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Dear Fellow Oregonians:

This is a biennial update to our State of Oregon Financial Condition report, covering the 10 year
period from fiscal year 2003 through fiscal year 2012. This analysis by the Audits Division can
provide Oregonians and public officials alike with needed information to understand our
financial position and identify potential solutions to forge the future for our state and our
people.

This report shows that Oregon’s finances were hit hard during the current recession, but
difficult budget decisions brought spending in line with lessened revenue. The state’s biggest
challenge was meeting the increased demand for state services with little or no increase in state
revenues, and with only temporary federal funding to help.

Some of the recent favorable trends are:

e Oregon’s unemployment picture continued to improve with an unemployment rate of
8.4% in November 2012 compared to a high of 11.6% in 2009;

e Per capita income is increasing, though not yet to pre-recession levels;

e Oregon, unlike many other states, had sufficient reserves to avoid borrowing to cover the
benefits of the unemployed during the recession;

e Taxrevenues continue to climb, but have not yet returned to previous levels, when
adjusted for inflation;

e The State’s outstanding debt at June 30, 2012 declined slightly, reversing a trend of
increases lasting more than a decade; and

e State employees began contributing to their health care insurance in an effort to help
reduce costs to the state.

Some less fortunate trends also occurred during this period:
e The number of Oregonians living in poverty continued to increase;

e Spending on K-12 education and transportation both showed sharp declines in recent
years;

e Reduced value of investments during the recession produced a sharp increase in
required contributions to the state retirement system (PERS); and

e The Rainy Day fund is nearly depleted.

These have been trying times for all Oregonians, but we should be proud of enduring, and
prepare for the decisions that will help us flourish in the better times ahead.

Sincerely,

Kate Brown
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Revenues

Total Revenues

Revenues determine the capacity of a government to provide
services to citizens and are affected by economic and policy
changes. Total revenues have increased 26% over the last
ten years. In fiscal year 2012 (FY12), tax revenues increased
while federal revenues decreased resulting in an overall
decrease in total state revenues of $1.2 billion from the prior
year. In recent years, the state benefited from federal
funding under the American Recovery and Reinvestment Act
(ARRA). However, ARRA provided only temporary funding
increases, and the majority of funds were spent in fiscal
years 2010 and 2011. In 2012, significant declines in federal
revenues included approximately $420 million in
Unemployment Compensation, $270 million in Natural
Resources, $240 million for Administration, and

$140 million in Transportation.

Tax Revenues

In 2011, Oregon ranked 35t nationally in the amount of
state taxes collected per capita. Oregon’s primary source of
taxes is the personal income tax. Oregon ranks 6t highest in
terms of personal income tax collections per capita. Other
tax revenues include inheritance taxes, public utility taxes,
and insurance premium taxes.

Personal Income Tax Revenues and Kicker

Personal income taxes are the main revenue source for
the state’s General Fund. When personal income tax
revenues exceed forecasted revenues by 2%, state law
requires the excess amount (referred to as the “kicker”)
be refunded to taxpayers. During the past 10 years, this
occurred following the 05-07 biennium when the state
refunded about $1 billion. In the 16 biennia since the
kicker became effective, 8 biennia resulted in kicker
payments to taxpayers, and one kicker was suspended.

Total Revenues by Source
Adjusted for inflation (in billions), FY ended June 30
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Revenues
|

Federal Revenues

Federal revenues are grants and reimbursements received
from the federal government for numerous programs and

services provided to eligible recipients. The state received
additional federal funding through the American Recovery
and Reinvestment Act (ARRA) totaling $4.1 billion in fiscal
years 2009 through 2012. Only minimal amounts of ARRA
funds remain available.

Federal Revenues by Program Area

The state received about $9 billion in federal assistance in
FY12, a decrease of $1.5 billion from the previous year.
Traditionally, the largest federal revenue source is for
Medicaid in the human services program area, for which
Oregon receives between $1.8 and $3 billion annually. Other
large human services programs include Supplemental
Nutrition Assistance Program (formerly known as food
stamps) and Temporary Assistance to Needy Families. Due
to the high unemployment rate, federal

assistance for unemployment compensation increased
significantly to over $1.7 billion in FY10 but has since
declined to $1 billion in FY12.

