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COMMONWEALTH OF PENNSYLVANIA
OFrice oF THE GOVERNOR
HARRISBURG

THE GOVERNOR

February 4, 2014

To the People of Pennsylvania:

The past three years have provided the most significant fiscal challenges to any Pennsylvania
governor and legislature in the modern era. A major economic downturn, limited revenues and the
loss of federal stimulus funding used to fill previous funding gaps all contributed to the challenge
of developing a spending plan that balanced the needs of Pennsylvanians and ensured no new
taxes on families or businesses.

These years were lean. We made difficult choices. We cut costs through spending reductions
and by eliminating unnecessary programs. We drove efficiencies throughout state government.
We maintained support for the essential programs and services upon which our families and
neighbors rely. We lived within our means. We balanced three budgets through fiscal discipline
and becoming more efficient in the delivery of programs and services, rather than income tax
increases.

We provided opportunities for our communities to revitalize their local economies. We
focused on jobs. Companies have moved to Pennsylvania, put a foothold in our cities and towns
and helped fuel our economic engine and set our course for prosperity.

We focused on educating our children, investing an additional $1.2 billion in our education
system above previous state spending. Equally important, we focused on the quality of education,
ensuring our teachers are effective and added transparency and accountability for school
administrators. We have given parents a tool they can use to evaluate how their schools are doing.
These historic reforms have laid the foundation for more historic — and strategic — investments
in our schools.

We focused on our fellow Pennsylvanians in need of services. We addressed waiting lists for
home and community-based services for individuals with intellectual and physical disabilities
and for older Pennsylvanians. We removed obstacles that kept children from getting affordable
health care coverage.

Together, we made an historic investment and improvement in our infrastructure and mass
transit systems that will make Pennsylvania safer. We focused on ensuring that Pennsylvania
remained a safe place to live, work and travel. We invested in our emergency management, our
police, corrections and criminal justice systems.

From better schools to safer roads, Pennsylvanians are enjoying the benefits of policies
responsive to their best interests. From jobs to energy to trade and industry investment,
Pennsylvania has become competitive again in a new global economy.

The 2014-15 Executive Budget addresses the concerns of all Pennsylvanians and continues
historic investments in our schools, support for our job creators, and care for our neighbors in need.
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This year we continue our commitment to teaching our youngest students, with more funding
for pre-kindergarten in full and part-day programs. We have increased our investment in programs
for students who require educational supports, based upon that student’s level of need. Our
kindergarten to 12th grade students will benefit from a new Ready to Learn Block Grant that places
money directly into the classroom. And, we are making college more affordable with a Ready to
Succeed scholarship program, opening the doors to higher education for thousands of students.

This budget features a renewed and strengthened investment in job training opportunities for
Pennsylvanians, and it supports the continued resurgence of Pennsylvania’s manufacturing, life
science and technology sectors — so that industry comes back to the commonwealth and brings
its jobs back home. Through targeted investments, the commonwealth will strengthen critical
job-creating programs and partnerships that have a proven track record of results and support
collaborations that utilize innovative programs to market Pennsylvania and foster new jobs in
growing industries.

Pennsylvania is at the forefront of making quality health care accessible and affordable to
all citizens. This budget continues my efforts to implement Healthy Pennsylvania and reform
Pennsylvania’s Medicaid program, giving all citizens a health care solution that meets their needs
and not a one-size-fits-all approach conceived by Washington, D.C. Additionally, whether it be
through the direct support of community health clinics and centers or the expansion of home
and community-based options for individuals with disabilities and older Pennsylvanians, our
investment ensures people can and will get the services they need where they want to get them.

This budget reflects the values and optimism that have guided us for the past three years and
will serve as a roadmap for our commonwealth’s future. By working together, we chart a course
for unprecedented growth and prosperity. By working together, we open doors of opportunity.
By working together, we create a better Pennsylvania.

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 2014-15.

Sincerely,

oae onltf—

Tom Corbett

/
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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

Commonwealth of Pennsylvania

Pennsylvania

Forthe Fiscal Year Beginning

July 1, 2013

G A

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, 2013. 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 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.

