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To the People of Pennsylvania:

The 2013-14 budget | present today is borne of the tough choices of the past two fiscal years. Fiscal discipline and
continued self-refinement remain guiding principles for this budget. These principles have served Pennsylvania well. We
have lived within our means and have not raised taxes on families or businesses. We have put Pennsylvania on a more
solid financial footing than when | took office.

The rebuilding of the commonwealth’s programs and services begins today. It takes the form of continued investment
in job creation, of a world-class education system for our children, of a substantial support system for our vulnerable and
aging populations, of a renewed transportation infrastructure, of strengthened public safety services, and of modernized
business practices.

The 2013-14 budget seeks to make job creation and business growth more successful and accessible for Pennsylvania
companies by consolidating resources and leveraging private dollars to create a more flexible financing tool that can quickly
adjust to ever-changing economic conditions. It invests in the workforce development system to support business and train
workers for family-sustaining jobs that are growing in Pennsylvania.

This budget commits a $90 million increase to basic education funding. This is the first increase in two years and
brings the total basic education funding to the highest level in Pennsylvania history. Additionally, the commonwealth will
implement the new four-year Passport for Learning Block Grant for school districts with $1 billion in revenues realized
from the privatization of Pennsylvania’s state stores system for enhancements to school safety, school readiness, and
science and math programs.

With this budget, the commonwealth will begin tackling the growing waiting lists through an additional $20 million in
funding for individuals with intellectual disabilities. Because of the commonwealth’s Private Management Agreement for
the Pennsylvania Lottery, programs for older Pennsylvanians will now receive an additional $50 million from a reliable,
predictable and enhanced source of funding.

Pennsylvania’s transportation infrastructure is critical to our economic future, and the current aged and inadequate
system must be improved. This budget presents a new transportation funding initiative that will provide the commonwealth
with long-term solutions for its roads, bridges and public transit systems.

In public safety, the commonwealth will continue to leverage savings realized through both the Justice Reinvestment and
Juvenile Justice Reinvestment Initiatives for strategies that can decrease crime and strengthen the safety of our communities.
Three cadet classes, with the potential of 290 more State Police troopers, are planned for the upcoming fiscal year.

Finally, with this budget, the commonwealth will reform its public pension system. We must take action to provide
budgetary relief, to prevent these costs from consuming the commonwealth’s ability to fund core programs and services,
and to institute lasting change to ensure the commonwealth does not face this problem in the future.

Thank you for the opportunity to lead the commonwealth through change. The road has been long, but we now see
our destination. I look forward to the renewal and rebuilding of Pennsylvania in the upcoming year.

Pursuant to Article VIII, Section 12 of the Constitution of Pennsylvania, and Section 613 of the Administrative Code
of 1929 (71 P.S. Section 233), | am transmitting to your representatives in the General Assembly my proposed budget for
Fiscal Year 2013-14.

Sincerely,

Tone bt~
K Tom Corbett j

i 1/30/13 5:05 PM
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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

Commonwealth of Pennsylvania

Pennsylvania

For the Fiscal Year Beginning

July 1, 2012

il P Wovitt Gy A -

President

Executive Director

The Government Finance Officers Association of the United States and Canada
(GFOA) presented an award of Distinguished Presentation to the
Commonwealth of Pennsylvania for its annual budget for the fiscal year
beginning July 1, 2012. This award is valid for a period of one year.

In order to receive this award, a governmental unit must publish a budget
document that meets program criteria as a policy document, as an operations
guide, as a financial plan and as a communication device.

To view the Governor's Executive Budget online or learn more about the Pennsylvania Office of the
Budget, go to www.budget.state.pa.us. To learn more about the Commonwealth of Pennsylvania,

go to www.pa.gov.
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Overview of Sections within the Budget

Preface

Includes the Governor’s letter, Distinguished Budget Presentation Award, an overview of sections within the budget and
the table of contents.

Reader’s Guide

Provides an explanation of the budget process, program budget structure, and the basis of budgeting and accounting,
summarizes significant financial policies and lists terms used in the budget.

A. Overview and Summaries

Provides summary information regarding program policy direction and budget themes. It discusses the economic outlook,
major operating funds and overall complement and summarizes the budget for several major commonwealth funds including
the General Fund, Motor License Fund, Lottery Fund, Tobacco Settlement Fund and Budget Stabilization Reserve (Rainy
Day) Fund. It also includes General Fund and special fund financial statements and information on federal block grants,
communications and selected other summaries.

B. Program Budget Summary

Provides a summary of the budget by major revenue source and information for each major program by component
categories and subcategories (subdivisions of programs).

C. Summary by Fund

Provides a summary for the General Fund, the major operating fund of the commonwealth, and ten selected special funds,
including detailed data regarding revenues and a summary of expenditures for each fund. Detailed expenditure and program
information is found within Section E: Department Presentations.

D. Tax Expenditures

Provides information regarding tax expenditures for the General Fund, Motor License Fund and selected other funds. These
are tax credits, deductions, exceptions and exclusions provided in law which result in a significant reduction in revenues
that would otherwise be received at current tax rates.

E. Department Presentations

Provides detailed expenditure information by agency, program and funding source. It also presents program performance
measures including outcome/effectiveness indicators, output/activity indicators, efficiency measures and need/demand
estimators for those programs administered by the agency.

F. Capital Budget

Provides detailed information by agency regarding proposed capital budget projects. In addition, lists proposed funding
sources and amounts needed to support the entire capital program for the next five years.

G. Public Debt

Provides data on the debt obligations of the commonwealth used to fund capital programs, voter-approved bond referendums
and certain disaster relief programs.

H. Other Special Funds

Provides a brief description and financial data for all commonwealth funds not given an expanded treatment in other
sections of the budget.

I. Complement

Provides a summary by department of salaried complement on a full-time equivalent (FTE) basis. It also provides a brief
description by agency and appropriation of the changes recommended in the budget.

J. Statistical Data

Provides historical data for various Pennsylvania economic indicators.
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READER’S GUIDE

This section of the budget is intended to assist readers with interpreting
and understanding the content of the Governor’s recommended budget.

It contains an organization chart of the commonwealth, descriptions of
the operating and capital budget processes, explanations of the program
budget structure and the basis of budgeting and accounting, a summary of
significant financial policies, terms used in the budget process and a list of
common federal funds abbreviations.

The government of the commonwealth is comprised of three separate
branches: the Executive Branch, the Legislative Branch and the Judicial
Branch. The organization chart shown on the following page provides
additional information about the structure of Pennsylvania State Government.

To view the Governor’'s Executive Budget online or learn more about the
Pennsylvania Office of the Budget, go to www.budget.state.pa.us. To learn
more about the Commonwealth of Pennsylvania, go to www.pa.gov.
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The Budget Process

The Pennsylvania Constitution requires that the Governor submit a budget annually to be adopted by the
General Assembly for the ensuing fiscal year. The General Assembly may add, change or delete any items in the
budget proposed by the Governor, but the Governor retains veto power over the individual appropriations passed by
the General Assembly. The Governor may also reduce individual appropriations, but may not increase them. A
gubernatorial veto can be overridden only by a two-thirds majority of each House of the General Assembly.

The Governor’'s Budget is developed with a focus on the results of government programs and provides
information about program goals, objectives, accomplishments and effects.

The Governor’'s Budget is a statement of the commonwealth’s program plan, the resources necessary to support
that plan, a description of how resources are to be used, and an assessment of the effects of programs on people
and the environment. This information is presented so that the levels of expenditure are associated with levels of
government services and, ultimately, with the resulting effects on important public policy issues and concerns faced
by the commonwealth.

PHASES OF THE BUDGET PROCESS

The state budget process can be divided into four phases: gubernatorial preparation and submission to the
General Assembly; approval (involving the executive and legislative branches); execution; and program
performance evaluation and financial audit.

Preparation

The preparation phase of the budget process begins nearly twelve months prior to the July 1 start of that fiscal
year. The first step of the preparation phase is the distribution of the budget instructions by the Governor's Budget
Office and program policy guidance by the Governor's Office. The program policy guidance defines major policy
issues, spells out priorities and provides policy direction to the agencies for budget preparation.

Agency budget requests are submitted to the Governor’'s Budget Office beginning in early October. Agencies
prepare and submit their requests electronically. The Agency Program Plan, the programmatic presentation of
agency budget requests, and the appropriation-level information are prepared and submitted in the format and
manner specified in budget instructions issued annually by the Governor’s Budget Office.

During December, the Governor apprises Legislative leaders of anticipated spending and revenue levels and
major fiscal issues expected to be addressed in the upcoming budget.

The Secretary of the Budget and Governor’'s Budget Office staff review agency budget requests for accuracy and
for adherence to the policy guidance. The Agency Program Plan and appropriation templates are used by the
Governor’s Budget Office to analyze the agency requests and prepare funding recommendations for the Secretary
of the Budget and the Governor. Total agency requests must be brought into balance with total funds estimated to
be available from existing sources and any new revenue sources that are recommended. The Secretary of the
Budget makes recommendations to the Governor on the expenditure proposals contained in each agency budget
request and, along with the Secretary of Revenue, provides revenue estimates. The Governor reviews these
recommendations and makes final budget decisions. The Governor’'s Executive Budget document is then completed
and submitted to a joint session of the General Assembly by the Governor through the budget address.

Approval

Shortly after receiving the Governor's Executive Budget, the Appropriations Committees of the House of
Representatives and Senate hold public hearings to review individual agency requests for funds. The appropriations
hearings provide the legislators with an opportunity to review the specific programmatic, financial and policy aspects
of each agency’s programs. The legislators’ decisions on the budget are reflected in the annual General
Appropriation Bill and individual appropriation bills. The General Appropriation Bill contains appropriations for the
executive, legislative and judicial departments, public schools and for public debt. All other appropriations are made
individually by separate special bills.
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Budget Cycle in Pennsylvania
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Appropriations made to institutions not under the absolute control of the commonwealth are considered
nonpreferred appropriations and require a two-thirds vote of each House of the General Assembly for passage. The
passage of the General Appropriation Bill and other appropriation bills by the General Assembly and the passage of
any revenue measures which may be required to ensure a balanced budget constitute the legislative approval
phase of the budget process.

At the time that the General Appropriation Bill and other appropriation bills are presented to the Governor for
approval, the official revenue estimates for the budget year are established by the Governor. If the appropriations
passed by the Legislature exceed the revenue estimates plus any available surplus, the Governor has the authority
and duty either to veto entire appropriation bills or to reduce the amount of appropriations in order to produce a
budget that is in balance with total resources available. The Governor also has the power to reduce or item veto any
appropriation he thinks excessive or unnecessary even if the total appropriations passed by the legislators do not
exceed estimated resources available. A Governor’s item veto may be overridden by a two-thirds vote of each
House of the General Assembly.

The signing of the appropriations bills and any revenue bills by the Governor is the last step in the approval stage
of the budget process.

On occasion, additional appropriations are made subsequent to the enactment of the General Appropriation Act.
These additional appropriations are made for a purpose for which either no appropriation was originally made or
where the General Assembly deems it desirable or necessary that an original appropriation be increased in the
current fiscal year period. These appropriations are made in supplemental appropriation bills that are passed in the
same manner as regular appropriation bills.

Execution

The Governor’'s Budget Office has the authority to request and approve agency spending plans, commonly
referred to as rebudgets, and to establish authorized levels for agency’s full-time equivalent (FTE) salaried
complement, i.e., personnel. The rebudgets are based primarily on the enacted appropriations. The Governor’'s
Budget Office electronically enters allocation amounts into the accounting system based upon the approved
rebudget. Program managers and administrators are responsible for operating their programs within the resources
that are available and for producing the results cited in the budget.

Audit

The last phase of the budget cycle, which occurs after the close of the fiscal year, encompasses audit and review
of program and financial performance. The Governor's Budget Office informally reviews program and financial
performance and performs formal evaluations of selected programs. In addition, the Auditor General performs a
financial post audit.
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Preparation, Submission and Approval

The capital budget process in Pennsylvania is similar to the process used for the operating budget. The capital
budget process has a preparation and submission to the General Assembly phase, an approval phase involving
both the executive and legislative branches and an execution phase.

The preparation phase follows the operating budget preparation cycle for a fiscal year beginning July 1. When
agencies submit operating budget requests to the Secretary of the Budget beginning in early October, agencies also
submit a capital budget request itemizing proposed capital projects they want to undertake. The Governor’s Budget
Office reviews capital requests and develops recommendations based on the Governor’s financial parameters and
policies.

The Governor makes final decisions on the capital budget at the same time as the operating budget. The
Governor’'s final recommendations are contained in a separate capital budget section in the Governor's Budget
submitted to the General Assembly.

The Governor's capital project recommendations along with any additions or deletions made by the General
Assembly are contained in a separate bill usually known as the Capital Budget Project Itemization Act. This bill,
along with the Capital Budget Act which contains the maximum debt limitations for the next fiscal year beginning
July 1, must be passed by both Houses of the General Assembly and presented to the Governor for signature.

The Governor reviews the projects contained in the Capital Budget Project Itemization Act taking into
consideration his priorities, the importance of the project and the impact the project will have on agency operating
budgets. The Governor may approve the bill as is or item veto parts or all of the amounts contained in the bill. Any
item veto may be overridden by a two-thirds vote of each House of the General Assembly. The Governor’s approval
of the Capital Budget Project Itemization Act is the final stage of the capital budget approval process.

Each year, even if a capital budget project itemization bill is not passed, the Capital Budget Act — legislation
establishing limitations on the debt to be incurred for capital projects — is passed and signed into law. The act
establishes a debt ceiling for each major category of the capital program and remains in force for a single fiscal
year.

Capital Project Activation

In order for a capital project approved in an enacted project itemization act to move forward, the Department of
General Services must request that it be activated. All project activation requests are reviewed by the Governor’'s
Budget Office for consistency with the Governor’s priorities and policies. Projects approved by the Governor's
Budget Office are scheduled for release, first for design — and then when design is complete — for construction.
Project releases are made in accordance with certain fiscal guidelines in order to keep the entire capital budget at
affordable levels each fiscal year.

Debt Financing vs. Current Revenue Financing

A capital project can be funded by commonwealth debt obligations, current revenues or funds received from
other jurisdictions if it meets one of the project category criteria listed in the Capital Budget Program Summary
(page F3). The majority of capital projects are funded through general obligation bonds, but in accordance with
commonwealth debt policy (page G3), highway capital projects are funded from current revenues of the Motor
License Fund. Agencies will request either bond or current revenue funding when they submit capital project
requests. The statements on pages F5-F7 summarize new capital projects by capital program category, then by
department, and finally by department, capital program category and bond or current revenue sources. The capital
projects for each department (pages F8-F101) first list agency bond-funded projects, then list agency projects
funded through current revenues.

The reader is referred to Section F Capital Budget, which contains the Governor's recommended capital budget
and five-year capital program, including funding sources and amounts needed to support capital programs.
Pages F3 and F4 briefly describe the seven categories of capital projects and the contents of the three subsections:
2013-14 New Project Authorizations; Forecast of Future Projects; and Estimate of Capital Expenditures.
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The Commonwealth’s Program Budget Structure

COMMONWEALTH PROGRAM PLAN

The budget presentation for each commonwealth department or agency is shown on a program basis and on an
appropriation basis. The Section B: Program Budget Summary provides a summary presentation by commonwealth
program and shows program costs according to eight major commonwealth program classifications. These eight
Commonwealth Programs are each defined in terms of broadly stated goals of state government.

The first commonwealth program, Direction and Supportive Services, includes the resources to support
administrative functions that affect the overall operations of the commonwealth. The next six commonwealth
programs are substantive in nature and deal with costs related
to their program titles: Protection of Persons and Property;
Education; Health and Human Services; Economic
Development; Transportation; and Recreation and Cultural
Enrichment. The last commonwealth program, Debt Service, | ¢ Program Category — defined by desired goals
includes the resources to meet the timely payment of [,  program Subcategory — Program Presentation that
commonwealth debt obligations. Debt Service is shown as a includes an objective, narrative and funding
separate commonwealth program and is not merged with e  Program Element — activities contributing toward the

program eXpenditure_s SO .that direct program expenditures accomplishment of the subcategory program objective
may be more clearly identified.

. Commonwealth Program — eight major programs

Each of the eight major Commonwealth Programs is subdivided into Program Categories defined by more
specific goals. Program Categories are further broken down into Program Subcategories (more commonly referred
to as Program Presentations in the budget book). The Program Presentations include program objectives,
narratives and funding recommendations. Program narratives are further broken down into Program Elements — the
basic unit of the program budget structure. Program elements are the activities that contribute to the
accomplishment of the program objective of the Program Presentation.

Department Presentations

Each agency presented in Section E of this budget book includes a Mission Statement, a Summary by Fund and
Appropriation, a Program Funding Summary and a program subcategory Program Presentation.

Mission Statement

The mission statement is included on the title page of the department or agency presentation and describes what
the agency does or intends to accomplish and why.

Summary by Fund and Appropriation

The Summary by Fund and Appropriation presentation is organized by fund, character of expenditure, state
appropriation, and the federal funds, augmentations and other funds that supplement the activities funded by each
state appropriation. Three fiscal years are shown on this presentation — the budget year and two prior fiscal years.
The most immediate prior fiscal year is named the “available year” and the second most immediate prior fiscal year
is named the “actual year.”

State funds included in the SFA presentation are the: General Fund; Motor License Fund; Banking Fund; Boat
Fund; Farm Products Show Fund; Fish Fund; Game Fund; Keystone Recreation, Park and Conservation Fund;
Lottery Fund; Racing Fund and Tobacco Settlement Fund and all appropriations or executive authorizations made
from those funds. Section C presents financial statements and revenue detail for each of these state funds.

Federal fund amounts shown on the SFA include appropriations to date as well as anticipated adjustments
because of increases or decreases in the amount of funds to be received. Because of the manner in which they are
appropriated, federal funds are deposited as General Fund revenues rather than as augmentations. Federal funds
are not, however, included in the revenue sections of the budget. Instead, federal funds are shown with the state
funds which they supplement. Abbreviations or acronyms often are used in the federal appropriation titles shown on
the SFA. The Federal Funds Identification section in this Reader’s Guide lists common federal fund abbreviations.

The budget may propose the transfer of appropriations between agencies, a departmental reorganization or the
restructuring of appropriations within or between departments. Usually in these cases, for ease of comparison in the
SFA presentation, the actual and available year funding amounts are shown consistent with the budget year
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proposal. This means, however, that the amounts shown in the actual and available years may not be consistent
with those shown in accounting reports and appropriations acts. When this occurs, footnote explanations are
included within the agency SFA presentation.