Federal Revenues
Adjusted for inflation (in billions), FY ended June 30
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Revenues

Charges for Services

Charges for services are fees collected from customers,
applicants, employers, and others who use, purchase, or
directly benefit from services provided. In FY12, charges for
services totaled $5.8 billion and represented 25% of total
state revenues. These revenues have increased from $3.6 to
$5.8 billion or 30% over the last ten years after adjusting for
inflation. Only 12% is used for general government
operations. The remainder is applied to the specific purposes
collected.

Restricted and Unrestricted Revenues

The legislature has discretion over the spending of General
Fund revenues. Of the $23.5 billion in FY12 state revenues,
29% are unrestricted and accounted for in the state’s
General Fund with the majority funding education, human
service, and public safety programs. The remaining revenues
are restricted either by statute, grant agreement or the
Oregon Constitution for specific purposes. About 54% of
restricted revenues are federal revenues that can only be
used for federal programs. Other large restricted revenues
include motor vehicle and fuel taxes, which are restricted by
the Oregon Constitution to roadway and bridge
improvements and maintenance.

Fiscal Year 2012 Charges for Services
(in millions)
Chart 6

Transportation

Public Safety

Natural Resources

Liquor Control

Human Services

All Other

Lottery Operations
Unemployment Compensation

University System

S0 $300 $600 $900  $1,200 $1,500

M Restricted Revenues M For General Government

Restricted and Unrestricted Revenues
Adjusted for inflation (in billions), FY ended June 30
Chart 7

$25

$20

$15

$10

M General Fund Revenues [ Restricted Revenues

2012 Financial Condition Report: Revenues | 3



Expenditures
|

Total Expenditu res Total State Expenditures
Adjusted for inflation (in billions), FY ended June 30
After adjusting for inflation, the state’s total expenditures Chart 8
were relatively stable before growing substantially in FY08 $25
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largely in response to the recession, with increased spending $20
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remaining 12% of the General Fund was expended for Total Expenditures by Program in FY102

operating the courts, state-wide administration, debt service, (in millions)
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Expenditures

Human Services

Spending in the area of human services increased
substantially beginning in FY08. The recession increased the
number of persons who met the eligibility requirements to
receive benefits. The largest program administered by the
state is Medicaid. More than one in every five dollars spent
by the state is related to Medicaid. This is an “entitlement
program” which compensates health care and nursing home
providers for services to eligible individuals. The federal
government reimburses each state for a portion of eligible
Medicaid expenditures. In 2012, Oregon spent $1.8 billion in
state dollars for Medicaid-eligible services and the federal
government provided an additional $3.1 billion.

As the federal government seeks to reduce its own deficits,
Medicaid is a likely program to receive less federal
assistance. A 5% reduction in the federal matching rate
translates into a $155 million loss of federal revenues to
Oregon, based upon service levels in 2012, not including
inflation, or additional growth in the number of clients.

K-12 Education

In 1990, Oregon voters passed ballot Measure No. 5, which
phased in property tax limitations for local governments and
transferred a significant portion of the school funding
responsibility to the State. Since its implementation, local
funding from property taxes has increased slightly, when
adjusted for inflation, while State spending has declined
since 2009.

Human Services Expenditures
Adjusted for inflation (in billions), FY ended June 30
Chart 11
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Expenditures

Unemployment Insurance

The Unemployment Insurance program provides payments
to eligible individuals who have lost their jobs. Employers
are assessed a payroll tax based on employee earnings,
which is used to make benefit payments. When tax
assessments exceed benefit payments, the unemployment
compensation fund balance increases, building cash reserves
to help weather periods of high unemployment. Unlike many
other states, Oregon weathered the current recession with
sufficient reserves to avoid borrowing from the federal
government to maintain benefits. The cash balance has
increased by $500 million over the last 2 years due to the
decline in the need for unemployment benefits.

Unemployment Insurance Expenditures
Adjusted for inflation (in billions), FY ended June 30
Chart 14
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Expenditures

Oregon University System

The Oregon University System consists of seven colleges and
universities throughout the state; it does not include
community colleges. The majority of funding is from tuition
and grants, with additional funding from the state’s General
Fund, State Lottery, and other sources. In 2012, the
universities received about $328 million from the General
Fund and another $29 million in other governmental
sources. Over the last 10 years enrollment has increased
26%.

