COMMONWEALTH OF PENNSYLVANIA
OFrice OF THE GOVERNOR
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THE GOVERNOR
February 9, 2010

To the People of Pennsylvania:

These are hard times for governments, whether they are small towns or large states like Pennsylvania. As we enter
this new decade, we are emerging from the most prolonged economic downturn since the Great Depression. And this
downturn has increased the pressure on state budgets, in the form of rising demand for human service programs, higher
levels of unemployment and declining tax revenues.

And yet Pennsylvanians have reason for optimism. We are strong enough to deal with the economy of the present
and we are strategically positioned to lead our competitor states and nations in the future, but only if we act as a
commonwealth, rather than a collection of political caucuses or special interests.

Since I took office in 2003, we have worked diligently to establish a record of strong fiscal management that protects
the state in lean times as well as good ones. This record has been broadly recognized: A recent national study ranked
Pennsylvania seventh in the nation for fiscal stability when measured against the factors that led to California’s current
acute budget crisis. In addition, the study found that the commonwealth’s revenue decline was only half the national
average and that 35 states had a steeper drop in revenue than Pennsylvania.

This record of fiscal responsibility will allow the commonwealth to maintain essential public services in this time of
national economic distress — including preserving the social safety net for children, older Pennsylvanians and families,
and continuing to fund a broad range of vital public safety programs.

At the same time, we will build upon our past strong record of success in the areas of education and economic
development. By doing so, we will position Pennsylvania and its citizens to take advantage of opportunities that will arise
when the national economy rebounds. In that way, we will protect the progress we have made in the past seven years.

As we look to the future, we know that many challenges will remain even after the economy improves. Federal
fiscal relief that has supplemented our budget since 2008-09 will end in 2011, and the commonwealth will need to close
that $2.3 billion gap through a combination of ongoing management and productivity initiatives, budget cuts and new
revenue. Doing so will require more tough choices — but they will be less wrenching if we prepare for them now.

The 2010-11 budget that I introduce today is a budget that works. It balances the needs of our citizens with the
financial pressures the national economic downturn has imposed. It readies our young people and businesses for the
opportunities that a reviving economy will bring. It also provides a road map to prepare for future fiscal challenges by
setting aside new revenue to help balance the 2011-12 budget.

It has been my great honor and privilege to be your Governor for the past seven years. And it is my sincere hope that
we will work together this year not only to protect the progress we have made, but also to prepare the commonwealth
for continued prosperity in the decade ahead.

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), I am transmitting to your representatives in the General Assembly my proposed
budget for Fiscal Year 2010-11.

Sincerely,

Edunnd & ol

Edward G. Rendell

N /
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GOVERNMENT FINANCE OFFICERS ASSOCIATION
Distinguished
Budget Presentation
Award

PRESENTED TO

Commonwealth of Pennsylvania

Forthe Fiscal Year Beginning

July 1, 2009

T — G e

President

Executive Director

The Government Finance Officers Association of the United States and Canada
(GFOA) presented an award of Distinguished Presentation to the
Commonwealth of Pennsylvania for its annual budget for the fiscal year
beginning July 1, 2009. 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 2010-11 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.state.pa.us.
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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, table
of contents and a reader’s guide which explains the budget process, structure of the budget and various terms used in
the budget.

A. Overview and Summaries

Provides an overview of program and financial goals and administration policies. It discusses the economic outlook, major
operating funds and overall complement. It summarizes the budget for several major commonwealth funds including the
General Fund, Motor License Fund, Lottery Fund, Tobacco Settlement Fund and Budget Stabilization Reserve (Rainy
Day) Fund. It also provides summary information regarding Program Policy Direction and Budget Themes, Federal Block
Grants, Public Information & Communications and selected other summaries.

B. Program Budget Summary

Provides a summary of the budget by major revenue source and provides 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 eleven selected special
funds. Detailed data regarding revenues and a summary of expenditures for each individual fund is presented. 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. Program performance measures
including outcome/effectiveness indicators, output/activity indicators, efficiency measures and need/demand estimators
for those programs administered by the agency are presented.