The Summary by Fund and Appropriation example pages immediately following this section explain the layout of
the SFA and provide more detail on the items discussed here.

Program Funding Summary

The agency Program Funding Summary presents general, special, federal and other funding organized by the
program subcategory Program Presentations of the commonwealth’s program budget structure rather than by
appropriation. The summary is a seven-year presentation — including the actual, available and budget years
previously discussed, plus four additional planning years beyond the budget year. The four planning years do not
show cost projections based on desired progress toward meeting goals, but rather show the future cost
consequences of current program policy including the cost of any current legislatively mandated increases that may
be effective in a future year. All departmental program funding summaries are shown aggregated in Section B
according to the eight major Commonwealth Programs and their identified Program Categories. Each departmental
subcategory shown in its program funding summary is included in one and only one of the eight major
Commonwealth Programs and in one of the Program Categories.

Program Presentation

Each program subcategory Program Presentation includes a program objective that states the program’s
purpose in terms of desired accomplishments, a narrative describing program activities and services, funding
recommendations that identify increases or decreases over available year funding, and a list of state appropriations

that support the activities within the program.

An agency may have one or more Program Presentations,
dePe_”_d'”g on the breadth_ and complexity of ItS_mISSIOn, e Program Objective — program purpose stated as desired
activities, goals and objectives. The reader can quickly see accomplishments
program presentation titles in the Table of Contents which
lists every program presentation for every agency. Each
program presentation begins with and is defined by one | ¢ Program Recommendations — proposed funding
program objective. Program narratives describe program increases or decreases
activities, services and expected outcomes and may be | e Appropriations within this Program — appropriations
further broken down by program element narratives which supporting program activities
focus on specific program activities.

e Narrative — program activities and services description

The Program Recommendations section lists and briefly describes each funding increase or decrease for each
state appropriation. Major funding changes are identified as Initiatives or Program Revision Requests which often
are more fully discussed in the Section A: Overview and Summaries section. Significant program changes are
explained and justified in a separate Program Revision Request section that immediately follows the program
subcategory Program Presentation to which it pertains.

The Appropriations within this Program section is a seven-year presentation of the state appropriations included
in the Program Presentation. As noted in the previous planning year discussion, the four planning years do not show
cost projections based on desired progress toward meeting goals, but rather show the future cost consequences of
current program policy including the cost of any current legislatively mandated increases that may be effective in a
future year. Each state appropriation appears in only one agency and in only one Program Presentation.

The Program Presentation example pages immediately following the Summary by Fund and Appropriation
example pages in this section explain the layout of the Program Presentation and provide more detail on the items
discussed here. The reader is also referred to the Terms Used in the Budget Process section of this Reader’s
Guide for the definitions of the terms discussed in this section.

Program Measures

Within the commonwealth’s program budget structure, performance measures are used to quantify program
activities and results. Program Measures is the last section in the agency presentation, and is a seven-year
presentation of performance measures that identify program activities and outcomes and the impact the proposed
budget is expected to have on those activities and outcomes.

OTHER SPECIAL FUNDS

The Section H: Other Special Funds Appendix provides brief descriptions and financial data for those special
funds of the commonwealth not given an expanded treatment in other sections of this document.
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The Summary by
Fund and Appropriation

A summary by fund and appropriation (SFA)
is shown at the beginning of each agency
presentation in Section E. The SFA identifies
all state appropriations within the agency and
those federal funds, augmentations and other
funds which supplement the activities within the
respective state appropriation.

General Fund — The fund into which the general
(non-earmarked) revenues of the state are deposited
and from which monies are appropriated to pay the
general expenses of the state.

General Government— A character of expenditure
which is a classification of appropriations according
to their general purpose. Other characters of
expenditure are institutional, grants and subsidies,
capital improvements and debt service.

General Government Operations — Identifies
an appropriation by the General Assembly or an
executive authorization (EA) by the Governor to
spend state monies.

"(F)" Identifies a federal appropriation by the General
Assembly or an executive authorization by the
Governor to spend federal monies.

"(A)" Identifies other monies which augment a state
appropriation.

"(R)" Identifies funds which are in a restricted
account and which may only be spent for very limited
purposes related to the state appropriation.

Wpennsylvania
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Summary by Fund

GENERAL FUND:
General Government:
General Government Operations ..........ccccveecerreseerssseesssseessssneens
(F) Surface Mine Conservation
(A) Department SEIVICES .......ccvueiiiieiiiiiieiee et

Subtotal ..o

Environmental Program Management ............ccccvvimniinnnenncnnnnns
(F) Coastal Zone management
(F) Storm Water Permitting Initiative.............cccconiiiiiiiiicns
(A) Safe Drinking Water Revolving Fund Administration ..............

(R) Sewage Facilities Program Administration (EA) .........cccceceeee

SUDbLOtal ..eeeeiiiee

Subtotal - State FUNAS .........coooviiiiiiiiiiee e
Subtotal - Federal Funds .........c.ooveviieiiiiiiiiee e
Subtotal - Augmentations...........ccccoiiiiiiiiciiic e
Subtotal - Restricted Revenues...........cccccceveeeiviiiiiieeeeeen,

Total - General Government...........ccccvveeeeeeeeeiieeeee e

Grants and Subsidies:
Black Fly Control and Research...
West Nile Virus Control .................
Delaware River Master................
Interstate Mining Commission...........ccccec....
Susquehanna River Basin Commission .....
Delaware River Basin Commission .............
Chesapeake Bay Commission..............

Total - Grants and Subsidies...........cccceveveiiieeeiiiie e

STATE FUNDS ..o
FEDERAL FUNDS
AUGMENTATIONS
RESTRICTED REVENUES ..o

GENERAL FUND TOTAL ....ccooiiiimniiiininns s sssssssssssnes

MOTOR LICENSE FUND:

General Government:
Dirt and Gravel Roads ............

MOTOR LICENSE FUND TOTAL

OTHER FUNDS:

GENERAL FUND:
Safe Drinking Water ACCOUNt ...........cciiiiiiiiiiiieieeeeee e

ACID MINE DRAINAGE ABATEMENT AND
TREATMENT FUND:
Acid Mine Drainage Abatement and Treatment (F) (EA)..................

DEPARTMENT TOTAL - ALL FUNDS
GENERAL FUND ...
SPECIAL FUNDS ..o
FEDERAL FUNDS ..o
AUGMENTATIONS ...
RESTRICTED ..o
OTHER FUNDS .......oooiiiii s

TOTAL ALL FUNDS ..o




Environmental Protection

and Appropriation

(Dollar Amounts in Thousands)

2011-12 2012-13 2013-14

ACTUAL AVAILABLE BUDGET
................ $ 10,400 $ 10,500 $ 10.600
................ 413 630 680
................ _ 154 75 75
................ $ 10,967 $ 11,205 $ 11,355
................ 21,325 21,424 22,524
................ 4,700 4,700 4,700
................ 2,300 2,300 2,300
................ 91 85 85
................ 1,500 1,500 1,500
................ $ 29916 $ 30,009 $ 31,109
................ $ 31,725 $ 31,924 $ 33,124
................ 7,413 7,630 7,680
................ 245 160 160
................ _ 1,500 1,500 1,500
................ $ 40,883 $ 41,214 $ 42,464
................ $ 3,250 $ 3,250 $ 3,250
................ 3,676 3,676 3,776
................ 76 76 76
................ 25 25 30
................ 490 500 490
................ 1,000 1,000 1,000
................ 190 190 200
................ $ 8707 $ 8717 $ 8822
................ $ 40,432 $ 40,641 $ 41,946
................ 7,413 7,630 7,680
................ 245 160 160
................ 1,500 1,500 1,500
................ $ 49,590 $ 49,931 $ 51,286
................ $ 4,000 $ 4,000 $ 4,000
................ $ 4,000 $ 4,000 $ 4,000
................ $ 549 $ 658 $ 470
................ $ 5,500 $ 5,500 $ 5,500
................ $ 40,432 $ 40,641 $ 41,946
................ 4,000 4,000 4,000
................ 7,413 7,630 7,680
................ 245 160 160
................ 1,500 1,500 1,500
................ 6,049 6,158 5,970
................ $ 59,639 $ 60,089 $ 61,256

|
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NOTE: In some cases the budget may propose
the shifting of appropriations between agencies,
departmental reorganizations or the restructuring
of appropriations within or between departments.
Usually, for ease of comparison, all columns in the
budget presentation are shown consistent with the
recommendation in the budget year. This means,
however, that the amounts shown in the actual and
available columns may not be consistent with those
shown in accounting reports and appropriation acts.
When this occurs, explanations have been included
in the footnotes to the Summary by Fund and
Appropriation.

Identifies one of a group of special funds which are
presented fully in Section C: Summary by Fund. For
purposes of this presentation, State funds include
the General, Motor License, Banking Department,
Boat, Farm Products Show, Fish, Game, Keystone
Recreation, Park and Conservation, Lottery, Racing
and Tobacco Settlement funds.

Identifies selected restricted accounts.

Identifies one of a group of special funds which are
presented on a limited basis in Section H: Other Special
Funds Appendix.
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Program Presentation

Each Program Presentation provides a written
and financial explanation of the activities of the
program. Recommendations for the continuation
of current programs at essentially current levels
of commitment are shown within department
program subcategories. Recommendations
for major program changes are identified as
department Program Revision Requests (PRRs)
or Initiatives which provide explanations and
justification for the change.

Program Recommendations — Identifies the
increases or decreases over the available year
funds as presented in the Summary by Fund and
Appropriation.

General Government Operations — Identifies a
specific appropriation.

PRR — A Program Revision Request identifies a
major program change and is explained in more
depth in a presentation following the program.

Appropriations within this Program — |dentifies
all state appropriations which support the activities
within the program. Each appropriation appears in
only one agency program.

Wpennsylvania
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PROGRAM OBJECTIVE: To protect and improv
the health and safety of the citizens of the comn
or unnecessary radiation from natural and man-n
exposure and to manage water and mineral reso
destruction and depletion while allowing econom

Program: Environmental Protectio

This program encompasses the major program elements that help
to protect the health and safety of the citizens of the commonwealth
as well as the quality of their environment and economic health. These
activities are all associated with the department’s goals for Clean Air,
Clean Water, Land Protection, Community Health and Safety and
Sustainable Energy.

Act 68 of 1999, the Environmental Stewardship and Watershed
Protection Act, authorized the beginning of the “Growing Greener”
program. The goal of this program is to ensure citizens their rights to
clean air, to pure water and to the preservation of the natural, scenic,
historic and esthetic values of the environment. Expanded activities
include the reclamation of abandoned mines, plugging of certain oil and
gas wells, protection and restoration of watersheds, and improvements
to drinking water and sewer systems.

Program Recommendations: This budge

General Government Operations

$ 100 —to continue current program.
Environmental Program Management
$ 100  —to continue current program.

1,000  —PRR—Rebuilding Pennsylvania's
Infrastructure. To provide increased
assistance to communities for flood
control projects.

$ 1,100  Appropriation Increase

Appropriations within this Program:

2011-12 2012-13
Actual Available
GENERAL FUND:
General Government Operations ............. $ 10,400 $ 10,500
Environmental Program Management...... 21,325 21,424
Black Fly Control and Research 3,250 3,250
West Nile Virus Control ................. 3,676 3,676
Delaware River Master.................. 76 76
Interstate Mining Commission ... 25 25
Susquehanna River Basin Commission .. 490 500
Delaware River Basin Commission ......... 1,000 1,000
Chesapeake Bay Commission ................. 190 190
Program
201112 201213
Protection of Air Quality
Percentage of population in counties
attaining the ambient PM-2.5 (fine particles)
annual standard............ccoceeviiiiiiiienee 90% 90%
Percentage of population in counties
attaining the 1997 ambient ozone standard 88% 88%
Percentage of population in counties
attaining the 2008 ambient ozone standard 35% 42%
Wpennsylvania




Environmental Protection

e the quality of the air, water and environment for
1onwealth, to protect the people from dangerous
)ade sources, including occupational and medical
Jrces in a way which ensures against their undue
c benefits from their use.

n and Management

CLEAN AIR

Program Element: Protection of Air Quality

Emissions of air contaminants are closely monitored and controlled
by the department to protect public health as required by the Federal
Clean Air Act, the Pennsylvania Air Pollution Control Act of 1960 and
regulations adopted under the acts. Pollutants of primary concern
include ground-level ozone, suspended particulates, sulfur and nitrogen
oxides, volatile organic compounds and toxic air pollutants. Ozone,
a bluish gas, irritates the eyes and upper respiratory system. Small
particles and toxic air pollutants they carry with them can aggravate or
cause respiratory ailments.

Many of the volatile organic compounds and heavy metals
resulting from industrial processes and combustion sources are toxic
air pollutants. Emissions of these pollutants must be controlled under
Federal Maximum Achievable Control Technology requirements.

t recommends the following changes: (Dollar Amounts in Thousands)

West Nile Virus Control

$ 100  —to continue current program.
Interstate Mining Commission

$ 5  —to continue current program.
Susquehanna River Basin Commission

$ —-10  —nonrecurring project.
Chesapeake Bay Commission

$ 10  —to continue current program.

(Dollar Amounts in Thousands)
2013-14 2014-15 2015-16 2016-17 2017-18

Budget Estimated Estimated Estimated Estimated

$ 10600 $ 10600 $ 10,600 $ 10,600 $ 10,600

22,524 22,524 22,524 22,524 22,524
3,250 3,250 3,250 3,250 3,250
3,776 3,776 3,776 3,776 3,776

76 76 76 76 76

30 30 30 30 30

490 490 490 490 490

1,000 1,000 1,000 1,000 1,000

200 200 200 200 200

Measures

2013-14 2014-15 2015-16 2016-17 2017-18

90% 100% 100% 100% 100%

100% 100% 100% 100% 100%

50% 68% 100% 100% 100%

|
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Identifies the agency being presented.

Objective — A statement of the program's purpose
in terms of desired accomplishments.

Program — The agency program focuses upon
objectives which can be measured in terms of
quantifiable impact.

Program Element — Used within a program narrative
to identify sub-program components.

Narrative — Describes program services and
activities.

Program Measures — Indicates the expected impact
of the proposed budget on services, costs, eftc.,
involved in all programs within the entire agency.

I
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Reader’s Guide

Basis of Budgeting and
Basis of Accounting for Financial Reporting

Basis of Budgeting For Control and Compliance — Modified Cash Basis

The commonwealth’s budgets are prepared on a modified cash basis that is used to establish and ensure
compliance with enacted budgets according to applicable commonwealth statutes and administrative procedures.
For each commonwealth operating fund, the total amount appropriated by the General Assembly for a fiscal year
may not exceed the fiscal year's estimated revenues available for appropriation, as developed by the Governor, plus
the unappropriated surplus fund balance (or less a deficit) of the preceding fiscal year, except for constitutionally
authorized debt service payments.

With modified cash basis of budgeting, tax receipts, non-tax receipts, augmentations and all other receipts are
recognized when posted to the commonwealth’s accounting system. Expenditures are recorded at the time
payment requisitions and invoices are posted to the commonwealth’s accounting system. Expenditures include
appropriated amounts reserved for payment of contracts for the future delivery of goods and services to the
commonwealth through an encumbrance process. Also, appropriated funds are retained at fiscal year-end to pay
direct expenditures such as salaries, wages, travel and utility costs payable against a fiscal year's appropriation
authority but expended in the subsequent fiscal year.

Budgetary control is exercised at the appropriation level (legislative spending authority level). Encumbrances and
expenditures cannot exceed appropriated amounts. Appropriation transfers between departments and any
supplemental appropriations require both executive and legislative branch approval. Uncommitted and unexpended
appropriations return to the fund balance (lapse) at fiscal year-end and become available for appropriation in the
subsequent fiscal year. Over-estimates of amounts required to meet current year obligations are lapsed in the
subsequent year and under-estimates are paid from subsequent year appropriations.

Budgets are statutorily adopted each fiscal year for the General Fund and the following special revenue funds:
Banking Department, Ben Franklin Technology Development Authority, Emergency Medical Services Operating,
Energy Conservation and Assistance, Hazardous Material Response, HOME Investment Trust, Milk Marketing,
Motor License, and Workmen’s Compensation Administration. However, not all special revenue funds are controlled
by statutorily adopted budgets. Controls over spending in such special revenue funds are maintained by use of
spending limits (executive authorizations) established by the Governor, within parameters established by the
General Assembly. Budgets are also statutorily adopted for the administration of the State Employees’ Retirement
and Public School Employees’ Retirement Funds and for portions of the State Stores, Tobacco Settlement and
Tuition Account Guaranteed Savings Program Funds.

The commonwealth also makes appropriations to authorize expenditures for various capital projects. Capital
project appropriations normally remain in effect until the completion of each project unless modified or rescinded.

Basis of Accounting for Financial Reporting — GAAP Modified Accrual Basis

In addition to the budgetary basis financial information maintained by the commonwealth to monitor and enforce
budgetary control, special account balances, principally receivable and payable items, are maintained to provide
and report information in conformity with generally accepted accounting principles (GAAP) applicable to state and
local governments. GAAP requires a modified accrual basis of accounting for governmental fund types. With
modified accrual basis accounting, revenues are recognized when they become both measurable and available to
finance expenditures. Expenditures are generally recognized and recorded when a liability to make a payment is
incurred, regardless of when the cash disbursement is to be made. For proprietary and fiduciary fund types, GAAP
requires a full accrual basis of accounting.

Accounting Differences in GAAP Financial Reporting versus Budgetary Reporting

Revenues and expenditures reported and included in GAAP financial statements differ from those reported in the
commonwealth’s budgeting system. Among other differences, the GAAP statements generally recognize revenues
when they become measurable and available rather than when cash is received; report expenditures when goods
and services are received and a liability incurred rather than when cash is disbursed; include government-wide
statements, representing aggregate governmental activities of the commonwealth, along with fund statements,
including individual major and aggregate nonmajor funds grouped by GAAP fund type rather than by commonwealth
funds; and include activities of all funds in the financial reporting entity, including agencies and authorities usually
considered as independent of the commonwealth for budgetary accounting and reporting purposes. GAAP financial
accounting generally requires sales/use, personal income, corporation and other tax revenue accruals as well as tax
refunds payable and tax credits to be subtracted from reported tax revenues; and expenditures not covered by
appropriations to be included as expenditures.
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Significant Financial Policies

A summary of significant financial management policies of the commonwealth is presented here:

Accounting — Accounting policies are noted in the Basis of Budgeting and Basis of Accounting for Financial
Reporting section immediately preceding this section. In addition to the budgetary basis financial information
maintained by the commonwealth to monitor and enforce budgetary control, special account balances, principally
receivable and payable items, are maintained to provide and report information in conformity with accounting
principles generally accepted in the United States applicable to governments. The Governmental Accounting
Standards Board establishes accounting and financial reporting requirements for state and local governments.