Oregon University System Expenditures by Revenue Source
Adjusted for inflation (in billions), FY ended June 30
Chart 16
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Transportation

Expenditures are incurred for transportation
purposes such as maintaining, building, and repairing
Oregon’s network of highways, tunnels and bridges.
Transportation spending in recent years was
augmented with debt-financed funding.
Transportation expenditures are primarily funded
from the Highway Trust Fund, which includes
constitutionally dedicated highway user taxes and
vehicle registration taxes, in addition to various
federal highway funds.

The Oregon Department of Transportation estimates
that Oregonians travelled over 19.4 billion miles on
Oregon’s highways during fiscal year 2012. As of
June 30, 2012, the value of Oregon’s highways, tunnels
and bridges was estimated at over $16.5 billion and is
a reflection of the resources utilized to create the
transportation network for the state. Annual
transportation expenditures have declined in recent
years. The decline is due to reduced federal revenues
and the expiration of ARRA funding, fewer bonds
issued for highway and bridge construction, and
changes in how the Oregon Department of
Transportation capitalizes transportation
infrastructure and calculates depreciation on those
assets.

Transportation Expenditures
Adjusted for inflation (in billions), FY ended June 30
Chart 18

$2.5
$2.0
$1.5
$1.0

$0.5

$0.0
03 04 05 06 07 08 09 10 11 12

2012 Financial Condition Report: Expenditures | 7



Expenditures

Public Safety

In 2012, public safety programs expended $896 million from
the General Fund and $339 million from other sources such
as federal revenues. The Department of Corrections spent
about 50% of the public safety funds to operate its 14
correctional facilities, which held approximately 14,200
inmates. The remainder was mostly spent by four agencies:
Oregon Youth Authority, Oregon State Police, Oregon
Military Department, and the Department of Justice.

The number of inmates in Oregon’s prisons has increased by
18% over the last 10 years. For each of the last several years,
the prison inmate population has represented about 0.36%
of the state’s total population.

Public Safety Expenditures
Adjusted for inflation (in millions), FY ended June 30
Chart 19
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Governmental funds also support the operations of other
smaller agencies and programs. Examples include
expenditures for legislative purposes, operations of the
judicial system, economic development, and preservation
and maintenance of natural resources.

Fiscal Year 2012 Public Safety Expenditures by Agency
Chart 20
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Long-Term Debt

Long-Term Debt

The issuance of long-term debt allows a state to acquire
major assets and finance large projects such as buildings,
bridges and highways, and prisons. The increase in the
amount of debt to repay, however, limits the state’s ability to
react to current economic conditions. The Oregon
Constitution places limits on the total amount of debt the
state may incur and state law authorizes state agencies to
issue debt for specific purposes.

Long-Term Debt
Adjusted for inflation (in billions), FY ended June 30
Chart 23
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Oregon’s outstanding debt falls into four broad categories:

® Revenue bonds pay for projects that have specific
revenue sources to repay the debt. The amount
outstanding as of June 30, 2012, was approximately
$4.6 billion.

® General obligation bonds (GO Bonds) issued by the
Department of Veterans’ Affairs (DVA) finance housing
loans to qualifying veterans. These bonds are paid with
loan repayments, but will be paid with other state funds
if DVA is unable to repay the bonds. The amount
outstanding as of June 30, 2012, was $312 million.

® General obligation bonds finance a variety of
governmental projects. These bonds are secured by a
pledge of the full faith, credit, and taxing power of the
state, and are limited to a percentage of the real market
value of all taxable real property in the state. The
amount outstanding as of June 30, 2012, was
approximately $4.8 billion or 13.3% of the maximum
allowed.

® (Certificates of Participation (COPs) are financing
agreements used to purchase computer and
telecommunication systems and other state facility
projects. The amount outstanding at June 30, 2012, was
approximately $1 billion.