F. Capital Budget

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

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 annual recommended
budget.

It contains an organization chart of the commonwealth, descriptions of
the operating and capital budget processes, an explanation of the accounting
basis, terms used in the budget process and a list of the most common
abbreviations used to identify federal funds.

The government of the commonwealth is composed of three separate
branches: Executive, Legislative and Judicial. The general organization
chart of commonwealth government shown on the following page provides
additional details.

To view the 2010-11 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.state.pa.us.
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Commonwealth of Pennsylvania
Organization Chart

I The Citizens

Executive Branch

Legislative Branch Judicial Branch

Senate House of Supreme Court Superior Court Commonwealth Other
Representatives Court Courts
I Auditor General l GOVERNOR l State Treasurer I Attorney General

Office of Office of Office of
l General Counsel l Administration l Departments l the Budget

Aging and

S E— Agricult — Banki
Long Term Living gricuiure anking
Community and Conservation and Corrections
Economic Development Natural Resources
Education ——1—— Emergency Management ——— Environmental Protection
Health — T General Services — Labor and Industry

Military and Veterans

Insurance _ — Public Welfare

Affairs
Revenue s State — State Police
Transportation —
AGENCIES BOARDS COMMISSIONS
Higher Education Assistance Claims Civil Service
Housing Finance Environmental Hearing Crime and Delinquency
Interstate Agencies Gaming Control Ethics
Finance and Revenue Fish and Boat
AUTHORITIES Liquor Control Game
. . Milk Marketing Harness Racing
Commonwealth Financing Municipal Retirement Historical and Museum
Energy Development Pardons Horse Racing
Higher Education Facilities Probation and Parole Human Relations
Industrial Development Public School Employees’ Retirement Juvenile Court Judges
Infrastructure Investment State Employees’ Retirement Public Employee Retirement
Minority Business Development Tax Equalization Public Utility
Public School Building Securities
Turnpike
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The Budget Process

The 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 stages: 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 stage of the budget process begins nearly twelve months prior to the start of that fiscal year. The
first step of the preparation stage 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 his 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, in
conjunction 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 budget request, 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

Agencies Submit
Budget Requests

Issuance of
Budget Instructions Governor Submits
and Policy Guidance Budget to Legislature Rebudget Review
and Approval
Agencies
Prepare T e :
Budget . egislative Review an
Budget Office and Enactment of Budget
Requests Governor’s Review .
| ’ | | | | | | | | ’ |

Jul Aug | Sep | Oct ‘ Nov’ Dec | Jan | Feb |Mar | Apr | May |Jun Jul | Aug

Current Fiscal Year New
Fiscal
(July 1 to June 30) Year

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

|
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The Capital Budget Process

The capital budget process in Pennsylvania is similar to the process for the operating budget. It 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 the budget requests to the Secretary of the Budget beginning in early October, a capital budget
request itemizing the projects the agencies want to undertake is also submitted. The requests are reviewed and
recommendations developed based on the Governor’s financial parameters and policies.

Final decisions on the capital budget are made by the Governor 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 Executive
Budget document which is submitted to the General Assembly.

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

After projects have been approved in an enacted Project Itemization Act, in order for a project to be activated, the
Department of General Services must request that it be implemented. All requests for project activation 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, when design is
complete, then for construction. These releases are made in accordance with certain fiscal guidelines in order to
keep the entire capital budget at affordable levels each year.

