMENT OF NET ASSETS

September 30, 2012

(Amounts in Thousands)

ASSETS
Cash and Cash Equivalents
Investments
Internal Balances
Due from Primary Government
Due from Component Units
Investment Sales Receivable
Accounts Receivable
Due from Other Governments
Taxes Receivable
Interest and Dividends Receivable
Mortgages, Notes, and Loans Receivable
Securities Lending Collateral
Inventory
Restricted Assets
Other Assets
Capital Assets, Net of Accumulated Depreciation
Capital Assets Not Depreciated
Deferred Outflows
TOTAL ASSETS

LIABILITIES
Warrants Payable
Investment Purchases Payable
Salaries Payable
Due to Primary Government
Due to Component Units
Accounts Payable
Interest Payable
Tax Refunds Payable
Due to Other Governments
Securities Lending Obligation
Unearned Revenue
Amounts Held in Custody for Others
Noncurrent Liabilities:
Due Within One Year
Due In More Than One Year
TOTAL LIABILITIES

NET ASSETS

Invested in Capital Assets, Net of Related Debt

Restricted for:
Permanent - Expendable
Permanent - Non-expendable
Unemployment Compensation
Alabama Trust Capital
Economic Development and Regulation
Education
Natural Resources and Recreation
Health
Social Services
Protection of Persons and Property
Transportation
General Government
Debt Service
Capital Projects
Other Purposes

Unrestricted
TOTAL NET ASSETS

Total
Governmental Business-type Primary Component
Activities Activities Government Units
$ 1,999,041 $ 511,521 $ 2,510,562 $ 1,512,307
3,338,727 196,226 3,534,953 6,729,039
33,377 (33,377) - -
- - - 191,973
19,104 - 19,104 52,590
85,495 - 85,495 675
29,864 119,724 149,588 714,003
477,083 766 477,849 667,575
809,515 - 809,515 -
17,060 750 17,810 21,100
52 - 52 584,846
232,080 212 232,292 12,896
38,691 40,297 78,988 41,393
19,345 - 19,345 100,352
16,529 35,004 51,533 237,235
1,116,888 1,305,087 2,421,975 5,252,723
18,815,557 190,512 19,006,069 1,017,410
- - - 10,254
27,048,408 2,366,722 29,415,130 17,146,371
15,246 60 15,306 1,421
156,420 - 156,420 1,505
156,381 6,243 162,624 16,724
- - - 19,104
189,480 2,493 191,973 52,590
633,871 86,127 719,998 559,168
7,570 9,823 17,393 70,725
113,375 - 113,375 -
189,166 2,770 191,936 117,255
232,080 212 232,292 12,896
8,896 85,951 94,847 754,603
66,537 6,966 73,503 369,835
98,425 31,929 130,354 485,139
1,973,372 718,896 2,692,268 6,929,567
3,840,819 951,470 4,792,289 9,390,532
19,546,191 877,771 20,423,962 3,166,654
- 5,365 5,365 831,076
74,692 6,206 80,898 1,275,844
- 98,296 98,296 -
2,960,365 - 2,960,365 -
166,177 - 166,177 -
225,309 346,268 571,577 -
114,520 - 114,520 -
156,191 739 156,930 -
231,589 - 231,589 -
199,668 - 199,668 -
426,680 - 426,680 -
699,769 - 699,769 -
319 62,336 62,655 926,103
30,578 25,455 56,033 26,623
- - - 139,212
(1,624,459) (7,184) (1,631,643) 1,390,327
$ 23,207,589 $ 1,415,252 $ 24,622,841 $ 7,755,839

The Notes to the Financial Statements are an integral part of this statement.
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STATEMENT OF ACTIVITIES

For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands)

FUNCTIONS/PROGRAMS

Primary Government:

Governmental Activities:
Economic Development and Regulation
Education and Cultural Resources
Natural Resources and Recreation
Health
Social Services
Protection of Persons and Property
Transportation
General Government
Debt Service - Interest and Other Charges

Total Governmental Activities

Business-type Activities
Unemployment Compensation
State Port Authority
Alabama Community College System
Alcoholic Beverage Control Board
Nonmajor Proprietary Funds
Total Business-type Activities

Total Primary Government

Component Units:
Public School and College Authority
Mental Health
Housing Finance Authority
Water Pollution Control Authority
University of Alabama
Auburn University
University of South Alabama

Public Education Employees' Health Insurance

State Employees' Health Insurance Board
Nonmajor Component Units

Total Component Units

The Notes to the Financial Statements are an integral part of this statement.
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PROGRAM REVENUES
Operating Capital
Charges for Grants and Grants and
Expenses Services Contributions Contributions
$ 212,061 $ 37,249 $ 21,437 3,469
6,395,835 55,504 900,651 9,465
141,992 75,025 50,536 1,583
6,466,200 357,958 4,969,368 67
2,439,369 52,081 2,037,652 6,848
1,152,596 230,996 184,750 13,510
1,200,214 194,020 33,472 824,560
944,250 221,018 222,366 4,611
47,963 - - -
19,000,480 1,223,851 8,420,232 864,113
701,971 474,633 363,301 -
134,185 143,644 154 1,262
804,701 193,500 351,365 5,207
274,718 276,879 390 -
61,296 61,548 1,034 -
1,976,871 1,150,204 716,244 6,469
20,977,351 2,374,055 9,136,476 870,582
299,694 9,906 - -
904,645 63,172 35,035 -
87,659 16,318 53,822 -
22,607 23,373 18,392 -
3,678,912 2,587,296 768,771 68,974
895,300 486,375 207,499 17,195
627,939 459,449 29,368 15,525
741,853 741,229 8 -
427,606 425,638 19 -
1,149,729 533,457 255,856 8,450
8,835,944 5,346,213 1,368,770 110,144

General Revenues:
Taxes:

Sales and Use Taxes
Income Taxes
Motor Fuels Taxes
Utility Taxes
Insurance Premium Tax
Property Tax
Liquor Taxes
Tobacco and Cigarette Taxes

Payments from State of Alabama

Grants and Contributions Not Restricted to Specific Programs

Unrestricted Investment Earnings
Miscellaneous

Contributions to Permanent Funds and Endowments

Extraordinary Items
Transfers
Total General Revenues, Contributions,

Special and Extraordinary Items, and Transfers

Change in Net Assets
Net Assets, October 1, 2011, as Restated
Net Assets, September 30, 2012



Net(Expense) Revenue and Changes in Net A ssets

Total
Governmental Business-type Primary Component
Activities Activities Government Units
(149,906) $ 0 $ (149,906) $ 0
(5,430,215) - (5,430,215) -
(14,848) - (14,848) -
(1,138,807) - (1,138,807) -
(342,788) - (342,788) -
(723,340) - (723,340) -
(148,162) - (148,162) -
(496,255) - (496,255) -
(47,963) - (47,963) -
(8,492,284) 0 (8,492,284) 0
- 135,963 135,963 -
- 10,875 10,875 -
- (254,629) (254,629) -
- 2,551 2,551 -
- 1,286 1,286
0 (103,954) (103,954) 0
(8,492,284) (103,954) (8,596,238) 0
- - - (289,788)
- - - (806,438)
- - - (17,519)
- - - 19,158
- - - (253.,871)
- - - (184,231)
- - - (123,597)
- - - (616)
- - - (1,949)
- - - (351,966)
0 0 0 (2,010,817)
2,280,723 - 2,280,723 -
3,291,987 - 3,291,987 -
540,666 - 540,666 -
598,533 - 598,533 -
278,196 - 278,196 -
324,751 - 324,751 -
161,447 11,832 173,279 -
132,567 - 132,567 -
- - - 2,209,551
1,253 - 1,253 8,022
292,612 - 292,612 386,602
1,105,986 14,560 1,120,546 44,336
- 40 40 33913
- - - (761)
(276,178) 276,178 - -
8,732,543 302,610 9,035,153 2,681,663
240,259 198,656 438,915 670,846
22,967,330 1,216,596 24,183,926 7,084,993

23,207,589 $ 1415252 $ 24622841 $ 7,755,839




STATE OF ALABAMA

BALANCE SHEET
Governmental Funds

September 30, 2012

(Amounts in Thousands)

ASSETS
Cash and Cash Equivalents
Investments
Due from Other Funds
Due from Component Units
Investment Sales Receivable
Accounts Receivable
Due from Other Governments
Taxes Receivable
Interest and Dividends Receivable

Mortgages, Notes, and Loans Receivable

Securities Lending Collateral
Inventory
Restricted Assets
Other Assets
TOTAL ASSETS

LIABILITIES AND FUND BALANCES

Liabilities
Warrants Payable
Investment Purchases Payable
Salaries Payable
Due to Other Funds
Due to Component Units
Accounts Payable
Tax Refunds Payable
Due to Other Governments
Securities Lending Obligation
Deferred Revenue
Amounts Held in Custody for Others
Compensated Absences
Total Liabilities
Fund Balances
Nonspendable:
Inventory
Permanent Fund Principal
Restricted for:

Economic Development and Regulation

Education and Cultural Resources
Natural Resources and Recreation
Health
Social Services
Protection of Persons and Property
Transportation
General Government
Capital Projects
Debt Service
Alabama Trust Capital
Assigned for:

Economic Development and Regulation

Education and Cultural Resources
Natural Resources and Recreation
Health
Social Services
Protection of Persons and Property
General Government

Unassigned
Total Fund Balances

TOTAL LIABILITIES AND FUND BALANCES

Public
Education Road and
General Trust Alabama Medicaid Bridge
Fund Fund Trust Fund Fund
$ 110,120 $ 127,238 $ 22,196 58,717 $ 338,359
- - 2,430,142 - 60,058
21,254 409 584,544 8,424 482
9 1 - 11,520 2
- - 85,189 - -
500 3 10,510 1,726 7,782
6 111 - 208,704 144,057
223,046 197,340 - - 24,233
2,761 - 10,416 - 2
671 782 215,802 361 2,064
4,003 - - - 24,259
$ 362,370 $ 325,884 $ 3,358,799 289,452 $ 601,298
$ 1,029 $ 3,085 $ 0 485 $ 3,790
- - 156,064 - -
45,391 6,403 - 1,789 20,609
170,114 429,689 122 21,843 2,822
141 154 - 39,888 18
14,474 53,842 91 255,914 129,395
- 113,375 - - -
7,074 10,299 - 6,549 10,723
671 782 215,802 361 2,064
108,796 - 3,029 - -
343 3 - - 12,238
1,046 83 - 9 366
349,079 617,715 375,108 326,838 182,025
4,003 - - - 24,259
- - 26,355 - -
- - - - 395,014
- - 2,957,336 - -
2 - - - -
19 - - - -
2 - - - -
1,785 - - - -
77 - - - -
7,403 (291,831) - (37,386) -
13,291 (291,831) 2,983,691 (37,386) 419,273
$ 362,370 $ 325,884 $ 3,358,799 289,452 $ 601,298

The Notes to the Financial Statements are an integral part of this statement.
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Public

Welfare Nonmajor Total
Trust Governmental Governmental
Fund Funds Funds

114,339 1,158,289 $ 1,929,258
- 686,951 3,177,151
16,346 53,477 684,936
546 5,871 17,949

- 306 85,495

- 7,365 27,386
4,722 119,483 477,083
49,677 315,219 809,515
- 3,662 16,841

- 52 52

642 11,435 231,757

- 1,265 29,527

- 19,345 19,345

- 333 333
186,272 2,383,053 $ 7,507,128
664 6,094 $ 15,147

- 356 156,420
19,025 60,691 153,908
6,297 44,288 675,175
365 142,797 183,363
32,330 116,216 602,262
- - 113,375

1,074 153,423 189,142
642 11,435 231,757
35,624 116,943 264,392
3,504 50,449 66,537
440 997 2,941
99,965 703,689 2,654,419
- 1,265 29,527

- 74,692 74,692

- 166,103 166,103

- 119,173 119,173

- 88,165 114,520

- 156,191 156,191
86,307 109,658 195,965
- 199,480 199,480

- 31,666 426,680

- 698,705 698,705

- 24,320 24,320

- 638 638

- - 2,957,336

- 1,653 1,653

- 9,652 9,654

- 180 180

- 2 21

- 203 205

- 30,931 32,716

- 43,955 44,032
- (77,268) (399,082)
86,307 1,679,364 4,852,709
186,272 2,383,053 $ 7,507,128
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STATE OF ALABAMA

RECONCILIATION OF THE BALANCE SHEET OF GOVERNMENTAL FUNDS

TO THE STATEMENT OF NET ASSETS

September 30, 2012

(Amounts in Thousands)

Total Fund Balances for Governmental Funds

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

Land 302,961
Historical Exhibits 4,006
Construction in progress 208,821
Construction in progress - Infrastructure 4,969,348
Infrastructure 13,292,571
Buildings 1,332,583
Equipment 637,745
Intangibles 22,234
Intangible Assets Under Development 11,320
Accumulated Depreciation - Buildings (522,205)
Accumulated Depreciation - Equipment (391,759)
Amortization - Intangibles (3,508)

Some of the State's revenues will be collected after year-end, but
are not available soon enough to pay for the current period's
expenditures, and therefore are deferred in the funds.

Internal service funds are used by management to charge the costs
of certain activities, such as insurance and information technology,
to individual funds. The assets and liabilities of the internal
service funds are included in governmental activities in the
statement of net assets.

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

Capital Leases, Notes, and Mortgages (177,837)
Compensated Absences (272,027)
Claims and Judgments (12,744)
Due to Component Units (5,699)
Other Post-Employment Benefits (604,352)

Long-term bonded debt is not due and payable in the current period and,
therefore, is not reported in the funds. Unamortized discounts, unamortized
premiums, unamortized loss, deferred debt financing costs, and interest payable
are not reported in the funds. However, these amounts are included in the
Statement of Net Assets. This is the total effect of these balances on the statement.

General Obligation Bonds Payable (683,715)
Revenue Bonds Payable (154,770)
Unamortized Premiums (37,884)
Unamortized Discounts 364
Unamortized Loss 8,344
Deferred Debt Financing Costs 2,564
Accrued Interest Payable (7,570)

Net Assets of Governmental Activities

The Notes to the Financial Statements are an integral part of this statement.
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$4,852,709

19,864,117

255,496

180,593

(1,072,659)

(872,667)
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STATE OF ALABAMA

STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES

Governmental Funds

For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands)

Public
Education Road and
General Trust Alabama Medicaid Bridge
Fund Fund Trust Fund Fund
REVENUES
Taxes $ 1,095,704 $ 5,535,573 $ 0 $ 0 345,905
Licenses, Permits, and Fees 156,142 99 - - 139,439
Fines, Forfeits, and Court Settlements 26,375 248 - 5,732 -
Investment Income 15,699 - 277,517 9 450
Federal Grants and Reimbursements 2,724 438 - 3,761,038 828,130
Other Revenues 14,008 157 75,982 811,500 38,786
Total Revenues 1,310,652 5,536,515 353,499 4,578,279 1,352,710
EXPENDITURES
Current:
Economic Development and Regulation 5,797 200 - - -
Education and Cultural Resources 4,456 5,074,913 - - -
Natural Resources and Recreation 3,172 716 517 - -
Health 710,265 70,354 - 4,379,186 -
Social Services 9,314 27,630 - - -
Protection of Persons and Property 527,287 47,871 - - -
Transportation - - - - 1,328,026
General Government 229,006 16,433 5,088 - -
Capital Outlay - - - - -
Debt Service - Principal Retirement 827 92 - - 1,499
Debt Service - Interest and Other Charges 22 31 - - 44
Total Expenditures 1,490,146 5,238,240 5,605 4,379,186 1,329,569
Excess (Deficiency) of
Revenues Over (Under) Expenditures (179,494) 298,275 347,894 199,093 23,141
OTHER FINANCING SOURCES (USES)
Transfers In 416,691 57,515 1,058 124,462 82
Capital Leases - - - - 4,891
Insurance Recovery Proceeds 115 - - - 1,634
Transfers Out (204,605) (437,380) (491,863) (297,232) (92,854)
Total Other Financing Sources (Uses) 212,201 (379,865) (490,805) (172,770) (86,247)
Net Change in Fund Balances 32,707 (81,590) (142,911) 26,323 (63,1006)
Fund Balances, October 1, 2011, as Restated (20,150) (210,241) 3,126,602 (63,709) 484,243
Increase (Decrease) in Inventory 734 - - - (1,864)
Fund Balances, September 30, 2012 $ 13,291 $ (291,831) $ 2,983,691 $ (37,386) 419,273

The Notes to the Financial Statements are an integral part of this statement.
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Public

Welfare Nonmajor Total
Trust Governmental ~ Governmental
Fund Funds Funds

$ 183,384 $ 1,460,521 $ 8,621,087
397 383,036 679,113

4 128,070 160,429

- 32,665 326,340
1,746,383 2,070,619 8,409,332
34,196 336,275 1,310,904
1,964,364 4,411,186 19,507,205
- 184,000 189,997

- 1,320,519 6,399,888

- 146,954 151,359

- 1,275,328 6,435,133
2,042,339 383,736 2,463,019
- 530,111 1,105,269

- 229,724 1,557,750

548 679,866 930,941

- 24,069 24,069

3,046 55,117 60,581
2,650 45,148 47,895
2,048,583 4,874,572 19,365,901
(84,219) (463,380) 141,304
173,477 914,355 1,688,140
38,490 2,170 45,551
44 3,535 5,328
(110,563) (339,464) (1,973,961)
101,448 581,096 (234,942)
17,229 117,710 (93,638)
69,078 1,561,626 4,947,449
- 28 (1,102)

$ 86,307 $ 1,679,364 $ 4,852,709

39



STATE OF ALABAMA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands)
Net Change in Fund Balances for Governmental Funds

Governmental funds report capital outlay as expenditures. However, in the Statement of Activities,
the cost of those assets is allocated over their estimated useful lives as depreciation expense.
This is the amount by which capital outlays exceeded depreciation in the current period.