Oregon’s long-term debt decreased through the 1990s and
then started increasing. The decline was mainly attributed to
the repayment of outstanding debt related to the Veterans’
Loan Program. The more recent increase in general
obligation debt is due to the 2004 issuance of $2 billion in
pension bonds to refinance the state employees’ retirement
and $1.9 billion in revenue bonds to renovate and replace
the state’s bridges and highways. In fiscal year 2012, state
agencies took advantage of lower interest rates and issued
$640 million of new debt to refund $678 million of previous
debt. The debt refunding will reduce future principal and
interest payments by more than $81 million.

2012 Financial Condition Report: Long-Term Debt | 9



Long-Term Debt

Debt Per Capita

For fiscal year 2012, the state’s long-term debt totaled
$10.8 billion or $2,800 per Oregonian and the estimated
local government outstanding debt totaled $20 billion, or an
additional $5,200 per Oregonian. These totals are in
addition to the estimated $49,100 of federal debt per capita
as of June 30, 2012.

Future Debt Service

Future debt service payments are the amounts to be paid on
existing debt using General Fund monies and tax revenues.
The other tax supported debt is defined as all debt serviced
by tax revenues of the state and includes lottery revenue
bond debt and state highway bond debt.

As of June 30, 2012, the outstanding General Fund debt was
$2.9 billion and the outstanding other tax supported debt
totaled more than $4.9 billion. In 2012, $278 million of
lottery funds and transportation taxes were used to pay debt
service on the other tax supported debt; the use of these
funds for debt service payments has more than doubled
since 2006.

While issuing debt provides quick access to resources to
finance projects, the debt burden can impact the state’s
ability to support current services. When resources are
committed to pay fixed amounts for debt service, the ability
to maintain service levels becomes more difficult, especially
when revenues decline.

Debt Per Capita
Adjusted for inflation, FY ended June 30
Chart 24
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Fiscal Health

Governmental Fund Balance

The state budgets on a biennial basis with biennia ending on
June 30 of odd-numbered years. Ending balances in
even-numbered years such as June 30, 2012, are important
but not as critical as balances at the end of the biennium.
Because budget forecasts are made at least two years prior
to the end of a biennium, revenues may exceed or fall short
of budgeted amounts.

In 2011, the state implemented a reporting change required
by the Governmental Accounting Standards Board. The
change required governmental fund balances (the amount by
which assets exceed liabilities) to be reported in financial
statements based on constraints imposed upon the use of
resources reported in the governmental funds. The five new
classifications for fund balances are nonspendable,
restricted, committed, assigned, and unassigned. In general,
nonspendable balances are values for categories such as
inventories. Restricted fund balances result when
constraints are imposed on the balances by state law, federal
law, the Oregon Constitution or by parties such as creditors
and grantors. Committed balances result from internal
constraints imposed through the legislative process.
Assigned balances represent amounts constrained by the
state’s intent to use the balances for specific purposes.
Unassigned balances are General Fund amounts not
otherwise restricted, committed, or assigned. The General
Fund unassigned fund balance of a negative $163 million
indicates more resources were used than received as of
June 30, 2012.

Oregon Rainy Day Fund

The 2007 Legislature established the Oregon Rainy Day
Fund and directed the transfer of $319 million in excess
corporate income taxes (“corporate kicker”) to this fund. Its
purpose is to serve as a resource in times of economic
downturns that significantly impact state government. Much
of the Rainy Day Fund has been used to weather the
recession that began in fiscal year 2009. The increase in
fiscal year 2012 was from interest earned on cash balances
in the General Fund.

Fiscal Year 2012 Governmental Fund Balance
(in millions)
Chart 26
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Fiscal Health

State Retirement Liabilities

The state of Oregon provides pension and other retirement
benefits to its employees. Pension benefits are administered
through the Public Employees Retirement System (PERS). In
addition to state agencies, PERS administers the pension
plans for local governments including cities, counties, and
school districts. The charts are limited to only the state’s
share of the pension liabilities and are not intended to provide
a comprehensive analysis of all plans administered by PERS.