Wpennsylvania 4 Governor'’s Executive Bubcet 2014-2015



The Capital Budget Process

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-F77) 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:
2014-15 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; Lottery Fund and Racing 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 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 .......ccveiiiieiiiiiesee e

Subtotal ..o

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

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

SUDbLOtal ..eeeeiiiee

Subtotal - State FUNAS .........coooviiiieiiiii e
Subtotal - Federal Funds .........c.ooveviiiiiiiiiiieeeccceeee e
Subtotal - Augmentations...........ccccoiiiiiiiie i,
Subtotal - Restricted Revenues...........cccccceveeeiiiiiiiieee e,

Total - General Government...........ccccvveeeeeeeeecieeeee 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...........cccceveveiiiiee i

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

GENERAL FUND TOTAL ....ccooiiiimninininnnnsssnsssssnssssssssssssssssssssssssnes

MOTOR LICENSE FUND:

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

MOTOR LICENSE FUND TOTAL

OTHER FUNDS:

GENERAL FUND:
Safe Drinking Water ACCOUNt ...........ociiiiiiiiiiiieieeeee 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)

2012-13 2013-14 2014-15

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, Lottery, and Racing
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.
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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:

2012-13 2013-14
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
201213 2013-14
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)
2014-15 2015-16 2016-17 2017-18 2018-19

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

2014-15 2015-16 2016-17 2017-18 2018-19

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 71 of 2013 suspended the transfer to the Budget Stabilization Reserve Fund for the most recent
fiscal year ending June 30, 2013. 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.
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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, 2013 to September 30, 2014 would be FFY 2014.

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, the fiscal year is referred to by
the year in which the fiscal year begins, for example, July 1, 2014 to June 30, 2015 would be Fiscal Year 2014. In
the budget document, the fiscal year is referred to by using both calendar years in which the fiscal year spans, for
example, July 1, 2014 to June 30, 2015 would be Fiscal Year 2014-15.

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

19

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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Website Links to the Governor’s Executive Budget, the
Budget in Brief and the Information Dashboards

Governor’'s Executive Budget

For the 2014-15 Governor’s Executive Budget click here:

Budget in Brief

The Budget in Brief booklet provides summary information on the major themes in the 2014-15 Governor’s Executive
Budget.

For the 2014-15 Budget in Brief click here:

Budget Dashboard

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

For the 2014-15 Proposed Budget Dashboard click here:

Report on State Performance

The Report on State Performance 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.

For the 2012-13 Report on State Performance click here:

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 size of Pennsylvania’s workforce to that of other states.

For the 2014 Workforce Statistics Dashboard click here:
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http://www.portal.state.pa.us/portal/server.pt/document/1393859/2014-15_budget_document_web_pdf
http://www.portal.state.pa.us/portal/server.pt/document/1393860/2014-15_budget_in_brief_web_pdf
http://www.portal.state.pa.us/imageserver/budget2014/GBD_2014.html
http://www.performanceplan.state.pa.us/Dashboard2012-13/Performance%20Manager%20Dashboard.html
http://www.oabis.state.pa.us/SGWS/2014/SGWS_MAIN.html
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FiscAL AND
PrROGRAM PoLicY DIRECTION
AND BUDGET THEMES

The Governor’s 2014-15 Program Policy Guidelines issued in August
2013 defined major policy issues, stated program priorities and provided
direction to commonwealth agencies for the preparation of 2014-15 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 2014-15 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: Strategic Investments for
Pennsylvania; Pension Challenge and Reform; Jobs1st PA — Pennsylvania
is Working; Ready to Learn — Educational Excellence in Pennsylvania; and
Healthy Pennsylvania and Enhancing Human Services.

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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2014-15 Fiscal and Program Policy Direction

This section presents the fiscal and program policies that guided the development of the 2014-15
Governor’s Executive Budget. The commonwealth faced significant financial challenges during the past few
years and in response instituted operating and program reductions to help address recurring budget shortfalls.
The ongoing weak national and state economies will again impact state revenues and program spending
levels in 2014-15. Nonetheless, agencies are expected to rise to the challenge and 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
2013 to assist agencies in developing their 2014-15 budget requests — the annual Budget Instructions and the
Program Policy Guidelines.