Capital Outlay 555,829

Depreciation Expense (82,344)

In the Statement of Activities, only the gain (loss) on the sale of assets is reported, whereas in the
governmental funds, the proceeds from the sale increase financial resources. Thus, the change
in net assets differs from the change in fund balance by the cost of the assets sold.

In the Statement of Activities, the change in the balance of inventories is expensed, whereas in
the governmental funds, the change in the balance of inventories is adjusted to nonspendable
fund balance.

Revenues in the Statement of Activities that do not provide current financial resources are not
reported as revenues in the funds.

Internal service funds are used by management to charge the costs of certain activities, such as
insurance and information technology, to individual funds. The net revenue (expense) of the
internal service funds is reported with governmental activities.

Capital assets reassigned to internal service funds from the general government are reported in
internal service funds as transfers in, but in the Statement of Activities such interfund
activity is eliminated.

Long-term debt proceeds provide current financial resources to governmental funds, which
increases long-term liabilities in the Statement of Net Assets. Long-term debt principal
repayment is an expenditure in the governmental funds, but the repayment reduces
long-term liabilities in the Statement of Net Assets.

Capital lease proceeds (45,551)
Repayment of bond principal 52,094
Repayment of capital lease principal 8,488
Repayment of other debt principal 166
Accrued interest and debt-related amortization 2,747

Increases in long-term liabilities for certain expenses reported in the Statement of
Activities do not require the use of current financial resources and, therefore, are
not reported as expenditures in the governmental funds.

Other post-employment benefits (153,125)
Compensated absences (1,592)
Claims and judgments (2,044)

Change in Net Assets of Governmental Activities

The Notes to the Financial Statements are an integral part of this statement.
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($93,638)

473,485

(21,840)

(1,102)

3,583

18,629

(41)

17,944

(156,761)
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STATE OF ALABAMA

STATEMENT OF NET ASSETS

Proprietary Funds
September 30, 2012

(Amounts in Thousands)

ASSETS
Current Assets
Cash and Cash Equivalents
Investments, Short-term
Due from Other Funds
Due from Component Units
Accounts Receivable
Due from Other Governments
Interest and Dividends Receivable
Securities Lending Collateral
Inventory
Other Current Assets
Total Current Assets
Noncurrent Assets
Investments, Long-term
Due From Other Funds, Noncurrent
Due From Component Unit, Noncurrent
Other Noncurrent Assets
Capital Assets, Net of Accumulated Depreciation
Capital Assets Not Depreciated
Total Noncurrent Assets
TOTAL ASSETS
LIABILITIES
Current Liabilities
Warrants Payable
Salaries Payable
Due to Other Funds
Due to Component Units
Accounts Payable
Interest Payable
Due to Other Governments
Claims Payable
Unearned Revenue
Funds Held in Escrow
Compensated Absences
Securities Lending Obligation
Notes and Capital Leases Payable
Revenue Bonds Payable
Total Current Liabilities
Noncurrent Liabilities
Claims Payable
Unearned Revenue, Noncurrent
Compensated Absences
Other Post-employment Benefits
Notes and Capital Leases Payable
Revenue Bonds Payable
Other Long-term Liabilities
Total Noncurent Liabilities
TOTAL LIABILITIES
NET ASSETS
Invested in Capital Assets, Net of Related Debt
Restricted for:
Permanent - Expendable
Permanent - Non-expendable
Unemployment Compensation
Education
Health
Debt Service
Capital Projects
Unrestricted
TOTAL NET ASSETS

Busine ss-tvpe Activities — Enterprise Funds

Unemployment State Alabama Alcoholic Nonmajor
Compensation Port Community Beverage Enterprise
Trust Authority College System Control Board Funds
$ 108,519 32,295 $ 321,544 $ 36,093 13,070
- 18,113 118,802 - 5,371
41 - - 284 10
5,146 18,400 95,492 554 132
26 740 - - -
750 - - - -
24 - - 186 2
- 4,380 8,000 26,743 1,174
- 9,836 - - 300
114,506 83,764 543,838 63,860 20,059
- 38,319 15,621 - -
- 8,122 16,652 90 4
- 505,467 789,179 1,784 8,657
- 87,350 100,532 - 2,630
0 639,258 921,984 1,874 11,291
114,506 723,022 1,465,822 65,734 31,350
- - - 60 R
- 2,493 - 3,721 29
6,501 - - 26,438 773
- - - 2,394 99
9,412 6,603 38,176 31,839 97
- 9,823 - - -
195 - - 2,574 1
- 535 - - 3,098
- - 78,449 - 416
78 - 6,888 - -
- 1,755 2,390 75 1
24 - - 186 2
- - 1,024 - -
- 8,290 14,761 - -
16,210 29,499 141,688 67,287 4,516
- 2,165 - - -
- 2,575 4,511 - -
- 2,633 16,490 6,779 330
- 11,003 - 16,658 156
- - 4,138 - 1,678
- 364,811 275,061 - -
- 16,525 469 - -
0 399,712 300,669 23,437 2,164
16,210 429,211 442,357 90,724 6,680
- 222,368 644,010 1,784 9,609
- - 5,365 - -
- - 6,206 - -
98,296 - - - -
- - 336,624 - 9,644
- - - - 739
- 56,531 5,805 - -
- - 25,455 - -
- 14912 - (26,774) 4,678
$ 98,296 293,811 $ 1,023,465 $ (24,990) 24,670

The Notes to the Financial Statements are an integral part of this statement.
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Governmental Activities

Total Internal

Enterprise Service

Funds Funds
511,521 $ 69,783
142,286 63,084
335 13,729
- 441
119,724 1,971
766 -
750 219
212 323
40,297 9,164
10,136 13,047
826,027 171,761
53,940 98,492
- 11,170
- 714
24,868 585
1,305,087 41,798
190,512 26,530
1,574,407 179,289
2,400,434 351,050
60 99
6,243 2,473
33,712 1,398
2,493 417
86,127 31,489
9,823 -
2,770 24
3,633 12,872
78,865 -
6,966 -
4,221 97
212 323
1,024 1,132
23,051 8,370
259,200 58,694
2,165 44,803
7,086 -
26,232 4,760
27,817 8,468
5,816 2,149
639,872 49,254
16,994 2,329
725,982 111,763
985,182 170,457
877,771 12,522
5,365 -
6,206 -
98,296 -
346,268 -
739 -
62,336 -
25,455 6,258
(7,184) 161,813

1,415,252 $ 180,593




STATE OF ALABAMA

STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
Proprietary Funds

For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands) Business-tvpe Activities— Enterprise Funds
Unemployment State Alabama Alcoholic Nonmajor
Compensation Port Community Beverage Enterprise
Trust Authority College System Control Board Funds
OPERATING REVENUES
Charges for Goods and Services $ 0 $ 144,686 $ 191,354 $ 273,468 $ 46,339
Premiums and Contributions 463,073 - - - 14,337
Rents and Leases - - - - 728
Total Operating Revenues 463,073 144,686 191,354 273,468 61,404
OPERATING EXPENSES
Salaries, Wages, and Benefits - - 462,176 50,704 3,826
Utilities and Communications - - 25,361 3,228 207
Professional Services - - - 5,250 375
Supplies, Materials, and Operating Expenses - - 146,759 192,369 34,202
Interest 250 - 11,881 - -
Depreciation - 27,322 36,782 1,296 587
Claims and Benefits 696,352 - - 2 21,994
Operations and Maintenance - 72,264 - - -
General and Administrative - 16,616 - - -
Other - - 116,419 21,869 18
Total Operating Expenses 696,602 116,202 799,378 274,718 61,209
Operating Income (Loss) (233,529) 28,484 (608,024) (1,250) 195

NONOPERATING REVENUES (EXPENSES)

Taxes - - - 11,832 4,000
Grants 363,301 154 351,365 390 1,034
Investment Income 1,370 (1,042) 2,146 - 98
Other Nonoperating Revenues 10,190 3,066 7,494 3,411 46
Interest Expense (605) (17,983) - - (87)
Other Nonoperating Expenses (4,764) - (5,323) - -
Total Nonoperating Revenues (Expenses) 369,492 (15,805) 355,682 15,633 5,091
Income (Loss) Before Contributions and Transfers 135,963 12,679 (252,342) 14,383 5,286
Capital Contributions - 1,262 5,207 - -
Contributions to Endowments - - 40 - -
Transfers In 11,427 818 307,673 642 3,731
Transfers Out (16,218) (50) - (20,764) (11,081)
Increase (Decrease) in Net Assets 131,172 14,709 60,578 (5,739) (2,064)
Total Net Assets, October 1, 2011, as Restated (32,876) 279,102 962,887 (19,251) 26,734
Total Net Assets, September 30, 2012 $ 98,296 $ 293,811 $ 1,023,465 $ (24,990) $ 24,670

The Notes to the Financial Statements are an integral part of this statement.
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Governmental Activities

Total Internal
Enterprise Service
Funds Funds

$ 655847 $ 71,731

477,410 47,839
728 18,297
1,133,985 137,867
516,706 32,745
28,796 20,159
5,625 11,421
373,330 45,887
12,131 2,673
65,987 6,354
718,348 9,696
72,264 -
16,616 .
138,306 9,019
1,948,109 137,954
(814,124) 87)
15,832 -
716,244 241
2,572 8,173
24,207 329
(18,675) (140)
(10,087) (212)
730,093 8,391
(84,031) 8,304
6,469 -
40 -
324,291 10,493
(48,113) (168)
198,656 18,629
1,216,596 161,964

$ 1,415,252 $ 180,593




STATE OF ALABAMA

STATEMENT OF CASH FLOWS
Proprietary Funds

For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands)

Busine ss-tvpe Activities — Enterprise Funds

Unemployment State Alabama Alcoholic Nonmajor
Compensation Port Community Beverage Enterprise
Trust Authority College System Control Board Funds
Cash Flows from Operating Activities:
Receipts from Customer & User Charges $ 467,950 $ 142,613 $ 169,874 $ 271,083 $ 60,378
Receipts from Interfund Services - - - 29 -
Receipts from Operating Grants 476,702 - 122,014 - -
Receipts from Interfund Reimbursements 5,950 - - - -
Receipts from Other Operating Activities 10,190 - 10,011 15,525 4,574
Payments for Goods Held for Resale - - - (191,478) (32,438)
Payments for Other Goods & Services - (53,332) (288,621) (22,526) (24,087)
Payments for Employees Services - (33,925) (462,174) (45,465) (3,792)
Payments for Taxes, Fines, Penalties, & Similar Fees (55) - - - -
Payments for Interfund Services - - - (1,947) 6)
Payments for Other Operating Activities (157,408) - (209) (8,334) -
Payments for Claims (702,409) - - 2) -
Net Cash Provided by (Used In) Operating Activities 100,920 55,356 (449,105) 16,885 4,629
Cash Flows from Noncapital Financing Activities:
Receipts from Noncapital Financing Grants & Donations 4,927 - 231,307 - 1,038
Transfers from Other Funds for Noncapital Financing 7,946 - 306,810 553 3,731
Payments for Noncapital Financing Grants & Donations (5,562) - (2,561) - -
Transfers to Other Funds for Noncapital Financing (11,625) - - (17,320) (11,067)
Net Cash Provided By (Used In)
Noncapital Financing Activities 4,314) 0 535,556 (16,767) (6,298)
Cash Flows From Capital & Related Financing Activities:
Proceeds from Revenue Bonds & Other Capital Debt - - 61,380 - -
Receipts from Capital Grants & Contributions - 1,613 4,249 - -
Receipts from Sale of Capital Assets & Insurance Proceeds - 3,750 50 38 -
Payments to Acquire, Construct, & Improve Capital Assets - (24,623) (90,150) (812) (1,528)
Principal Paid on Revenue Bonds & Other Capital Debt - (7,895) (49,107) - (75)
Interest Paid on Revenue Bonds & Other Capital Debt - (20,397) (11,532) - 87)
Bond Issuance Cost - - (87) - -
Net Cash Provided by (Used in)
Capital and Related Financing Activities 0 47,552) (85,197) (774) (1,690)
Cash Flows From Investing Activities
Receipts from Sales & Maturities of Investments - - 24,676 - 2,000
Receipts from Interest & Dividends on Investments & Loans 633 1,138 2,147 - 98
Purchase of Investments - (701) (18,779) - (2,209)
Net Cash Provided By (Used In) Investing Activities 633 437 8,044 0 111
Net Increase (Decrease) In Cash and Cash Equivalents 97,239 8,241 9,298 (656) 3,470)
Cash Balance as Restated, October 1, 2011 11,280 24,054 312,246 36,689 16,540
Cash Balance, September 30, 2012 108,519 32,295 321,544 36,033 13,070
Add: Warrants Payable - - - 60 -
Cash and Cash Equivalents,
as Reported on Balance Sheet $ 108,519 $ 32,295 $ 321,544 $ 36,093 $ 13,070

The Notes to the Financial Statements are an integral part of this statement.
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Governmental Activities

Total Internal
Enterprise Service
Funds Funds

$ 1,111,898 $ 51,999

29 132,269
598,716 -
5,950 -
40,300 3,115
(223,916) (14,660)
(388,566) (71,283)
(545,356) (30,183)
(55) (1)
(1,953) 4,711)
(165,951) (30,978)
(702,411) (32,304)
(271,315) 3,263
237,272 -
319,040 10,454
(8,123) -
(40,012) (145)
508,177 10,309
61,380 -
5,862 -
3,838 143
(117,113) (3,208)
(57,077) (9,304)
(32,016) (2,928)
(87) -
(135,213) (15,297)
26,676 486,192
4,016 3,488
(21,689) (476,197)
9,003 13,483
110,652 11,758
400,809 57,926
511,461 69,684
60 99

$ 511,521 $ 69,783

Continued on next page...
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STATE OF ALABAMA

STATEMENT OF CASH FLOWS (Continued from Previous Page)

Proprietary Funds
For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands)

Busine ss-tvpe Activities — Enterprise Funds

The Notes to the Financial Statements are an integral part of this statement.
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Unemployment State Alabama Alcoholic Nonmajor
Compensation Port Community Beverage Enterprise
Trust Authority College System Control Board Funds
Reconciliation of Operating Income (Loss) to Net Cash
Provided (Used) by Operating Activities:
Operating Income (Loss) $ (233,529) $ 28,484 § (608,024) $ 1,250) $ 195
Adjustments to Reconcile Operating Income (Loss)
to Net Cash Provided by Operating Activities:
Due from Other Funds 41 - - 2 (10)
Accounts Receivable (244) (535) 557 (289) 479
Due From Other Governments 19 - - - -
Inventory - (356) 86 (930) (125)
Other Assets - (2,864) (506) - 24
Salaries Payable - 649 - 362 2)
Due to Other Funds 5,961 - - 851 17)
Accounts Payable 4,469 (1,547) (5,274) (2,843) (110)
Due to Other Governments (49,694) - - (707) -
Claims Payable - (130) - - (399)
Unearned Revenue - (1,538) (3,434) 1 (49)
Funds Held in Escrow - - 668 - 2)
Compensated Absences - 13 - 159 1
Other Post-employment Benefits - 2,541 - 4,445 40
Other Liabilities - 86 679 - (26)
Operating Interest Expense 250 - - - -
Depreciation - 27,322 36,782 1,296 587
Amortization Expense - 3,127 - - -
Nonoperating Revenues 373,647 154 129,361 15,788 4,043
Nonoperating Expenses - (50) - - -
Total Adjustments 334,449 26,872 158,919 18,135 4,434
Net Cash Provided (Used) by Operating Activities 100,920 $ 55,356 § (449,105) § 16,885 $ 4,629
Noncash Investing, Capital, and Financing Activities
Increase (Decrease):
Donations and Transfers In of Capital Assets - - - 140 -
Capital Assets Acquired by Capital Lease or Other Debt - - 153 - -
Disposals and Other Reductions to Capital Assets - (3,454) (5,703) (329) (40)
Capital Assets Acquired on Account - 2,839 - 130 94
Revenue Bond Amortizations and Other Debt Adjustments - (683) 1,402 - -
Interest Accruals and Other Adjustments 736 - - - -
Unrealized Gains (Losses) in Investment Fair Value - 925 361 - -
Transfers In (Out) 67 - - (3,296) -