Budget Stabilization Reserve Fund — Act 91 of 2002 provided for this fund effective July 1, 2002 to eventually
establish a reserve fund amounting to 6 percent of the revenues of the General Fund. For the fiscal year beginning
July 1, 2002 and in any fiscal year thereafter in which the Secretary of the Budget certifies that there is a surplus in
the General Fund, 25 percent of the surplus is to be deposited by the end of the next succeeding quarter into this
fund. In certain fiscal years legislation has provided for a transfer of an amount not equal to 25 percent for that
fiscal year. Act 87 of 2012 suspended the transfer to the Budget Stabilization Reserve Fund for the most recent
fiscal year ending June 30, 2012. Additional information on this fund, commonly referred to as the Rainy Day Fund,
is found in Section A.1.

Investments — Investment Pools — The Fiscal Code provides the Treasury Department with investment control
over most commonwealth funds. The Treasury Department uses a variety of sophisticated internal investment
pools that seek to provide preservation of principal, liquidity, diversification and income for commonwealth funds. All
participating funds report amounts invested in such pools as temporary and/or long-term investments; the pools
themselves are not financially reported.

Debt Issuances — The commonwealth constitution permits debt to be issued for capital projects in approved capital
budgets; purposes approved by voter referendum and response to disasters. The constitution limits outstanding
capital budget debt to 1.75 times the average tax revenues during the previous five fiscal years. Voter approved and
disaster relief debt are not subject to the constitutional debt limit. Capital projects addressing health, safety and
public protection receive top priority for activation. Additional information on public debt and debt policies is found in
the Section G Public Debt.

Debt Policy — The commonwealth’s very conservative public debt policies date back to the 1980’s:

» General Obligation pledges are the preferred source of security.

¢ referendum questions should be submitted to the voters for critical needs only.

¢ moral obligation pledges should not be provided.

e revenue pledges are to be used by independent agencies.

e lease revenue debt should be used only when budgetary restraints prohibit the use of current revenue funding.

o debt service should not exceed four percent of revenues.

¢ highway projects should be funded from current revenues.

e capital projects addressing health, safety and public protection receive top priority for activation, followed by
renovations to existing facilities.

In addition, the commonwealth never entered into swaps, and 100 percent of its outstanding General Obligation
debt is in fixed rate debt — no variable rate, auction rate or other exotic debt instruments are used. The 2008
Financial Crisis and the freezing of capital markets did not adversely impact the commonwealth due to its
conservative portfolio of debt.

Additional detail on these financial policies can be found in other sections of this document including the Section
A Overview and Summaries, Section F Capital Budget, Section G Public Debt and Section H Other Special Funds
Appendix.
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Terms Used in the Budget Process

Accrual: The accounting recognition of revenue or expenditures/expense amounts prior to cash receipt of revenue
or cash disbursements for expenditures/expenses. Accruals are based on the delivery of a good or completion of a
service by a specific date for which related cash receipts or disbursements have not yet occurred. Accruals are
typically posted at the end of an accounting period and are reversed during a subsequent accounting period.

Agency Program Plan: The aggregation of program and financial information projected over a five-year period that
serves as the agency input into the Commonwealth Program Plan.

Appropriation: Legislation requiring the Governor's approval authorizing an agency, department, board,
commission or institution to spend a specified amount of money for a stated purpose or purposes during a particular
period of time, usually one fiscal year.

Augmentation: Monies such as institutional billings or fees credited to a specific appropriation of state revenues.
An augmentation can usually be spent for those purposes authorized for the appropriation it augments. Although
augmentations usually are appropriated in general terms with no specific dollar limits, federal aid monies must be
appropriated specifically.

Authorized Salaried Complement: A complement authorization established by the Governor's Budget Office as
part of the annual rebudget process and based on funding and agency justification for positions.

Balanced Budget: A budget in which proposed expenditures equal actual and estimated revenues and surplus.
The Constitution of Pennsylvania requires the Governor to submit a balanced budget and prohibits the General
Assembly from appropriating monies in excess of actual and estimated revenues and surplus.

Budget: A statement of the state’s program plan, the resources necessary to support that plan, a description of how
and for what purposes the resources are to be used and a projection of the effects of the programs on people and
the environment.

Budget Type: A term used to describe the components of various funding sources and status of the funding
sources that determine the total funds available for each Commonwealth appropriation or executive authorization.
Budget Types include:

e Appropriation or Executive Authorization — The amount provided in an enacted appropriation bill or
executively authorized and issued in approved Expenditure Symbol Notification letters.

e Estimated Augmentations — The amount made available in an approved allocation or allocation amendment
to supplement an Appropriation or Executive Authorization from non-Federal sources.

e Federal Transfers — The amount of expenditures anticipated to occur in the State Appropriation or Executive
Authorization in the first instance and then transferred to a related Federal Appropriation or Executive
Authorization.

e Non-Federal Transfers — The amount of expenditures anticipated to occur in the State Appropriation or
Executive Authorization in the first instance, and then transferred to another State Appropriation or Executive
Authorization or Other Funds source within the same or a different Commonwealth Fund.

e Pending Lapse — The amount of funds from an Appropriation or Executive Authorization that may potentially
lapse. These funds are no longer available for expenditure or commitment.

e Lapse — The amount of funds from the Appropriation or Executive Authorization for which a lapse has been
processed and approved. These funds are no longer available for expenditure or commitment.

e Federal Expiration — The amount of lapse of Appropriation or Executive Authorization authority from a
Federal Appropriation or Executive Authorization.

e Budget Carry Forward — The amount of prior year available funds that have carried forward to a new fiscal
year.

Capital Authorization: The appropriations and/or debt authorization enacted in an annual capital budget to fund
any permitted capital program.

Capital Budget: The capital budget is that part of the state budget that recommends projects for the construction,
renovation, improvement, acquisition and purchase of original furniture and equipment of any building, structure,
facility, land or land rights. Projects must have an estimated useful life in excess of five years and an estimated cost
in excess of $100,000 or more if bond funds are used and $300,000 or more when current revenues are used.
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Those projects under these thresholds are not considered capital and are funded from operating budgets. Most of
the capital budget projects in the past have been paid from monies obtained by the sale of bonds.

Character of Expenditure: A classification of appropriations according to their general purpose, including general
government, institutional, grants and subsidies, capital improvements and debt service.

Commonwealth Program Plan (CPP): The aggregation of all of the Agency Program Plans (APP) within the
framework of the Commonwealth’s program structure.

Complement: A term synonymous with state personnel or workforce, more often used in the context of positions
rather than employees or persons employed.

Complement Level: The number of full-time equivalent wage or salaried positions authorized by appropriation and
agency. The Governor’'s Budget Office establishes authorized salaried complement levels and the Governor’s Office
of Administration establishes authorized wage complement levels.

Current Commitment: Current level of services; when used in projecting costs, the future cost consequences of
current program policy. Also referred to as “Cost to Carry.”

Deficit: A fiscal operating result for an individual fund that may occur at the end of a fiscal year, whereby
expenditures for a fiscal year exceed the actual revenues during the same period plus the prior year surplus. The
deficit must be paid from the next year’s revenues.

Encumbrance: That portion of an appropriation representing a commonwealth obligation or commitment pursuant
to a contract, a purchase order, a grant or another known obligation but where an actual disbursement has not been
made.

Executive Authorization: An authorization made in the name of the Governor to spend money from funds that had
been previously appropriated through blanket action of the General Assembly. Usually this term is used in
connection with the special funds. An example of this would be the operations of the Vocational Rehabilitation Fund.

Expenditure: An accounting entry indicating a disbursement has been made.

Federal Fiscal Year (FFY): A twelve-month period beginning October 1 and ending September 30 of the following
calendar year which is used as the federal accounting and appropriation period. Referred to by the year in which the
fiscal year ends. For example, October 1, 2012 to September 30, 2013 would be FFY 2013.

Federal Funds Appropriation: An appropriation of monies received from the federal government. All monies,
regardless of source, deposited in the state treasury must be appropriated. Federal funds are appropriated for a
specific time period.

Fiscal Year: A twelve-month period beginning July 1 and ending June 30 of the following calendar year which is
used as the state’s accounting and appropriation period. In the accounting system, referred to by the year in which
the fiscal year begins, for example, July 1, 2012 to June 30, 2013 would be Fiscal Year 2012. In the budget
document, referred to by using both calendar years in which the fiscal year spans, for example, July 1, 2012 to June
30, 2013 would be Fiscal Year 2012-13.

e Actual Year — Includes all expenditures and encumbrances chargeable to that fiscal year as of June 30 of the
previous year plus available balances held for certain commitments and any supplemental appropriations
enacted after June 30. In the case of continuing appropriations, the actual figure will also include any available
balances. For non-appropriated and non-executively authorized restricted receipts and restricted revenues, it
reflects expenditures only.

e Available (Current) Year — For state funds, includes amounts appropriated to date and supplemental
appropriations recommended in this budget. For non-appropriated and non-executively authorized restricted
receipts and restricted revenues, the best estimate of expenditures currently available is used.

e Budget Year — Reflects the amounts being recommended by the Governor in this document for the next fiscal
year.

e Planning Years 1, 2, 3 and 4 — Reflects only the cost of the budget year projected into the future and the
implementation of legislatively mandated increases that may be effective in a future year.

Full-time Equivalent: A numeric unit that indicates the workload of an employed person in a way that makes full-
and part-time workloads comparable. A full-time worker is equivalent to one FTE and two half-time workers are also
equivalent to one FTE. For budgeting purposes, an agency’s total FTE count is rounded to the nearest integer.
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Fund: An independent fiscal and accounting entity comprising a source of money set aside by law for the purpose
of carrying on specific activities in accordance with special regulations, restrictions or limitations. A fund is created
by legislation. The General Fund is the fund from which most state programs are financed.

Fund Balance: The beginning balance is the ending balance brought forward from the previous year. The ending
balance (positive or negative) is the sum of the beginning balance, revenues/receipts and lapses less expenditures
within the fiscal year.

General Appropriation Act: A single piece of legislation containing numerous individual appropriations. The
General Appropriation Act contains only appropriations for the executive, legislative and judicial departments of the
commonwealth, for the public debt and for public schools. All other appropriations are made by separate acts, each
concerning one subject.

General Fund: The fund into which the general (non-earmarked) revenues of the state are deposited and from
which monies are appropriated to pay the general expenses of the state.

Goal: A goal is a desired state of affairs based upon current knowledge and values. It is timeless in the sense that
as achievement approaches, goals tend to be restated at a higher level of aspiration or new goals are projected.
Goals reflect the basic values of society and are therefore always culture bound and subjective.

Initiative: (see also the definition of Program Revision Request) Changes in program purpose, level or activity as
the result of changes in policy, statute, regulation or court direction which result in dollar increases or decreases too
low to require submission of a Program Revision Request (i.e., less than $200,000 or 15 percent of an
appropriation, whichever is greater) are identified as Initiatives. Cost increases to operate an existing program
without change in policy, law or regulation such as increased fuel costs at an institution or increased rental costs for
regional offices are current commitment costs and are not identified as Initiatives.

Item Veto: The constitution of Pennsylvania empowers the Governor to disapprove part or all of any item or items of
any bill making appropriations of money. The part or parts of the bill approved become law and the item or items
disapproved become void. This power is known as the item veto.

Lapse: The return of unencumbered or unexpended monies from an appropriation or executive authorization to the
fund from which the money was appropriated. Most appropriations are for one fiscal year and any unencumbered
and unexpended monies usually lapse after the end of that fiscal year.

Limited-Term Salaried Position: A salaried position that has a specific date of expiration, regardless of duration,
that requires the temporary, full- or-part time employment of at least one person.

Mandated Expenditures: Expenditures that are authorized and required by legislation, other than appropriation
acts, or required by the state constitution. Such expenditures include payment of public debt.

Nonpreferred Appropriations: An appropriation to any charitable or educational institution not under the absolute
control of the commonwealth that requires the affirmative vote of two-thirds of the members elected to each House
of the General Assembly.

Objective: A statement of program purposes in terms of desired accomplishments measured by outcome
indicators. Accomplishments are intended effects (impacts) upon individuals, the environment and institutions. The
intended effect should be quantifiable and achievable within a specific time and stated resources and contribute
toward pursuing the goals of the commonwealth. Objectives are defined at the program subcategory level.

Official Revenue Estimate: The estimate of revenues for the coming fiscal year determined by the governor at the
time the governor signs the General Appropriation Act. This revenue estimate is used to determine whether
appropriations are in balance with available revenues.

Operating Budget: The operating budget is that portion of the state budget that supports the general day to day
activities and expenses of state government paid out of revenues derived from taxes, license or permit fees, or other
non-tax sources.

Position: An authorized and individually identified group of duties and responsibilities requiring the full- or part-time
employment of at least one person.

Preferred Appropriation: An appropriation for the ordinary expenses of state government which only requires the
approval of a majority of the Senators and Representatives elected to the General Assembly.

Program: A general term applied to any level of program aggregation defined in the Agency Program Plan.
Included are the Commonwealth Program, the Program Category and the Program Subcategory.
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Program Budgeting: A method of budgeting that relates expenditures to government program accomplishments.
Program budgeting generally includes the identification of programs and their objectives, a system of measuring and
reporting program results and the allocation of funds with a consideration of program effectiveness.

Program Category: The first major subdivision of the commonwealth program. The program category is defined in
terms of desired goals, e.g., clean air environment.

Program Element: The agency activity or set of activities which produce an output or group of related outputs that
contributes to the accomplishment of the objective of a single program subcategory. Program elements are the
basic units of the program structure of the budget.

Program Performance Measure: A general term applied to any of the substantive measures found in the agency
programs. Included are impacts, outcomes, output/activity indicators, efficiency measures and need and/or demand
estimators.

Program Policy Guidelines (PPG): Issued by the Governor, the policy guidelines identify those problems
confronting the commonwealth that are of major concern. The guidelines initiate the budget process in that they ask
for a preliminary assessment of alternative program changes which respond to the Governor's concerns.

Program Revision Request (PRR): The PRR is the means by which the agency proposes a new program or a
major change in an existing program. A PRR is required when an agency is requesting an increase or decrease of
more than 15% of an appropriation, but a PRR is not required if that 15% does not exceed $200,000. The PRR
reflects the guidance provided by the Governor’'s annual Program Policy Guidelines, results obtained from special
analytic studies, and needs or demands considered relevant by the Governor.

Program Structure: The system used to organize goals and objectives within a logical framework so that activities
of different organizational units designed to accomplish similar results can be reviewed for decision purposes within
the appropriate program context. Program structure also provides the means for determining what information is
required in order to identify the needs and demands on government and what information is required for the
management and evaluation of program operations.

Program Subcategory: A subdivision of a program category. The subcategory focuses upon objectives that can be
measured in terms of quantifiable impact. Program subcategories within agencies are called programs within the
Governor’'s Budget.

Rebudget: An agency-revised spending plan based on its enacted appropriations. The Governor’'s Budget Office
has the authority to request and approve agency spending plans or rebudgets.

Restricted Receipts: Monies received by a state fund (usually the General Fund) from a source outside of the state
which may be used only for a specific purpose. The funds are held in a trust capacity for a period of time and then
are disbursed to authorized recipients including other state agencies. Restricted receipts do not augment an
appropriation. Usually the state makes no other appropriation for the purpose specified for the restricted receipt.

Restricted Revenue: Monies designated either by law or by administrative decision for specific purposes. The
revenues are deposited in the General Fund or in certain special funds but reported separately. Restricted revenue
accounts continue from one year to the next and finance a regular operation of state government. Disbursements
from restricted revenue accounts must be accounted for as expenses of state government.

Revenue: Monies received from taxes, fees, fines, federal grants, bond sales and other sources deposited in the
state treasury and available as a source of funds to state government.

Salaried Position: A position requiring the full- or part-time employment of at least one person on a regularly
scheduled basis for a period of time exceeding six months.

Special Fund: A fund in which revenues raised from special sources named by law are deposited (earmarked
revenue). Such revenues can be spent only for purposes prescribed by law and for which the revenues were
collected. Examples are: Motor License Fund, Game Fund and Boat Fund.

Surplus: A fiscal operating result that may occur in a fund at the end of a fiscal year, whereby expenditures are less
than the fund’s beginning balance, revenues/receipts and lapses during the same period. The surplus funds become
available for appropriation during the following fiscal year.

Wage Position: A position requiring the full- or part-time employment of one person, either on a regular schedule
for a limited duration of time or on an intermittent or irregularly scheduled basis without regard to the employment
duration.

Workforce: Persons employed by the commonwealth.
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Federal Funds Identification

The most common abbreviations used to identify federal funds in this document are:

ADA
ARC
ARRA
BG
CCDFBG
CHIPRA
COPS
CSBG
DCSI
DFSC
DOE
EDA
EEOC
EMAC
EMS
EPA
EPCA
ESEA
FEMA
FFY
FHWA
FTA
HIPAA
HHS
HUD

ID

JAG
LIHEABG
LSTA
LWCF
MA
MAGLOCLEN
MCH
MCHSBG
MH/ID
MHSBG
NCHIP
NEA
NICS
NSF
OEP
OSM
PHHSBG
RSAT
SABG
SAFETEA
SCDBG
SDA
SSA
SSBG
SSI
TANFBG
TEA 21
USFWS
VA
VOCA
WIA
wIC

Wpennsylvania

Americans with Disabilities Act

Appalachian Regional Commission

American Recovery and Reinvestment Act

Block Grant

Child Care and Development Fund Block Grant
Children’s Health Insurance Program Reauthorization Act
Community Oriented Policing Services
Community Services Block Grant

Drug Control and Systems Improvement

Safe and Drug Free Schools and Communities
Department of Energy

Economic Development Administration

Equal Employment Opportunity Commission
Emergency Management Assistance Compact
Emergency Medical Services

Environmental Protection Agency

Energy Policy and Conservation Act

Elementary and Secondary Education Act

Federal Emergency Management Agency

Federal Fiscal Year (October 1 to September 30)
Federal Highway Administration

Federal Transit Administration

Health Insurance Portability and Accountability Act
Health and Human Services

Department of Housing and Urban Development
Intellectual Disabilities

Justice Assistance Grants

Low-Income Home Energy Assistance Block Grant
Library Services and Technology Act

Land and Water Conservation Fund

Medical Assistance

Middle Atlantic Great Lakes Organized Crime Law Enforcement Network
Maternal and Child Health

Maternal and Child Health Services Block Grant
Mental Health/ Intellectual Disabilities

Mental Health Services Block Grant

National Criminal History Improvement Program
National Endowment for the Arts

National Instant Check System

National Science Foundation

Office of Emergency Preparedness

Office of Surface Mining

Preventive Health and Health Services Block Grant
Residential Substance Abuse Treatment
Substance Abuse Block Grant

Safe, Accountable, Flexible and Efficient Transportation Equity Act
Small Communities Development Block Grant
Service Delivery Area

Social Security Act

Social Services Block Grant

Supplemental Security Income

Temporary Assistance to Needy Families Block Grant
Transportation Equity Act for the 21% Century
United States Fish and Wildlife Service

Veterans Administration

Victims of Crime Act

Workforce Investment Act

Women, Infants and Children Program
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Website Links to Commonwealth Agencies

To learn more about state agencies, their missions, programs and funding,
visit their websites by choosing links below.