Budget Instructions
The 2014-15 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 2014-15 Governor's Executive Budget. Agencies were to develop plans and policies
FY 2014-15 designed to make government more efficient and effective. Agencies were asked to
Budget prepare 2014-15 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 budget 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 2014-15 Program Policy Guidelines provided specific fiscal and program direction to the agencies.
Agency budget planning for 2014-15 was to be predicated on the fact that the Pennsylvania economy was
growing very modestly with a number of factors restraining its growth. The commonwealth

FY 2014-15 budget faced additional challenges, such as increased pension obligations, wage and
Program benefit increases, debt service and medical and entitlement costs, which would consume
Policy virtually all revenue growth. Therefore, agencies should not assume funding increases for

the budget year and should focus on efforts that contribute to achieving structural balance,
as well as on evaluating current programs and recommending changes that will improve program
management and operations, reduce costs and optimize direct services.

Agencies were told that fiscal discipline was the key guiding principle in 2014-15 budget development.
State government must avoid a situation where it repeatedly constrains funding for all programs causing an
inability for it to effectively deliver these programs. The commonwealth must refocus its efforts to achieve
structural balance and direct its limited resources to areas where the investment will truly make a difference for
Pennsylvanians.
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Agencies were asked to consider the following questions during the planning process: Is this program a
core function of government and, if not, can it be eliminated? If it is a core function of government, is the
product or service delivered as efficiently and effectively as possible and, if not, can it be retooled or replaced
to better leverage and target limited resources?

In addition, agencies were directed to:

e Request administrative appropriations at levels that do not exceed 2012-13 enacted budget
amounts. Agencies were to absorb all increases in salary and benefit costs within level funding.

e Eliminate positions that cannot be accommodated within the level-funding guidance. If
necessary, agencies should actively begin to manage complement in the current fiscal year to
mitigate the need for employee layoffs.

e Request no operating and fixed asset spending increases unless other efficiencies,
consolidations or personnel cost reductions were sufficient to offset any increases in a realistic
and sustainable manner.

e Request no program revisions requiring new or increased funding unless those program
revisions could be offset by savings that were achievable in 2014-15 and sustainable in future
years.

e Reexamine current responsibilities and functions and propose opportunities for consolidation of
intra-agency and inter-agency administrative functions. Agencies were to submit administrative
consolidation proposals in their budget requests consistent with the direction provided in the
Guidelines.

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

Performance Measurement

The 2014-15 budget planning process continued to emphasize performance measurement goal-setting as
a core component of budget planning. Pennsylvania’s public servants are entrusted to

Measuring expend and invest the public’s money on the public’s behalf. In return, citizens expect
Program results and accountability. Agencies were directed to identify key performance indicators
Results along with strategies for achieving key results. Agencies should identify how their funding

requests 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.

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 2014-15 budget challenges head on. The principles of fiscal
discipline, limited government and free enterprise were to guide 2014-15 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 2014-15 Program Policy Guidelines,
a separate document available on the state website, for the entire fiscal and program direction provided to the
agencies during the 2014-15 budget planning process.

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 2014-15
Budget in Brief, a separate booklet, for summary information on the 2014-15 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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Strategic Investments for Pennsylvania

The past three fiscal years have provided the greatest financial challenge to any Pennsylvania
Governor in the modern era. We have faced the challenge of maintaining adequate support for the core
functions of government and popular government programs while facing the loss of federal stimulus
funds, limited revenue growth as the state emerged from the Great Recession and unprecedented cost
drivers in mandatory spending areas, such as pensions, health care programs, debt and public safety
spending. We did so by cutting costs through the elimination of unnecessary programs, reducing
spending in others, and improving our efficiency across the board. We also focused on job creation
initiatives through restructuring our tax system and better aligning our economic development programs.
As a result, Pennsylvania has recovered more than 99 percent of its pre-recession jobs level and has
gained increased tax revenue. Through fiscal restraint and proactive public policy changes, we have been
able to maintain critical government services, spur economic opportunities and provide a foundation for
prudent investment.

Revenue growth for the coming year is projected to be consistent with recent growth trends. While
economic forecasts are positive, growth in major tax categories is expected to be modest. However, this
growth in tax revenue is estimated to be less than the increases in cost drivers. At the same time, the
federal government has reduced its participation in mandatory human service programs, forcing the
commonwealth to make up the difference and increasing our costs by more than $340 million annually.
In addition, the budget builds in additional spending to account for mandated costs under the Affordable
Care Act — a cost of $243 million. These two federal cost drivers alone consume 49 percent of the
commonwealth’s base revenue growth.