Governmental Activities

Total Internal
Enterprise Service
Funds Funds
$ (814,124) $ 87)
33 1,998
(32) 17,976
19 -
(1,325) 72
(3,346) (5,185)
1,009 173
6,795 (285)
(5,305) (17,124)
(50,401) -
(529) (6,188)
(5,020) 75
666 -
173 213
7,026 2,110
739 2)
250 2,673
65,987 6,354
3,127 -
522,993 493
(50) 3)
542,809 3,350

$ (271,315) § 3,263

140 1,682
153 -
(9,526) (3,595)
3,063 3,897
719 217
736 511
1,286 4244

(3,229) 15



STATE OF ALABAMA

STATEMENT OF FIDUCIARY NET ASSETS

Fiduciary Funds
September 30, 2012

(Amounts in Thousands)

ASSETS
Cash and Cash Equivalents
Investments
Time Deposits
U.S. Treasury Securities
U.S. Agency Securities

State and Local Government Securities

Mortgage Backed Securities

Corporate Stocks

Corporate Bonds

Real Estate

Commercial Paper

International Stocks

Mutual and Money Market Funds
Receivables

Due from Other Funds

Employer Contributions Receivable

Member Contributions Receivable

Federal On-Behalf Contributions Receivable

Investment Sales Receivable
Accounts Receivable
Interest and Dividends Receivable
Securities Lending Collateral
Other Assets

Capital Assets, Net of Accumulated Depreciation

Capital Assets Not Depreciated
TOTAL ASSETS

LIABILITIES

Warrants Payable

Investment Purchases Payable

Salaries Payable

Due to Other Funds

Accounts Payable

Due to Other Governments

Claims Payable

Securities Lending Obligation

Deferred Revenue

Amounts Held in Custody for Others

Compensated Absences

Other Post-employment Benefits

Notes and Mortgages Payable
TOTAL LIABILITIES

NET ASSETS
Held in Trust for Beneficiaries

Held in Trust for Pension and Other Employee Benefits

TOTAL NET ASSETS

The Notes to the Financial Statements are an integral part of this statement.

Pension and Private-
Other Employee Purpose
Benefit Trust Agency
Trust Funds Funds Funds

$ 67,604 $ 54,721 $ 181,621
- - 2,000
1,540,444 48,488 34,880
519,375 22,721 -
- 2,960 10,490
860,232 79,763 3,460
13,916,299 4,420 -
5,794,950 133,308 1,950
2,855,669 840 -
1,183,399 - -
3,762,164 - -
358,705 901,623 594
- - 122
78,158 - -
57,469 - -
7,422 - -
52,226 3 -
5,637 - 18
128,655 2,930 -
2,002,569 5,616 294
200 - -
141,828 - -
7,620 - -
33,340,625 1,257,393 235,429
$ 42,041 $ 209 $ 21,572
81,058 22 -
2,077 37 -
3 4 -
1,784 43,408 519
- - 4,582
48,335 - -
2,002,569 5,616 294
2,390 - -
- - 208,462
4,470 66 -
5,180 79 -
1,000 - -
2,190,907 49,441 235,429
- 1,207,952 -
31,149,718 - -
$ 31,149,718 $ 1,207,952 $ 0
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STATE OF ALABAMA

STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
Fiduciary Funds

For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands)
Pension and Private-

Other Employee Purpose

Benefit Trust
Trust Funds Funds
ADDITIONS
Contributions:
Plan members $ 974970 $ 127,029
Employer 1,359,285 -
Federal On-Behalf 38,559 -
Total Contributions 2,372,814 127,029
Investment Earnings
Investment Interest and Dividends 1,034,005 32,543
Net Increase (Decrease) in Fair Value of Investments 3,697,290 125,794
Securities Lending Income 23,502 14
Total Investment Earnings 4,754,797 158,351
Less:
Investment Expense 7,732 -
Securities Lending Interest and Fees 6,678 4
Net Investment Income 4,740,387 158,347
Other Additions
Licenses and Fees 2,964 -
Miscellaneous 4,855 466
Total Other Additions 7,819 466
Total Additions 7,121,020 285,842
DEDUCTIONS
Benefit Payments and Refunds 3,454,526 175,292
Administrative Expense 36,954 7,620
Transfers Out 1 640
Total Deductions 3,491,481 183,552
Changes in Net Assets 3,629,539 102,290
Net Assets Held in Trust
for Beneficiaries, October 1, 2011, as Restated 27,520,179 1,105,662
Net Assets Held in Trust
for Beneficiaries, September 30, 2012 $ 31,149,718 $ 1,207,952

The Notes to the Financial Statements are an integral part of this statement.
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STATE OF ALABAMA

STATEMENT OF NET ASSETS
Component Units
September 30, 2012
(Amounts in Thousands)
Public Water
School and Housing Pollution University
College Mental Finance Control of
Authority Health Authority Authority Alabama
ASSETS
Cash and Cash Equivalents $ 214,646 S 63,436 $ 2,913 $ 1,493 $ 421,408
Investments 24,386 1 677,232 206,973 3,202,468
Due from Primary Government 14,449 170,397 - 5,700 -
Due from Component Units - 52,578 - - -
Investment Sales Receivable - - - - -
Accounts Receivable - - 193 - 370,599
Due from Other Governments - 2,605 - 417,233 -
Interest and Dividends Receivable - - 14,248 1,779 382
Mortgages, Notes, and Loans Receivable - - 351,414 - 141,241
Securities Lending Collateral 62 322 - 9 -
Inventory - 1,304 - - 25,471
Restricted Assets - - - - -
Other Assets 6,738 211 26,935 6,585 98,519
Capital Assets, Net of Accumulated Depreciation 10,044 20,426 - 65 2,739,798
Capital Assets Not Depreciated - 27,469 - - 336,944
Deferred Outflows - - - - -
TOTAL ASSETS 270,325 338,749 1,072,935 639,837 7,336,830
LIABILITIES
Warrants Payable 275 692 - - -
Investment Purchases Payable - - - - -
Salaries Payable - 8,467 - - -
Due to Primary Government - 12,317 - 3,242 -
Due to Component Units - 4 - - 52,578
Accounts Payable 7,104 59,343 186 135 292211
Interest Payable 34,199 111 17,754 954 -
Due to Other Governments 9,197 4,282 - 52,867 22,970
Securities Lending Obligation 62 322 - 9 -
Unearned Revenue - - 16,078 - 352,722
Amounts Held in Custody for Others - - 302,254 95 28,438
Noncurrent Liabilities:
Due Within One Year 163,325 2,363 38,356 27,155 52,012
Due In More Than One Year 2,339,388 77,083 364,318 187,193 1,682,804
TOTAL LIABILITIES 2,553,550 164,984 738,946 271,650 2,483,735
NET ASSETS
Invested in Capital Assets, Net of Related Debt 10,044 33,673 - 65 1,538,583
Restricted for:
Permanent - Expendable - - - - 574,592
Permanent - Non-expendable - - - - 656,249
Debt Service 44,340 4,038 259,519 368,746 -
Capital Projects - 11,154 - - -
Other Purposes - - - - -
Unrestricted (2,337,609) 124,900 74,470 (624) 2,083,671
TOTAL NET ASSETS $ (2,283,225) § 173,765 $ 333,989 $ 368,187 $ 4,853,095

The Notes to the Financial Statements are an integral part of this statement.
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University Public State

of Education Employees' Nonmajor Total
Auburn South Employees' Health Component Component
University Alabama Health Insur Insurance Units Units

$ 100,875 $ 122,620 $ 6835 $ 11918 $ 566,163 $ 1,512,307

1,356,443 426,680 203,447 214,025 417,384 6,729,039
- - - 713 714 191,973

- - - 8 4 52,590

- - - 653 22 675

48,780 63,937 3,319 486 226,689 714,003

- - 1,836 336 245,565 667,575

2,165 - 65 1,056 1,405 21,100
57,456 3,919 - 1,000 29,816 584,846

. . 42 10,881 1,580 12,896

4,692 - - - 9,926 41,393

- 95,627 - - 4,725 100,352

40,335 19,498 387 158 37,869 237,235
1,197,689 417,538 . 2,032 865,131 5,252,723
211,154 145,291 . - 296,552 1,017,410

- 4,889 - - 5,365 10,254
3,019,589 1,299,999 215,931 243,266 2,708,910 17,146,371
. . 35 3 416 1,421

- - - 1,456 49 1,505

2,401 - 182 386 5,288 16,724

- - 573 691 2,281 19,104

. . 1 4 3 52,590

70,024 53,995 94 4,514 71,562 559,168
12,641 - - - 5,066 70,725

- - - - 27,939 117,255

. . 42 10,881 1,580 12,896

179,443 44,706 . 4,180 157,474 754,603
23,448 - - - 15,600 369,835
36,384 17,939 63,929 42,379 41,297 485,139
794,254 446,596 961 2,035 1,034,935 6,929,567
1,118,595 563,236 65,817 66,529 1,363,490 9,390,532
740,943 227,340 - 2,032 613,974 3,166,654
168,284 10,323 - - 77,877 831,076
290,524 203,071 - - 126,000 1,275,844

- - - . 249,460 926,103

14,202 - - . 1,267 26,623
5,161 90,765 . . 43,286 139,212
681,880 205,264 150,114 174,705 233,556 1,390,327

$ 1,900,994 $ 736,763 $ 150,114 $ 176,737 $ 1,345,420 $ 7,755,839
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STATE OF ALABAMA

STATEMENT OF ACTIVITIES
Component Units

For the Fiscal Year Ended September 30, 2012

(Amounts in Thousands)

Public Water
School and Housing Pollution University
College Mental Finance Control of
Authority Health Authority Authority Alabama
Expenses $ 299,694 $ 904,645 $ 87,659 $ 22,607 $ 3,678,912
Program Revenues
Charges for Services 9,906 63,172 16,318 23,373 2,587,296
Operating Grants and Contributions - 35,035 53,822 18,392 768,771
Capital Grants and Contributions - - - - 68,974
Total Program Revenues 9,906 98,207 70,140 41,765 3,425,041
Net (Expense) Revenue (289,788) (806,438) (17,519) 19,158 (253,871)
General Revenues:
Payments from State of Alabama 219,293 781,125 - 90 457,758
Grants and Contributions Not Restricted to Specific Programs - 7,888 - - -
Unrestricted Investment Earnings 278 1 26,815 - 238,720
Miscellaneous - 104 - - 10,269
Contributions to Permanent Funds and Endowments - - - - 29,209
Extraordinary Items - - - - (761)
Total General Revenues, Contributions,

Special and Extraordinary Items 219,571 789,118 26,815 90 735,195
Change in Net Assets (70,217) (17,320) 9,296 19,248 481,324
Net Assets, October 1, 2011, as Restated (2,213,008) 191,085 324,693 348,939 4,371,771
Net Assets, September 30, 2012 $ (2,283,225) § 173,765 $ 333,989 $ 368,187 $ 4,853,095

The Notes to the Financial Statements are an integral part of this statement.

54



University Public State

of Education Employees' Nonmajor Total
Auburn South Employees' Health Component Component
University Alabama Health Insur Insurance Units Units

$ 895300 $ 627,939 $ 741,853 $ 427,606 $ 1,149,729 $ 8,835,944

486,375 459,449 741,229 425,638 533,457 5,346,213
207,499 29,368 8 19 255,856 1,368,770
17,195 15,525 - - 8,450 110,144
711,069 504,342 741,237 425,657 797,763 6,825,127
(184,231) (123,597) (616) (1,949) (351,966) (2,010,817)
247,583 104,391 - - 399,311 2,209,551

) . . : 134 8,022

61,739 26,972 778 10,304 20,995 386,602

- 30,939 - 1 3,023 44,336

570 3,764 - - 370 33,913
- - - - - (761)

309,892 166,066 778 10,305 423,833 2,681,663
125,661 42,469 162 8,356 71,867 670,846
1,775,333 694,294 149,952 168,381 1,273,553 7,084,993

$ 1,900,994 $ 736,763 $ 150,114 $ 176,737 $ 1,345,420 $ 7,755,839
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Reporting Entity

As required by generally accepted accounting principles, these financial statements present the State of Alabama (the primary
government) and its component units. Component units are legally separate organizations ("public corporations") for which the
primary government is financially accountable. Generally, the primary government is financially accountable if it appoints a voting
majority of the organization's board and it can either 1) impose its will on the organization, or 2) there is a financial benefit/burden
relationship. If the primary government does not control the board, it may be financially accountable if the organization is fiscally
dependent on the State. Organizations making up the primary government and its component units are summarized in the following
paragraphs.

1. Primary Government

All state departments, agencies, elected officials, boards, commissions, authorities, committees, halls of fame, educational institutions,
and other state organizations (hereafter referred to as "agencies") which are not legally separate are, for financial reporting purposes,
part of the primary government. All agencies and funds that operate from within the State Treasury, except those listed later as
component units, are part of the primary government. The following non-Treasury agencies operate largely independent of the control
of the State Comptroller, State Auditor, and State Treasurer, but lack the corporate powers to make them legally separate and are
therefore part of the primary government:

o Alabama Community College System

¢ Alabama Fire College

¢ Alabama Technology Network

o Aviation Hall of Fame

e Cahawba Advisory Committee

e Commercial Mobile Radio Service Board
¢ Dental Examiners Board

e Dental Scholarships Awards Board

o Gorgas Memorial Board

e Alabama Industrial Development and Training Institute
e Medical Examiners and Licensure Commission
® Motor Sports Hall of Fame

e Optometric Scholarships Awards Board

e Optometry Board

e Pharmacy Board

e Pilotage Commission

¢ Podiatry Board

o School of Fine Arts

o St. Stephens Historical Commission

o State Port Authority

e Women's Hall of Fame

2. Blended Component Units

Blended component units are legally separate but they exist solely to provide services (usually financing) exclusively to the State.
Because of this close relationship, they are blended with and reported as though they are a part of the primary government. All
references in the financial statements or elsewhere in these notes to the term "primary government" will encompass both the primary
government and the blended component units.

The following blended component units were created for the purpose of financing capital expenditures for the State. Each issues
revenue bonds that are limited obligations of the component unit. Their boards consist of state officials and specific state revenues are
pledged for bond repayment. Those marked with a 1 are currently inactive and had no financial balances or activity in the past fiscal
year.

o Agriculture Markets and Coliseum Authority ¥
o Corrections Institution Finance Authority
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e Federal Aid Highway Finance Authority

e Highway Authority

o Industrial Access Road and Bridge Authority f

e Toll Road, Bridge and Tunnel Authority f

e Judicial Building Authority

e Alabama Trade School and Junior College Authority
o Gulf State Park Authorityt

The Building Renovation Finance Authority has the same characteristics as those in the previous paragraph, but has the added
responsibility of operating, maintaining, and renting buildings in the capitol complex that are occupied by state departments.

The State Parks System Improvement Corporation renovates, improves, maintains, and constructs assets belonging to the State Parks
System. The six members of the Corporation are state officials.

The Forensic Science Bond Authority has the power to acquire, construct, and equip laboratories and other facilities for the State
Department of Forensic Sciences. The four members of the Authority are state officials. The Authority had no financial activity in
the past fiscal year.

The Alabama State Parking Deck Authority has the authority to sell bonds, operate, maintain, and rent space in a parking deck on a
block in the capitol complex. The Authority has remained inactive since the enabling legislation was passed.

The Educational Television Foundation Authority raises and manages money and property for the benefit of the Alabama Educational
Television Commission, a State agency. The Authority consists of thirteen members who are appointed by the Alabama Public
Television Commission. As a non-profit public corporation, the Authority provides financing flexibility that the Commission, as part
of the primary government, would not otherwise have.