The funded ratio is an analysis of resources to pay estimated
pension obligations. As of December 31, 2011, the state was
84% funded and had an unfunded liability of approximately
$2.5 billion, which is the liability expected to be paid over a
20-year period. The current economic crisis has impacted
the PERS investment portfolio, resulting in a significant
decline in the funded ratio in 2008. Generally, an 80%
funded ratio is considered a strong rating. Many states are
significantly below Oregon’s funding level. As of

December 31, 2010, Oregon had the 8th best funded pension
system of all the states. Of the remaining state pension
systems, 34 were below 80% funded, including 8 below
60% funded.

To pay for pension benefits, state agencies make required
contributions based on a percentage of employee payrolls.
The total retirement cost includes a PERS employer rate,

member contribution rate, and a rate for pension bond costs.

The PERS Board sets the employer rate every two years,
changing July 1 of every odd-numbered year. Increases in
the contribution rates from FY11 through FY15 are mainly
due to the increase in the PERS employer rate, which
increased due to investment balance declines during the
recession. Currently, the member contribution, known as
the “6% pick-up” is paid by state agencies. These two
contributions are paid to the state’s pension system and are
invested at an acceptable level of investment risk as
determined by the Oregon Investment Council. In 2004 the
state issued $2 billion in pension obligation bonds to reduce
the state’s pension liability. The pension bond rate covers
the payments on these bonds.

The state paid $984 million in retiree benefit payments in
2011. For December 2011, the state made payments to
45,369 retirees with 77% of the payments ranging from

$0 - $3,000. The average monthly state service payment was
$1,784 while the average years of state service was 16 years.

Funded Ratio: State Agencies
Calendar year ended December 31
Chart 28
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Fiscal Health

Employee Health Care Costs

In recent years, significant attention has been given to the
costs of health care at both the national and local levels. In
Oregon, employer paid health benefits are non-taxable.
Beginning in January 2012, state employees began
contributing a portion to their health care insurance
premiums, resulting in lower costs to the state. In 2012, the
State paid, on average, $14,257 per employee. By
comparison, in 2004, the state paid approximately $9,679
per employee.

Tax Expenditures

Tax expenditures are federal or state laws that exempt
certain persons, property, income, goods, or services from
the impact of established taxes through tax deductions,
exemptions, or credits. The governor, with the assistance of
the Oregon Department of Revenue, issues a report outlining
the estimated tax expenditures for the upcoming biennium.
The purpose of the biennial report is to allow policy makers
to periodically analyze tax expenditures and make decisions
on whether the expenditures should be continued.
Balancing the need for revenues with the needs of
Oregonians is a difficult process. Proposed changes to the
state’s tax code are carefully considered before
implementing any changes. The complete Tax Expenditures
report is available on the Department of Revenue website.

Some tax expenditures are beyond the ability of the state
legislature to change or limit due to other existing laws and
regulations. For example, the Oregon Constitution

(Article IX, Section 9) prohibits the taxation of social security
benefits, and federal law prohibits taxation of federal
pension benefits. Many tax expenditures are the result of the
legislature’s desire for Oregon’s income tax laws to align
with federal income tax laws. For example, federal tax law
allows for the deduction of home mortgage interest from
taxable income. Oregon law refers to the federal tax code
and allows for a similar deduction. For the 2013-2015
biennium, the estimated revenue impact to the state for the
home mortgage interest deduction is reduced tax revenues
of approximately $1.3 billion.

The chart below provides a summary of the income tax
expenditures to Oregon’s tax code for personal income taxes.

Average Annual State Employee Health Care Costs
Adjusted for inflation, FY ended June 30
Chart 31
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Oregon Income Tax Expenditures Tax Years 2005-2010
Tax Credits and Tax Subtractions, Adjusted for inflation (in millions)
Chart 32
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Demographics

Population

Oregon ranks 27t among the states, with its estimated
population of 3,883,100 as of July 2012. From 2004 through
2008, the state’s population grew by approximately 5.74%.
The population growth rate has since slowed to 1.76% and
is projected to average 1.1% through 2020.

Age Structure

Oregon’s population is aging. Forecasters expect a steady
increase in those 65 and over through 2020. The eldest
members of the baby boom generation are becoming eligible
for Social Security benefits, and many are considering
retirement. Atthe same time, more retirees mean greater
demand for health care services. The average annual growth
rate of the elderly population is expected to be 4.2% from
2012-2020. By 2020, nearly one of every six Oregonians will
be over age 65.