Other cost drivers include the commonwealth’s mandated pension contribution to both the State
Employees’ Retirement System (SERS) and the Public School Employees’ Retirement System (PSERS).
The baseline increase is estimated at more than $600 million. Annual debt service is scheduled to
increase by $41 million and public safety costs will increase by approximately $98 million.

In the face of these fiscal challenges, this budget makes significant investments, addressing the
most pressing responsibilities and core functions of government. To enable investments in education,
economic development, health care, and public safety, the budget implements innovations and
efficiencies in core programs.

This budget increases the state investment in education, economic development, and access to
health care, all of which are intended to result in greater economic and quality of life opportunities for
Pennsylvania citizens. Additional investments in transportation infrastructure, making it safer and more
effective, are made possible by the recent enactment of Act 89 of 2013. In addition, new water and sewer
infrastructure investments are possible through the Commonwealth Financing Authority and PENNVEST
from revenue derived from Act 13 of 2012.

Key Investments: Ready to Learn — Educational Excellence in Pennsylvania

The foundation for the investments in education proposed in the budget were laid over the past few
years through initiatives targeted toward increasing accountability and transparency in our schools, and
building stronger support for a higher-quality classroom experience for students. First, a comprehensive
educator evaluation system was implemented to ensure we have high-quality effective educators in every
classroom. Second, academic standards have been better aligned to link classroom learning with the job
requirements and skills in a global economy. Third, the School Performance Profile, built by more than
4,000 Pennsylvania teachers and administrators, now connects schools with parents and their
communities to continue improving the quality of all schools. Finally, the Standards Aligned System is a
portal providing the full portfolio of evidence-based resources needed for educators to better align
teaching and curriculum with post-secondary and career requirements.

With a stronger foundation firmly in place, this budget provides increased investment in areas critical
for and focused on student academic achievement. The budget invests an additional $10 million in early
childhood education providing access to quality pre-school for 1,670 additional children. To ensure
students who need access to specialized learning opportunities are able to succeed, the budget provides
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a $20 million increase in special education funding, the first increase in special education funding in more
than 6 years. The budget builds on the success of the Accountability Block Grant and creates a new
Ready to Learn Block Grant totaling $341 million focused on core areas not always addressed with the
Accountability Block Grant. The Ready to Learn Block Grant will ensure that students are achieving at
grade level in reading and math by third grade; support STEM (Science, Technology, Engineering and
Math) academic programs; provide supplemental instruction support to ensure that every student will be
ready to learn by Grade 3; and support high-performing schools assist struggling schools with improving
their performance through school-to-school mentoring focused on replicating best practices for student
achievement. The budget also proposes a new $10 million grant program to support educators in further
developing and implementing highly promising hybrid learning strategies.

Key Investments: Economic Development

This budget continues a strong focus on job creation and supports JOBS1™ PA in two core areas:
Make It in PA and Talented Workers. It supports the continued resurgence of Pennsylvania’'s
manufacturing, life sciences and technology sectors — so that industry returns to the commonwealth and
brings its jobs back home — and it features a renewed and strengthened investment in job training
opportunities for Pennsylvanians.

The budget builds upon the economic development foundation, network and toolkit built in prior
years. Perhaps the greatest obstacle to business attraction in Pennsylvania has been its business tax
climate. Prior budgets have not only held firm against the pressure for tax increases, but despite this
pressure have actually significantly improved the business tax climate making it more competitive overall
and specifically creating an environment for small businesses and farms to thrive over generations. By
the end of the 2013-14 fiscal year, taxes will have been reduced by $1.2 billion; while at the same time,
the total tax revenue has grown by 8.2 percent.

The network and tools to support economic growth have been put in place including the Partnership
for Regional Economic Performance (PREP) as the key support structure for businesses and PA First, the
primary business attraction and retention tool for the commonwealth. In 2013, almost 43,000 jobs were
either retained or created through the efforts of PREP. The budget provides an increase of $500,000 for
PREP to continue efforts to offer Total Cost Ownership consulting for technical assistance to
manufacturers that have moved manufacturing operations overseas and are interested in bringing the
jobs back to Pennsylvania.