Ading
Agriculture
Attorney General

Auditor General

Banking and Securities

Civil Service Commission

Community and Economic Development

Conservation and Natural Resources

Corrections

Drug and Alcohol Programs

Education

Emergency Management Agency

Environmental Protection

Ethics Commission

Executive Offices

Office of Administration

Office of General Counsel

Office of Inspector General
Office of the Budget

Commission on Crime and Delinquency

Council on the Arts

Juvenile Court Judges Commission

Fish and Boat Commission

Game Commission

Gaming Control Board

General Services

Governor's Office
Health

Higher Education Assistance Agency

Historical and Museum Commission

Infrastructure Investment Authority (PENNVEST)

Insurance

Judiciary
Labor and Industry

Leqislature
Liguor Control Board

Lt. Governor's Office

Military and Veterans Affairs
Milk Marketing Board

Probation and Parole Board

Public School Employees Retirement System

Public Utility Commission
Public Welfare

Revenue
State

State Employees Retirement System

State Police

Transportation
Treasury
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http://www.aging.state.pa.us/
http://www.agriculture.state.pa.us/
http://www.attorneygeneral.gov/
http://www.auditorgen.state.pa.us/
http://www.banking.state.pa.us/
http://www.scsc.state.pa.us/
http://www.newpa.com/
http://www.dcnr.state.pa.us/
http://www.cor.state.pa.us/
http://www.portal.state.pa.us/portal/server.pt?open=512&objID=14221&mode=2
http://www.education.state.pa.us/
http://www.pema.state.pa.us/
http://www.depweb.state.pa.us/
http://www.ethics.state.pa.us/
http://www.oa.state.pa.us/portal/server.pt/community/oa_home/401
http://www.ogc.state.pa.us/
http://www.oig.state.pa.us/
http://www.budget.state.pa.us/
http://www.pccd.state.pa.us/
http://www.pacouncilonthearts.org/
http://www.jcjc.state.pa.us/
http://www.fish.state.pa.us/
http://www.pgc.state.pa.us/
http://gamingcontrolboard.pa.gov/
http://www.dgs.state.pa.us/
http://www.governor.state.pa.us/
http://www.portal.health.state.pa.us/
http://www.pheaa.org/
http://www.portal.state.pa.us/portal/server.pt?open=512&mode=2&objID=1426
http://www.portal.state.pa.us/portal/server.pt/community/pennvest/9242
http://www.insurance.pa.gov/
http://www.pacourts.us/default.htm
http://www.dli.state.pa.us/
http://www.legis.state.pa.us/
http://www.ltgovernor.state.pa.us/
http://www.dmva.state.pa.us/
http://www.mmb.state.pa.us/
http://www.pbpp.state.pa.us/
http://www.psers.state.pa.us/
http://www.puc.state.pa.us/
http://www.dpw.state.pa.us/
http://www.revenue.state.pa.us/
http://www.dos.state.pa.us/
http://www.sers.state.pa.us/
http://www.psp.state.pa.us/
http://www.dot.state.pa.us/
http://www.patreasury.gov/
http://www.lcb.state.pa.us/PLCB/index.htm
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Website Links to the Information Dashboards,
the Budget in Brief and the Governor’'s Budget Address

Budget Dashboard

The Budget Dashboard allows readers to review graphical presentations of the total commonwealth budget and its
revenue and expenditure categories and all agency funding recommendations included in the Governor's Executive
Budget.

The Budget Dashboard website link:
http://www.pa.qgov

Click on the 2013-2014 Budget link under Popular Pages; then click on the 2013-14 Proposed Budget
Dashboard link shown under the Current and Proposed Commonwealth Budgets heading.

State Performance Dashboard

The State Performance Dashboard allows readers to review the activities and accomplishments of 30
commonwealth agencies and see state government efforts to deliver quality services and improve the lives of
Pennsylvania's citizens. The dashboard is organized into seven goal areas: education, economic development, health
and human services, the environment, public safety, consumer protection and government efficiency. It summarizes
agency key objectives and presents results for dozens of distinct measures. This emphasis on accountability is
especially important in today's uncertain economy when state resources are stretched thin and every dollar must be
spent wisely.

The 2011-12 State Performance Dashboard website link:

http://www.budget.state.pa.us/portal/server.pt/community/performance _reports/4677

Click on the 2011-12 Report on State Performance link.

Workforce Statistics Dashboard

The State Government Workforce Statistics Dashboard allows readers to review graphical presentations of workforce
statistics for agencies under the Governor’s jurisdiction, including general employment trends, equal employment
opportunity elements, comparison of labor unions, employee mobility patterns and detailed employment characteristics.
It also compares the number of Pennsylvania state employees to the workforces of other state governments.

The State Government Workforce Statistics Dashboard website link:
http://www.portal.state.pa.us/portal/server.pt?open=514&mode=2&0bjlD=554784

Click on the Workforce Statistics link.

Budget in Brief

The Budget in Brief booklet provides summary information on the major themes in the 2013-14 Governor’'s Executive
Budget, including recommended program changes and funding levels in pursuit of the administration’s policy and
program direction for the commonwealth.

The 2013-14 Budget in Brief website link:
http://www.pa.gov

Click on the 2013-2014 Proposed Budget link under Popular Pages; then click on the 2013-14 Budget in Brief
link shown under the Current and Proposed Commonwealth Budgets heading.

Governor’'s Budget Address
Governor Corbett’'s 2013-14 Budget Address website link:
http://www.pa.qgov

Click on the 2013-2014 Proposed Budget link under Popular Pages; then click on the 2013-14 Proposed
Budget News Releases and Governor’s Address link shown under the Current and Proposed Commonwealth
Budgets heading.
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FiscAL AND
PrROGRAM PoLicY DIRECTION
AND BUDGET THEMES

The Governor’s 2013-14 Program Policy Guidelines issued in August
2012 defined major policy issues, stated program priorities and provided
direction to commonwealth agencies for the preparation of 2013-14 agency
budget requests. The Fiscal and Program Policy Direction section immediately
following this page presents the fiscal and program policies that guided the
development of the 2013-14 Governor’s Executive Budget. The revenue and
expenditure recommendations included in this budget provide a solid fiscal
foundation for the governor to successfully address his vision, goals and
program priorities for Pennsylvania.

This section summarizes the governor’s recommended budget initiatives
within the following budget theme presentations: Reinvesting in Pennsylvania;
The Pension Challenge and Reform Opportunity; Selling the State Stores;
JOBSFirst PA and Economic Development; Education Innovation in
Pennsylvania; Human Services and Health Care; and Criminal Justice and
Enhanced Public Safety; Transportation — Building Toward our Future.

Theme topics vary from year to year based on the funding priorities
established by the governor and the recommended budget initiatives
proposed in the budget. Themes may include program revision budget
recommendations. If so, detailed program revision presentations, including
discussion of the program revision and its associated program measures,
funding recommendations and costs by appropriation can be found in Section
E Department Presentations within the agency responsible for leading the
program revision implementation.
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2013-14 Fiscal and Program Policy Direction

This section presents the fiscal and program policies that guided the development of the 2013-14
Governor’'s Executive Budget. The commonwealth faced significant financial challenges during recent fiscal
years and in response instituted operating and program reductions to help address significant budget
shortfalls. The ongoing weak national and state economies will again impact state revenues and program
spending levels in 2013-14. Nonetheless, agencies are expected to rise to the challenge to continue to
efficiently and effectively provide quality services to Pennsylvania citizens.

Two key budget development policy documents were issued by the Governor’'s Budget Office in August
2012 to assist agencies develop their 2013-14 budget requests — the annual Budget Instructions and the
Program Policy Guidelines.

Budget Instructions

The 2013-14 Budget Instructions directed agencies to prepare budget requests consistent with the
governor’s policy guidance and seek responses to the specific issues that the governor wished to address in
the 2013-14 Governor's Executive Budget. Agencies were to develop plans and policies
FY 2013-14 designed to make government more efficient and effective. Agencies were asked to
Budget prepare 2013-14 budget requests building upon the administrative spending constraints
Instruction and operational efficiencies initiated during the past budget planning cycle and make
every possible effort to eliminate nonessential spending and deliver essential services at

reduced cost.

The instructions directed agency heads, program managers and fiscal officers to closely coordinate all
aspects of the development of agency budget requests. The budget request was to include all data and
analysis required to adequately explain and defend agency funding requests. Agency budget planning was to
focus on specific budget proposals to improve the efficiency and effectiveness of program operations and to
ensure that program delivery is consistent with the governor’s policy guidance and the mission and goals of
the commonwealth.

The budget instructions also provided guidance on the submission of capital budget project requests.
When proposing capital projects, agencies were to consider the broader operating program objectives and
outcome measures the capital project was intended to serve. No capital project request would be
recommended unless the request included a detailed estimate of annualized operating cost changes or
impacts, including new positions required, that would result from completion of the project.

In addition, agencies were directed to strengthen their multi-year planning efforts to realistically reflect
future-year consequences of actions proposed in their budget requests. Expected trends in eligible
populations served, mandated service levels and the potential for improved program and/or administrative
efficiencies were among the factors to consider when preparing multi-year projections.

Program Policy Guidelines

The 2013-14 Program Policy Guidelines provided more specific fiscal and program direction to the
agencies. Agency budget planning for 2013-14 was to be predicated on the fact that the

FY 2013-14 Pennsylvania economy was still in recovery and had not yet emerged from the “Great
Proglram Recession.” Therefore, agencies should not assume funding increases for the 2013-14
Policy fiscal year and should continue to evaluate current programs and recommend changes

that would improve program management and operations, reduce costs and optimize
direct services.

Agencies were asked to consider the following questions during the planning process. What does the
agency need to accomplish to better serve taxpayers and to help grow the economy? Can the agency
eliminate, retool or enhance programs to better leverage and target limited resources to innovative program
to help rebuild the economy? Can the agency outsource programs, consider privatization or consider public-
private partnerships?
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In addition, agencies were directed to:

e Request general government operations and administrative appropriations at levels that do
not exceed 2012-13 enacted budget amounts.

o |dentify efficiencies, consolidations or other personnel cost reductions sufficient to offset in a
realistic and sustainable manner any requested increase in operating and fixed asset
spending.

e Manage 2012-13 complement and immediately slow hiring, including requests to fill current
year vacancies, in a prudent manner that will keep budget requests within the levels specified
by this guidance.

e Request discretionary programs that are not statutorily set by the state or that are not a
federal requirement at levels that do not exceed enacted 2012-13 budget amounts and
consider the elimination of programs that do not further the priorities of the administration.

e Keep program revision requests requiring new or increased funding within existing 2012-13
funding levels through offsetting savings that are achievable in 2013-14 and sustainable in
future fiscal years.

Request no additional state funding to replace lost or reduced federal funding.

The guidelines noted that the governor was committed to reducing the cost of operating state
government by 10 percent over four years. The last two enacted budgets included administrative costs
savings totaling nearly 6 percent. Continuing budgetary pressures would require agencies to prudently
manage complement in the current fiscal year and demonstrate restraint in filling positions.

The 2013-14 budget planning process continued to emphasize performance measurement goal-setting
as a core component of budget planning. Pennsylvania’s public servants are entrusted to expend and invest
the public’'s money on the public’'s behalf. In return, citizens expect results and

Measuring accountability. Agencies were directed to identify key performance indicators along with
Program strategies for achieving key results. Agencies should identify how their funding requests
Results relate to the high-level goals in their annual performance plans. A core goal of the budget

review process was to evaluate the impact each agency’s proposed expenditure levels
would have on the achievement of its mission and programmatic goals, utilizing the most efficient methods
possible.

In addition, agencies were not to propose new information technology projects unless the projects were
approved through the information technology strategic review process managed by the Office for Information
Technology. Project requests not approved by OIT would not be funded through the budget process.

Finally, the guidelines noted that Pennsylvania, like most other states, was facing a protracted economic
recovery that will take considerable time and effort to address. The direction given was responsive to fiscal
realities and addressed the commonwealth’s 2013-14 budget challenges head on. The principles of fiscal
discipline, limited government and free enterprise were to guide 2013-14 budget planning, allowing the
administration to focus on the core functions and responsibilities of state government and to ensure future
growth and prosperity for all Pennsylvanians.

The reader is referred to the agency program presentations in Section E: Department Presentations for
specific budget recommendations for each program appropriation. The reader is also referred to the 2013-14
Budget in Brief, a separate booklet, for summary information on the 2013-14 Governor's Executive Budget,
including recommended program changes and funding levels in pursuit of the administration’s policy and
program direction for the commonwealth.
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Reinvesting in Pennsylvania

During the past two fiscal years, the Corbett Administration focused on realigning Pennsylvania to put
the commonwealth on more solid financial footing to spur economic growth and job creation. Fiscal
discipline and continued self-refinement remain guiding principles for this budget as Pennsylvania looks to
the future. These principles serve as a roadmap for Pennsylvania in 2013-14: continuing investment in job
creation, educating our children, supporting our vulnerable and older populations, bolstering our
infrastructure, strengthening our public safety services, modernizing our business practices and workforce,
and aligning our services with consumer demand. The budget demonstrates a commitment to adapt to
changing federal, state and local mandates and needs. More importantly, it shows the ability of the
commonwealth to reset programs to be relevant and meaningful to the taxpayers.

The commonwealth is operating more efficiently. Over the past two years, commonwealth agencies
have closely examined their operations, aligned workforces and embarked upon innovative initiatives that
have produced real savings. State government is leaner. Productivity is up. Non-mission critical programs
have been eliminated and programs offering similar services have been combined.

Through innovation, hard work and fiscal discipline, the commonwealth continues to transform the way
government delivers programs and services and is now poised to begin modest, prudent investments to
better serve the people of Pennsylvania.

REINVESTMENT PRIORITIES

Economic Development

Pennsylvania remains committed to enhancing its business climate, sparking economic development
and redevelopment and creating jobs. Since 2010, more than 100,000 private sector jobs have been
created. Tax reforms and incentive programs have enabled businesses, large and small, to set up shop
within our borders and grow burgeoning companies into industry leaders. Workforce development and
retraining programs continue to provide Pennsylvania workers with the skills and know-how to meet the
changing face of industry and service delivery in the commonwealth.

This budget seeks to make job creation and business growth more successful and accessible for
Pennsylvania companies. The Pennsylvania Business Development Authority will consolidate eight existing
revolving loan programs into one large pool of assets totaling $1.1 billion, creating a single point of contact
for job creators seeking capital to grow their businesses. In addition, the budget invests in business
marketing programs to better highlight the new Pennsylvania and provides funding to remove barriers to
companies wishing to locate or expand in Pennsylvania.

Education

This budget continues to transform the commonwealth’s investment in basic education by providing
greater flexibility in funding to local school districts and creating the ability to focus that funding on students
and student achievement. The 2013-14 budget commits a $90 million increase to Basic Education Funding,
the first increase in two years. The commonwealth will implement the new Passport for Learning Block
Grant for school districts with revenues realized from the privatization of Pennsylvania’s state stores
system.

More money will be available to programs for our youngest students in pre-kindergarten and daycare,
as well as for Early Intervention and Head Start Supplemental Assistance programs that support young
children with learning support needs. Additionally, the budget supports programs that measure student
performance and demonstrate instruction excellence. The implementation of Teacher and Principal
Evaluation tools will provide educators with targeted resources, support and feedback in order for them to
improve their instruction and school leadership.

The commitment to higher education remains strong. The commonwealth will support our institutions
of higher learning through level-funding. Eligible students will continue to receive financial support from
student grants and special programs dedicated to certain areas of study or student populations.
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Human Services

The 2013-14 budget reinvests much of the savings derived through the thoughtful examination of core
human services programs. By aligning the commonwealth’s investment with program demand and usage,
we are better able to serve Pennsylvania’s most vulnerable citizens.

Pennsylvanians overwhelmingly state that they would prefer to receive long term living services in their
homes and communities rather than in an institutional setting. This year, a significant investment has been
made in home and community-based services, greatly expanding the number of people who can be
served. With this budget, the commonwealth will begin to address the growing waiting lists for individuals
with intellectual disabilities and older Pennsylvanians anticipating home and community-based services.
These services - including daily living and medical support, vocational training, respite care and living
arrangements - assist families struggling with providing their loved ones with independent living and
community life.

Pennsylvania will modernize its public health delivery system to better meet the changing needs of the
people it serves. With the development of new community-based health care clinics, the commonwealth will
better serve Pennsylvanians with front line health services and education, as well as provide increased
funding for the Primary Health Care Practitioner loan repayment program, supporting health care
professionals in underserved areas.

The Department of Public Welfare’s Youth Development Centers and Youth Forestry Camps have the
capacity to serve over 500 juvenile offenders. However, occupancy has been decreasing over the years, as
adjudicated youth are being served in community-based alternatives. As a result, the New Castle facility,
which has an occupancy rate of 34%, will be closed this fiscal year. Savings from this closure will be made
available for the Juvenile Justice Reinvestment Initiative, an initiative to reinvest in evidence-based
violence prevention and intervention programs with the goal of reducing recidivism through risk assessment
and targeted interventions for high-risk juvenile offenders.

Over the past decade, rape crisis and domestic violence programs have struggled to meet the health,
emotional support and safety needs of the people they serve. This budget directs increases to these much
needed services that help adults and children rebuild their lives.