Poverty

The poverty line is defined as the minimum level of income
necessary to achieve an adequate standard of living. For
example, in 2011 a family of four with a gross yearly income
below $22,811 would be considered living in poverty. People
living in poverty increase the demand for many state
services such as health care, unemployment, and public
assistance.

Oregon’s poverty rate has increased substantially since the
beginning of the recession in 2008. From 2002 to 2011 the
population living in poverty grew from 11.3% to 17.3%. The
US Census Bureau estimated that 655,000 Oregonians lived
in poverty in 2011, including more than 197,000 children. In
2011, Clackamas County had the lowest poverty level in the
state at 11% and Malheur County the highest at 24.5%.

Oregon Population
(in millions), Calendar Year as of July 1
Chart 33
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Age Structure (1982-2020)
(in millions), Calendar Year as of July 1
Chart 34
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Demographics

Oregon Health Plan

The Oregon Health Plan is a public/private

partnership that ensures universal access to a basic level of
health care for Oregonians. Medicaid is the single largest
state program, represents 22% of the state’s total
expenditures, and is the primary component of the plan. The
recession has resulted in a sharp increase in the number of
eligible clients, and in 2012 approximately 620,000
Oregonians (16% of the population) received benefits from
the plan.

Supplemental Nutrition Assistance
Program - (formerly food stamps)

In 2011, nearly one in five Oregonians relied on government
assistance to eat, whereas the national average was one in
seven. As a percentage of the population receiving benefits,
Oregon had the second highest participation rate in the
nation. Even though Oregon’s population has not changed
significantly, the demand for benefits has increased
dramatically and has continued to rise through 2012. In
July 2003, there were approximately 406,000 individuals
receiving nutrition assistance. By July 2012 the number
doubled to 813,446 individuals, or 21% of the Oregon
population. In 2003, only 11.5% of the population received
nutrition assistance.

Percent Unemployed

As of November 2012, Oregon’s unemployment rate of 8.4%
was the 11th highest in the nation. Within Oregon, Grant and
Crook counties were the highest at 13.5% and 13.4%,
respectively, and Benton County was the lowest at 6.1%.

Oregon unemployment rates have exceeded U.S. rates since
1996.

Oregon Health Plan Clients
Fiscal year ended June 30
Chart 36
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Demographics

Oregon Businesses Number of Businesses Registered in Oregon
Calendar Year ended June 30
One measure of the strength of the economy is the number of Chart 39
businesses in the State. Businesses provide goods and
services for consumers, as well as providing jobs and 400,000
benefits for its employees. Despite the recent recession and 350,000
high unemployment, the number of businesses registered in 300,000
Oregon has not substantially changed in recent years. ’
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Per Capita Personal Income Per Capita Personal Income
Adjusted for inflation, Calendar Year ended December 31
Oregon’s per capita personal income (PCPI) has followed the Chart 40
national trends in recent years, but has remained
significantly below the national average for many years with $45,000

a widening gap. In 2011 Oregon’s PCPI totaled $37,527 or
90.3%, of the national average, making Oregon 33rd among
states.

$40,000 //—*—\_‘/‘

$35,000

$30,000

02 03 04 05 06 07 08 09 10 11

=g (nited States emgu Oregon

2012 Financial Condition Report: Demographics | 16



Demographics

Violent Crime Rate

Oregon’s crime rate is related to public safety expenditures
such as prisons and state police. In the FBI's Uniform Crime
Reporting Program, violent crime is composed of four
offenses: murder, forcible rape, robbery, and aggravated
assault. Violent crimes are defined by the program as those
offenses that involve force or threat of force. Oregon has
historically had a lower violent crime rate than the nation as
a whole. Violent crime in Oregon fell by 2 percent from
2010 to 2011 and by 15 percent from 2002 to 2011. In
2011, Oregon was ranked 38 in the nation with a violent
crime rate of 2.5 crimes per 1,000 residents.