The budget also increases PA First by $5 million, expanding the capacity of Pennsylvania to
compete for jobs and enabling WEDnNetPA to train 10,000 additional employees as part of the job creation
strategy. PA First continues to be an important tool to assist job creators looking to relocate or expand in
Pennsylvania. Since the creation of PA First, more than 10,000 new jobs have been created and more
than 40,000 jobs have been retained.

PA First and Discovered in PA — Developed in PA funds will continue to support the $100 million Job
Opportunity Business (JOB) Partnership Fund, a private equity capital fund that provides an investment
vehicle to channel private and corporate investments into projects and start-up opportunities that
ordinarily might only be eligible for grants or low-interest loans which may not meet their needs given the
business stage they are in. The commonwealth’s investment will be matched by at least a 9:1 ratio with a
minimum of 80% of the capital raised to be invested in Pennsylvania companies and Pennsylvania-
related projects, putting at least $80 million in capital to work creating companies and jobs in
Pennsylvania.

To close the skills gap, the Pennsylvania Targeted Industry Program is providing financial aid grants
to meet workforce needs. The budget increases grant support from $5 million to $6 million. To date,
grants have been awarded to more than 1,200 students — including veterans — enrolled in certification
programs in high-demand industries such as energy, advanced materials and diversified manufacturing,
and agriculture and food production.

In total, the commonwealth spends more than $470 million among its workforce development
programs, all focused on providing a skilled worker for every job.
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Second only to Agriculture in terms of economic impact and job creation, Pennsylvania’s tourism
industry continues to thrive and be a major employer across the commonwealth. The budget provides an
increase of $1.25 million to bolster statewide travel, tourism and film-related economic development. This
increase will support thousands of Pennsylvanians who work in the tourism industry and will assist in
marketing the commonwealth and its rich history and attractions across the globe. In addition, the
commonwealth has a two-year investment strategy, Investing in Penn’s Woods, that will provide more
than $200 million from a combination of capital funds, Growing Greener bond funds, Environmental
Stewardship funds and other current revenue streams to upgrade facilities at our state parks and forests,
further enhancing Pennsylvania as a destination for eco-tourism and outdoor recreation.

Key Investments: Healthy Pennsylvania

Healthy Pennsylvania is a comprehensive plan to increase access to quality, affordable health care
for all Pennsylvanians. The budget provides additional funding to increase access to health care services
for those Pennsylvanians living in underserved and rural areas, including providing additional resources
to help increase the number of health care providers, specifically primary care providers, serving those
communities.

Healthy Pennsylvania will establish a more effective and coordinated long-term care and support
system to ensure quality health care for older Pennsylvanians and persons living with disabilities. The
budget continues investment in services for our most vulnerable in care settings that best meet their
needs.

The commonwealth’s Medicaid program serves as a health care safety net for our most vulnerable
citizens. However, maintaining the program as currently structured places an increasingly high burden on
Pennsylvania taxpayers costing hundreds of millions of dollars in new funding every year. Healthy
Pennsylvania includes a common-sense approach to reforming Pennsylvania’s Medicaid program in
order to provide affordable, quality health care in a fiscally sustainable manner, while increasing access
for 500,000 new eligible individuals through a Private Coverage Option. The budget includes $125 million
in savings from the implementation of reforms to the Medicaid program and the Private Coverage Option
within the Healthy Pennsylvania Medicaid waiver.

Public Policy Initiatives Addressing Cost Drivers

Key cost drivers in the commonwealth’s General Fund budget include health care cost increases due
primarily to a reduction in the amount of funding the federal government provides for the Medical
Assistance program, the federal Affordable Care Act, pension cost increases, and debt service.

Healthy Pennsylvania. The budget establishes Healthy Pennsylvania, an initiative that will reform
the commonwealth’s delivery of its critical health care programs. While the primary objective of
Healthy Pennsylvania is to enhance access to quality health care for Pennsylvania’'s citizens,
keeping medical costs in check is important to being able to achieve that objective. Healthy
Pennsylvania will address the requirements of the federal Affordable Care Act in a manner that is
best suited to Pennsylvania’s demographics and characteristics.