Public Safety

With this year’s budget, the commonwealth will be putting more state troopers on the streets. Three
cadet classes, with the potential of 290 new troopers, are planned for the upcoming fiscal year. In addition,
the budget provides funding for 90 new civilian communications operators to relieve troopers from this
responsibility and allow them to focus on law enforcement functions.

Since its inception last year, the Justice Reinvestment Initiative (JRI) is helping to reduce corrections
spending and generate savings to reinvest in strategies and programs that increase public safety. It is
already beginning to pay dividends. Initial savings will provide funding in 2013-14 to enhance victim
services and to develop an offender risk assessment instrument. JRI is expected to reduce the prison
population by more than 1,200 inmates and save the commonwealth $139 million over the next five years.
A portion of these dollars will be reinvested in order to generate further savings over the long term.

The budget also reinvests savings derived through modernization of the commonwealth’s correctional
institutions. In January 2013, the commonwealth announced that Cresson and Greensburg State
Correctional Institutions would consolidate operations at a new facility, SCI Benner Township. This state of
the art prison will house up to 2,000 inmates, is less costly to operate and will be safer for staff and
inmates. This consolidation will also save $22 million in its initial year.

Transportation and Infrastructure

The transportation funding proposal is designed to be a long-term solution, as well as to be fair, in that
all users pay; and to have every new dollar spent as efficiently as possible, taking advantage of the latest
modernizations and innovations both at PennDOT and also from private industry. Components of the plan
include phasing out the cap of the Oil Company Franchise Tax, reducing the flat liquid fuels tax assessed
at the pump by six percent, and changing the renewal cycles for driver’s licenses and vehicle registrations.
In addition to using new revenue for highway and bridge construction and maintenance, the plan includes
funding for non-highway modes of transportation.
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REINVESTING IN STATE GOVERNMENT

State government’s intent is simple: to serve its citizens. It is the government’s responsibility to do so
in the most effective and most practical manner to meet the needs of its citizens. Today’s delivery of
government services must evolve to remain relevant in the lives of those it serves. To meet these changing
needs, Pennsylvania is redesigning the delivery of services to residents, as well as aligning aspects of its
workforce to mirror private business: meeting consumer demand, maximizing productivity and improving
the quality of services provided.

Privatization and Innovation

The Governor's Advisory Council on Privatization and Innovation was formed in 2011 to review
government operations and recommend areas of refinement to more efficiently and effectively deliver
programs and services to the residents of Pennsylvania. Recognizing that a good government is one that
adapts to change, looks to increase productivity and efficiency, and leverages the creativity and best
practices of other public, private and nonprofit organizations, the council identified several areas of state
government that would benefit from deeper exploration and redesign. The commonwealth has begun to
move forward in some of these areas.

To better serve older Pennsylvanians, the commonwealth has contracted with a private manager to
maximize the Pennsylvania Lottery revenue stream that funds programs for our older population. The
decision to move to a private manager was borne of the simple fact that the commonwealth could no longer
effectively meet the growing financial need of programs supported with lottery proceeds. Pennsylvania is
home to the country’s 4th oldest population. That age group is growing faster than the programs that serve
it and demand will continue to exceed funding resources for the next 15 years. And because the
Pennsylvania Lottery is the source of three quarters of funding for programs for older Pennsylvanians, it is
critical that a sufficient, predictable source of funding is available now and in the future.

The private management agreement assures more than $34 billion in annual profit commitments over
the next 20 years that will be used to fund services to older Pennsylvanians, including increased services
necessary to meet the needs of this growing population. In fact, through this agreement increased funding
will result in expanded and enhanced services for older Pennsylvanians in the 2013-14 fiscal year,
including in-home services, personal care services and care giver support services. In addition, funding is
provided to support the Area Agencies on Aging and to modernize facilities and programs at senior centers.

Pennsylvania is one of only two states (the other being Utah) that still centralizes the sale of wine and
spirits. It is an enterprise that fails to meet the desire of the consumer for convenience and truly competitive
pricing. Even with higher prices compared to other states, most state stores operate at a loss. It is time that
Pennsylvania adapt to the changing consumer demand.

This year, the commonwealth will begin to divest itself from the sale of wine and spirits through the
auction of up to 1,200 wine and spirits retail store licenses. Existing state stores will be replaced by private
entities. The private entities will then be able to sell wine and spirits (based upon license type). In addition,
the commonwealth will pursue changes to legislation that will allow for the sale of beer and wine in “to go”
guantities at more locations. The second phase of this divestiture involves selling off wholesale operations.
The Pennsylvania Liquor Control Board will still regulate the sale and distribution of wine and spirits, in a
similar manner as it currently does with beer. Proceeds from the divestiture of wine and spirits retail and
wholesale operations will be used to fund the new Passport for Learning Block Grant for school districts.

As important as it is to look to the outside, it is equally important for the enterprise to look within. Is
state government operating efficiently enough? Can it do things faster and better? Is it positioned correctly
to meet the future needs of those it serves? Over the past two years, the commonwealth has reduced
general governmental operations by more than 6 percent. The number of public employees has been
reduced by 2,000 to better align with program delivery demands. Per employee productivity has increased.
This year, the commonwealth will also transition its management workforce to a 40-hour workweek. This
move will align its workforce with private industry, increase productivity and assist in enhanced service
delivery to the residents of Pennsylvania.

Governor’s Innovation Office

The current challenging economic times and associated budgetary constraints require state
government to operate more efficiently and cost-effectively than ever before. The Governor's Innovation
Office was created in March 2012 to work with state agencies on ways to reduce costs, increase
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efficiencies and improve service. At the close of the 2012 calendar year, the agencies participating in the
Governor’s Innovation Initiative completed 25 projects with a total of $84 million in savings, cost avoidance
and productivity gains. There are over 160 additional innovation initiatives in progress.

Priority projects for 2013-14 will include: streamlining print, imaging, and mail operations, saving $7
million; coordinating commonwealth vehicle fueling operations and fuel purchases, saving $1 million; and
implementing electronic grants processing, with the potential to save, at a minimum, $50 million.

The Pension Challenge

Pennsylvania will reform its two public pension plans in the 2013-14 fiscal year. The pension challenge
has become a key issue on the minds of many, from members of the General Assembly, state and school
employees, school district directors and administrators, to retirees, business leaders, and even state and
municipal finance rating agencies. It is a topic increasingly on the minds of Pennsylvania taxpayers who
ultimately bear the cost of the system through their tax dollars. All of these stakeholders, while representing
diverse interests, recognize the crisis facing our state: that the commonwealth’s growing pension
obligations are crowding out funding for their children’s basic and higher education, public safety, health
and human services, the maintenance and repair of roads and bridges, environmental protection, and other
core governmental programs.

The commonwealth is in need of a long-term solution for overall stability of the pension systems that
addresses the detrimental effects of spiraling pension costs on the commonwealth’s ability to govern and to
balance its future budgets. Though no cure-all to Pennsylvania’s budget challenges, the fiscal reality is that
absent meaningful structural pension reform, the state’s General Fund budget is on a very predictable path
that will force a choice between either fully funding pension obligations or making cuts to the core functions
of government on which our residents rely.

Managing Capital and Debt Programs

The budget reflects actions previously taken and continues to better manage commonwealth debt and
bring new debt and debt retirement into alignment. While the commonwealth’s debt load will continue to
increase over the coming years due to projects and commitments made in prior years, significant changes
have been made so that in 2016, the commonwealth’s debt load will begin to decrease. This budget
maintains the capital funding levels introduced in the 2012-13 budget, to just less than $200 million in
Public Improvement Projects for commonwealth-owned buildings and facilities, and continues focus on the
priority infrastructure needs of the commonwealth. The level of Higher Education project releases that the
commonwealth provides to the State System of Higher Education and the state-related universities — the
University of Pittsburgh, Penn State University, Temple University and Lincoln University — will remain level
at approximately $155 million a year, which the universities may direct toward their capital priorities. The
budget also reflects reforms in the Redevelopment Assistance Capital Program, including setting releases
at a much lower level than in previous years to reduce RACP debt by more than $1 billion in the relatively
short term. The new process prioritizes projects, approving funding for projects that will have the greatest
impact on Pennsylvania’s economy.
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The Pension Challenge and
Reform Opportunity

The pension challenge has become a key topic of discussion, news reports and debate in nearly every
corner of the commonwealth. It is a question on the minds of many, from members of the General
Assembly, public and school employees, school district directors and administrators, to retirees, business
leaders, and even state and municipal finance rating agencies. As well, it is a question increasingly on the
minds of Pennsylvania taxpayers who ultimately bear the cost of the system through their tax dollars. All of
these stakeholders, while representing diverse interests, recognize the crisis facing our state — that the
commonwealth’s growing pension obligations are crowding out funding for basic and higher education,
public safety, health, human services, maintenance and repair of roads and bridges, environmental
protection and other core governmental programs.

The fiscal reality is that absent meaningful structural pension reform, the state’s budget is on a very
predictable path that will force a choice between either fully funding pension obligations or making cuts to
the core functions of government on which our citizens rely.

Just as it impacts at a state level, this same dynamic will play out in nearly every school district across
the commonwealth. Increasing pension contribution obligations will claim a greater and greater share of
school district budgets, crowding out funding for education, whether it is direct classroom instruction, extra-
curricular activities, facilities and maintenance, and ultimately will put pressure on districts to increase
property taxes.

Failure to enact meaningful reform could impact the commonwealth’s ability to attract and keep job-
creating businesses within its borders and will negatively affect the credit rating of the commonwealth,
costing taxpayers more money in increased interest rates for bond issuances.

Unfunded Pension Liability

Pennsylvania has two public pension systems: the Public School Employees’ Retirement System
(PSERS) and the State Employees’ Retirement System (SERS). The two systems’ total liabilities (future
retirement benefits to be paid) exceed the total assets of the combined plans by $41 billion. This unfunded
liability is essentially a state debt owed to state workers and public school employees.

Actuarial valuations show that SERS is 65.3 percent funded, while PSERS is 69.1 percent funded.
When the valuations of the two systems are combined, they are just under 68 percent funded. A healthy
funding ratio is considered 80 percent. The funded ratios of the two systems are expected to continue to
decline in the next several years.

Growing Total Commonwealth Employer Contributions

To fund the current cost of pension benefits as well as the unfunded liability, Pennsylvania’s total
required employer contribution rates and total employer contributions have and will continue to rise quickly.
The employer contribution rate for SERS, which was just 5 percent of payroll in 2010-11, is now 11.5
percent, and will grow every year until it reaches 32.5 percent in 2017-18. Likewise, the PSERS rate, which
stood at 5.64 percent of payroll in 2010-11 is at 12.36 percent for the current fiscal year and is expected to
increase every year until it peaks at 28.04 percent in 2019-20. Both rates will remain at these high levels for
several years before retreating.

As the employer contribution rates for both systems grow, so do the total dollar amounts of required
employer contributions, more than doubling every two years. Absent reform, contributions will rise to nearly
$5.2 billion in the coming decade.

These numbers are staggering, but the pain they impose on the state budget comes in the year-over-
year cost growth as pension contributions claim a growing share of the General Fund and of available new
revenues (detailed in the next section). Costs have more than doubled in the past two years. Looking
ahead to 2013-14, total contributions are expected to increase by more than $500 million.
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Commonwealth Employer Contributions as a Share of Available Revenue

The effort to meet employer contribution obligations is made more difficult by the fact that pension
costs will claim a significantly larger share of all available new revenues in every budget cycle for the
foreseeable future. Rising pension costs threaten to overwhelm the budget and the vital programs and
services that it funds. If pensions alone were the only area of state government growing, the challenge
posed here might be less acute. But, of course, pensions are not the only area of state government seeing
substantial cost growth.

This dynamic of pension and other mandated cost growth forcing reductions elsewhere in the budget
is not a new phenomenon, nor is it one that will end with the coming fiscal year. The spending cuts of the
past two fiscal years were due, in part, to this same dynamic. Going forward, as pension costs grow
significantly year-over-year for the next several years, without pension reform, the future is likely to include
similar reductions as more and more pressure is put on the commonwealth’s budget.

A Framework for Success

The pension reform plan recognizes that the commonwealth cannot correct its pension problem all at
once. Significant changes are required to make real and lasting pension reform. First, the plan proposes a
defined contribution for future employees that will help change the risk structure of our pension systems on
a long-term basis. In addition, in the short term, the plan includes measures to help smooth contribution
increases that are consuming an ever-growing portion of the General Fund.

Components of the pension reform plan include:
o There will be no change to benefits for retirees.

o New employees will be enrolled in a 401(a) plan. Enrollment will be automatic, and
employees will be required to contribute at least 6.25% of their salary to their retirement.

e There will be no change to benefits accrued by current employees.

e Future pension benefits for current employees will be reduced through a lower multiplier
(decreased from 2.5 to 2.0), compensation reforms (including anti-spiking provisions and
capping pensions at the Social Security wage base) and providing for contribution refunds
to be provided on an actuarial equivalent basis.

e Current employees will be able to contribute a higher amount in order to retain the 2.5
multiplier.

Employees will still be able to withdraw their pension contributions at retirement. However, the pension
reform plan corrects a provision in the retirement calculation that provided an annuity that was higher than
the amount remaining in the employee’s pension account generated. Moving forward, if current employees
choose to withdraw their contributions, their revised annuity payments will be reduced.

As a result of making these reforms, employer contributions to the pension systems can be reduced,
providing much needed budgetary relief. The pension collars will be reduced to 2.25% in 2013-14,
increasing by 0.5% per year until the collars reach 4.5% or the collared rate is equal to the annual required
contribution rate. Operating appropriations in the 2013-14 budget assume pension collars are reduced to
2.25%. These savings have been removed from agency budgets.
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Selling the State Stores

Increasing Consumer Choice to Invest in our Schools

Allowing for Greater Customer Convenience in the Purchase of Wine, Spirits and Beer

Pennsylvania is only one of two states (the other being Utah) that maintains essential control of the sale
of wine and spirits. This system dates back to the end of Prohibition with the passage of the Twenty-First
Amendment in 1933. Nearly a century later, this system fails to meet the demands of Pennsylvania residents
who are traveling to other states in increasing numbers each year to purchase wine and spirits in modern
stores that carry a broad selection of products at reasonable prices. Pennsylvania also has an antiquated
system for the sale of beer that requires a consumer to travel to different establishments depending on the
amount of beer to be purchased. The time has come for Pennsylvania to join the rest of the country by
allowing greater involvement of the private sector in the sale of wine, spirits and beer to ensure real customer
convenience and a more stable revenue source in the years ahead.

The budget includes a proposal to fully divest the Pennsylvania Liquor Control Board (PLCB) of its retail
and wholesale functions in a two-step process taking not more than four years. First, 1,200 wine and spirits
retail licenses will be auctioned, allocated by county, and awarded to the highest bidding qualified applicants
that may sell wine and spirits to the public. Except for certain stores designed to accommodate the needs of
other licensees, the state stores will be incrementally transitioned for closure during the auction process.
Second, applicants for wholesale licenses will apply for the exclusive privilege of selling particular brands of
liquor in the commonwealth. As brands are acquired through the wholesale application process, the PLCB will
be restored to its true, core function as a regulatory agency and no longer be in the business of selling
alcohol.

The proposal will also modernize the sale of wine and beer in the commonwealth, allowing for greater
customer convenience. In addition to wine and spirits stores, new licensing classifications will be made
available to qualifying big-box retail stores, grocery stores, pharmacies, and convenience stores, affording
residents new venues in which to purchase beer and wine to go. In addition, distributors, who currently can
only sell in keg and case quantities, will be able to acquire an enhanced license allowing them to sell six-
packs of beer and wine for off-premises consumption. Further, the current restrictions on the direct shipping of
wine will be lifted so that residents may purchase up to eighteen liters per month for personal consumption
from a winery holding a permit.

Critically, the proposal provides the tools necessary to effectively combat the proliferation of underage
drinking and overconsumption of alcohol. Monetary penalties for all liquor violations are significantly
increased, especially for more serious enhanced penalty violations. Mandatory minimum license suspensions
will be imposed for all licensees adjudicated on a second or subsequent offense for sales to minors or visibly
intoxicated persons. New licensees such as wine and spirits retail licensees, big-box retail stores, grocery
stores, pharmacies and convenience stores must all use an identification scanner device before the sale of
alcohol can be made. Additional monies from license surcharges and increased fines will be designated for
enforcement efforts by the Pennsylvania State Police, Bureau of Liquor Control Enforcement. Finally,
statutory procedures will be modified to help streamline the process of closing down “nuisance bar”
establishments.

Cognizant of the concerns of PLCB employees who have dutifully served the residents of the
commonwealth, the proposal calls for the creation of a multi-agency committee designed to assist displaced
employees and facilitate their re-employment. To that end, proposed legislation will allow displaced
employees to qualify for two years of career training/education grants, will grant preference in other civil
service and non-civil service positions for which the employee is qualified, and will provide protection of
existing contractual benefits. Further, re-employment tax credits will be made available to employers to
incentivize the hiring of displaced PLCB employees.
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Providing for New Education Investments

The divestiture of the Pennsylvania State Stores System will provide the commonwealth with $1 billion in
new revenue. This budget proposes to invest this $1 billion in public education without raising taxes by
creating a Passport for Learning block grant for our public schools. Beginning with the $200 million in this
budget, school districts will be granted maximum flexibility to use these funds for the following initiatives:

e School Safety — training for administrators and educators, enhanced security measures and
partnerships with local law enforcement. Grant funding may be used for school safety and
security program efforts, such as training for educators and administrators, enhanced security
measures and partnerships with local law enforcement.

e “Ready by 3" — support for K-3 programming. Grant funding may be used to establish, maintain
or expand a quality kindergarten program aligned with the current academic standards, and
maintain or expand programs that promote enhanced academic achievement in elementary
reading and mathematics, with a focus on “Ready by 3.”

e Individualized Learning — customized student learning plans. Grant funding may be used to
establish, maintain or expand programs that implement Competency-Based Education, with a
focus on self-paced mastery of a customized learning plan based on student proficiency in the
academic standards for each subject area.

e STEM Initiatives — enhanced student access to science, technology engineering and
mathematics programming. Grant funding may be used to establish, maintain or expand
programs or for activities that support STEM in grades 6-12, including career exploration
activities, opportunities for technical skill attainment and partnerships with postsecondary
education and training programs.

The $1 billion grant will be distributed over four years and will be based on a formula that considers a
district’s membership, student population and wealth. Districts will determine which uses are most appropriate
for their students and schools. Grant awards will be announced in the spring of 2014 and funds will be
available for use by school districts beginning in the 2014-15 school year.