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: 2010-
11 New Project Authorizations; Forecast of Future Projects; and Estimate of Capital Expenditures.
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The Structure of the Budget

THE COMMONWEALTH PROGRAM PLAN

The budget presentation for each department or agency is shown on an appropriation basis and also
on a programmatic basis. Program explanations, analyses and measures are shown by program
subcategory within individual departments in Section E of the document. A summary presentation by
commonwealth program in Section B shows program costs according to eight major program
classifications. These program classifications are each defined in terms of broadly stated goals of state
government. One of these commonwealth programs, Direction and Supportive Services, includes the
costs of supporting administrative functions which affect the overall operations of the commonwealth.
Debt Service includes the resources to meet the timely payment of commonwealth debt obligations. The
remaining commonwealth programs are substantive in nature and deal with costs related to the following
areas:

Protection of Persons and Property
Education

Health and Human Services
Economic Development
Transportation

Recreation and Cultural Enrichment

Each of the commonwealth programs is subdivided into program categories defined by goals that are
more specific in nature. Program categories are broken down into program subcategories which are
defined by program objectives. It is at the program subcategory level that program explanations, analyses
and measures are shown by individual department. To clearly show the link between the commonwealth
Program Plan and agency program subcategories, identical or similar titles have been used in both
places. Debt Service is shown as a separate commonwealth program and is not merged with program
expenditures so that direct program expenditures may be seen more clearly.

THE DEPARTMENTAL PRESENTATION

Recommendations for the continuation of current programs are shown within departmental program
subcategories. Recommendations for major program changes are identified as departmental Program
Revision Requests (PRRs) which provide explanations and justification for the change.

Beyond the budget year, four-year projections of financial data and program measures show the future
implications of the budget recommendations and policies. Consequently, the five-year plan is a base line
which represents the future program effort and financial resources needed to sustain the budgeted level
of commitment.

To assist in understanding the individual agency presentations, descriptive information and detailed
samples are shown in the following pages.

Summary By Fund And Appropriation

This part of the presentation identifies the state appropriations and those federal funds, augmentations
and other funds which supplement the activities funded by that individual state appropriation for each
department. The following key will help to identify individual items:
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General Government Operations — A title which identifies a specific appropriation by the General
Assembly or an executive authorization (EA) by the Governor to spend state monies.

For purposes of this presentation, state funds include the General; Motor License; Banking
Department; Boat; Environmental Stewardship; Farm Products Show; Fish; Game; Keystone
Recreation, Park and Conservation; Lottery; Racing and Tobacco Settlement Funds and the
appropriations or executive authorizations made from those funds.

“(F)” identifies a federal appropriation by the General Assembly or an executive authorization by the
Governor to spend federal monies. Medical Assistance is an example of federal funds.

The amounts shown as “federal funds” 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 federal funds are appropriated, they are deposited as General Fund revenues
rather than augmentations. They are not, however, included in the revenue sections of the budget.
Instead, they are shown with the state funds which they supplement.

For the sake of brevity and ease of identification, common abbreviations are used in the federal
titles. The most common are listed at the end of this Reader’s Guide.

“(A)” Identifies monies which augment a state appropriation. Institutional collections is an example
of an augmentation.

“(EA)” After the title of an appropriation identifies an executive authorization made in the name of
the Governor to spend monies previously appropriated through blanket action of the General
Assembly. General Operations in the Farm Products Show Fund is an example of an executive
authorization.

“(R)” Identifies funds which are in a restricted account and which may only be spent for very limited
purposes related to the state appropriation. Receipts from snowmobile regulations are an example of
a restricted account.

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 appropriations acts. When this occurs,
explanations have been included within the agency presentations.

Program Presentation

Each program presentation provides a written and financial explanation of the activities of the program.
These include:

Objective — A summary statement of the program’s purpose in terms of desired accomplishments.
Narrative — Describes program services and activities.
Program Element — Is used within a program narrative to identify sub-program components.

Program Recommendations — ldentifies the increases or decreases over available year funding as
presented in the summary by fund and appropriation.

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

Program Measures — Indicates the activities and outcomes funded by the program and the expected
impact of the proposed budget on those activities and outcomes.