The Public Health Care Authority was created solely to build, furnish, and maintain facilities for the use of the Department of Public
Health, a State agency, financing those facilities with debt issuances which are backed by leases with the Department. Three of the
seven board members are state officials but the remaining board members are not appointed by the State and the Authority is not
fiscally dependent on the State. The Authority is included in these financial statements because it would be misleading to exclude
them because of the close relationship with the State.

3. Discretely Presented Component Units

Discretely presented component units are organizations, which are legally separate and do not exist to provide services exclusively to
the primary government. Providing services to the citizens of the state is not considered the same as providing services to the primary
government institution. Financial information for discretely presented component units is segregated on the financial statements and
the notes in the "Component Unit" columns in order to emphasize that they are legally separate.

Most of the discretely presented component units have boards that are controlled by the primary government through the appointment
of a majority of the board members. The State has been determined to be financially accountable for each organization because it can
impose its will on each organization. Unless otherwise noted, financial accountability for each organization described below exists at
least in the ability of the State to modify the component unit's budget. Other manifestations of financial accountability may also exist.

For discretely presented component units whose boards are not controlled by the State, the organization has been determined to be
fiscally dependent on the State. Unless otherwise noted, fiscal dependency exists at a minimum in the State’s ability to modify the
component unit’s budget. Other manifestations of fiscal dependency may also exist.

When audited financial statements for a discretely presented component unit exist, the address at which such financial statements can
be obtained is included in the following paragraphs describing each component unit. For all other discretely presented component
units, complete financial statements may be obtained from the State of Alabama, Office of State Comptroller, RSA Union Building,
Suite 206, Montgomery, AL 36130-2602.

The Water Pollution Control Authority operates a revolving loan fund to aid municipalities in financing the construction of wastewater
treatment facilities. A five-member board of directors made up of ex officio members governs the Authority. Audited financial
statements of the Authority may be obtained from the Alabama Department of Environmental Management, 1400 Coliseum
Boulevard, Montgomery, AL 36130.
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The Alabama Drinking Water Finance Authority operates a revolving loan fund to aid local governments in financing the construction
of sanitary drinking water facilities. A five-member board of directors made up of ex officio members governs the Authority.
Audited financial statements of the Authority may be obtained from the Alabama Department of Environmental Management, 1400
Coliseum Boulevard, Montgomery, AL 36130.

The Department of Mental Health provides mental health services to the people of Alabama. The Governor of the State and the
commissioner of the Department constitute a public corporation and are advised by a sixteen-member board of trustees. The
commissioner and ten of the board members are appointed at the discretion of the Governor. The Mental Health Finance Authority
exists to provide financing services to the Department, is therefore a blended component unit of the Department, and is included in all
amounts reported for Mental Health.

The Crime Victims Compensation Commission awards compensation for economic losses arising from criminal conduct and works to
change laws to benefit crime victims. The Commission consists of three members who are appointed by the Governor.

The Tennessee Valley Exhibit Commission was created to operate a public exhibit based primarily on the history of and ongoing
activities of the Tennessee Valley Authority and various other public entities involved in energy research and development. The
sixteen-member Commission is appointed by the Governor. The building which housed the exhibit has been sold and the board is no
longer actively operating but it has not been legally dissolved by the legislature.

The State Industrial Development Authority issues bonds and uses the proceeds to make grants to local industrial development boards.
All members of the Authority are elected or appointed state officials.

The Alabama Education Foundation encourages donations of money for local school systems and invests the money for the benefit of
each local system. The Foundation is governed by a twelve-member board that is made up of state officials and other individuals
appointed by state authorities.

The Supercomputer Authority operates a supercomputer for the use of educational and governmental research institutions, private
businesses, and individuals. The twenty directors of the Authority are appointed by state officials.

The Public Education Employees’ Health Insurance Board operates a health insurance plan for employees of public school systems,
state junior colleges, colleges, universities, and related education administrative employees. The State does not appoint a majority of
the Board but the Board is fiscally dependent on the State. Audited financial statements of the board may be obtained at 201 South
Union Street, Montgomery, AL 36104-0001.

The State Employees’ Insurance Board operates health insurance plans for state employees and for employees of local governments.
The State does not appoint a majority of the Board but the Board is fiscally dependent on the State. Audited financial statements of
the board may be obtained at Suite 200, 201 South Union Street, Montgomery, AL 36104.

The boards of the four-year colleges of the State, except for the University of Alabama, are appointed by the State. Those colleges
are: Alabama A&M University, Alabama State University, Auburn University, Jacksonville State University, University of
Montevallo, University of West Alabama, University of North Alabama, University of South Alabama, and Troy University. The
University of Alabama board of trustees is not controlled by the State, but the University is subject to budgetary control by the State.
The Crimson Tide Foundation, Southern Research Institute, UAB Research Foundation, Triton Health Systems, L.L.C., and UAB
Hospital Management, L.L.C. are blended component units of the University of Alabama, therefore, are included in all amounts
reported for the University. The University of South Alabama includes the Professional Liability Trust Fund, the General Liability
Trust Fund, and the USA HealthCare Management, LLC as blended component units.

In addition to the blended component units, there are other legally separate, tax exempt organizations that are discretely presented
component units of the universities. These organizations generally exist to raise funds to benefit a specific university. Although the
university may not control the timing or amount of receipts from these foundations, the majority of resources that the foundations hold
and invest are restricted to benefit the activities of the universities by the donors. Because the resources are held for the benefit of the
universities, the foundations are considered discretely presented component units of the universities and are included in each of the
universities’ financial statements. For the University of Alabama, the University’s discretely presented component units are The
National Alumni Association of The University of Alabama, The Capstone Foundation, The 1831 Foundation, The Capstone Health
Services Foundation, The University of Alabama Law School Foundation, The Donor Advised Fund, and The University of Alabama
Huntsville Foundation. For Alabama State University, the Alabama State University Foundation, Inc. and the Trust for Educational
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Excellence at Alabama State University are component units. For Auburn University, the University’s component units are the
Auburn University Foundation, Tigers Unlimited Foundation, Auburn Alumni Association, Auburn Research and Technology
Foundation, and Auburn University Real Estate Foundation, Inc. The University of Montevallo Foundation is a component unit of the
University of Montevallo and is included in the amount reported for Montevallo. The University of South Alabama has three
component units, the University of South Alabama Foundation, University of South Alabama Health Services Foundation, and USA
Research and Technology Corporation. The Troy University Foundation is a component unit of Troy University. Jacksonville State
University’s component unit is Jacksonville State University Foundation, Inc. For the University of North Alabama, the University of
North Alabama Foundation is a component unit and is included in the amount reported for North Alabama. The Alabama A&M
University has two component units — The Alabama A&M University Foundation, Inc. and the Trust for Educational Excellence at
Alabama A&M University.

Complete financial statements for the universities which are audited by other auditors may be obtained at the following addresses:
Chief Fiscal Officer, University of South Alabama, Business Office AD 380, Mobile, AL 36688-0002; Office of the Vice President
for Business and Finance, Alabama A&M University, P.O. Box 369, Normal, AL 35762; Vice-President for Financial Affairs,
University of Alabama at Tuscaloosa, P.O. Box 870136, Tuscaloosa, AL 35487-0136; Office of Accounting and Financial Reporting,
The University of Alabama in Huntsville, 301 Sparkman Drive, Huntsville, AL 35899; Vice President for Financial Affairs and
Administration, University of Alabama at Birmingham, AB 1030, 1530 3" Avenue South, Birmingham, AL 35294-0110; Director of
Financial Reporting, Auburn University, 321 Ingram Hall, Auburn University, AL 36849-5161; Comptroller, Station 6061,
University of Montevallo, Montevallo, AL 35115-6000; Vice President for Fiscal Affairs, Alabama State University, 915 S. Jackson
Street, Montgomery, AL 36104.

The Alabama Institute for the Deaf and Blind (AIDB) is an educational institution governed by a fourteen-member board, twelve of
whom are appointed by the Governor. The Alabama Institute of Deaf and Blind Foundation, Inc. is a component unit of AIDB and is
included in the amount reported.

The Marine Environmental Sciences Consortium provides educational programs in marine sciences for the graduate and
undergraduate level and conducts research in marine sciences. The board of directors is composed of the chief executive officers of
the member institutions.

The Alabama Public School and College Authority issues bonds and uses the proceeds to fund capital construction projects in the local
school systems. The Governor, the finance director, and the state superintendent of education constitute the Authority.

The Tombigbee Valley Development Authority consists of six state officials who oversee the development of improvements along the
Tombigbee River.

The Higher Education Loan Corporation provides Alabama lending institutions with a secondary market for student loans made under
the federal guaranteed student loan program. Audited financial statements may be obtained from Alabama Higher Education Loan
Corporation, 1772 Platt Place, Montgomery, AL 36117.

The U.S.S. Alabama Battleship Commission consists of eighteen members appointed by the Governor. The Commission operates a
memorial park centered near the historic battleship.

The fourteen-member board of directors of the Housing Finance Authority is appointed by various state officials. The Authority sells
bonds and uses the proceeds to make it possible for lenders to make low interest rate mortgages available to low income home buyers.
The primary government does not affect the Authority's budget, but the legislature has historically limited the Authority's ability to
issue bonds. Audited financial statements may be obtained from the Authority, P.O. Box 230909, 2000 Interstate Park Drive, Suite
408, Montgomery, AL 36123-0909.

The Alabama Historic Ironworks Commission operates an historic park based on one of the State's early ironworks. Fourteen of the
eighteen members of the commission are appointed by the Governor. Part of the Commission's budget is subject to State control.

The Space Science Exhibit Commission operates the Alabama Space and Rocket Center along with the Space Camp. All eighteen
members of the Commission are appointed by the Governor and part of the Commission's budget is subject to State approval. Audited
financial statements may be obtained from the Commission at the Alabama Space and Rocket Center, P. O. Box 070015, Huntsville,
AL 35807-7015.

The Coosa Valley Development Authority oversees developments and improvements along the Coosa River. Six of the seven
members of the Authority are state officials.
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The Alabama International Airport Authority was created to develop an international airport in the State. The State controls the
appointment of only five of the ten members. All funding for the Authority was historically through the General Fund, so the
Authority is subject to full budgetary control. The Authority has received no funding for a number of years and is currently inactive.

The Historical Commission is responsible for the preservation of historic sites, buildings, and objects. The twenty-member
Commission is not controlled by the State, but the Commission's budget is subject to State control.

The Choctawhatchee Pea and Yellow Rivers Watershed Management Authority develops and executes plans for water conservation
and usage, flood control and prevention, water pollution control, wildlife habitat protection, and erosion control within the boundaries
of the Authority. The directors of the Authority are elected by local residents, but the Authority is subject to State budgetary control.

The Agricultural Museum Board exists to preserve and exhibit agricultural artifacts. The Board is not controlled by the State, but it is
subject to State budgetary control.

The Music Hall of Fame operates a public exhibit displaying music memorabilia in honor of Alabamians who have made a lasting
contribution to music. The Hall has both an independent board and is fiscally independent of the State. The Hall is included in these
financial statements because it would be misleading to exclude. The State has some limited budgetary influence and the State funded
the construction of the Hall's facilities with a general obligation bond issue.

The Historic Blakeley Authority preserves the historic site of the town of Blakeley and operates a park on the site. The Authority has
both an independent board and is fiscally independent of the State. The Authority is included in the reporting entity because the State
has some limited budgetary influence and the State provides the majority of the Authority's funding.

The Alabama Incentives Financing Authority was created to fulfill the State's financial commitments made to industries locating and
expanding in the State under the terms of legislation granting certain financial incentives. The Authority is made up of three state
officials and is authorized to issue bonds to fulfill the State's financial commitments.

The Revolving Loan Fund Authority was created to make grants to twelve regional planning commissions for the purpose of financing
local economic development projects. Four of the six members of the Authority are state officials.

The Alabama Twenty-first Century Authority was created to promote economic development and industrial recruitment. The
Authority can issue revenue bonds and pledge part of the proceeds of the settlement of the tobacco industry litigation to finance the
bonds. The Authority is made up of three state officials.

The Agricultural Development Authority promotes development of agriculture in the State by making low interest loans available to
persons engaged in agricultural operations. The seven-member board is made up of three state officials and four other persons
appointed by the State.

The Public Historical Sites and Parks Improvement Corporation renovates, improves, maintains, and constructs State owned public
historical sites and parks not under the jurisdiction of the Department of Conservation and Natural Resources as well as non-State
owned public historical sites and parks. The six members of the Corporation are state officials.

The Red Mountain Greenway and Recreational Area Commission is responsible for preserving, restoring, and promoting as a
greenway, recreational area, or historic site certain land in Birmingham which played an important role in the steel industry of the
State. The fifteen member Commission is not controlled by the State, but the Commission is fiscally dependent on the State.

4. Fiduciary Component Units

Component units that are fiduciary in nature are required by GAAP to be reported with the fiduciary funds of the primary government
rather than as discretely presented component units. In accordance with GAAP, primary government fiduciary funds and component
units that are fiduciary in nature are excluded from the government-wide financial statements.

The Employees’ Retirement System (ERS), a discretely presented component unit, operates several pension (and other employee
benefit) trust funds for the benefit of state and local governmental employees. The ERS is governed by a thirteen-member board of

control, seven of whom are either primary government officials or appointees of the Governor.

The Teachers’ Retirement System (TRS), a discretely presented component unit, operates a pension plan for the benefit of all
employees of public education institutions throughout the State. It is governed by a fourteen-member board, ten of whom are elected
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from among the member employees. The administrative budget of TRS is subject to approval by the State. Audited financial
statements for the TRS and ERS may be obtained from the RSA at 201 South Union Street, P.O. Box 302150, Montgomery, AL
36130-2150.

5. Excluded Organizations

Other entities have been examined but failed to meet the criteria for inclusion in the State's reporting entity. City and county boards of
education are legally separate organizations whose boards are not controlled by the State. They are fiscally dependent on both the
State and local government. It is more appropriate that they be included in a local government's reporting entity.

The Elk River Development Agency, Bear Creek Development Authority, Cahaba Trace Commission, and North Alabama Agriplex
Board are legally separate organizations whose boards are not controlled by the State nor are they fiscally dependent on the State. All
four of these organizations are excluded. The many local soil and water conservation districts are legally separate organizations which
have independent boards and are fiscally independent. In keeping with their independence, they are excluded from this report.

6. Sources of Information

The majority of state organizations, whether primary government or component unit, conduct their financial operations from the State
Treasury through the State's central accounting system under the supervision and review of the State Comptroller, State Treasurer, and
State Auditor. The source of information on these agencies is the State's central accounting system. For these agencies, the recording
of cash, warrants payable, encumbrances, salaries payable, compensated absences, most investments, most short-term payables, most
revenues, and most expenditures/expenses are controlled by the State Comptroller and/or the State Treasurer and are therefore subject
to extensive scrutiny. Accruals of revenues, a few accruals of expenditures/expenses, and all other accounts, such as depreciation,
capital assets, inventories, and capital leases, generally are based on data provided by the individual agencies. The data provided by
the agencies are reviewed and recorded once a year and are believed to be materially correct even though they are not generally
subject to extensive scrutiny by the State Comptroller, State Treasurer, or State Auditor.

There are some organizations and funds which meet the criteria for inclusion as part of the reporting entity even though they have the
authority to conduct their financial operations through bank accounts and accounting systems outside the State Treasury, independent
of the direct daily control of the State Comptroller, State Treasurer, and State Auditor. These non-Treasury agencies are included in
the financial statements based on information provided to the State Comptroller once a year by the agency or the agency's auditors.
Whenever possible, the non-Treasury agencies are reported as they appeared in the information submitted to the State Comptroller.
However, corrections or modifications have been made whenever required to comply with generally accepted accounting principles or
wherever necessary to ensure consistent statewide report presentation.