Reforming the Pennsylvania Liquor Control Board by divesting it of the State Stores System will:
allow the commonwealth to provide substantial new investments in its public schools without raising taxes;
focus the PLCB on its role as regulator and enforcer of the alcohol sales business; provide Pennsylvanians
with the same convenience, selection and pricing available to every other American; and create a wave of
new, private sector jobs.
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JOBSFirst PA and Economic Development

Creating Robust Employment — Growing Industry — Revitalizing the Economy

Creating and maintaining an environment in which good, family-sustaining jobs can grow continues to
be the administration’s top priority. Pennsylvania has abundant natural resources, a skilled workforce and
world class academic institutions and research facilities. Its agriculture and manufacturing base, as well as
emerging technology industries such as nanotechnology and life sciences, secure it as a leader in industry.
Pennsylvania is in proximity to nearly one-half of the nation’s population and markets. All of these factors
contribute to endless possibilities for job creation.

Governor Corbett launched JOBSFirst PA last year as a comprehensive roadmap to economic
recovery that harnessed the state’s resources and talents to prioritize private-sector job creation and
retention.

With a continually challenging fiscal climate, Pennsylvania must continue to be creative, tapping into
resources and opportunities to support Pennsylvania’s job creators. It also must seek partnerships with the
private sector, leveraging its investments to increase the flow of private dollars, not taxpayer dollars, into
the economy.

A foundation of Pennsylvania’s economic recovery begins with retooling how state government
operates and instituting necessary changes to make government more customer-focused, responsive and
accountable to the citizens it serves. From deploying strategic technology solutions to permitting and
regulatory reforms to enhanced interagency cooperation, this budget continues the commitment to making
state government a true partner in job creation and supporting a business climate that positions
Pennsylvania job creators to compete nationally and globally.

Understanding that government does not create jobs, but rather fosters an environment in which
companies can increase productivity and grow, the administration is focused on the following initiatives:
improving our business tax system through reform; investing in business development programs; building a
trained and skilled workforce, promoting Pennsylvania as a business and recreation destination and
protecting communities that are financially struggling.

Business Tax Reforms

Supporting business growth through broad-based tax reform is the keystone of the strategy to put hard
working Pennsylvanian’s back to work and reform our overall economic climate. Developing a competitive
business tax system, improving the process of collecting taxes and simplifying the tax code can spur
economic growth that affects every job creator in Pennsylvania.

This budget focuses on improving Pennsylvania’s position in the national marketplace. Pennsylvania’'s
job creators continue to be among the most taxed in the nation according to leading national state-by-state
comparisons — hurting our jobs climate and economic growth momentum. Comprehensive change is
needed to better enable Pennsylvania to compete for jobs nationally and to push our economy in a positive
direction.

Capital Stock and Franchise Tax (CSFT) Elimination. With this budget, Pennsylvania will no longer
be the only state in the nation to tax both business income and business assets. The completion of the
phase-out of the CSFT finally eliminates a long standing job inhibitor.

Corporate Net Income (CNI) Tax Reduction. This budget proposes the beginning of a multi-year
phase down of the Corporate Net Income Tax from 9.99 percent to 6.99 percent to improve
Pennsylvania’s competitiveness among states. The current 9.99 percent rate is one of the highest in
the nation and often takes Pennsylvania out of consideration for business location or expansion
projects. Beginning in calendar tax year 2015, the rate will drop to 9.89 percent.

Net Operating Loss (NOL) Cap. Attracting technology, bioscience, research and large
manufacturers, like steel and chemical companies, to the state can be accomplished by allowing these
job creators to smooth the large losses they incur from current to future tax years. This multi-year
proposal will increase that cap from $3 million to $5 million.

Like-Kind Exchanges and Start-Up Business Deductions. Like-kind exchanges enable small
business owners and entrepreneurs to grow their business by moving into a new building or
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expanding their own shops with little to no tax liability. With this budget, those entrepreneurs looking to
create a small business will be able to deduct $5,000 of business startup costs from their taxes. This
initiative will align Pennsylvania with a similar federal government program.

Corporate Loans Tax (CLT) Repeal. Businesses that take loans to grow or simply to pay employees
on a monthly basis are penalized in Pennsylvania. This budget will remove this barrier and encourage
growth and job expansion.

Tax Simplification. Current state tax law places a number of anti-job growth restrictions on
businesses and individuals conducting economic activity within the commonwealth. Nuisance taxes,
as well as out-of-date taxation and administrative provisions, will be repealed with this budget.

Increasing Pennsylvania’s Competitive Edge

This budget seeks to make job creation and business growth more successful and accessible for
companies located in or seeking to locate in Pennsylvania by providing a $10 million increase to the PA
First program.

Small Business Development

Studies have shown that small businesses that grow for two or more years out of five years are the
biggest job creators. In Pennsylvania, similar to the rest of the country, while the number of large
companies has been shrinking, small companies (less than 100 employees) are growing in number.
Understanding how these young and fast-growing businesses fuel economic growth is critical to deploying
economic development programs that help sustain growth and foster a pro-business environment.

This budget proposes to launch the Small Business Champion Network — a team of business experts
with extensive Department of Community and Economic Development (DCED) and partner program
knowledge that will enable companies to achieve continued, if not accelerated, success. Businesses often
struggle when trying to navigate the processes (including local, state and federal regulations) involved in
formation or expansion. These businesses often do not realize the wide variety of local and state resources
available to support their ongoing endeavors.

The Small Business Champion Network will ensure that job creators are fully aware of and can fully
benefit from the assistance that is supported by public, private, state, local and federal investments. It will
also help to improve the success rate of our businesses that are discovered and developed in
Pennsylvania by connecting them with our vast network of experts and resources.

Common-sense principles are being infused into the administration of state government through the
establishment of the Pennsylvania Business Development Authority (PBDA) as a one-stop-shop for
business financing. Current DCED loan programs and funds will be integrated not only to streamline the
process for applicants, but also to leverage additional private dollars and create a more flexible financing
tool that can quickly adjust to ever-changing economic conditions.

The authority will consolidate the following business financing programs to form a true public/private
partnership — Pennsylvania Industrial Development Authority; Pennsylvania Minority Business
Development Authority; Machine and Equipment Loan Fund; Small Business First Fund ; First Industries;
Second Stage Loan program; The Community Economic Development program; and the Export Financing
program.

A Trained and Skilled Workforce

With over 280,000 businesses facing myriad challenges in Pennsylvania, including access to a trained
and skilled workforce, the following comprehensive job training agenda will help prepare Pennsylvanians
for family-sustaining jobs that are growing in Pennsylvania.

Strengthening the Job Creation System. The budget builds upon the job creation foundation by
continuing to demand performance and accountability from the commonwealth’s workforce
development system. Significant gaps in the commonwealth’s workforce development system have
been identified and closed, particularly around the services it provides to job seekers and creators.
The next priority is to create a tighter system and standardized best practices that require a quality
management system framework that must be regularly audited to ensure implementation and
compliance. The Pennsylvania Workforce Investment Board (WIB), a diverse group of representatives
of business, organized labor, and education, should work with commonwealth agencies to develop a
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performance measurement system. The expertise of the WIB membership and other identified
partners will ensure the process is inclusive and transparent.

Strengthening the Connection between Education and Workforce Development. Educating
Pennsylvanians is key to economic success. Pennsylvania needs to ensure that it has an adequate
supply of quality workers whose knowledge and skills enable them to perform in the commonwealth’s
growing economic sectors. The workers that will drive our economic growth are those with high school
diplomas, technical training, baccalaureate and advanced degrees. Enhanced partnerships between
the Departments of Labor and Industry and Education will provide tomorrow’s workforce with a clear
understanding of available training and education options. The following initiatives reflect the inter-
agency commitments to workforce development:

e Workforce Data Quality Initiative. This program links workforce, welfare and education data
to gauge whether the welfare, workforce development and education systems are succeeding
in preparing and placing individuals in jobs, and determining the efficiency of the workforce
system.

e Career Opportunity Exploration. Career exploration is crucial for students to understand the
various opportunities they have after high school graduation. To that end, PA Career Coach,
an online career exploration tool, provides up-to-date local employment data, such as current
and projected job openings; recent job growth areas; estimated earnings and occupations that
match with a user’s current skills and knowledge; and educational programs that will prepare
an individual for a given occupation.

e Increase Academic Rigor in Career and Technical Education. Career and Technical
Education (CTE) programs are an important component of workforce development and
students graduating from these programs must be both academically and technically prepared
for postsecondary work or training. Research has shown that integrating academic standards
into daily instruction increases student performance and better prepares students to be both
college and workforce ready.

Connecting Job Creators and Job Seekers. This budget continues to address the existing
disconnect between job creators and Pennsylvanians who are striving to attain family-sustaining jobs
in the commonwealth.

e Support Employer Driven Training Programs. To best allocate scarce resources, an
emphasis is being placed on job training programs that directly lead to jobs. Training dollars
are best spent on programs with proven results in High Priority Occupations. This budget
continues funding for Keystone Works -- a program that provides on-the-job training
opportunities for unemployed workers while at the same time incentivizes businesses to hire
unemployed individuals.

e Pennsylvania Targeted Industry Program. This budget proposes to continue funding for PA-
TIP, which is a joint program administered by the Pennsylvania Higher Education Assistance
Agency, that provides need-based awards to students enrolling in certificate programs up to
two years in length for certain High Priority Occupations in the energy, agriculture, and
manufacturing clusters.

e Continue Implementation of the Comprehensive Job Matching System. Pennsylvania has
begun instituting a job-matching system, www.jobgateway.pa.gov, which provides specific
information about job seekers, increases the quality and quantity of job postings, integrates
with other job search systems, and increases employer screening and recruitment capabilities.
Labor and Industry already has significantly increased job postings in the system, opened the
portal to all job seekers in the commonwealth and plans to enhance the job search capabilities
within the system.

e Recruitment Hub. Pennsylvania will shift the focus of the workforce system to job creators by
creating recruitment hubs statewide — the first of which is in Allegheny County. The recruitment
hubs will focus on finding the skilled workers that businesses need. Recruitment hubs will be
designed to identify employment barriers, including any existing skill gaps, and implement
specific solutions to lift barriers so that employment results are obtained.
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e Integration of EARN Centers and PA CareerLinks®. The Departments of Labor and Industry
and Public Welfare are joining together to take a closer look at the PA CareerLink® locations
and EARN Centers to determine how they can better serve Pennsylvania job seekers. A pilot
project at the PA CareerLink® of Lancaster County is integrating the two similar, yet separate
job training and employment programs with the goal of delivering services to jobseekers in a
more efficient and effective way. Pending results of the pilot, the two departments will move
forward with similar plans to integrate services offered at EARN Centers and PA CareerLink®
offices statewide. Integration would be uniquely tailored to fit each location area in order to
better meet the needs of jobseekers, businesses and the community. The move to integrate
statewide would happen in five phases, culminating in 2015.

e Youth with Disabilities. The Office of Vocational Rehabilitation (OVR) will continue to engage
in statewide and local initiatives to help youth with disabilities successfully transition from
school to work. It will undertake a public awareness campaign to ensure youth with disabilities
and their parents are exposed to OVR early on and actively work with Local Workforce
Investment Boards and Transition Youth Councils to maintain points of contact with Youth
Development Centers and Youth Forestry Camps in their regions, as well as facilities and
treatment centers serving “at-risk” youth with mental health and substance abuse issues.

OVR will also update its transition policy to ensure that youth with disabilities have appropriate
Individualized Plans for Employment as they leave the K-12 system and enter postsecondary
education or the workforce. The Governor's Advisory Committee for People with Disabilities
has been reconstituted with a new business roundtable representative of employers that hire
individuals with disabilities.

In addition, the ProjectSEARCH program serving young people with significant disabilities will
be continued. Education services are provided on site at a large host employer and 80 percent
of each day is spent working on a rotation in various departments. A student participates in at
least three rotations over the course of the school year. Students also become involved in
corporate community service activities and social activities. Federal funding is ending for the
program, but OVR will use traditional vocational rehabilitation funding to continue this program.

Streamlining the Welfare to Work System. Over the past 13 months, the commonwealth’'s Welfare
Employment and Training (E&T) programs have been thoroughly assessed. Some programs were not
helping people get back to work or move closer to independence. To address this problem, all E&T
programs have been re-tasked to focus exclusively on helping welfare recipients find jobs by
establishing accountability performance standards for both provider agencies and recipients. A
restructured Office of Income Maintenance is focused on helping people find work, placing jobs
experts in each County Assistance Office capable of promoting welfare recipients in the workforce and
establishing stricter sanction policies. These changes will assist more individuals access necessary
job training, find work and, ultimately, achieve self-sufficiency.

Promoting Pennsylvania as a Business and Tourism Destination

Pennsylvania has great job creation stories and successes to tell. Marketing to Attract Business is the
single source for promotional, advertising and event management efforts to communicate why job creators
should expand, relocate or start their businesses in Pennsylvania. Our marketing efforts are designed to
develop an actionable, cohesive, results-oriented public relations and limited print campaign that highlights
Pennsylvania’s unrivaled resources and improved business climate. The Department of Community and
Economic Development will continue to proactively share the message that Pennsylvania’s success in
helping communities thrive and businesses expand is a direct result of our focus on tax competitiveness,
innovation, competition and workforce development. This budget will expand Pennsylvania’s ability to
market itself through a $5 million increase to the Marketing to Attract Business program and a $2.4 million
increase to the World Trade PA program.

This budget facilitates the creation of a public-private partnership that will engage industry partners in
promoting the state to domestic and international travelers. The Pennsylvania Tourism Partnership
(Partnership) will consist of representatives from DCED’s Tourism Office, the Department of Conservation
and Natural Resources, and members of the industry from every region and representing the state’s many
diverse attractions. The mission of the Partnership is to restore and solidify Pennsylvania’s position as a
preeminent destination for domestic tourists to boost visitation and Pennsylvania’s economy. Its vision is to
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create a sustainable public-private entity to support Pennsylvania’'s Travel and Tourism industry driven by a
comprehensive business plan that addresses stakeholder needs and statewide marketing.

The administration’s job creation and economic development efforts are strategically aligned with its
fiscal and policy priorities, with the ultimate goal of building a skilled workforce, supporting existing
Pennsylvania businesses, attracting businesses to Pennsylvania, protecting our struggling communities
and ultimately growing Pennsylvania’s economy.

PA Online

To provide a single face of government and a central resource and access point for job creators
seeking information or transacting business with commonwealth agencies, the Department of Community
and Economic Development and the Interagency Coordination Advisory Group for Economic Development
will launch an initiative to improve the commonwealth’s online portal. www.PaBizOnline.com will allow for a
streamlined user-friendly experience that eliminates duplication of effort and unnecessary data entry for
businesses that are starting in Pennsylvania. The site will be in its first stage and will begin to provide a
one-stop shop for small businesses and entrepreneurs to find information about how to start and grow their
businesses.

Protecting Financially Struggling Communities

This budget proposes to implement an Early Warning System to identify potentially distressed
municipalities and work to prevent them from becoming financially distressed. Through the Early Warning
System, the system will either push the municipality toward the Early Intervention program (at a total cost of
only $150,000, just five percent of the average lifetime cost of Act 47) or avoid both programs all together.
The Early Warning System would also produce data and regional help to allow those municipalities already
in Act 47 to make an early exit from the program.

Base Realignment and Closure Support

This budget provides $200,000 for Base Realignment and Closure support activities for communities
competing to justify maintaining U.S. military facilities in the commonwealth.
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Education Innovation in Pennsylvania

Today'’s students live in a world that is rapidly changing. Technology is transforming at such swift
speeds that what is new today becomes obsolete tomorrow. Information availability is growing at a faster
rate than at any time in history and our children are preparing for jobs that are transforming every day.
Many educators and school leaders across the commonwealth recognize the need to transform the way
educational services are delivered in order to meet the needs of a new generation of students. Innovative
school leaders are moving beyond the traditional education paradigms and integrating emerging
technologies and new research on student learning to increase student achievement and prepare students
for postsecondary opportunities. The budget supports public schools through this transformative process by
infusing new, targeted funding at all grade levels to ensure growth and academic success for Pennsylvania
students.

Basic Education Funding

Basic education funding provides school districts with the resources to invest in educational programs
at the local level to increase student achievement. School districts use these funds to ensure that their
students have appropriate academic opportunities. The budget includes a $90 million, or 1.7 percent,
increase in basic education funding, the first increase in two years. This funding will bring the
commonwealth’s investment in basic education funding to nearly $5.5 billion, the highest level of state
funding ever provided to school districts.

Passport for Learning Block Grant

As the education environment continues to evolve with the development of new teaching practices,
technological advances and a changing post secondary delivery system, Governor Corbett is committed to
ensuring that public schools are able to deliver a quality education that prepares our students for the jobs of
tomorrow. Included with this commitment is a promise to ensure that our schools are safe havens of
learning for students and educators.

The budget proposes the Passport for Learning Block Grant, a four-year block grant that will invest $1
billion in Pennsylvania public schools funded through the proceeds from the divestiture of the Pennsylvania
Liquor Control Board’'s State Stores System. School districts may use block grant funds for the following
eligible activities:

School Safety. Children cannot learn where they do not feel safe. Grant funding may be used for
school safety and security program efforts, such as training for educators and administrators, enhanced
security measures and partnerships with local law enforcement.

“Ready by 3". Enriching K-3 programming is critical to a solid academic foundation for Pennsylvania
students. Use of the funds may include, but is not limited to, improvements to quality kindergarten
programs aligned with the current academic standards and enriching programs that promote enhanced
academic achievement in elementary reading and mathematics, with a focus on “Ready by 3.”

Individualized Learning. Every child in Pennsylvania learns differently and at his or her own pace.
Funding from this grant may be used for start-up costs related to implementing Competency Based
Education — with a focus on self-paced mastery of a customized learning plan based on student
proficiency in the academic standards for each subject area.

STEM Initiatives. Enhancing access to STEM programs (science, technology, engineering and
mathematics) in our schools is critical to preparing our students for the jobs of tomorrow. This grant will
provide funding to public schools to enrich programs that support STEM in grades 6-12, including
career exploration activities, opportunities for technical skill attainment and partnerships with
postsecondary education and training programs.