Section H Other Special Funds Appendix provides brief descriptive 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
tfo 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.
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Summary by Fund

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

Subtotal ..o

Environmental Program Management
(F) Coastal Zone management................
(F) Storm Water Permitting Initiative.............cccconiiiiiiiiicns
(A) Safe Drinking Water Revolving Fund Administration ..............
(R) Sewage Facilities Program Administration (EA) .........cccceceeee

SUDbLOtal ..eeeeiiiee

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

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

Grants and Subsidies:
Flood Control ProjJects ..........cccceerenernernieesnssessee s
Storm Water Management............ccccoeereeiimrnnennsesseesseesse e
Delaware River Master.........cccccceeriiiinccsreeesssssssmsee e e s ssssssneesssessnnns
Ohio River Basin Commission.................
Susquehanna River Basin Commission .
Delaware River Basin CommisSion .......ccccccvecveeicseenscsneessssneenns
Chesapeake Bay COMMISSION ......ccccociiiiereseensiesee e

Total - Grants and Subsidies

STATE FUNDS ..o
FEDERAL FUNDS....

AUGMENTATIONS. .............
RESTRICTED REVENUES

GENERAL FUND TOTAL ....ccooiiiimniiiininns s sssssssssssnes

ENVIRONMENTAL STEWARDSHIP FUND:

Grants and Subsidies:
Watershed Protection and Restoration (EA)

ENVIRONMENTAL STEWARDSHIP FUND TOTAL

OTHER FUNDS:

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

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

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

TOTAL ALL FUNDS ..o
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Environmental Protection

and Appropriation

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11

ACTUAL AVAILABLE BUDGET
................ $ 14,800 $ 15,000 $ 15,200
................ 413 630 680
................ _ 154 75 75
................ $ 15,367 $ 15,705 $ 15,955
................ 21,325 21,424 21,524
................ 4,700 4,700 4,700
................ 2,300 2,300 2,300
................ 91 85 85
................ 1,500 1,500 1,500
................ $ 29916 $ 30,003 $ 30,109
................ $ 36,125 $ 36,424 $ 36,724
................ 7,413 7,630 7,680
................ 245 160 160
................ _ 1,500 1,500 1,500
................ $ 45,283 $ 45714 $ 46,064
................ $ 2,793 $ 3,000 $ 3,900
................ 3,100 3,200 3,300
................ 94 94 94
................ 10 14 16
................ 490 500 510
................ 1,000 1,000 1,000
................ 190 200 190
................ $ 7677 $ 8,008 $ 9010
................ $ 43,802 $ 44,432 $ 45734
................ 7,413 7,630 7,680
................ 245 160 160
................ 1,500 1,500 1,500
................ $ 52,960 $ 53,722 $ 55,074
................ $ 14,000 $ 14,000 $ 14,000
................ $ 14,000 $ 14,000 $ 14,000
................ $ 549 $ 658 $ 470
................ $ 5,500 $ 5,500 $ 5,500
................ $ 43,802 $ 44,432 $ 44734
................ 14,000 14,000 14,000
................ 7,413 7,630 7,680
................ 245 160 160
................ 1,500 1,500 1,500
................ 6,049 6,158 5,970
................ $ 73,009 $ 73,880 $ 74,044
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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,
Environmental Stewardship, Farm Products Show, Fish,
Game, Keystone Recreation, Park and Conservation,
Lottery, Racing and Tobacco Settlement funds.

Identifies selected restricted accounts.

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

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

Program Recommendations — |dentifies 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.
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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
$ 200  —to continue current program.

Environmental Program Management
$ 100  —to continue current program.

Flood Control Projects
$ 1,000 —PRR—Rebuilding Pennsylvania's
Infrastructure. To provide increased
assistance to communities for flood
control projects.
—100  —nonrecurring projects.