The following non-Treasury agencies and funds are included in this report:

a. Primary Government

e Alabama College Education Savings Trust Fund
e Alabama Community College System

e Alabama Health Insurance Plan

o Alabama Industrial Development Training Institute
e Alabama School of Fine Arts

e Alabama State Port Authority

o Alabama Fire College

e Alabama Technology Network

¢ Attorney General Outside Accounts

e Aviation Hall of Fame

¢ Blind Vendors Fund

e C.C. Smith Trust Fund

e Cahawba Advisory Committee

o Charlotte Thorn Endowment Fund

e Commercial Mobile Radio Service Board

o Corrections Bank Accounts and Agency Funds
o Corrections Canteen Funds

o Court System Local Accounts

¢ Dental Examiners Board

¢ Dental Scholarships Awards Board

o Department of Human Resources Local Funds and Child Support Funds
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o Educational Television Foundation Authority
o Geological Survey Library Revolving Fund

o Gorgas Memorial Board

¢ Hicks Memorial Endowment Fund

e High School of Math and Science

e Insurance Department Statutory Deposits

e Insurance Department Receivership

e Mary May Eliot Memorial Fund

e Medicaid Agency Lien Account

e Medical Scholarships Awards Account

o Medical Examiners and Licensure Commission
e Men’s Hall of Fame Outside Account

o Military Department Unit Funds

® Motor Sports Hall of Fame

o National Guard Canteen Funds

e Optometry Board

e Optometric Scholarships Awards Board

e Peace Officers' Annuity and Benefit Investment Account

e Pharmacy Board

e Pilotage Commission

e Podiatry Board

e Public Health Care Authority

e Public Health Local Funds

o Public Safety Narcotics Funds

o Sports Hall of Fame Checking Account

o St. Stephens Historical Commission

o State Bar Checking Account

o State Bar Client Security

e State Bar Foundation

o State Port Authority Hourly Pension Plan
o State Port Authority Railway Pension Plan
e Stonewall Jackson Memorial Fund

o Supreme Court Checking Account

o Supreme Court Law Library Checking Account
¢ Unemployment Compensation Funds

e Victims Services Fund

e W.V. Chambliss Trust Fund

e Women's Hall of Fame

® Youth Service Student Accounts and Local Funds

b. Discretely Presented Component Units

e Alabama Agricultural & Mechanical University
e Alabama Drinking Water Finance Authority
o Alabama Higher Education Loan Corporation
o Alabama Historic Ironworks Commission

o Alabama Housing Finance Authority

o Alabama Incentives Financing Authority

¢ Alabama Institute for Deaf and Blind

o Alabama State University

o Auburn University

e Historic Blakeley Authority

o Crime Victims’ Compensation Fund

e Jacksonville State University

e Marine Environmental Sciences Consortium
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e Mental Health Capital Projects - Bank Account
e Music Hall of Fame
e Red Mountain Greenway and Recreational Area Commission
o Space Science Exhibit Commission and
Space Science Exhibit Finance Authority
e Troy University
e U.S.S. Alabama Battleship Commission
e University of Alabama in Birmingham
o University of Alabama in Huntsville
o University of Alabama System Office
o University of Alabama in Tuscaloosa
o University of Montevallo
o University of North Alabama
o University of South Alabama
o University of West Alabama
e Water Pollution Control Authority

B. Government-Wide and Fund Financial Statements

1. Government-Wide Financial Statements

Government-wide financial statements include two basic financial statements: the Statement of Net Assets and the Statement of
Activities. The two statements report the State’s governmental activities separately from its business-type activities. Governmental
activities generally are financed through taxes, intergovernmental revenues, and other nonexchange revenues. Business-type activities
are financed in whole or in part by fees charged to external parties for goods or services. Fiduciary funds and fiduciary-type
component units are excluded from the government-wide financial statements.

The Statement of Net Assets presents the reporting entity’s non-fiduciary assets and liabilities, with the difference reported as net
assets. Net Assets are reported in three categories:

Invested in Capital Assets, Net of Related Debt consists of capital assets, net of accumulated depreciation and reduced by outstanding
balances for bonds, notes, and other debt that are attributed to the acquisition, construction, or improvement of those assets.

Restricted Net Assets result when constraints placed on net asset use are either externally imposed by creditors, grantors, contributors,
and the like, or imposed by law through constitutional provisions or enabling legislation.

Unrestricted Net Assets consist of net assets that do not meet the definition of the two preceding categories.

The Statement of Activities demonstrates the degree to which the direct expenses of a given function or segment is offset by program
revenues. Direct expenses are those that are clearly identifiable within a specific function. 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 and 2)
grants and contributions that are restricted to meeting the operational or capital requirements of a particular function. Taxes and other
items not meeting the definition of program revenues are reported as general revenue.

2. Fund Financial Statements

Separate fund financial statements are provided for governmental funds, proprietary funds, and fiduciary funds, even though the latter
are excluded from the government-wide statements. Major individual governmental funds and major individual proprietary funds are
reported as separate columns in the fund financial statements, with nonmajor funds being combined into a single column.

C. Measurement Focus, Basis of Accounting, and Financial Statement Presentation

1. Measurement Focus and Basis of Accounting

These financial statements are reported in conformity with generally accepted accounting principles (GAAP) unless otherwise noted
on the face of the statement or in the Notes to the Financial Statements. GAAP basis reporting differs considerably in some ways
from the budgetary and cash basis accounting under which the State budgets and operates.
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a. Accrual Basis

Under GAAP, the government-wide statements are reported using the economic resources measurement focus and the accrual basis of
accounting, as are the proprietary and fiduciary fund financial statements. Agency funds, however, do not have a measurement focus.
Revenues are recognized and recorded when earned and expenses are recorded when a liability is incurred for exchange and
exchange-like transactions, regardless of the timing of cash flows. For nonexchange transactions, revenues and expenditures and
related assets and liabilities are recognized as required by GASB Statement No. 33. For derived nonexchange transactions,
receivables and revenues are recognized when the underlying exchange has occurred. For imposed nonexchange transactions,
receivables are recognized when an enforceable legal claim has arisen. Revenues are recognized when resources are required to be
used or the first period that use is permitted.

Property taxes are recognized as revenues in the year for which they are levied. For government mandated nonexchange revenues
such as grants, GAAP require the recognition of assets, revenues, liabilities, and expenditures when all eligibility requirements have
been met and (for revenues) resources are available. Agency funds, fiduciary in nature, do not recognize revenues and expenditures.

The State has elected to exercise paragraph 6 of GASB Statement No. 20, "Accounting and Financial Reporting for Proprietary Funds
and Other Governmental Entities That Use Proprietary Fund Accounting." Statement No. 20, paragraph 6, requires that all proprietary
activities should apply all applicable GASB pronouncements as well as any Financial Accounting Standards Board (FASB)
Statements and Interpretations, Accounting Principles Board (APB) Opinions, and Accounting Research Bulletins (ARBs) of the
Committee on Accounting Procedure (CAP) issued on or before November 30, 1989, unless such FASB, APB, and CAP
pronouncements conflict with or contradict GASB pronouncements. FASB pronouncements issued after November 30, 1989, even if
they modify an applicable FASB, APB, or CAP pronouncement, are not applicable unless adopted by a GASB pronouncement.

b. Modified Accrual Basis

Governmental fund financial statements are reported using the current financial resources measurement focus and the modified accrual
basis of accounting. Under this focus, only current assets and current liabilities generally are included on the balance sheet. Revenues
are recognized as they become susceptible to accrual; generally when they are both measurable and available. Revenues are
considered to be available when they are collected within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the State generally considers tax revenues and court settlements to be available if they are collected within
sixty days of the end of the fiscal period. Revenues that the State earns by incurring obligations are recognized in the period when all
applicable eligibility requirements have been met and the resources are available. The State considers revenues earned by incurring
obligations to be available if they are collected within sixty days of the end of the fiscal period. Expenditures generally are recorded
when a liability is incurred, as under accrual accounting. However, expenditures related to debt service, compensated absences, and
claims and judgments are recorded only when payment is due and payable.

Under the modified accrual basis of accounting, recognition criteria are different for exchange and nonexchange transactions. For
exchange and exchange-like transactions, revenues and related current assets are recognized when measurable and available to finance
operations during the year or if available to liquidate liabilities existing at the end of the year. Therefore, in governmental fund
financial statements, revenues and the resulting assets are accrued at year-end only if the revenues are earned and the receivables are
expected to be collected in time to pay for liabilities in existence at the end of the period. Expenditures are recognized when the
related fund liability is incurred, except for items that are not expected to be liquidated with expendable available resources, such as
the long-term portion of compensated absences payable and capital lease obligations. Therefore, expenditures and the related
liabilities are accrued at year-end only when they are normally payable from current expendable funds. In order to determine which
revenues should be accrued, an arbitrary time limit is established. Revenues are recognized when measurable and available. The
State uses sixty days after fiscal year end as the time limit for the accrual of revenues. For nonexchange transactions, revenues and
expenditures and related assets and liabilities are recognized as required by GASB Statement No. 33. For income taxes, general sales
taxes, utility taxes, insurance premium taxes, general use taxes, gasoline taxes, motor fuels tax, electric public utility tax, and other
derived nonexchange transactions, receivables and revenues are recognized when the underlying exchange has occurred and the
resources are available. For property taxes, business privilege tax, and other imposed nonexchange transactions, receivables are
recognized when an enforceable legal claim has arisen. Revenues are recognized when resources are required to be used or the first
period that use is permitted and the resources are available. For property taxes, revenues are recognized if received within sixty days;
otherwise, deferred revenue is recognized. For federal grants and other government mandated nonexchange revenues, assets,
revenues, liabilities, and expenditures are recognized when all eligibility requirements have been met and (for revenues) resources are
available. For reimbursement-type federal grants, eligibility requirements are met when recipients incur allowable costs, not when
those costs are submitted for reimbursement.

Material accruals are for income taxes, general sales taxes, utility taxes, insurance premium taxes, general use taxes, gasoline taxes,
motor fuels tax, electric public utilities tax, property taxes, business privilege tax, nursing facility tax, pharmaceutical services tax,

federal grants, oil and gas royalties, investment sales receivables, and interest.
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2. Financial Statement Presentation

a. Major Funds

The State reports six major governmental funds. The General Fund is the State’s primary operating fund. It is used to account for
and report all financial resources not accounted for and reported in another fund. The Education Trust Fund accounts for the
revenues collected for the support, maintenance, and development of public education in Alabama. General sales and uses taxes,
income taxes, and utilities taxes are the primary revenues restricted to this fund. The Alabama Trust Fund consists of income from
the sale or lease of rights for offshore exploration and drilling for oil and gas off the Alabama coast. Investment income earned on the
trust balance is used to support the General Fund, Forever Wild Land Trust, and a variety of capital projects and debt service.
Medicaid accounts for the portion of the Medicaid program that is funded by Federal revenues and Medicaid provider taxes. The
Public Road and Bridge Fund accounts for highway construction, maintenance, and operations. Revenues in the fund consist of
federal revenues, gasoline taxes, and other motor fuel taxes. The Public Welfare Trust Fund accounts for the administration of a
broad range of social and protective services programs that provide financial assistance to individuals. Revenues restricted to the fund
include federal revenues, property taxes, and liquor and wine taxes.

The State reports four major enterprise funds. The Unemployment Compensation Trust accounts for the activities of the federal
unemployment insurance program including employer contributions, Federal Unemployment Trust advances, and benefit claims to the
unemployed. The State Port Authority was created to engage in promoting, developing, constructing, maintaining, and operating
harbors, seaports, and river ports within the State of Alabama. The Alabama Community College System accounts for the revenues
and expenses of the State’s Community and Technical Colleges, Athens State University, the Alabama Technology Network, and
Marion Military Institute. The Alcoholic Beverage Control Board was created to control alcoholic beverages through distribution,
licensing, and enforcement.

b. Nonmajor Funds
The State reports a number of nonmajor governmental funds, proprietary funds, and fiduciary funds.

Governmental Fund Types:
Special Revenue Funds account for the proceeds of specific revenue resources that are restricted or committed to specified purposes
other than debt service or capital projects. Examples include public health, education, and corrections.

Debt Service Funds account for financial resources that are restricted, committed or assigned to expenditure for governmental debt
principal and interest.

Capital Projects Funds account for financial resources that are restricted, committed, or assigned to expenditures for the acquisition,
construction, and improvement of major general governmental capital assets.

Permanent Funds account for resources that are legally restricted to the extent that only earnings, and not principal, may be used for
purposes that benefit the government or its citizenry.

Proprietary Fund Types:
Enterprise Funds report the activities for which fees are charged to external users for goods or services such as health insurance.

Internal Service Funds provide goods or services primarily to other agencies or funds of the State, rather than to the general public.
Examples include information technology, telecommunications, office building rentals, and the State Motor Pool. In the government-
wide statements, internal service funds are included with governmental activities. Eliminations have been made to minimize the
double counting of internal activity, including internal service fund type activity on the government-wide financial statements.

Fiduciary Fund Types:

Pension and Other Employee Benefit Trust Funds account for resources that are required to be held in trust for the members and
beneficiaries of the State’s defined benefit pension plans, deferred compensation plan, individual retirement accounts, post-
employment health care plans, and flexible employees’ benefit plans. The defined benefit pension plans include plans for state
employees, state police, some city and county employees, teachers, judges, peace officers, state dock employees, and circuit clerks of
the courts.

Private Purpose Trust Funds account for resources of all other trust arrangements in which principal and income benefit individuals,
private organizations, or other governments. The State’s largest private purpose funds are education related for either college tuition
benefits or local public schools. There are five endowment funds established by private citizens that the State manages as trustee for
local school systems and reports as Local Education Endowments. The Foundation for Local Schools was established so that the
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Retirement Systems of Alabama can use its investing expertise to get maximum return on investments for numerous small local school
foundations and trusts.

Agency Funds report assets and liabilities for deposits and investments entrusted to the State as an agent for others. The State has
agency funds that account for some taxes collected, payroll withholdings, child support payments, cash bonds, and other purposes.

D. Fiscal Year

The State fiscal year ends on September 30. One nonmajor component unit, the Alabama Space Science Exhibit Commission, has the
power to set its own fiscal year (Code of Alabama 1975, Section 41-10-307, as amended). The Commission has set its fiscal year to
end on the last Sunday in September. The difference in fiscal years has no material effect on the financial statements.

E. Assets, Liabilities, and Net Assets and Fund Balances

1. Cash and Cash Equivalents

Cash and Cash Equivalents, as reported on the financial statements (the government-wide and the fund financial statements), are under
the control of the State Treasurer or other administrative bodies as determined by law. The cash in all funds operating from the State
Treasury is pooled as treasury cash and invested by the State Treasurer. The State Treasurer has statutory authority to deposit treasury
cash in any available bank product in any bank or savings association that is a qualified public depository and that has been designated
as a state depositary according to law, so long as the bank or savings association agrees to pay interest on the money. Also, the State
Treasurer may invest in 1) bonds, notes, or treasury bills of the United States or in obligations of any agency or instrumentality of the
United States of America, including but not limited to the Federal Land Bank, Federal Home Loan Bank, Federal National Mortgage
Association, Federal Intermediate Credit Bank, banks for cooperatives, Resolution Trust Corporation, or any of its other agencies, or
in any other obligations guaranteed as to principal and interest by the United States, or in money market mutual funds which invest
solely in securities otherwise authorized by law; 2) obligations of the United States or its agencies under a repurchase agreement for a
shorter time than the maturity date of the security itself; and 3) commercial paper with the highest quality credit rating at the time of
purchase and in banker’s acceptances. All of the cash and investments in the State Treasury cash management pool are reported as
cash and cash equivalents because the pool is used essentially as a demand deposit account. Commercial paper is reported as an
investment regardless of the original maturity date. For funds operating outside the State Treasury, cash and cash equivalents
generally include demand deposit accounts, petty cash accounts, and short-term, highly liquid investments with a maturity date of
three months or less when purchased.

2. Receivables
In the government-wide and governmental fund financial statements, the largest receivables are amounts accrued for income taxes,
general sales taxes, utility taxes, insurance premium taxes, general use taxes, and property taxes as required by GASB Statement 33.

The second largest receivables are amounts due from other governments, consisting almost entirely of grants and reimbursements due
from the federal government where collectability is reasonably assured. Accordingly, no allowance for uncollectible accounts has
been established. Amounts due from local governments are not a significant portion of amounts due from other governments.

The property tax calendar for the State is simple. The levy date, the assessment date, and the lien date are all the same date — October
1. On October 1, the assessed value of all property is multiplied by the applicable rates to levy the property tax. On that date, the
State has a lien (a legal claim) against the property. The property tax is not due until October 1 the following year. The property tax
is paid in arrears between October 1 and December 31. After December 31, it is delinquent.

The most significant Accounts Receivable is recorded in the Alabama Trust Fund for oil and gas royalties earned on natural gas
produced in Alabama’s offshore waters. The primary government has minimal amounts of Notes and Loans Receivable, as such
agreements would constitute an illegal extension of credit by the State for any fund operating from the State Treasury. Interest and
Dividends Receivable includes amounts earned on investments, notes, mortgages, and loans receivable. Investment Sales Receivable
consists of amounts receivable for investments sold but the transaction was not settled before year-end.