The $1 billion Passport for Learning Block Grant will be distributed over four years and will be based
on a formula that considers a district's membership, student population characteristics and wealth. Districts
will have maximum flexibility in determining which uses are most appropriate for their students and schools.
Grant awards will be announced in the spring of 2014 and $200 million in funding will be available for use
by school districts beginning in the 2014-15 school year.
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Pension Relief for School Districts

As the commonwealth is facing ever-increasing pension costs for employees, so too are
Pennsylvania’s public school districts. Escalating pension contributions pull dollars away from critical
programs for our citizens, and in the case of our school districts, from our children. The budget proposes
meaningful pension reform to provide necessary relief to our taxpayers and our public school districts.
These reforms will provide school districts an estimated $123 million in pension savings, enabling districts
to reinvest those dollars into student achievement and academic excellence.

ADDITIONAL EDUCATIONAL INITIATIVES

The budget also supports continued quality and safety in the commonwealth’s public schools through
measures designed to support effective and safe environments and encourage innovation.

Investment in Early Childhood Education

Early childhood education is an important component of a quality K-12 education system. The
commonwealth has continuously made investments to ensure a quality early learning system for
Pennsylvania’s children. The budget affirms Governor Corbett's commitment to ensuring that young
children are prepared for school by increasing the funding available for both Pre-K Counts and Head Start
Supplemental Assistance programs by 5 percent. As a result of these investments, more children will have
access to programs that will prepare them for school and life success.

Pre-K Counts. The budget recommends an additional $4.5 million for Pre-K Counts, bringing the total
appropriation to $87.3 million. Pre-K Counts programs have consistently delivered high-quality pre-
kindergarten education to Pennsylvania’s three- and four-year olds who are at risk of academic failure.
For example, at the beginning of the 2011-12 school year, less than one in four children entering Pre-K
Counts classrooms showed age-appropriate skills. By the end of the school year, approximately three
in four children participating in a Pre-K Counts program showed age-appropriate language, math and
social skills. The additional funding provided in the budget will allow the Office of Child Development
and Early Learning to serve approximately 580 additional children in full and part-day programs and an
estimated 2,000 children in a summer kindergarten readiness program.

Head Start Supplemental Assistance. The budget recommends an additional $1.9 million for the
Head Start Supplemental Assistance Program, bringing the total appropriation to $39.2 million. This
increase in funding will allow the Office of Child Development and Early Learning to serve an additional
210 children in the program, which provides economically challenged children and their families
resources and support services to prepare children for school success. The funding will also be used to
provide an additional 500 children with the opportunity to participate in a summer kindergarten
readiness program. The summer kindergarten readiness programs, planned in coordination with school
districts, are two-week programs that provide additional support to at-risk children transitioning to
kindergarten.

Combined, these investments will provide opportunities to more than 3,200 Pennsylvania students in
programs that have consistently demonstrated positive outcomes.

Mandate Relief

School districts regularly review operations and programs to determine how best to deliver educational
services to their students in the most cost-effective manner. As districts seek to implement new initiatives
and methods of educational delivery to achieve efficiencies and to raise student achievement, they are
often hampered in those efforts by state laws and regulations. The Department of Education is committed
to providing school districts with greater flexibility to manage personnel and resources and to design
educational programs to meet the needs of their students.

The budget proposes to give Pennsylvania’s districts the ability to apply to the Department of
Education for a waiver from certain sections of the Public School Code by establishing an expanded and
streamlined version of the Mandate Waiver program that was previously in effect from 2000 until 2010.
With this proposal, innovative school systems will have an opportunity to apply to the department for a
waiver if the district can demonstrate that the waiver will allow it to improve its instructional program or
operate in a more effective, efficient or economical manner.
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Effective School Leaders and Educators

Research shows that the performance of an educator has a direct impact on students. Last year,
Pennsylvania passed Act 82 of 2012, which authorized a new educator effectiveness system in
Pennsylvania to provide educators with targeted resources, support and feedback in order for them to
improve their instruction and school leadership. The new system, comprised of a teacher and principal
evaluation tool, includes multiple measures of student achievement, such as the Pennsylvania System of
School Assessment, the Pennsylvania Value Added Assessment System, graduation and promotion rates,
as well as elective data to be determined at the local level.

The budget provides $6.6 million in state and federal funds for continued support for this initiative. Of
this amount, $3.9 million is allocated for the teacher effectiveness tool. During the 2012-13 school year,
1,050 schools piloted the teacher evaluation tool, including elementary schools, middle schools, high
schools, charter schools and intermediate units. The teacher evaluation tool will be fully implemented in the
2013-14 school year. Approximately 3,150 schools will be evaluating all professional educators holding an
instructional certificate by using the clinical observation/practice portion of the tool. Clearly defined teaching
skills will be assessed to provide evaluators with the necessary information to effectively observe teaching
practice and provide meaningful feedback.

In addition, the budget provides $2.7 million for continued support for the development of the new
specialist evaluation tool and principal evaluation tool, which is currently being piloted in 845 schools. Full
implementation of the principal evaluation tool will occur in the 2014-15 school year. This tool will provide
data regarding the practices of principals, including strategic and cultural leadership, managerial
leadership, leadership for learning, and school and community leadership as well as various outputs
involving student and building achievement.

Safe Learning Environment

Maintaining student safety is a priority for all Pennsylvanians. In addition to the funding included in
the Passport for Learning block grant, the budget recommends the investment of an additional $775,000 to
protect school students from potentially dangerous individuals through the establishment of a dedicated
division within the Department of Education’s Office of Chief Counsel to prosecute misconduct by
professional educators. This new initiative will enhance the efficiency with which complaints of educator
misconduct can be reviewed and resolved. Funding will be provided through a $25 increase to the $100
certification fee paid by educators to gain certification to teach in a particular subject area.

Competency-Based Learning

The administration supports transforming Pennsylvania from the current education system that
emphasizes seat time requirements to a competency-based model that awards credit based on mastery of
content. A focus on competency-based education will provide school districts with the flexibility to meet the
diverse education needs of students by awarding credit for learning experiences outside of the traditional
classroom environment. This focus will provide students an opportunity to earn credit at their own pace,
rather than by seat time, and to earn credit in settings other than traditional classrooms. Some districts in
Pennsylvania have recognized the value of such a focus and have already started to provide new
opportunities to students based on this model.

With this proposal, the Department of Education will support school districts that offer alternative
pathways for students to fulfill course requirements and graduation requirements. A key component of this
initiative is giving school districts the opportunity to apply for waivers from requirements of Pennsylvania’s
Public School Code and regulations that interfere with a district's plan for implementing competency-based
education consistent with the Governor's Mandate Waiver proposal. In addition, the Department of
Education will establish a comprehensive catalog of online course options that are aligned with
Pennsylvania Common Core State Academic Standards that can assist districts in providing more options
to students.
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Digital Learning Opportunities

Pennsylvania’s school districts strive to provide high-quality courses and instruction to their students
and prepare them with the knowledge and skills necessary to lead productive lives and be contributing
members of the workforce. Unfortunately, not every Pennsylvania school currently has the capacity to meet
the needs of the school-aged population by providing rigorous, high-quality courses in all subject matters to
all students. From inner-city schools to rural campuses, many educators and school districts need
assistance in providing choice in regard to both subject matter and means of delivery. Therefore, the
budget proposes an Online Course Choice program to expand education beyond the physical walls and
limitations of the classroom.

With this proposal, the Department of Education will accept and approve applications from providers
that offer rigorous, high-quality instruction through an online delivery system. Online courses will be
available to students who wish to enroll and meet the eligibility criteria established by local policy. A list of
approved courses will be available on the department’s website. Local school districts will be responsible
for establishing student eligibility requirements, policies and procedures related to their specific district
Online Course Choice program to maintain the integrity of locally designed graduation requirements. Given
the growing importance of improving STEM education, Pennsylvania will focus on the development,
identification and implementation of rigorous digital learning opportunities in STEM content areas in 2013-
14 and will expand to other content areas in the future.
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Human Services and Health Care

Improving Health and Human Services — Serving Pennsylvanians Better

Despite the fiscal challenges continuing to face state governments across the nation, this budget
reflects the commonwealth’s continuing resolve to maintain essential public services — especially the social
safety net. As a result of the targeted reforms undertaken during the last two years, the commonwealth’s
health and human services programs are more efficient and better able to provide the services upon which
our most vulnerable citizens rely. The budget reaffirms Governor Corbett's commitment to preserving the
safety net for individuals with intellectual and physical disabilities, seniors, children and low income families
and dedicates additional resources to increase the accessibility of health care and other valuable human
services. By improving the delivery of and accessibility to these needed services, this budget will continue
to reduce the barriers currently facing individuals to achieve better health outcomes and a pathway to
independence.

The budget provides resources to serve more individuals who have been waiting to access needed
services, and it will begin to modernize the delivery of health care throughout the state — increasing access
to care for Pennsylvanians in underserved and rural areas. In addition, it will continue to focus on making
sure that Pennsylvanians in need of long-term care services and supports are served in the right setting
and provides the ability for them to stay at home or in the community, and it will give the commonwealth a
reliable, predictable and enhanced source of funding to meet the growing needs of older Pennsylvanians
by increasing Lottery revenues.

Helping Individuals

This budget provides the departments of Public Welfare and Aging with the necessary resources to
strengthen its commitments to serve Pennsylvania’s most vulnerable adults by improving and expanding
access to essential human services programs including:

Expanding Services for Individuals with Intellectual and Physical Disabilities. The budget
provides nearly $40 million to expand home and community-based services for individuals with
disabilities. This includes $18.5 million to provide services to young adults who are graduating from
the special education system to enable them to continue to live independently in the community, and
to adults who are at risk of institutionalization because they are being cared for by aging parents who
may not be able to continue to provide that level of care. Also included is $1.5 million to serve an
additional 118 individuals with autism spectrum disorder in home and community-based settings and
nearly $20 million to serve an additional 1,680 individuals with physical disabilities in community
settings through the services to persons with disabilities waiver and the attendant care program.

Moving Individuals From Institutional Care to Community-based Care. The budget includes an
additional $6.1 million to increase community placement for individuals currently in state mental
hospitals and state intellectual disability facilities, resulting in the transition of 90 clients from state
mental hospitals to progressive mental health treatment in home-like settings, and 100 clients from
state intellectual disability facilities to home and community-based settings.

Expanding Services for Older Pennsylvanians. As Pennsylvania’s older population continues to
grow, meeting the increased demand for services requires a predictable and enhanced funding
source, which will be achieved by contracting for the private management of the Lottery that will be
effective July 1, 2013. The increased revenue that will be generated by the private manager will be
used to meet the needs of older Pennsylvanians and will be directed towards enhancing care,
including home and community-based services so that older adults may continue to live in their homes
and communities.

The administration is committed to increasing the quality of and access to all long-term care services
again focusing on a range of services including those that are delivered in a home and community-
based setting. The commonwealth has already made a significant investment in this effort that has
greatly expanded the number of people who can be served in their home. The budget continues this
commitment by providing an additional $50 million in Lottery Funds, including $20 million to serve an
additional 5,400 people in the Options program, $5 million to increase support to the Area Agencies
on Aging (AAA), $2 million for Attendant Care Services for 193 individuals transitioning to the
Department of Aging from the Department of Public Welfare at age 60, and $2 million to modernize
facilities and programs at senior centers. In addition, $21 million is provided to annualize increased
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services provided in the current year and to serve an additional 1,550 older Pennsylvanians through
the Medicaid Home and Community-Based Aging Waiver. There is an additional $9 million in state
funds provided to increase the number of older Pennsylvanians served through the long-term care
LIFE program. In addition the Departments of Public Welfare and Aging will continue to work together
to improve coordination between the agencies to better serve Pennsylvania’s seniors. As part of this
effort, there will be increased and improved dialogue with stakeholders and the establishment of an
open, collaborative, outcome-driven process to discuss how the commonwealth can best serve the
needs of our seniors. Understanding that the demand for these services continues to grow, the
departments will be working together towards sustainable long term solutions to ensure high-quality,
cost-effective services can continue to be provided to Pennsylvania seniors.

Helping Children and Families

Child Care Assistance and Improving the Quality of Child Care Programs. The budget continues
the commitment to high quality child care and assures that more than 210,000 low income families,
Temporary Assistance for Needy Families (TANF) recipients, and former TANF families who are now
fully employed will receive child care services. Understanding that access to affordable child care is a
critical step on the path to independence, this budget will provide an additional $7 million to enable
1,400 children currently waiting for services to receive child care assistance. In addition, this budget
includes $3 million to further enhance the quality of programs for children in Keystone Stars child care
programs.

Juvenile Justice Reinvestment Initiative. Pennsylvania is engaged in a Justice Reinvestment
approach that seeks to reduce Pennsylvania’s juvenile justice population by promoting better
outcomes for youth, reducing spending and reinvesting a portion of the savings into strategies that
work. The budget invests $10 million in savings, generated by the closing of the New Castle Youth
Development Center this year, into research-based prevention and intervention programs for at risk
children; statewide implementation of Pennsylvania’s Juvenile Justice System Enhancement Strategy;
and training programs that will assist juvenile offenders in obtaining the skills necessary for getting
and maintaining employment, thereby improving their likelihood of successfully becoming meaningful
contributors to their communities and further advancing down the path to prosperity.

Job Training Integration. The budget supports a pilot program to integrate the commonwealth’s two
employment and training systems, PA CareerLink® and the Employment Advancement and Retention
Network (EARN), to improve our ability to assist Pennsylvanians in getting employed. Pursuing
greater coordination and integration of the use of these systems will eliminate duplication, streamline
services, reduce costs, and will allow the commonwealth to seamlessly deliver employment and
training services to all jobseekers.

Improving and Increasing Access to Health Care Services

The administration is committed to ensuring access to affordable, quality health care in Pennsylvania.
While the cost of health care continues to rise and place increasing strains on the state budget, the Corbett
Administration has focused on policy initiatives that enhance access and coverage for Pennsylvanians,
especially those in underserved and rural areas. The budget reinforces Pennsylvania’s commitment to
making sure that all Pennsylvania children are covered and have access to health care. This budget
addresses accessibility head-on, by modernizing the delivery of health care services throughout the state to
increase access for those Pennsylvanians in underserved and rural areas and providing additional
resources to help increase the number of medical care providers serving those communities.

Having consistent and reliable access to quality preventive health care services is essential to
maintaining and improving health care and is a key asset to enable individuals to move down a path to
independence.

Ensure Coverage for all Pennsylvania Children. At a time where health care coverage may be
difficult to obtain or afford, it is imperative that Pennsylvania’s children have access to high quality,
affordable health care coverage. Pennsylvania remains a leader in covering children, with almost 95
percent of children enrolled in health care coverage. The budget seeks to improve upon our success
by increasing awareness of affordable coverage options within the commonwealth and putting more
than $8 million in additional resources to provide health care coverage to more than 9,300 new
children anticipated to be enrolled through the expanded outreach efforts. In addition, this budget
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provides $3.8 million to reduce barriers to enrollment, and to decrease enrollment errors in order to
make sure we reach our goal of getting all Pennsylvania children insured.

Increase Funding for Community Health Centers. The budget provides $4 million to establish the
Community-Based Health Care Subsidy (CHCS) program as a new and additional way for the
commonwealth to fund community-based health care clinics. These community-based clinics will
create immediate access to or enhance preventive primary care services to underserved areas and
uninsured individuals of the state. Funds from the CHCS will be dedicated to sustainable medical
clinics, including those that focus on providing mental health services that are positioned to use start
up state funding and then continue providing care on a self-sustaining basis without government
resources over the long term. This represents a true partnership with communities to increase access
and outcomes. The CHCS program, coupled with the state’s current Community Health Challenge
Grant program, will bolster access to primary care medical services in rural and underserved areas of
the commonwealth.

Expand Access to Primary Care Services in Rural and Underserved Areas of Pennsylvania. The
budget provides $1 million in increased funding to the Primary Health Practitioner Loan Repayment
Program to increase the amount of the current loan repayment awards and to provide an additional 24
awards to physicians, dentists and other practitioners. This expansion will increase recruitment and
retention of more primary care physicians and practitioners into rural and underserved areas of the
state making Pennsylvania more competitive with other states. Physicians tend to stay and practice in
the areas in which they complete their residency. In order to help address the growing primary care
physician shortage in our rural areas, the Department of Health will ensure that increased residency
slots be matched only to medical school graduates who are either legal Pennsylvania residents or who
have completed their medical school education in Pennsylvania and would commit to provide primary
care in a rural Pennsylvania community upon completion of residency training.

Modernize State Health Centers. Public health today is much different than it was 20 years ago and
requires a modern approach to ensure maximum effectiveness. A year-long analysis by the
Department of Health reveals that to meet community needs and maintain effectiveness of the public
health system, a more mobile and collaborative system must be developed. This will assist in
increasing accessibility and the innovation of service delivery as well as the reduction of service
duplication. The budget includes a modernization initiative that will provide more mobility and visibility
to the public, thus increasing the services able to be provided to those populations who may not have
access to transportation to a state health center facility.

The investments made in the budget to increase access to essential health care services continues
the administration’s goal to ensure access to high quality and more affordable health care coverage for all
Pennsylvanians. This goal has been demonstrated by the commonwealth’s deliberate approach to
analyzing the requirements of the Affordable Care Act and how it will impact and affect Pennsylvania and
its citizens.

At this time, analysis continues on the financial sustainability related to potential expansion of the
Medicaid program. The Department of Public Welfare continues to have a dialogue with the U.S.
Department of Health and Human Services (HHS) in an effort to obtain clarification and answers on a
number of issues, including whether essential reforms of the Medicaid program can be accomplished to
improve the health of our citizens and the effectiveness of the program. The department is currently
reviewing the recently released proposed regulations on eligibility and benefits from HHS. While due
diligence continues, no decision has been made at this time.

The administration intends to engage in an informed dialogue with the public and the legislature on
whether expansion of the Medicaid program is prudent, affordable and the right choice for the
commonwealth. When a final decision is made, it will be done in consultation with the Legislature and it
may require modifications to be made and accounted for in the budget.
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Criminal Justice and Enhanced Public Safety

Ensuring the safety of all Pennsylvanians is the first priority of government. The Pennsylvania
Commission on Crime and Delinquency, the Department of Corrections, the Pennsylvania State Police and
the Pennsylvania Board of Probation and Parole have reprioritized evidence-based guidance in public
safety policy and planning to address crime prevention, safely reduce the prison population and improve
community reintegration methods. The budget provides critical funding for public safety programs to enable
these collaborative, multi-agency best practices to keep Pennsylvanians safe and ensure a strong
foundation exists for safeguarding future generations. In addition, the budget ensures that the Pennsylvania
Emergency Management Agency is equipped to respond to severe weather, natural disasters and other
events that put Pennsylvanians at risk.