$ 900  Appropriation Increase

Appropriations within this Program:

2008-09 2009-10
Actual Available

GENERAL FUND:
General Government Operations ............. $ 14800 $ 15,000
Environmental Program Management...... 21,325 21,424
Flood Control Projects...........cccccoeenienen. 2,793 3,000
Storm Water Management .. 3,100 3,200
Delaware River Master............cccccoceeene 94 94
Ohio River Basin Commission ................. 10 14
Susquehanna River Basin Commission .. 490 500
Delaware River Basin Commission 1,000 1,000
Chesapeake Bay Commission ................. 190 200
Program

2008-09 2009-10
Protection of Air Quality

Air quality-staff hours per permit................. 193 172
Air quality permits in effect ..............c.ccc.... 1,666 1,800
Air emission inspections performed............ 10,656 11,000
Percentage of population in counties

attaining the ambient ozone standard....... 67% 67%

Percentage of population in counties
attaining the ambient PM-2.5
(fine particulate) standard ............cccccee.e 44% 44%
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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. Only 66
percent of the population of Pennsylvania lives in counties attaining the
8-hour National Ambient Air Quality Standard for ground-level ozone.
Forty-four percent of the population lives in counties attaining the
federal ambient standard for fine particulate pollution. Small particles
and toxic air pollutants they carry with them can aggravate or cause
respiratory ailments.

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

Storm Water Management

$ 100  —to continue current program.
Ohio River Basin Commission

$ 2  —to continue current program.
Susquehanna River Basin Commission

$ 10  —to continue current program.
Chesapeake Bay Commission

$ —-10  —nonrecurring projects.

(Dollar Amounts in Thousands)
2010-11 2011-12 2012-13 2013-14 2014-15

Budget Estimated Estimated Estimated Estimated

$ 15200 $ 15200 $ 15200 $ 15200 $ 15,200

21,524 21,524 21,524 21,524 21,524
3,900 3,900 3,900 3,900 3,900
3,300 3,300 3,300 3,300 3,300

94 94 94 94 94
16 16 16 16 16
510 510 510 510 510
1,000 1,000 1,000 1,000 1,000
190 190 190 190 190
Measures
2010-11 2011-12 2012-13 2013-14 2014-15
172 172 172 172 172
2,000 2,350 2,600 2,850 2,850
11,000 11,000 11,000 11,000 11,000
67% 68% 100% 100% 100%
48% 48% 90% 90% 90%

|
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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
recorded at the time cash is received. At fiscal year-end an adjustment is made to include in the receipts total
certain revenues of the General Fund and the Motor License Fund estimated to be earned but not yet collected.
Expenditures are recorded at the time payment requisitions and invoices are submitted to the Treasury Department
for payment. 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 below. More detail on the financial
management policies and implementation is found in other sections of this document especially the Section A Overview and
Summaries, Section F Capital Budget, Section G Public Debt and Section H Other Special Funds Appendix.

Accounting — As noted above, 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 (GASB) 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 50 of 2009, signed October 9, 2009, transferred
$755,000,000 to the General Fund. Additional information is found in Section A.1 of this budget document.

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 (1) capital projects in approved capital budgets;
(2) purposes approved by voter referendum and (3) 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 of this budget document.

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 which 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.

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 Subtype: 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 Subtypes 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.

o 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.
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o 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.

¢ Pending Budget — Authorization to commit or expend funds not yet formally approved. This budget subtype is also used
for preliminary allocations of funds to provide for essential funding needs until the Rebudget allocations are approved.
Pending budget must be approved by the Deputy Secretary of the Budget.

¢ 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.

¢ 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 portion of the state budget that deals with projects for the construction, renovation,
improvement, acquisition and 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. 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: 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.

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 which 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, 2009 to September 30, 2010 would be FFY 2010.

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

Fiscal Year: A twelve-month period beginning July 1 and ending June 30 of the following calendar year which is used as the
state’s accounting and appropriation period. In the accounting system, referred to by the year in which the fiscal year begins, for
example, July 1, 2009 to June 30, 2010 would be Fiscal Year 2009. In the budget document, referred to by using both calendar
years in which the fiscal year spans, for example, July 1, 2009 to June 30, 2010 would be Fiscal Year 2009-10.

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.

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

¢ 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 which may be effective in a future year.

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.
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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 automatically at the end of that fiscal year.

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 which 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. Ideally
accomplishments are intended effect (impact) 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 found at the program subcategory level.