Pension Reform. The pension crisis is crowding out our ability to fund core government programs.
The same dynamic affects school districts across the state. Consequently, the budget proposes
pension reform that is financially sustainable and provides for a more equitable share of the financial
risk, while continuing to provide adequate retirement benefits for retirees. Reforms and benefit
modifications will allow the commonwealth to manage annual pension contributions while addressing
the solvency of the pension systems. Without significant pension reform, the commonwealth’s
budget is on a path in which pension costs will consume a significantly growing share of the overall
budget, forcing cuts to core governmental functions on which our citizens depend.

Commonwealth Pension Contributions. The budget transfers $225 million of private equity
investments and cash reserves from the Tobacco Settlement Fund and the Health Venture
Investment Account to the Public School Employees’ Retirement System as partial payment of the
employer contribution.
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Unclaimed Property or Escheats. A targeted revenue enhancement in the budget is a proposal to
reduce from five years to three years the amount of time unclaimed property is held by outside
institutions. This change would provide an estimated $150 million in one-time revenue.

Non-Impact Drilling. The budget proposes to allow limited drilling activity on commonwealth-owned
lands in instances where the drilling can occur without the need for additional surface impacts. While
this change will result in limited drilling activity, it is projected to generate $75 million of immediate
revenue to the commonwealth and significant additional royalty revenue into the future.

Debt Management. This budget reflects actions previously taken to better manage the
commonwealth’s debt. Some of these actions are reflected in the enactment of Act 77, providing for
additional decision making criteria and imposing limits on the Redevelopment Assistance Capital
Program (RACP), including requirements that projects meet guidelines on the amount of economic
value provided to Pennsylvania communities. While the commonwealth’s debt load will continue to
increase over the coming years due to commitments made in prior years, significant changes have
been made so that the debt burden in certain categories will stabilize with new debt and debt
retirement brought into greater alignment. The budget maintains the capital funding levels introduced
in the 2012-13 budget at approximately $200 million in Public Improvement Projects for
commonwealth-owned buildings and facilities, and continues to focus on the priority infrastructure
needs of the commonwealth. The level of higher education project releases that the commonwealth
provides 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 $160 million a year, which the system and universities may direct toward their capital
priorities. The budget also reflects reforms in the RACP and the implementation of Act 77
requirements providing greater transparency and limits on program growth.

Without the prudent fiscal management over the past few years, Pennsylvania would have had even
greater difficulty dealing with the unforeseen challenges it experienced in 2013-14 and the cost pressures
it now faces in 2014-15. In 2013-14, the commonwealth dealt with a federal government shutdown,
natural weather disasters, and federal and state court decisions, all of which had significant negative
financial consequences for the commonwealth. The 2014-15 budget maintains fiscal discipline and
proposes public policy initiatives to allow for strategic investments in education, economic development
and health care for Pennsylvanians.
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Pension Challenge and Reform

The pension challenge continues to be a key topic of discussion in nearly every corner of the
commonwealth. It is a question on the minds of many, and 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 budget crisis facing Pennsylvania — that the
commonwealth’s growing pension obligations are crowding out funding for core governmental programs.

The fiscal reality is that absent meaningful structural pension reform, the state’s budget is on a 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 the state level, this same dynamic plays out in nearly every school district across
the commonwealth. Increasing pension contribution obligations claim a greater share of school district
budgets, crowding out funding for education, whether it is direct classroom instruction, extra-curricular
activities, facilities and maintenance, and will ultimately put pressure on districts to increase property taxes.

Failure to enact meaningful reform also impacts 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 $50 billion. This unfunded
liability is essentially a state debt owed to state workers and public school employees.

Actuarial valuations show that SERS is 58.8 percent funded, while PSERS is 63.8 percent funded.
When the valuations of the two systems are combined, they are approximately 62 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, the commonwealth’s total
required employer contribution rates 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 16 percent, and will grow every year,
reaching 31 percent in 2017-18. Likewise, the PSERS rate, which stood at 5.64 percent of payroll in 2010-
11 is at 16.93 percent for the current fiscal year and is expected to increase every year, reaching 30
percent in 2018-19. Both rates will remain at these high levels for several years before retreating.