Property Crime Rate

In the FBI’s Uniform Crime Reporting Program, property
crime is composed of four offenses: burglary, larceny-theft,
motor vehicle theft, and arson. The object of the theft-type
offenses is the taking of money or property, but there is no
force or threat of force against the victims. Oregon has also
experienced decreases in the property crime rate. From
2002 to 2011 property crime fell by 32 percent and from
2008 forward Oregon’s rate is in line with the national
average. In 2011, Oregon was ranked 19t highest in the
nation with a property crime rate of 31.1 crimes per 1,000
residents. South Carolina was 1st with a property crime rate
of 39.0 and South Dakota was 50t with a crime rate of 18.2.

Violent Crime Rate
Crimes per 1,000 residents, Calendar Year ended December 31
Chart 41
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Chart 42
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Significant Financial Events

FY03

—Oregon experienced an overall decline in jobs for the third consecutive year.
—Oregon’s outstanding debt increased $579.2 million to $6.0 billion.

FYO4

—Oregon experienced four consecutive quarters of job growth.

—Oregon’s outstanding debt increased primarily due to the issuance of $2.1
billion in bonds that are the result of 2003 legislative action to reform the
public employee retirement system (PERS). The state’s outstanding debt
increased to $8.1 billion.

FYO5

—Oregon’s unemployment rate is 6.0%, down from 7.3% the previous year.
—Job growth increased for the eighth consecutive quarter.
—Oregon’s outstanding debt increased $512.3 million to $8.6 billion.

—Voters do not pass Ballot Measure 30, which called for temporary and
permanent tax increases to maintain current levels of public education,
senior services, and public safety, resulting in a final budgeted decrease of
$356.8 million in General Fund expenditures.

—Corporate income tax revenues exceeded the forecast for the 2003- 2005
biennium by $101 million. The excess collections triggered a future tax credit
through Oregon’s “kicker” tax law, which ultimately refunded $161 million to
corporate taxpayers.

FY06

—Oregon’s outstanding debt increased $410.2 million to $9.0 billion.

FYO7
—Legislature created the Oregon Rainy Day Fund to set aside resources for
difficult economic times.

—Revenues decreased by $775.4 million from the prior fiscal year, largely due
to the $1.1 billion reduction of personal income taxes revenue associated
with the kicker law.

—State pension plan assets increased in value by $9.5 billion.

—Oregon’s outstanding debt increased $639.2 million to $9.6 billion, which
included $250 million for the Southeast Portland Light Rail Project.

FY08

—Rainy Day Fund received $319.3 million transfer from state General Fund

—Oregon’s outstanding debt increased $185.1 million to $9.8 billion.
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Significant Financial Events

FY09

—Oregon’s outstanding debt increased $948.1 million to $10.8 billion, which
included $347.3 million to finance projects under the Oregon Transportation
Investment Act and $381.2 million to fund multimodal transportation
projects, the Portland Light Rail Project, and Oregon street car project.

—Oregon experienced significant decreases in personal and corporate taxes
and investment income while at the same time the downturn in the economy
resulted in increased spending in the area of human services.

—Oregon received $665 million in federal ARRA funds.

—The net assets in the state retirement fund decreased by $15.4 billion,
primarily due to the decrease in the fair value of investments.

FY10

—Oregon’s outstanding debt increased $610.3 million to a total of $11.4 billion,
which include $544.7 million for transportation projects under the Oregon
Transportation Investment Act.

—Voters approved tax increases for both personal income taxes and corporate
income taxes

—Unemployment benefit payments increased by 61%.
—Oregon received an additional $2.2 billion in federal ARRA funds.

—Legislature created the GO Oregon stimulus package with the infusion of
$175 million into local economy projects.

—Legislature approved transfers totaling $235 million from the Rainy Day Fund

FY11

—Ending fund balance in the state’s General Fund was a positive $244 million
primarily due to increases in personal and corporate tax revenues and a
change in financial reporting that required certain activities previously
reported in special revenue funds to be reported in the General Fund.

—Oregon’s outstanding debt increased $161 million to a total of $11.6 billion.
—Unemployment rate down to 9.1% in November from a high of 11.6% in 2009

FY12

—Oregon’s outstanding debt decreased $450 million to $11.1 billion. Significant
amounts of debt were refunded to capitalize on better interest rates for the
outstanding debt.

—The unemployment rate continued to slowly decline to 8.4% in November,
the lowest in more than three years.