Official Revenue Estimate: The estimate of revenues for the coming fiscal year determined by the Governor at the time he
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 deals with the general day to day activities and
expenses of state government, paid out of revenues derived from taxes, fees for licenses and permits, etc.

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

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.

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 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 which 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 PRRs 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

o 3
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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 which can be measured
in terms of quantifiable impact. Program subcategories within agencies are called programs within the Governor’s Budget.

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.

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.
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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
COPS
CSBG
DCSI
DFSC
DOE
EDA
EEOC
EMAC
EMS
EPA
EPCA
ESEA
FEMA
FFY
FHWA
FTA
HIPAA
HHS
HUD
JAG
LIHEABG
LSTA
LWCF
MA
MAGLOCLEN
MCH
MCHSBG
MH/MR
MHSBG
MR
NCHIP
NEA
NSF
OEP
OSM
PHHSBG
RSAT
SABG
SAFETEA
SCDBG
SDA
SSA
SSBG
SSI
TANFBG
USFWS
VA
VOCA
WIA
WIC
YDC

Americans with Disabilities Act

Appalachian Regional Commission

American Recovery and Reinvestment Act

Block Grant

Child Care and Development Fund Block Grant
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
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/Mental Retardation Services
Mental Health Services Block Grant

Mental Retardation

National Criminal History Improvement Program
National Endowment for the Arts

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

United States Fish and Wildlife Service
Veterans Administration

Victims of Crime Act

Workforce Investment Act

Women, Infants and Children Program
Youth Development Center

XXXiii
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Overview and Summaries\

OVERVIEW OF PROGRAM AND FINANCIAL GOALS AND POLICIES

Pennsylvania is going to reclaim its place as a leader among the states. The success of this
state will be measured by the success of our communities. As such, the commonwealth will work to
strengthen communities throughout Pennsylvania by working in partnership with localities to
stimulate their economies and create new jobs, boost the performance of their public schools,
improve access to quality health care, guarantee the highest level of protection for natural
resources and provide for a safe and secure community. The revitalization of Pennsylvania’s
communities is the key to the revitalization of Pennsylvania. The Rendell Administration will allocate
available state resources in the manner best suited to bring about the revival of our economy, the
renewal of our communities and the rekindling of our belief that we can chart a better future for the
next generation.

GOAL: CREATE JOBS AND BUILD A VITAL ECONOMY

Pennsylvania will craft innovative public/private partnerships and invest new capital in small
and large communities seeking a competitive edge in the global economy. State Government
resources will be strategically linked with private capital to support economic development
opportunities that offer the greatest potential for new jobs that pay a family-sustaining wage.
Pennsylvania will fashion new financial tools to attract businesses that increasingly link
Pennsylvania’s economy to the industries of the future.

GOAL: BUILD A WORLD CLASS PUBLIC EDUCATION SYSTEM

Pennsylvania will offer its children an invigorated public education system that delivers a high
quality education to every child regardless of where that child lives. Driven by high standards
of achievement for every child, this public education system will offer the supports necessary
to prepare every child academically to succeed in college or his/her chosen career after
graduation.

GOAL: INCREASE ACCESS TO HIGH QUALITY HEALTH CARE

Pennsylvania is home to some of the nation’s finest health care facilities and caregivers. The
state will employ innovative quality improvements, cost controls and financial strategies to
bring down the cost of insurance and thereby free up resources to increase access to
affordable high quality health care. These reforms will offer children, families and senior
citizens the medical care necessary for healthy and independent lives.

GOAL: BOOST THE SKILLS OF OUR WORKERS

Pennsylvania’s greatest untapped resource - its dedicated working men and women - must be
prepared for the demanding new jobs that increasingly rely on new technologies to compete in
the global economy. Pennsylvania’s workforce training and development system will be
streamlined and focused to give employers and workers the resources to take full advantage
of every opportunity to boost the number of jobs and the wages of workers.