These numbers are staggering, but the pain imposed 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. In the 2014-
15 fiscal year, total contributions are expected to increase by more than $600 million.

Commonwealth Employer Contributions as a Share of Available Revenue

Rising pension costs will claim a significantly larger share of new revenues, threatening 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, pensions are not the only area of
state government seeing substantial cost growth.

As pension costs grow significantly for the next several years without pension reform, the future is
likely to include program and service reductions as more and more pressure is put on the commonwealth’s
budget.

A Framework for Success

The pension reform plan must recognize that the commonwealth cannot correct its pension problem all
at once. Significant changes are required to make real and lasting pension reform. In the short term, the
plan includes measures to help smooth contribution increases that are consuming an ever-growing portion
of the General Fund, while addressing key components of a successful pension reform plan.
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Key components of successful pension reform:

Protect Retirees and Employees. Retirees will see no change to their current benefits; they will
continue to collect the benefits they have earned. Pension benefits earned by current employees will
not be affected by pension reform. What employees have earned, they will keep. For future
employees, pension reform must provide for an adequate retirement benefit.

Equitable Risk Sharing. Currently, taxpayers bear the full financial risk of the pension plans. Pension
reform should reduce the risk on Pennsylvania’s taxpayers by offering a defined contribution, 401-k
style retirement plan for future employees.

Reduce the Burden on School Districts. The escalating pension costs affect school districts’ ability
to fund critical education programs. Increasing pension contributions means fewer dollars make their
way to direct classroom instruction, essential to promoting student achievement. Pension reform
should provide relief to our school districts at a sustainable rate, while paying for the relief through
reforms.

Address the Unfunded Liability. Pension reform cannot “kick the can down the road.” Shifting the
problem into the future exacerbates the already significant unfunded liability, making it more difficult to
achieve a financially sustainable pension system.

With pension reform, employer contributions to the pension systems can be reduced, providing much-
needed budgetary relief without “kicking the can down the road”. This relief can be achieved through
reducing the current pension collars to 2.25% in 2014-15, then increasing the collars by 0.5% per year until
the collars reach 4.5% or the collared rate is equal to the annual required contribution rate. Savings
generated by reducing the pension collars will be more than paid for by enacting pension reform. The
budget funds operating appropriations at levels consistent with reducing the pension collars to 2.25%.

It is critical to the financial sustainability of the pension system to implement a pension reform plan that
includes the key components discussed here, provides budgetary relief and that does not “push off” the
costs to the future.
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JOBS1® PA - Pennsylvania is Working

Make It in PA — Talented Workers

Creating and maintaining an environment in which good, family-sustaining jobs can grow continues
to be a top priority to ensure we are building a stronger Pennsylvania. Through meaningful tax, legal and
regulatory reform, and strategic investments and partnerships over the past few years, the foundation for
Pennsylvania’s financial future as an economic powerhouse has been renewed. As a result,
Pennsylvania has recovered more than 99 percent of its pre-recession jobs level. With record
investments in education, historic transportation funding, a renewed business climate and abundant low-
cost energy, Pennsylvania is working and its employment future is bright.

In 2012, JOBS1® PA was launched as a comprehensive roadmap to economic recovery that
harnessed the state’s resources and talents to prioritize private-sector job creation and retention.
JOBS1®* PA is further enhanced with a set of initiatives that will ensure Pennsylvania is built to advance.
The initiatives position government to act as a partner in progress, rather than as an adversary, to build
the environment in which jobs can be fostered and grow.

This budget continues building on the successes of JOBS1% PA by focusing in two core areas: Make
Itin PA and Talented Workers. It supports the continued resurgence of Pennsylvania’s manufacturing, life
sciences and technology sectors — moving the economy forward and creating new job opportunities for
our citizens. Its second focus features a renewed and strengthened investment in job training
opportunities for Pennsylvanians.

Make It in PA

Pennsylvania’s location, available energy and talented workforce are second to none. Fueled by
recent growth in advanced manufacturing and transportation, along with lower-cost energy due to an
abundance of natural gas from Marcellus shale and nuclear energy, Pennsylvania’s manufacturing
economy is poised to make a comeback as a global l<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>