—The General Fund unrestricted (committed, assigned, and unassigned) ending
fund balance netted to a negative $101.3 million at year end.
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Objectives, Scope, and Methodology

Objectives, Scope, and Methodology

The objective of this report is to evaluate the financial
condition of the State of Oregon using the Financial Trend
Monitoring System developed by the International City and
County Management Association (ICMA). This report
provides historical financial and demographic data and
trends that may be useful to decision-makers responsible
for developing public policy and the strategic direction of
the State of Oregon.

We conducted this performance audit in accordance with
generally accepted government auditing standards except as
noted below. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence
to provide a reasonable basis for our findings and
conclusions based on our audit objective. We did not make
conclusions or provide recommendations as required by
generally accepted governmental auditing standards. We
believe that the evidence obtained and reported provides a
reasonable basis to achieve our audit objective.

The data in the report covers a 10 year period from FY 2002
-03 through FY 2011-12. Unless otherwise indicated, data
are presented on a fiscal year basis (e.g., 2006, represents
FY 2005-06, 2005 represents FY 2004-05). In order to
account for inflation, we expressed financial data in constant
dollars. We adjusted dollar amounts for each prior year to
equal the purchasing power of money in FY 2012. We used
the Consumer Price Index for Portland, Oregon, as reported
by the Bureau of Labor Statistics, U.S. Department of Labor.
Charts that have been adjusted for inflation will be indicated
in the title of the chart.

We reviewed information for reasonableness and
consistency. We did not, however, audit the accuracy of
source documents or the reliability of the data in computer-
based systems. Our review of data was not intended to give
absolute assurance that all information was free from error.
Rather, our intent was to provide reasonable assurance that
the reported information presented a fair picture of the
state of Oregon’s financial condition. In addition, while the
report offers financial highlights, it does not thoroughly
determine the reasons for negative or positive performance.
More analysis may be needed to provide such explanations.

Data Sources

Nearly all financial information was obtained from the State
of Oregon Comprehensive Annual Financial Reports.
Additional information, such as demographic indicators, was
obtained from state and federal agencies such as the Oregon
Employment Department and the U.S. Census Bureau and
may present different time periods because it is only
available on the basis of calendar year instead of fiscal year.
Some information extends beyond the ten fiscal years
covered in the report but is nevertheless useful to readers.
We used the following sources for economic and
demographic indicators:

® Oregon Criminal Justice Commission

® Oregon Department of Education

® Oregon Department of Human Services

® Oregon Department of Revenue

® Oregon Employment Department

® Oregon Office of Economic Analysis

® Oregon Public Employees’ Retirement System

® Oregon Secretary of State Corporations Division
® Oregon State Treasury

® Oregon University System

o Portland State University Population Research Center
® United States Bureau of Economic Analysis

® United States Census Bureau

e United States Department of Labor, Bureau of Labor
Statistics

® Comprehensive Annual Financial Reports issued by the
Oregon Department of Administrative Services for
Fiscal Years Ended June 30, 2003, through
June 30, 2012.

o Schedule of Expenditures of Federal Awards for the
years ended June 30, 2003, through June 30, 2012,
provided by the Oregon Department of Administrative
Services.
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About the Audits Division

The Oregon Constitution provides that the Secretary of State shall be, by
virtue of her office, Auditor of Public Accounts. The Audits Division exists
to carry out this duty. The division reports to the elected Secretary of State
and is independent of the Executive, Legislative, and Judicial branches of
Oregon government. The division audits all state officers, agencies, boards,
and commissions and oversees audits and financial reporting for local
governments.

Audit Team

Mary Wenger, CPA, Deputy Director
Philip Hopkins, CPA, Audit Manager
Geoff Hill, CPA, Principal Auditor
Nicole Jordan, Desktop Publishing

This report, a public record, is intended to promote the best possible
management of public resources. Copies may be obtained from:

internet:
http://www.sos.state.or.us/audits/index.html

phone:
503-986-2255

mail:

Oregon Audits Division

255 Capitol Street NE, Suite 500
Salem, OR 97310

The courtesies and cooperation extended by state agencies
were commendable and sincerely appreciated.

2012 Financial Condition Report: About the Audits Division
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