Pennsylvania State Police

The budget continues to meet public safety needs through providing resources for comprehensive
State Police services in communities within their primary jurisdiction and assistance to municipal police
departments. Funding is directed to keep trained troopers involved in the critical role of patrol and criminal
investigation and to implement the strategic deployment of civilians and technology.

The budget includes $14.7 million for three new State Police cadet classes that will train a total of 290
new troopers. In addition, the budget includes $6 million to support 90 new civilian police communication
operators in order to free up a similar number of troopers for patrol and law enforcement activities.

Justice Reinvestment Initiative

Under Governor Corbett’'s direction, the administration partnered with the Council of State
Governments’ Justice Center to develop the Justice Reinvestment Initiative (JRI) to assist our criminal
justice leaders in analyzing data from multiple agencies in an effort to develop sound policies and monitor
the impact of these policies through effective performance measures. Justice reinvestment is a data-driven
approach to reducing corrections spending and reinvesting savings in strategies that can decrease crime
and strengthen the safety of our communities.

As a result of the Justice Reinvestment Initiative, the population of the Department of Corrections is
anticipated to drop by more than 1,200 inmates over the next five years. That population reduction is
expected to generate $139 million in savings, a portion of which will be reinvested through the provisions of
Act 196 of 2012 in victim services, local policing, county-based offender treatment and county and state
probation services to better serve Pennsylvanians. The budget benefits from the implementation of a
savings reinvestment strategy to promote enhanced correctional strategies and evidence-based policing at
the county and community levels. Resources made available through cost-savings at the state level may be
reinvested in county-level alternatives, improving outcomes and effectiveness as well as greater efficiency.

In 2012-13, JRI is projected to save the commonwealth $1 million, with 75 percent of that amount to
be reinvested in victim services programs and a risk assessment instrument for the Pennsylvania
Sentencing Commission. Because the reinvestment distributions are not sufficient to fully provide
distributions to victim services program, this budget commits an additional $456,000 of General Funds to
ensure victim programs are made whole. As noted on the chart below, savings and future funding
allocations will increase over the next year.

Justice Reinvestment Initiative Summary
(Dollar Amounts in Millions)

Fiscal Year 2013-14 2014-15 2015-16 2016-17 2017-18

Savings Year 2012-13 2013-14 2014-15 2015-16 2016-17
Estimated Population Reduction -399 -538 -175 -104 -44
Total Estimated Savings $1 $18.4 $36.0 $40.3 $43.0
Percentage of Savings to be Reinvested 75% 100% 25% 25% 25%
Cap on Savings Reinvestment None $21 None None None
Distributions $0.8 $18.4 $9.0 $10.1 $10.8
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Legislative Corrections Reforms

Acts 122 and 196 of 2012 implemented important recommendations of Pennsylvania’s Justice
Reinvestment Initiative that fundamentally changed how Pennsylvania’s corrections system is managed.
Act 122 barred low-risk offenders from being incarcerated in state prison by requiring such offenders to be
effectively managed at the county level. “Pre-release,” a program allowing inmates to be released to
community corrections centers prior to serving their minimum sentence, was eliminated — resulting in true
“truth in sentencing” and addressing priorities of victims’ organizations and prosecutors. Act 122 also
requires the Department of Corrections and the Board of Probation and Parole to work more collaboratively
and with community-based reentry organizations. Part of this requirement clarified the responsibilities of
each agency with regard to community corrections centers and treatment services. One meaningful reform
was the restructuring of parole violator management to immediately address violation behavior and give the
Board of Probation and Parole greater abilities to manage these offenders in secure settings instead of
incarceration in a state correctional institution.

Risk Assessment Instrument

A provision within Act 196 allocated funding to complete a statutorily mandated risk assessment
instrument for use at sentencing. Explicitly examining the risk of the offender to re-offend at sentencing will
provide for sentences that specifically fit the needs of the offender and society. Through this assessment,
judges will have more information to make decisions about county probation and parole and referrals to
diversion programs. This is expected to improve sentencing, parole decisions and programming for inmates
and the supervised population. Identifying the population with the greatest probability of successful reentry
into the community is designed to ultimately reduce recidivism and result in a more cost-effective system
that keeps communities safer.

Community Corrections and Reentry

With more than 90 percent of offenders eventually returning to our communities after incarceration, it
is imperative to provide offenders with the tools they need to transition back to society and become
productive, law-abiding citizens. The Department of Corrections and the Board of Probation and Parole are
continuing to work together to improve the process of enabling offenders to successfully return to their
communities. Programs such as Day Reporting Centers, GPS monitoring, mentoring programs and the use
of technical parole violator centers will enable the criminal justice system to continue to address offenders’
specific needs and reduce their chances of re-offending. Act 122 refocused parole violator management to
place more emphasis on community-based treatment. Now, only parolees who have committed a new
crime or whose violation involves a direct, high risk to public safety will be returned to prison. All other
violators will be sent to secure parole violator centers for targeted interventions.

Parole Supervision

As the number of offenders returning to the community grows, this budget reflects a commitment to
provide the Board of Probation and Parole with a sufficient number of parole agents trained to supervise
and assist offenders making this transition. In addition, it is important to ensure that parole agents have
manageable caseloads that will enable them to properly supervise parolees, thus ensuring the safety of the
community. The budget maintains caseload ratios and allows the board to implement the Justice
Reinvestment Initiative. This budget provides $2.1 million and 27 positions to aid these supervision efforts.
In addition, this budget provides a total of $792,000, including $300,000 to provide Global Positioning
System 24/7 monitoring capability for 195 offenders, and 8 positions for case management.

Operational Efficiencies

The Department of Corrections and the Board of Probation and Parole have committed to reducing
costs by creating a more efficient system of case management. They continue to work together to improve
docket management and reduce the time it takes to release an approved offender on parole. Their
research departments have collaborated to produce more accurate and useful data. Efficiencies achieved
in both agencies have resulted in the department's inmate population stabilizing and experiencing the
largest decrease for any calendar year since 1971. Simultaneously, the board experienced a population
increase of nearly 1,000 parolees within the first half of 2012-13. Further, the budget incorporates even
greater integration of criminal justice research that will lead to better and more reliable data and information
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analysis. This analysis, in turn, will improve policy and program evaluation and decision-making, ultimately
saving the commonwealth money and leading to productive and law-abiding futures for former offenders.

The department and board are working collaboratively on reentry initiatives, placement of offenders in
community correction centers, approved home plans for hard-to-place offenders, and management of
technical parole violators and case management. Working in partnership on case management and other
operational efficiencies saves both time and resources and helps the department and the board accomplish
mutual public safety objectives.

These efforts, combined with the completion of a new state-of-the-art prison in Centre County, have
allowed the department to announce the closing of two older, high-cost prisons which is expected to save
$22 million in 2013-14. SCI Greensburg and SCI Cresson have a per diem rate of over $100 per day per
inmate. These institutions are less efficient and more difficult to operate safely for both inmates and staff.
The construction of SCI Benner Township will be completed in February 2013 with a capacity of
approximately 2000 beds. Replacing SCI Cresson and SCI Greensburg with the new capacity prison, such
as SCI Benner Township, is fiscally sound and provides a more secure design for the safety of inmates,
staff, volunteers and visitors.

Disaster Assistance

This budget also includes sufficient funding to enable the Pennsylvania Management Agency to
prepare for and respond to natural disasters or other serious events. This budget includes a 2012-13
supplemental appropriation of $14.9 million for the Pennsylvania Emergency Management Agency to
provide additional summer 2011 storm disaster relief, ensuring that funds are available to help recover from
the worst flooding in decades. In addition, the budget provides funding to assist with disaster recovery
efforts of Hurricane Sandy last fall. And finally, the budget provides $3 million for the Hazard Mitigation
program to lessen the likelihood of damage during future flooding events.
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Transportation — Building Toward our Future

Pennsylvania’s transportation infrastructure is critical to our economic future. The current aged and
inadequate system must be improved. Pennsylvania’s roads, airports, rails and ports not only move millions
of people each day to work, school and home, but they also carry Pennsylvania's goods and services to
communities here and around the world.

This budget supports the commitment to promoting a transportation infrastructure that facilitates the
safe and swift flow of people, commodities and resources among communities and throughout the world
with reliable and sustainable funding sources.

Safety, convenience and economic development must guide transportation policy decisions. An
Executive Order calling for the creation of the Transportation Funding Advisory Committee immediately
reinforced support for enhancing Pennsylvania’s infrastructure. The advisory committee provided
recommendations to help guide the modernization efforts of PennDOT, and identified options to help
ensure that the necessary improvements to our infrastructure are properly funded for the foreseeable
future.

Current Financial Challenges

Today, much like the rest of our nation, Pennsylvania’s transportation infrastructure is aging and
increasingly more fragile due to decades of underinvestment. This underinvestment is due in large part to
rising construction costs and the limits of revenues based on fuel consumption. With an emphasis on
energy preservation, Corporate Average Fuel Economy (CAFE) standards have led to improved vehicle
fuel efficiency, driving fuel consumption down and with it, liquid fuels-based revenues.

This increase in vehicle fuel economy has meant that, on average, Pennsylvania vehicles are using
less gas per mile traveled. While this trend is good for drivers, the environment, the economy, and reducing
our reliance on foreign fuels, as the amount of gasoline purchased has declined, so has fuel tax revenue
per vehicle.

Looking solely at overall revenue figures can be deceiving because the total number of vehicles on the
road has increased since CAFE standards were implemented. A greater number of vehicles on the roads
and more miles being traveled have increased the needs related to road and bridge maintenance and
congestion relief — more vehicles mean more impacts to the system.

Pennsylvania now collects less fuel tax revenue per mile traveled than it has at any time in history.
This has led to a serious decline in the amount of money available for improvements to the transportation
system, leading to a growing funding gap.

The growing highway, bridge and transit funding gap was quantified in the Transportation Funding
Study completed by the Pennsylvania State Transportation Advisory Committee in May 2010.

If something is not done to increase revenue and improve efficiencies, the future funding gap will be
substantially larger, more than doubling to $7.2 billion by 2020. Fuel tax revenue will continue to decline
over the next decade as a result of increased vehicle fuel efficiency. Furthermore, as inflation increases,
the price of most goods and services by about 3 percent each year, buying power will also continue to
decline. Therefore, purchasing the same volume of asphalt, steel, concrete and other materials and
services in 10 years would require an additional 33 percent in funding.

Non-highway modes of transportation such as transit, aviation, rail freight, ports and waterways face
similar financial challenges. Rising capital and operating costs, years of budget deficits, and deferred
maintenance have taken their toll on each of these systems, which are critical pieces of the
commonwealth’s transportation network.

Stretching Current Funding Further

Citizens want assurance that government is making the best use of every tax dollar, and that is what
PennDOT Next Generation is all about — working to ensure that the department is making the best use of
the funding it receives by increasing efficiencies and enhancing current practices.

PennDOT Next Generation’s goals are to modernize and optimize processes, policies, and procedures
to strengthen the department, shorten project delivery and improve internal and external customer service
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while looking for ways to cut costs and realign current resources. The effort is not simply an internal one. It
also involves external partners, federal and state government counterparts, industry stakeholders, local
governments and department employees, all working to create an atmosphere of collaboration toward
continuous improvement.

An extension of the Next Generation initiatives is an ongoing effort called Mapping the Future. The
objective of this initiative is the coordination among PennDOT, the Pennsylvania Turnpike Commission, the
Department of Conservation and Natural Resources and other agencies to conserve resources and avoid
duplicative efforts.

Between Next Generation and Mapping the Future, PennDOT expects to realize $50-75 million in
ongoing annual savings that will go towards transportation projects throughout the commonwealth. The
department has also taken steps to ensure that these initiatives remain part of the culture of the agency;
that the pursuit of efficiencies, savings and superior customer service continue beyond just the current
leadership and administration.

A PLAN FOR THE FUTURE

The key tenants to Governor Corbett’'s transportation funding proposal are that it must be fair to
Pennsylvanians — all users pay — not just residents of the commonwealth; fees must reflect usage of the
system, not simply access to it; it needs to be a long-term solution rather than another short term band-aid;
engage the private sector in public-private-partnerships and other innovative financing approaches to
project delivery bringing private sector innovation and resources to our transportation system; and every
new dollar must be spent as efficiently as possible, taking advantage of the latest modernizations and
innovations both at PennDOT and also from private industry.

Highway and Bridge Funding

Intended to be the inflationary component of the liquid fuels tax, the Oil Company Franchise Tax is
applied to the average wholesale price of gasoline at a defined millage rate (153.5) and collected at the
distributor level. An artificial cap was set at a wholesale price of $1.25 per gallon while current wholesale
prices have consistently remained above the defined limit. This artificial ceiling placed on liquid fuels
revenues coupled with significant increases in construction and materials costs has resulted in significant
under investment in our infrastructure. The transportation plan removes the cap over a phased-in five-year
period to allow collections to more closely follow market fluctuations. The resulting revenue increase will
eventually allow the commonwealth to begin closing the transportation funding gap that exists for the
repair, replacement and upgrade of commonwealth roads and bridges.

The Oil Company Franchise Tax is one of many costs of business for the industry that ultimately
determines the retail price of gasoline and, because of the point of collection, is a cost shared by
consumers beyond the borders of the commonwealth. It is also consumption-based, and more closely
reflects usage of the system than access fees such as vehicle registrations or a driver’s license. If those
charges were to increase, we would be asking more of our seniors, the unemployed and others who may
not be using the system to the same extent as everyone else and who can least afford additional out-of-
pocket cost.

To help reduce any potential for increased costs to drivers, the plan includes a reduction of the flat
liquid fuels tax assessed at the pump by one cent in 2013-14 and another reduction of one cent in 2014-15.
This will reduce the current liquid fuels tax from 12 cents to 10 cents, a 17 percent reduction. The plan also
moves vehicle registration renewals to a biennial cycle rather than the current annual cycle, and moves
driver’s license renewals to a six-year cycle rather than the current four-year cycle.

Multimodal Funding

To ensure the continued economic growth and competitiveness of Pennsylvania for years to come,
investments must also be made in our non-highway modes of transportation. Transit, freight railroads,
airports, ports and waterways are just as important to the efficient movement of goods and people as our
highways. There must be predictable and sustainable funding in those facilities to ensure their successful
operation as part of our larger transportation network. The department will also streamline the
administration of the various modes of transportation by combining freight rail, aviation, ports and transit
under one deputate.
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ECONOMIC OUTLOOK

In constructing their tax revenue estimates, the Pennsylvania Department of Revenue and the
Office of the Budget are assisted by economic forecasts provided by two main sources of forecast
data: 1) IHS Global Insight, Inc., of Lexington, Massachusetts, and 2) Moody’s Analytics, of West
Chester, Pennsylvania. Both of these firms are private economic forecasting and consulting firms that
provide forecast data to the commonwealth and other customers. Various projections from IHS Global
Insight’s national forecast, as well as a recent forecast produced by Moody’'s Economy.com, were
used to develop the revenue estimates in this document for the budget year and other future fiscal
years. Analyses and discussion in this section, as well as the revenue estimates used in the budget,
are based on a combination of data from each source and further analysis from the Department of
Revenue and the Office of the Budget.

Recent Trends (2008-2011)

Chart 1

The United States (U.S)) REAL GROSS DOMESTIC PRODUCT
economy, which had been slowing Annual Grawth
since 2004, officially entered
recession in  December  2007. 4.0%
According to the National Bureau of 3.0% 1 —
Economic Research, that recession 2.0% ] — H
(known as the “Great Recession”) 1.0% || mas
ended in June 2009.
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At 19 months, the Great -10%
Recession was the longest recession -2.0%
since the Great Depression, which 3.0%
lasted 43 months. It was also nearly 4.0%
double the 10-month length of the 2005 2007 2009 2011 2013 2015 2017
average post-World War Il recession. —Projected————

Furthermore, the depth of the Great

Recession was much steeper than the two most recent recessions of 2001 and 1991, as peak-to-
trough declines in real GDP exceeded those of the 1973-75 and 1980-82 recessions, when the peak-
to-trough declines in real GDP were 3.1 percent and 2.6 percent, respectively. Furthermore, in the
Great Recession the economic downturn was not confined to just the U.S. During 2009, the economic
output of the entire world declined for the first time since the Great Depression. Chart 1 displays
actual growth in real gross domestic product (GDP) from 2005 to 2011 and projected growth for 2012-

2017.
Chart2
REAL GROSS DOMESTIC PRODUCT An examination of real GDP on a
Quarterly Growth quarterly basis, as shown in Chart 2,

Chained 2005 Dolllars, SAAR reveals that the depths of the Great

5.0% . -
4.0% Recession were reached in late
3.0% 2008 and early 2009. Discounting
f:goﬁ the short-term effects of the 2008
0.0% tax rebates, the U.S. economy
:;;go;ig contracted in five of the six quarters
-3.0% between January 2008 and June
jg:ggz 2009 (the approximate term of the
6.0% most recent recession). In particular,
Lo the economy experienced a -8.9
9.0% percent contraction in the fourth
08Q1 091 101 11Q1 12Q1 13Q1 14Q1 15Q1 161 quarter of 2008 and a -6.7 percent

_____ Projected—— contraction in the first quarter of

2009. The -8.9 percent contraction
during the fourth quarter of 2008 was the second-highest quarterly loss in the post-war era.
Combined, the two quarters from October 2008 to March 2009 were the worst performing economic
period, as measured by changes in real GDP, since the Great Depression. Further, the Great
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Recession had two of the four largest quarterly declines in real GDP in the post-war era. The four
continuous quarters of losses from September 2008 to June 2009 were the first time since the Great
Depression that real GDP declined for four consecutive quarters.

As seen in Chart 3, Chart 3
after peaking in December US EMPLOYMENT
2007, u.s. employment MNon-Agricultural
levels began declining ~ 139:000
significantly. By the 138000 —
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nearly 5.1 million jobs,
cutting 3.9 million in the first six months of the year alone. As a result, the labor markets had not been
so gloomy since the 1980-82 recession, when unemployment hit 10.8 percent.

The loss of jobs was widespread throughout the economy, but the manufacturing and
construction sectors were hardest hit. During 2009, manufacturing lost more than 1.5 million jobs, and
construction jobs were down nearly 1 million from 2008 levels. Slumping retail sales led to the loss of
nearly 600,000 retail jobs between December 2008 and December 2009. The professional and
business services sector lost nearly 1 million jobs in 2009. Employment in the financial services area
fell by 400,000 jobs in 2009. In fact, the