For component units, the largest portion of Mortgages, Notes, and Loans Receivable consists of loans made by the Alabama Housing
Finance Authority. The mortgage loans of the Authority are carried at their unpaid principal balances less an allowance for loan
losses. Also included in this category are student loans owed to various Universities. The loans are reported net of an allowance for
uncollectible loans.
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Due from Other Governments as reported for the component units consists almost entirely of amounts owed by local governments.
Most of the amount consists of loans made to local governments by the Water Pollution Control Authority and the Drinking Water
Finance Authority. Accounts Receivable as reported for the component units are comprised primarily of amounts owed to colleges.

3. Interfund Activity and Balances

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of the fiscal year are reported
as either Due To Other Funds or Due From Other Funds. Any residual balances outstanding between the governmental activities and
business-type activities are reported in the government-wide financial statements as Internal Balances. Receivables and payables
involving fiduciary funds are presented as accounts payable or receivable on the government-wide Statement of Net Assets.

Eliminations have been made to minimize the double-counting of internal activity, including internal service fund type activity on the
government-wide financial statements. However, interfund services, provided and used between different functions, have not been
eliminated in order to avoid distorting the direct costs and program revenues of the applicable functions. Operating transfers between
governmental and business-type activities are reported at the net amount on the government-wide financial statements.

In the fund financial statements, transactions for services rendered by one fund to another are treated as revenues of the recipient fund
and expenditures/expenses of the disbursing fund. Reimbursements of expenditures/expenses made by one fund for another are
recorded as expenditures/expenses in the reimbursing fund and as a reduction of expenditures/expenses in the reimbursed fund.
Transfers represent flows of assets between funds of the primary government without equivalent flows of assets in return and without
a requirement for payment.

4. Inventories

Inventories of supplies in governmental fund financial statements are reported at cost using the purchases method. An inventory asset
account is reported on the balance sheet with an offset to Nonspendable Fund Balance. Inventories of materials and supplies on
proprietary fund financial statements are determined by both physical counts and through perpetual inventory systems and are valued
at the lower of cost or market. Valuation methods used on the proprietary and governmental fund financial statements include first-in
first-out, average cost, weighted average, and retail inventory method.

5. Investments

Investments as reported on the Statement of Net Assets include long-term investments. As required by GASB Statement No. 31,
“Accounting and Financial Reporting for Certain Investments and for External Investment Pools”, most investments are recorded at
fair value. Securities traded on national or international exchanges are valued at the last reported sales price at current exchange rates.
Short-term investments are reported at cost, which approximates fair value. Mortgage-backed securities are reported based on future
principal and interest payments discounted at the current interest rate for similar instruments. The fair value of real estate investments
held by pension plans and endowments is based on independent appraisals. Real estate investments held by Risk Management, an
internal service fund, are reported at cost less accumulated depreciation and less an allowance for any impairment in value. No
investments are recorded at amortized cost.

6. Restricted Assets

Assets required to be held and/or used as specified in bond covenants, other debt agreements, donor specifications, and court
settlements have been recorded as "Restricted Assets." These assets consist primarily of cash and cash equivalents, U.S. Treasury
obligations, certificates of deposit and mutual funds.

7. Capital Assets

Capital assets, including buildings, land, equipment, intangibles, and infrastructure (e.g., roads and bridges), are reported in the
applicable governmental or business-type activities columns in the government-wide financial statements. Most capital assets are
defined by the State as assets with an initial cost of at least $5,000 and have initial useful lives extending beyond a single reporting
period. Software and other intangibles must have an initial cost of at least $100,000. Capitalized assets are recorded at historical cost
or estimated historical cost if purchased or constructed. Donated capital assets are recorded at estimated fair market value at the date
of donation. The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend assets lives are
not capitalized. Major outlays for capital assets and improvements are capitalized as projects are constructed. Capital assets are
depreciated using the straight-line method over the following estimated useful lives:
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Assets Years

Buildings 40
Improvements Other than Buildings 25
Equipment 5-12
Software 10

Land, infrastructure, construction in progress and historical artifacts are not depreciated. The State has elected to apply the modified
approach to accounting for infrastructure (e.g., roadways, bridges, and tunnels). Under this approach, the infrastructure assets are not
depreciated because the State is committed to maintaining the assets at a minimum condition level that the Department of
Transportation (ALDOT) has determined to be adequate to meet the needs of the citizens. Costs for maintenance and preservation are
expensed in the period incurred. Additions and improvements are capitalized. The ALDOT maintains an inventory of all
infrastructure assets and performs regular condition assessments of those assets to establish that they are in fact being maintained at or
above the condition level established. ALDOT also makes an annual estimate of the cost necessary to maintain and preserve those
infrastructure assets at the target condition level. The cost of infrastructure reported includes historical costs from 1980 to the present
as required by GASB Statement No. 34 as well as historical costs preceding 1980.

Extensive project documentation is required to meet various Federal and State guidelines concerning the construction of infrastructure.
The completeness of this documentation affects the timing of project capitalization. The State capitalizes road and bridge
infrastructure annually when all costs for a project are incurred and all project documentation is satisfactorily completed, filed and
accepted with the appropriate entities. Projects that meet the cost and documentation criteria are closed and appropriate entries are
made to adjust the Infrastructure Construction in Progress and Infrastructure asset accounts annually. Due to the documentation
requirements, there can be substantial time lags between the date a project is put into service on the State’s roadway network and the
date the project is capitalized. A significant portion of Infrastructure Construction in Progress consists of projects that have been put
into service and maintenance costs could have been incurred.

8. Compensated Absences

Employees in permanent positions accrue annual leave at a rate of four hours and twenty minutes to nine hours and forty-five minutes
semi-monthly, depending upon their length of service. Upon separation from service, an eligible employee is paid for the actual
number of annual leave days he has earned, up to a maximum of sixty days, with the amount being computed on the basis of his daily
pay rate at time of separation multiplied by the number of days leave due.

Sick leave is accrued at a rate of four hours and twenty minutes semi-monthly. Employees may accumulate up to a maximum of 150
days sick leave. Employees may be compensated for one-half of the maximum accrued sick leave only upon retirement from state
service. The employee must have twenty-five years of service or have attained the age of 60 and have ten years of service to be
eligible to retire. State Troopers must have twenty-five years of service or have attained the age of 52 and have ten years of service to
be eligible to retire. If a state employee in the classified service dies while in active service to the State, the estate of the deceased
employee receives a payment of fifty percent of the accrued and unused sick leave, not to exceed 600 hours, which the employee was
credited with at the time of his or her death.

The monetary value of accumulated annual and sick leave payable upon termination or retirement is included in the government-wide
statement of net assets, proprietary fund financial statements, and fiduciary fund financial statements. In the governmental fund
financial statements, amounts reported are for unused, matured leave amounts payable to employees whose employment was
terminated by September 30. These amounts are paid to the employees during the first month after the end of the fiscal year so those
actual payments were used to compute the amount payable. Amounts not payable from expendable available resources (long-term
liabilities) are reported in the government-wide Statement of Net Assets.

The liability for compensated absences was computed using salary rates effective at fiscal year end including the employer's share of
social security and Medicare taxes payable and represents annual and sick leave earned up to the allowable ceilings. The sick leave is
calculated separately for vested and non-vested employees. Sick leave is subjected to an actuarially determined probability multiplier
that the employee will remain to retire and collect sick leave. The probability multipliers are as follows:

Vested Non-vested
Public Education Employees 85.2% 49.5%
State Employees 79.7 37.1
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9. Long-Term Obligations

Long-term debt is recognized as a liability in governmental fund financial statements when due, or when resources have been
accumulated in the debt service fund for payment early in the following year. For other long-term obligations, only that portion
expected to be financed from expendable available financial resources is reported as a liability in governmental fund financial
statements. The remaining portion of such obligations is reported in the government-wide financial statements. Long-term liabilities
expected to be financed from proprietary fund operations are accounted for in those funds in the proprietary fund financial statements.

10. Net Assets and Fund Balances
As discussed previously, net assets on the government-wide financial statements and the proprietary fund financial statements are
reported in three categories: (1) invested in capital assets, net of related debt; (2) restricted net assets; and (3) unrestricted net assets.

Fund balances reported in the governmental fund financial statements are classified as nonspendable, restricted, committed, assigned,
or unassigned. Nonspendable fund balance includes amounts that cannot be spent because they are either 1) not in spendable form,
such as inventory and long term receivables; or 2) legally and contractually required to be maintained intact, such as the principal of a
permanent fund. Restricted fund balances have constraints placed on the use of the resources that are either 1) externally imposed by
creditors, grantors, contributors, or laws of other governments or 2) imposed by law through constitutional provisions or enabling
legislation. Committed fund balances include amounts constrained by formal action of the State’s highest decision-making authority.
The authorization should have the consent of both the legislative and executive branches of government. Commitments may be
changed or lifted only through an equivalent formal high level action. Commitments are not considered to be legally enforceable by
an external party. External parties such as citizens or the judiciary can compel the State through legal action to honor restrictions but
not commitments. The State does not have any policy or procedure for establishing committed fund balances and none are reported in
these financial statements. Assigned fund balances are amounts that are constrained by the government’s intent to be used for specific
purposes. Assigned fund balances include 1) all remaining non-negative amounts reported in governmental funds other than the
General Fund and 2) amounts in the General Fund that are constrained by the State’s intent to be used for a specific purpose, but are
neither restricted nor committed. Intent is expressed by the State legislature or by its delegation to a State official. The State Finance
Department, under the legal authority of the State Finance Director, has established Fiscal Policies and Procedures which enable
agency heads to establish assigned amounts. Unassigned fund balance is the residual classification and only the General Fund can
report a positive unassigned fund balance. Negative unassigned fund balance can be reported in any governmental fund if
expenditures incurred for specific purposes exceeded the amount restricted, committed or assigned to those purposes.

When an expenditure is incurred for purposes for which both restricted and unrestricted fund balance is available, it is the State’s
policy to spend unrestricted fund balance before restricted. Unrestricted fund balance is considered spent in the following order:
unassigned, assigned, committed.

F. Proprietary Fund Operating Revenues and Expenses

Proprietary funds report operating revenues and expenses separately from non-operating items. Operating items generally result from
producing and delivering goods and services that are a normal part of the primary business of the fund. Operating expenses for
enterprise funds and internal service funds include the cost of sales and services, administrative expenses and depreciation on capital
assets. Revenues and expenses not meeting this definition are reported as non-operating revenues and expenses.

G. New Accounting Pronouncements

During the current fiscal year, the State implemented the following new accounting pronouncements:
e GASB Statement No. 57: OPEB Measurements by Agent Employers and Agent Multiple-Employer Plans, the Provisions
Related to the Frequency and Timing of Measurements
e GASB Statement No. 64: Derivative Instruments: Application of Hedge Accounting Termination Provisions, an Amendment
of GASB Statement No. 53
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NOTE 2 - FUND BALANCES/NET ASSETS

A. Restricted Net Assets

The Government-wide Statement of Net Assets reports $5.8 billion of restricted net assets for the primary government, of which
$293,660,000 is restricted by enabling legislation.

B. Restatements

Fund Balances and Net Assets as of October 1, 2011 have been restated for prior period adjustments necessary to conform to GAAP.
The Education Trust Fund was restated $(7,146,000) for taxes receivable that should have been reported in the Public Welfare Trust
Fund. The Public Welfare Trust Fund was restated $4,080,000 in total, which included the tax receivable of $7,146,000 and an
understatement of amounts due to the Medicaid Fund of $(3,066,000). Medicaid was restated $18,709,000 because due from other
funds was understated by $7,586,000 and due from component units was understated by $11,123,000. The funds which understated
the amounts due to Medicaid were the Public Welfare Trust Fund in the amount of $3,066,000 and various nonmajor special revenue
funds in the amount of $4,520,000. The amount due from component units was owed by Mental Health, a major component unit.

The Alabama Fire College and the Alabama Industrial Development and Training Institute (AIDT) were legally separated from the
Alabama Community College System (ACCS). The beginning balance for ACCS differs from the previous year by $(65,234,000),
which consists of $(15,639,000) for the Fire College separation, $(57,016,000) for the AIDT separation, $(261,000) in capital asset
restatements and $7,682,000 in restatements that consisted primarily of overstated liability for funds held in escrow. The Fire College
is reported in nonmajor proprietary funds as an enterprise fund and the AIDT is included in nonmajor governmental funds under
miscellaneous special revenue funds. The addition of AIDT to nonmajor governmental funds added $8,073,000 in fund net assets,
while $49,812,000 was added to governmental activities net assets for AIDT’s capital assets, and $(869,000) for AIDT’s long term
compensated absence liability.

Nonmajor governmental funds were stated differently by $60,543,000, which includes $8,073,000 for the AIDT separation discussed
in the previous paragraph, and restatements of $(4,520,000) for the above mentioned amounts due to the Medicaid Fund. Revenue
Allocated to Local Governments, a nonmajor special revenue fund, was restated $60,333,000 because due to other governments was
overstated. Nonmajor special revenue funds also were restated $369,000 for overstated compensated absences, $(976,000) for
understated accounts payable, $(573,000) for understated deferred revenue, and $(604,000) for overstated accounts receivable.
General Obligation Bond Projects, a nonmajor capital project fund, was restated $(1,589,000) for understated payables. The Marine,
Game, and Fish Endowment Fund, a permanent fund was restated $30,000 for overstated accounts payable.

The financial statements for nonmajor capital projects and nonmajor special revenue funds differ from last year’s financial statements
by an additional $81,749,000 because general obligation project money being used for grants were reclassified from capital projects to
special revenue funds.

The State Port Authority was restated by $(32,309,000) for errors in capital asset depreciation.
The Alabama Health Insurance Plan, a nonmajor enterprise fund, was restated $(111,000) because claims payable were understated.

On the government-wide financial statements, beginning net assets for governmental activities were restated from $22,795,295,000 to
$22,967,330,000, an increase of $172,035,000. Included in this restatement is $76,186,000 in the governmental funds discussed
above. Additionally, there are restatements of $96,537,000 in governmental capital assets and $(688,000) in governmental long-term
debt. The increase in governmental capital assets includes the $49,812,000 in AIDT capital assets discussed earlier. The remaining
$46,725,000 in capital asset restatements occurred primarily because buildings were understated. The $(688,000) in governmental
long-term debt consisted of AIDT’s $(869,000) in compensated absences and $181,000 in compensated absences for the High School
of Math and Science.

Mental Health, a major component unit, was restated $(11,861,000), of which $(11,123,000) was for the amount owed to the Medicaid
Fund, and $(368,000) in capital asset restatements and $(370,000) in understated federal receivables.

Alabama Agricultural and Mechanical University, a nonmajor component unit, was restated by $4,407,000, primarily for
understatement of grants receivable.
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Among other nonmajor component units, the Historical Commission was restated of $(194,000) for capital asset overstatements, Red
Mountain Recreation Commission was restated $(84,000), and West Alabama University was restated $609,000.

C. Fund Balance/Net Assets Deficits

1. Primary Government

The Education Trust Fund, a major governmental fund, had a deficit in unassigned fund balance of $291,831,000. The fund owes the
Alabama Trust Fund $422,978,000 that was borrowed from the Rainy Day Trust Account in fiscal year 2009 under the provisions of
Amendment 803 of the Constitution of Alabama of 1901.

The Medicaid Fund, a major governmental fund, had a deficit unassigned fund balance of $37,386,000. The deficit is the result of the
accrual of claims outstanding at September 30, 2012. The expense is recognized in fiscal year 2012 along with a receivable for the
federal share of the claims. The State matching money will not be available until fiscal year 2013 when the claims are paid.

The Alcoholic Beverage Control Board, a major proprietary fund, had a deficit in unrestricted net assets of $26,774,000, with a total
net asset deficit of $24,990,000. The deficits are largely due to the accrual of liabilities for compensated absences, salaries payable,
other post-employment benefits, and profits currently due to other funds. The Board, by law, operates on a cash basis and is required
to distribute 100 percent of its profits as transfers to other funds.

Other Internal Service Funds, a nonmajor proprietary fund, had a deficit in unrestricted net assets of $401,000 and an overall deficit in
net assets of $376,000 created by the accrual of other post employment benefits.

The Flexible Employees’ Benefits Board, an Other Employee Benefit Trust Fund, had deficit net assets of $781,000. The Board owes
the State Employees’ Insurance Board, a major component unit, $1,000,000. The Board also has liabilities to employees for health
care and dependent care reimbursements. The fund does not break even on those employee liabilities until the end of December
because benefits are paid out on a calendar year basis.

2. Component Units

The Public School and College Authority, a major component unit, had a deficit in unrestricted net assets of $2,337,609,000 causing a
deficit in total net assets of $2,283,225,000. The Authority issues bonds to raise money for grants which are made to local school
systems and component unit universities for the construction and improvement of educational buildings owned by those systems. The
bonds will be repaid with future tax revenues pledged by the primary government.

Water Pollution Authority, a major component unit, had a deficit in unrestricted net assets of $624,000 but a positive balance in net
assets of $368,187,000.

Drinking Water Finance Authority, a nonmajor component unit, had a deficit in unrestricted net assets of $207,000 but a positive
balance in overall net assets of $176,745,000.

The Space Science Exhibit Commission, a nonmajor component unit, had a deficit in unrestricted net assets of $7,630,000 and
positive overall net assets of $32,535,000. Nearly all of the Commission’s assets are either restricted or capital assets.

The Incentives Finance Authority, a nonmajor component unit, had a deficit in unrestricted net assets of $126,887,000 with an overall
deficit in total net assets of $75,852,000. The Authority issues bonds to raise money to fund commitments for economic development
grants to industries relocating to Alabama and therefore the Authority accumulates few assets. The resources to pay the debt will
come from future tax revenues pledged by the primary government.

The Revolving Loan Fund Authority, a nonmajor component unit, had a deficit in unrestricted net assets and in total net assets of
$19,334,000. The Authority issues bonds for making grants to Regional Planning and Development Commissions to be utilized as
revolving loans by the grantees. The resources to repay the debt will come from future tax revenues pledged by the primary
government.
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D. Education Trust Fund Budget Stabilization Fund

Act 2011-003 creates an Education Trust Fund Budget Stabilization Fund. This fund will generally be used to reduce any future
proration in the Education Trust Fund (ETF). The fund will receive money only when the ETF has revenues in excess of an
appropriation cap defined in the Act. The cap will be the sum of recurring revenues deposited into the ETF in the last completed fiscal
year preceding the calculation year adjusted up or down by: (1) the average annual percentage change in recurring revenues in the 15
completed fiscal years preceding the date on which the calculation is made; (2) if the percentage growth in the ETF for the last
completed fiscal year exceeds the 15 year average growth rate, an amount equal to 40 percent of the growth in the last completed year
is added to the cap; (3) up to 95 percent of any new revenue enacted for the ETF; and (4) any nonrecurring revenue. The Finance
Director and the Legislative Fiscal Officer must certify their computation of the cap at the same time as the certification required by
Amendment 803 to the Constitution of Alabama of 1901 (prior to the third day of each Regular Session). Amounts in the ETF Budget
Stabilization Fund may be withdrawn only to prevent proration in the ETF. The Governor must certify to the State Comptroller and
notify the Legislature that proration would occur in the ETF before funds may be withdrawn. While the calculation of the
appropriation cap does not begin until fiscal year 2013, the ETF Budget Stabilization Fund has a balance of $40,000,000 because the
legislature made a supplemental appropriation to the fund in fiscal year 2012.

NOTE 3 - ASSETS

A. Cash Deposits

The State Treasurer has statutory authority to deposit treasury cash in any available bank product in any bank or savings association
that is a qualified public depository and that has been designated as a state depositary according to law.

Bank deposits of both the primary government and its component units are entirely insured by Federal depository insurance or
protected under the Security for Alabama Funds Enhancement (SAFE) Program. The Code of Alabama 1975, as amended, requires all
State organizations, including component units, to deposit monies in a bank that participates in the SAFE Program. The SAFE
Program is a multiple financial institution collateral pool. The SAFE Program requires State treasury cash to be deposited in a
financial institution designated by the State Treasurer as a qualified public depository. Each qualified public depository is required to
pledge collateral in accordance with the rules established by the SAFE Board of Directors. In the event that a qualified public
depository defaults or becomes insolvent and the pledged collateral is insufficient to satisfy the claims of public depositors, the Code
of Alabama 1975, Section 41-14A-9(3) authorizes the State Treasurer to make assessments against the other qualified public
depositories in the pool so that there will be no loss of public funds. Also, all other public funds not managed by the State Treasurer
are required to be deposited in a qualified public depository or placed through a qualified public depository which arranges for the
funds to be deposited in federally insured banks or savings associations so that the funds and accrued interest earned on them are fully
insured by the Federal Deposit Insurance Corporation and, at the same time, the qualified public depository receives or is credited with
deposits from other banks or savings associations in an amount equal to or greater than the amount it arranged to be deposited in other
banks and savings associations.

B. Investments

Investments are made in accordance with the statutes creating the various agencies of the State of Alabama. The following describes
the investments made by the major investing agencies of the State:

1. Primary Government

State Treasurer - The State Treasurer may legally invest state funds in 1) bonds, notes, or treasury bills of the United States or in
obligations of any agency or instrumentality of the United States of America, including but not limited to the Federal Land Bank,
Federal Home Loan Bank, Federal National Mortgage Association, Federal Intermediate Credit Bank, banks for cooperatives,
Resolution Trust Corporation, or any of its other agencies, or in any other obligations guaranteed as to principal and interest by the
United States, or in money market mutual funds which invest solely in securities otherwise authorized by law; 2) obligations of the
United States or its agencies under a repurchase agreement for a shorter time than the maturity date of the security itself; and 3)
commercial paper with the highest quality credit rating at the time of purchase and in banker’s acceptances.
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Alabama Trust Fund — Investments are limited to those authorized by law for the Retirement Systems of Alabama. The investments
authorized for the Retirement Systems are described later in this section.

Prepaid Affordable College Tuition (PACT) Program - The State is responsible for the management of the investments of the PACT
program, although the investments are not property of the State. The funds may be invested in any instrument, obligation, security or
property that constitutes legal investments for investment of public funds in the State, including legal investments of the State
Treasurer and the Alabama Trust Fund that are deemed most appropriate by the PACT Board.

Alabama College Education Savings (ACES) Plan — The Board of Trustees administers the program. The Board of Trustees has
entered into a contract with UBT 529 Fund Services (Union Bank), a division of Union Bank and Trust Company. Union Bank is the
Program Manager and the Board of Trustees has delegated day to day administration to the State Treasurer. The investment
alternatives are made available through investment portfolios each of which represents a separate, segregated portfolio of investments
in mutual funds.

2. Fiduciary Funds

Retirement Systems of Alabama (RSA) - The RSA administers the Teachers’ Retirement System (TRS), Employees’ Retirement
System (ERS), and Judicial Retirement Fund (JRF). RSA may invest in any types of investments that the Board of Control of each
individual system approves. Each Board is limited only by the "Prudent Man Rule" which requires it to use due care, skill, prudence,
and diligence under the prevailing circumstances that a prudent man acting in a like capacity and familiar with such matters would use
in investing.

Deferred Compensation Plan (RSA-1) — A deferred compensation plan is administered by the Retirement Systems of Alabama (RSA).
The plan is named the Public Employees' Individual Retirement Account/Deferred Compensation Plan, and is commonly referred to as
RSA-1. By law, RSA-1 investments are made under the same rules, regulations, conditions, and guidelines governing the RSA.

3. Component Units

Alabama Water Pollution Control Authority - The Authority is authorized to invest in (a) any debt securities that are direct or general
obligations of the U. S.; (b) any debt security unconditionally guaranteed (principal and interest) by the U. S.; and (c) repurchase
agreements collateralized by securities of the type described in (a) and (b) above with any commercial bank, of such broker/dealer
subject to the Securities Investors' Protection Corporation jurisdiction or any commercial bank, if such broker/dealer or bank has an
uninsured, unsecured, and unguaranteed obligation rated "Prime-1" or "A3" or better by Moody's Investor Service, Inc., and "A-1" or
"A-" or better by Standard & Poor's Corporation.

Alabama Housing Finance Authority - The Authority is authorized to invest in bonds or other obligations issued or guaranteed by the
U.S. Government, or any agency thereof, or the State of Alabama. In addition, the Authority may invest in interest-bearing bank and
savings and loan association deposits, any obligations in which a State-chartered savings and loan association may invest its funds,
any agreement to repurchase any of the foregoing, or any combination thereof. Each of the trust indentures established under the
Authority's mortgage revenue bond programs contain further restrictions on the investment of non-expended bond proceeds; however,
each trust indenture must be consistent with the Authority's authorizing legislation with respect to the definition of eligible
investments. The Authority's program investments consist of Government National Mortgage Association (GNMA) or Federal
National Mortgage Association (FNMA) pass-through certificates, all of which are pledged as security for the mortgage revenue
bonds.

Other investments include temporary and debt service reserve funds established under the provisions of various trust indentures, and
investments of the Authority's general and housing assistance funds.

Investments Made by Colleges and Universities - The colleges and universities invest funds in accordance with the applicable limits
set forth in the gift instruments, Board of Trustees guidelines, or other applicable laws. Certain bond indentures require that the bond
funds invest all amounts in federal securities or eligible certificates. In accordance with GASB Statement No. 31, most investments
are stated at fair value.
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The State’s investments at September 30, 2012, are as follows:
Investment Types and Fair Value

(Amounts in Thousands)
Fiduciary Funds

Governmental Business-Type (including Fiduciary Discretely Presented

Investment Types Activities Activities Component Units) Component Units
U S Treasury Strips $ 1,947  § -3 78 8 16,277
Other U S Government Guaranteed Securities 702,872 13,648 1,648,927 723,387
U S Agency Securities 519,667 8,079 567,234 735,627
State and Local Government Securities 11,170 - 13,450 8,426
Mortgage Backed Securities 744,096 25 947,898 654,027
Commercial Paper 46,993 - 1,176,581 258,054
Corporate Bonds 656,471 45 2,602,152 470,029
Private Placements - - 3,328,057 39,997
Repurchase Agreements - - - 61,907
International Bonds 6,610 - - 120,972
Bond Mutual Funds 48,775 1,448 636,243 1,086,304
Domestic Equities 600,151 1,087 13,920,718 524,662
International Equities 148,416 209 3,762,164 16,983
International Equities Mutual Funds 62,390 - - -
Other Mutual Funds 198,543 99 621,548 1,569,619
Real Estate 76,689 230 2,856,508 419,174
Commingled Funds - - - 114,221
Guaranteed Investment Contracts - - - 38,374
$ 3,824,790 $ 27,020 $ 32,081,558 $ 6,858,540

Reconciliation to the Government-wide Statement of Net Assets and Statement of Fiduciary Net Assets

Investments Per Investment Note $ 3,824,790 $ 27,020 $ 32,081,558 $ 6,358,540
Certificates of Deposit T 27,999 61,931 2,000 28,304
Money Market Accounts - Savings T 79,728 111,092 9,950 271,681
Other Cash Equivalents (581,492) (3,817) (54,774) (238,956)
Investments Classified as Restricted Assets T (12,298) - - -
Repurchase Agreements 1 - - - (36,920)
Foundations and pooled investments § - - - (153,610)
Investments per Statements $ 3,338,727 $ 196,226 $ 32,038,734 $ 6,729,039

T Investment types not required to be presented in the investment credit note.

+1 Short-term repurchase agreements are included as cash equivalents; however these investments are subject to
investment risk disclosures.

§ University foundations follow the investment reporting requirements of the FASB and are not subject to GASB
disclosure requirements. For this reason some of the investment information is not available. Also, investments
of affiliated entities are included in an investment pool. The investment information that is available is being disclosed.

C. Investment Risks

1. Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. Nationally recognized
statistical rating organizations provide ratings of debt securities quality based on a variety of factors, such as the financial condition of
the issuers, which provide investors with some idea of the issuer’s ability to meet its obligations.
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The ratings of the State’s investments as of September 30, 2012 are presented below.

Ratings of Fixed Maturities (Amounts in Thousands)

Business- RSA Other
Standard Governmental Type Fiduciary Fiduciary Component

Moody's & Poor's A ctivities A ctiv ities Component Units Funds Units
Aaa 879,258 $ 16,581 $ 2,019,824 852,789 $ 1,767,918
AAA 7,624 - - 10,310 48,342
Aal 17,994 - 12,599 111,242 13,692
AA+ 4,545 - - 63,996 -
Aa2 37,129 32 15,621 8,955 13,593
AA 8,181 - - 3,468 115,664
Aa3 38,384 108 90,177 23,848 761
AA- 2,860 - - 5,013 -
Aa - - - 516 15,600
Al 73,381 46 142,782 57,094 16,205
A+ 1,417 - - 3,361 -
A2 66,059 88 181,574 75,180 7,560
A 7,814 - - 7,358 232,099
A3 90,315 51 243,111 88,864 6,123
A- 14,914 - - 13,658 -
A - - - 2,071 -
P1 9,613 - 276,821 126,590 100,961
P2 78,791 - 869,457 257,699 239,992
Baal 63,252 24 390,000 117,745 6,858
BBB+ 4,841 - - 8,351 -
Baa2 136,942 98 486,454 158,074 10,784
BBB 5,948 - - 13,947 87,216
Baa3 38,284 32 121,981 52,245 4,106
BBB - 3,529 - - 9,495 -
Baa - - - 339 -
Ba - 33 - - -
Bal 10,411 - 94,870 30,461 1,433
BB+ 239 - - 387 -
Ba2 1,255 - - - -
BB 488 - - 366 9,342
Ba3 7,734 - 10,364 2,943 135
BB- 183 - - - -
Bl 2,073 - 20,732 6,174 418
B+ 9 - - 123 -
B2 3,142 - - - -
B 1,774 - - 366 4,824
B3 1,025 - - - -
B- 50 - - 154 -
B - - - - 22
Caal 3,555 - - - -
Caa2 1,943 - - - -
CcccC 1,285 - - 2,582 -
Caa3 3,708 - - - -
CC 703 - - 1,096 -
Ca 736 - - - -
C 265 - - - 2,946
D 1,992 - - 1,132 -
U S Govt Guaranteed Securities § 929,041 5,478 10,465 113,926 669,799
Not Rated 177,335 1,954 3,362,803 339,067 960,609
2,740,021 $ 24,525 $ 8,349,635 2,570,985 $ 4,337,002

§ U S Govtrated Aaa (Moody's) and AA+ (Standard & Poor's)

T Consists primarily of private placements and bon d m utual funds that are not rated.
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The investment policy for the State Treasurer was mentioned earlier. The investments allowed are U.S. government or agency
securities, repurchase agreements backed by U.S government or U.S. government agency securities, or mutual funds investing in U.S
government or U.S. government agency securities. The U.S. government and U.S. government agency securities are rated Aaa or
AA+. Bond mutual funds may or may not be rated.

As mentioned earlier the investments of the Alabama Trust Fund are limited to those authorized for the Retirement Systems of
Alabama. Domestic fixed-maturity investments may consist of rated or non-rated securities. International fixed-maturity investments
may consist of securities with a rating of at least A by one of the principal rating agencies at the time of purchase or acquisition,
except that up to 2 percent of the fair value of each System’s total portfolio may be invested in obligations of sovereign countries with
arating of BBB or BAA at the time of purchase. The Systems may hedge against the possible adverse effects of currency fluctuations
on each System’s portfolio of international fixed income obligations when it is considered appropriate. Short-term investments may
consist of commercial paper rated at least A-2 and/or P-2, repurchase agreements, short-term U.S. securities, and other money market
investments.

2. Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the fair value of those investments.
The Treasurer’s Office investment guidelines state that the maximum effective maturity of any purchase will be five years. Market
accepted average life at time of purchase shall be used in lieu of final maturity for the purpose of maturity acceptability of mortgage-
backed securities. Average effective duration should be plus or minus 30 percent of the index duration. The portfolio is benchmarked
against the Barclays Capital 1 - 3 Year Government Index.

The fair value of fixed-maturity investments fluctuate in response to changes in market interest rates. Increases in prevailing interest
rates generally translate into decreases in fair value of those instruments. The fair value of interest sensitive instruments may also be
affected by the creditworthiness of the issuer, prepayment options, relative values of alternative investments, and other general market
conditions. Certain fixed maturity investments have call provisions that could result in shorter maturity periods.

The investment policy of the Alabama Trust Fund states that the portfolio’s average duration is not to exceed 1.5 times that of the
benchmark index.

As of September 30, 2012 the State had the following investments and maturities:

Governmental Activities
(Amounts in Thousands)

Maturityin Years at Fair Value

Less More Total

Investment Type Than 1 1-5 6-10 Than 10 Fair Value
U S Treasury Strips $ - $ 1,013 $ B4 3 - S 1,947
Other U S Government Guaranteed Securities 9,230 465,587 150,126 77,929 702,872
U S Agency Securities 12,273 371,345 47,879 87,670 519,667
State and Local Government Securities - 2,714 51 8,405 11,170
Mortgage Backed Securities 8 42,755 47,491 653,842 744,096
Comnercial Paper 46,993 - - - 46,993
Corporate Bonds 27,387 281,391 237,118 110,075 656,471
International Bonds - 3,885 2,683 2 6,610
Bond Mutual Funds 47,398 1,377 - - 48,775

Total $ 143,289 $ 1,171,067 $ 486,282 $ 937,963 $ 2,738,601
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Business-Type Activities
(Amounts in Thousands)

Maturity in Years at Fair Value

Less More Total

Investment Type Than 1 1-5 6-10 Than 10 Fair Value
U S Government Guaranteed Securities $ 2,131 $ 5,226 $ 108 $ 6,183 $ 13,648
U S Agency Securities 1,462 5,841 51 725 8,079
Mortgage Backed Securities - 754 25 146 925
Corporate Bonds 20 145 111 149 25
Bond Mutual Funds 1,066 246 84 52 1,448

Total $ 4,679 $ 12,212 $ 379 $ 7,255 $ 24,525

Retirement Systems of Alabama
(Fiduciary Component Units)
(Amounts in Thousands)

Maturity in Years at Fair Value

Less More Total

Investment Type Than 1 1-5 6-10 Than 10 Fair Value
U S Government Guaranteed Securities $ 264 $ 392,541 $ 646,484 $ 53,029 $ 1,092,318
U S Agency Securities 236 172,306 177,615 29,003 379,160
Mortgage Backed Securities 24 1,820 19,127 599,528 620,499
Commercial Paper 919,195 - - - 919,195
Corporate Bonds 136,356 730,242 536,380 412,482 1,815,460
Private Placements - 706,874 44,154 2,544,892 3,295,920
Bond Mutual Funds 227,083 - - - 227,083

Total $ 1,283,158 $ 2,003,783 $ 1,423,760 $ 3,638,934 $ 8349,635
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Other Fiduciary Funds
(Amounts in Thousands)

Maturity in Years at Fair Value

Less More Total
Investment Type Than 1 15 6-10 Than 10 Fair Value
U S Treasury Strips $ - $ 78 8 - $ - $ 78
U S Government Guaranteed Securities 20,551 220,640 289,955 25,463 556,609
U S Agency Securities 1,138 104,370 71,442 11,124 188,074
State and Local Government Securities 602 3,029 1,575 8,244 13,450
Mortgage Backed Securities 1,005 13,196 19,727 293,471 327,399
Comnercial Paper 257,386 - - - 257,386
Corporate Bonds 145,771 295,262 221,028 124,631 786,692
Private Placements - 15,476 - 16,661 32,137
Bond Mutual Funds 138,183 224,281 46,696 - 409,160
Total $ 564,636 $ 876,332 $ 650,423 $ 479,594 $ 2,570,985
Discretely Presented Component Units (excluding University of Alabama)
(Amounts in Thousands)
Maturity in Years at Fair Value
Less More Total
Investment Type Than 1 1-5 6-10 Than 10 Fair Value
U S Treasury Strips $ 8,262 $ 1,926 $ 6,089 $ - $ 16277
Other U S Government Guaranteed Securities 60,809 111,109 94,375 2,641 268934
U S Agency Securities 20,533 319,465 327,848 67,782 735,628
State and Local Government Securities - 142 1,440 20 2,002
Mortgage Backed Securities 2,749 2,653 29,708 509,639 544,749
Comurercial Paper 257,954 - - - 257954
Corporate Bonds 17,379 17,764 13,721 8,172 57,036
Private Placements 434 500 - 150 1,084
Repurchase Agreements 37,521 - - 24,386 61,907
Guaranteed Investrent Contracts 1,329 5,299 31,746 - 38,374
Bond Mutual Funds 480,324 8,941 47,478 1,741 538484
Total $ 887,294 $ 467,799 $ 552,405 $ 614,931 $ 2522429
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The University of Alabama discloses the interest rate risk for the System Pool using the effective duration method. The prices of fixed
income securities with a longer time to maturity, measured by effective duration, tend to be more sensitive to changes in interest rates
and, therefore, more volatile than those with shorter durations. Effective duration is the approximate change in price of a security
resulting from a 100 basis point (1 percentage point) change in the level of interest rates. It is not a measure of time. The University
does not have a specific policy relative to interest rate risk.

University of Alabama System Pool
(Amounts in Thousands)

Effective
Investment Type Fair Value Duration
Endowment Fund:
U S Government Guaranteed Securities $ 28,152 5.0
Collateralized Mortgage Obligations 429 2.6
Corporate Bonds 48,421 54
Commingled Bond Funds 87,108 0.6
Prime Fund:
U S Government Guaranteed Securities 12,729 5.5
Collateralized Mortgage Obligations 176 2.7
Corporate Bonds 25,691 5.2
Commingled Bond Funds 110,021 1.5
Intermediate Fund:
U S Government Guaranteed Securities 363,188 1.9
Mortgage Backed Securities 50,978 1.7
Collateralized Mortgage Obligations 57,696 1.1
Corporate Bonds 324,569 1.7
Commingled Bond Funds 118,259 2.3

Total $ 1,227,417

3. Foreign Currency Risk

Foreign currency risk is the risk that changes in exchange rates will adversely affect the fair value of an investment. The investment
policy of the Alabama Trust Fund states that the aggregate market value of international equities is limited to 9 percent of the
aggregate market value of the total portfolio. The exposure to emerging market securities shall be limited to 20 percent of the market
value of the international portfolio. Not more than 5 percent of the total stock portfolio may be invested in the common stock of any
one corporation at the time of purchase and no more than 7 percent in any one corporation at market. Not more than 5 percent of the
outstanding shares of any one company may be held by the portfolio.

In order for an international security to be eligible for purchase by the Retirement Systems of Alabama (RSA), the issuing company

must be incorporated in a country whose debt securities are eligible for purchase as discussed earlier, and the fair value of the
aggregate outstanding equity of the issuing company must be at least $100 million.
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The State’s exposure to foreign currency risk at September 30, 2012 was as follows:

Deposits and Investments Exposed to Foreign Currency Risk
(Amounts in Thousands)

RSA
Business- (Fiduciary
Governmental-Type Type Component Other Fiduciary Discretely Presented
Activities Activities Units) Funds Component Units
International International International International International International
Cash Equities Bond Equities Equities Equities Equities

Australian Dollar $ 16 $ 2,480 $ - 8 -3 287,205 $ 10,023  § -
Bermudian Dollar - - - - - - 17
Brazilian Real - 2,282 - - - - 39
British Pound Sterling 69 31,747 - 36 745,960 25,644 142
Canadian Dollar 7 3,406 - - - - 47
Chinese Yuan - 7 - - - - 72
Danish Krone - 4,341 - - 39,565 1,206 35
Emerging M arkets - - - - 440,786 - -
Euro 245 34,518 - 78 888,505 31,388 223
Hong Kong Dollar 26 12,831 - - 101,143 3,472 32
Indian Rupee - 3 - - - - -
Israeli New Shekel - - - - 18,625 570 57
Japanese Yen - 18,430 - 26 646,309 22,459 85
M exican Peso - 1,383 2,683 - - - 13
Neth Antilles Guilder - 16 - - - - -
New Zealand Dollar - - - - 2,791 85 -
Norwegian Krone - 1,081 - - 32,563 995 -
Other - - - 69 - - 14
Russian Rouble - 1 - - - - 24
Singap ore Dollar - 471 - - 62,247 1,871 -
South A frican Rand - 100 - - - - -
South Korean Won - 2,560 - - - - -
Swedish Krona - 4,110 - - 103,806 3,621 42
Swiss Franc - 11,070 - - 281,496 9,829 65
Taiwan New Dollar - 3 - - - - 15
Turkish Lira - 3 - - - - 10
Totals $ 363 $ 130,843 § 2,683 § 209 $ 3,651,001 § 111,163  $ 932

The disclosure does not include some of the International Securities denominated in U.S. dollars.

4. Custodial Credit Risk
For an investment, custodial credit risk is the risk that an entity will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party if the counterparty fails.

State Treasurer — The State Treasurer’s custodian, Regions Bank, requires that the securities be held in registered form in the name of
its nominee. Regions has established one or more accounts on behalf of the State Treasurer in the name of the State Treasurer.

Alabama Trust Fund (ATF) — The ATF’s custodian, Bank of New York Mellon (BNYM), administers a portion of the program for the
ATF. The ATF’s custodial credit risk policy authorizes BNYM to hold securities in registered form in the name of its nominee. The
policy requires BNYM to establish and maintain one or more securities accounts (book entry system) in which BNYM will hold the
securities. These accounts are in the name of the ATF.

Retirement Systems of Alabama (RSA) — The RSA’s custodial credit risk policy requires the custodial agent to hold or direct its
agents or subcustodians to hold, for the account of the RSA all securities and other non-cash property other than securities in the
Federal Reserve book-entry system, in a clearing agency which acts as a securities depository, or in another book-entry system. The
RSA’s safekeeping agent holds all investments of the RSA in the RSA’s name with the exception of securities purchased with
securities lending cash collateral.
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Investments Exposed to Custodial Credit Risk
(Amounts in Thousands)

Governmental Fiduciary Discretely

Type Funds Other Presented
Activities Than RSA Component Units
U S Treasury Strips $ - $ 78 $ -
Other U S Government Guaranteed Securities 4,119 28,200 316
U S Agency Securities 2,052 1,130 113
State and Local Government Securities - 10,490 -
Mortgage Backed Securities 6,387 3,460 440
Corporate Bonds 2,561 1,950 854
Repurchase A greements - - 61,306
Domestic Equities 3 - -
International Equities - - 23
Other Mutual Funds 8,286 - 26,577
Total $ 23,408 $ 45,308 $ 89,629

5. Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributable to the magnitude of a government’s investments with a single issuer. The
State of Alabama has large investments in U.S. Government obligations which are disclosed in the tables in this note. Standard &
Poor’s downgraded the rating of the U.S. Government to AA+, however the Moody’s rating is still Aaa.

The investment policy of the Alabama Trust Fund states that the investment portfolio shall be diversified by both asset class and
within asset classes, by economic sector and industry. For equity investments, the aggregate investment in equity securities of any one
issuing corporation shall not exceed 1 percent of the outstanding capital of such corporation. For fixed income investments, the
portfolio is to be diversified so that no more than 15 percent is invested in one industry (does not apply to U.S. government and
agency securities), and no more than 5 percent of the total fixed income portfolio may be invested in securities of any one corporation.
As of September 30, 2012, there were no investments that exceeded the 5 percent of the total fixed income portfolio limit in any one
corporation.

The investment policies of the Retirement Systems of Alabama limit the aggregate amount that can be invested in each class of
investments. Domestic fixed income, international fixed income, domestic equity, international equity, and short-term investments
are limited to 50%, 10%, 65%, 25%, and 20%, respectively, of the fair value of each System’s aggregate portfolio. Also, each System
may not purchase or hold more than 5% of any class of the outstanding stock of a foreign company. Real estate and alternative
investments are limited to 15% and 10%, respectively, of the book value of each System’s portfolio. As of September 30, 2012, the
Teachers’ Retirement System (TRS) and Employees’ Retirement System (ERS) owned debt and equity securities of Raycom Media
Corporation which represented approximately 8.26% and 9.12%, respectively, of the TRS and the ERS investments.

The Alabama Water Pollution Control Authority has no stated policy for concentration of credit risk. As of September 30, 2012, the
Authority entered into Guaranteed Investment Contracts with AIG that comprise 10.25 percent of total holdings.

The Public Education Employees’ Health Insurance Board (PEEHIB) owned securities in Marriott International, FMC Technologies
Inc., Dominion Resources Inc., American Electric Power Co. Inc., Dairy Farmers of America, Great Plains Energy Inc., and American
Water Works Co. Inc. that constituted 20%, 19%, 17%, 7%, 6%, 6%, and 5%, respectively, of the total fair value of investments.
PEEHIB’s policies regarding concentration of credit risk are the same as RSA’s above. The State Employees’ Insurance Board
(SEIB) owned debt securities in American Water Capital Corp and AGC Capital Inc. that comprised 13% and 8%, respectively, of
investment holdings. SEIB has no policy for concentration of credit risk.
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D. Securities Lending

The Teachers’ Retirement System (TRS), the Employees’ Retirement System (ERS), and the Judicial Retirement Fund (JRF) are
authorized by the Boards of Control to participate in a securities lending program. The Alabama Trust Fund (ATF) investment
managers are authorized by the Board of Trustees to engage in securities lending under guidelines established by the ATF Investment
Committee. The Retirement Systems of Alabama’s (RSA) custodian, State Street Bank and Trust Company (State Street), administers
the program for the TRS, ERS, JRF, a portion of the program for the ATF, and some other funds of the State. Certain securities are
loaned to borrowers approved by the RSA for collateral that will be returned for the same type of securities. Approved borrowers of
securities provide acceptable collateral in the form of cash (U.S. and foreign currency), any other assets permissible under Rule 15¢3-3
under the Exchange Act of 1934, U.S. and non U.S. equities and such other collateral as the parties may agree to in writing from time
to time. All security loans are open loans and can be terminated on demand by the lender or borrower. The initial collateral received
shall have (depending on the nature of the loaned securities and the collateral received), a value of 102% or 105% of the fair value of
the loaned securities, or such other value, but not less than 102% of the fair value of the loaned securities, as may be applicable in the
jurisdiction in which such loaned securities are customarily traded. Pursuant to the terms of the applicable securities loan agreement,
State Street shall, in accordance with State Street’s reasonable and customary practices, mark loaned securities and collateral to their
fair value each business day based upon the fair value of the collateral and the loaned securities at the close of the business employing
the most recently available pricing information and shall receive and deliver collateral in order to maintain the value of the collateral
at no less than 100% of the fair value of the loaned securities. The lender cannot pledge or sell collateral securities received unless the
borrower defaults.

Cash collateral for TRS, ERS, and JRF is invested in the State Street Quality D Short-term Investments Fund (QDF). Cash collateral
administered by State Street for ATF is invested in the State Street Global Securities Lending Trust (GSLT). As of September 30,
2012, the average term of the loans secured by QDF was 40, 43, and 43 days, respectively for the TRS, ERS, and JRF. As of
September 30, 2012, the average term of the loans secured by GSLT was 63 days for the ATF. Cash collateral investments are
matured as needed to fulfill loan obligations. There is no direct matching of the maturities of the loans with the investments made
with cash collateral. The following describes the QDF’s and the GSLT’s guidelines. The Investment Manager (State Street Bank)
shall maintain the dollar-weighted average maturity of QDF and GSLT in a manner that the Investment Manager believes is
appropriate to the objective of each; provided, that (i) in no event shall any eligible security be acquired with a remaining legal final
maturity (i.e., the date on which principal must be repaid) of greater than 18 months, (ii) the Investment Manager shall endeavor to
maintain a dollar-weighted average maturity of the QDF and GSLT not to exceed 75 calendar days and (iii) the Investment Manager
shall endeavor to maintain a dollar-weighted average maturity to final of the QDF and GSLT not to exceed 180 calendar days. At the
time of purchase (i) all eligible securities with maturities of 13 months or less shall (a) be rated at least A1, P1 or F1 by at least any
two of the following nationally recognized statistical rating organizations: Standard & Poor’s Corp. (“S&P”), Moody’s Investor
Services, Inc. (“Moody’s”), or Fitch, Inc. (“Fitch”), or (b) be determined by the Investment Manager to be of comparable quality and
(i1) all eligible securities with maturities in excess of 13 months shall (a) be rated at least A-, A3 or A- by at least any two of S&P,
Moody’s or Fitch, or (b) be determined by the Investment Manager to be of comparable quality. The QDF and the GSLT may invest
up to 10% of its assets at time of purchase in commingled vehicles managed by State Street Global Advisors or its affiliates that
conform to the Investment Policy Guidelines. The QDF and the GSLT both have duration pools. The duration pools include all asset
backed securities (regardless of maturity) and securities of any type with a remaining maturity of 91 days or greater. Each investor
owns a specified percentage interest in the duration pool which is redeemable only in kind, not in cash. The duration pools will not
make additional investments.

The Bank of New York Mellon (BNYM) administers a portion of the securities lending program for the ATF. Certain securities from
ATF are loaned to borrowers approved by the ATF Board of Trustees. Approved borrowers of securities provide acceptable cash
collateral in the form of Federal funds or New York Clearing House funds as applicable for a particular loan. All security loans are
open loans and can be terminated on demand by the ATF, BNYM, or the borrower. The initial collateral received shall have (i) in the
case of loaned securities denominated in United States Dollars, cash collateral in the amount of 102% of the market value of the
loaned securities or (ii) in the case of loaned securities which are not denominated in United States Dollars, cash collateral in the
amount of 105% of the market value of the loaned securities. Pursuant to the terms of the applicable securities loan agreement,
BNYM shall, in accordance with BNYM’s reasonable and customary practices, mark loa