GOAL: PROTECT OUR NATURAL RESOURCES

The goal of building a vibrant economy in the commonwealth will be married with a
commitment to the preservation and maintenance of Pennsylvania’s natural resources. With
an eye toward the future, Pennsylvania will support clean air and waterways, agricultural
policies that protect our environment and sound land use policies that preserve open spaces.

GOAL: ENSURE THE SAFETY OF OUR CITIZENS

Every state in the union faces greater challenges in ensuring the safety of our communities.
Public safety planning must be coordinated and comprehensive; linking traditional law
enforcement activities and the new infrastructure necessary to address homeland security
issues. Pennsylvania will develop new cross-agency and cross-jurisdictional partnerships to
ensure that this state is able to deliver on the promise of safety in a thriving democracy.

GOAL: DELIVER GREATER VALUE AND EFFICIENCY IN GOVERNMENT

The role of government is to add value to efforts made by individuals, localities and
organizations to enhance the quality of our lives. This government will identify new ways to
mobilize resources to eliminate waste and redirect under-utilized resources to ensure
maximum service to our citizens. Taxpayers will see greater efficiency and a higher return on
the investment made to support the operation of this government.

|
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ECONOMIC OUTLOOK

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

Recent Trends

As the curtain closed on the first decade of the 21 century, early indications are that it was a
decade worth forgetting, at least from an economic perspective. During that decade, the national
economy weathered the bursting of two economic bubbles. The first was the dot-com technology
bubble, which burst in 2001 and wrought a considerable amount of economic damage. More recently,
the bursting of the housing bubble has crippled our economy and shaken the financial base of the
country. The years from 2000 to 2009 brought forth: two recessions — the short one of 2001 and the
current one, or the “Great Recession,” which is the longest and deepest recession since the Great
Depression; a terrorist attack on the World Trade Center — the heart of the financial world; separate
wars in Iraq and Afghanistan; and a seemingly never-ending “global war on terror.” Net employment
growth was virtually non-existent, as the decade produced just 0.1 percent net new jobs, or a mere
100,000 net new jobs. The minimal level of growth in net new jobs during the decade occurred
despite a nearly 8 percent increase in the national labor force — more than 10 million people.

Moreover, economic growth for the
Chart 1 decade, as measured by change in
REAL GROSS DOMESTIC PRODUCT real gross domestic product (GDP),

Cumulative Grow th By Decade was anemic, reaching only 2
percent annually or 20 percent in

total for the full decade. This
60.0% sluggish rate of growth makes
2000-2009 the decade with the
40.0% | slowest economic growth since the
1930s, as seen in Chart 1. Despite
the impact of the Great Depression,
the 1930s were still able to manage
growth at about 10 percent for the
0.0% - decade. Further, annual economic
'30s  '40s  '50s  '60s  '70s  '80s  '90s  '00s growth in the post-World War I
period averaged 4.75 percent
through 1969 and 3.5 percent from
1970 through 1999. Finally, the total return of the S&P 500 Index from the end of 1999 to December
2009 was minus 9 percent and the S&P 500 has lost more of its value than it did in the 1930s. All in
all, an economic decade well worth forgetting.

80.0%

20.0% -

The U.S. economy, which had been slowing since 2004, officially entered recession in
December 2007. Chart 2 displays actual growth in real GDP from 2001 to 2008 and projected growth
for 2009-2013.

By the fall of 2007, the U.S. economy was beginning to feel the first effects of the housing and
financial crisis that was about to unfold. Housing construction and sales of new and existing houses
began to slide precipitously. In 2008 new home construction saw its largest decline in fifty years, off
40.5 percent from 2007 levels. The declines in new home construction in 2007, 2008 and 2009 are
the three largest declines since the government began keeping such records in 1959. Existing home
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sale prices fell in 2007 for the first time Chart 2
on record, and then plunged another REAL GROSS DOMESTIC PRODUCT
12 percent in 2008. New home starts Annual Grow th
peaked at 1.7 million units annually in 4.0%
2005; since then, new home starts 3.0% _
plunged to 439,000 new starts in 2009
. 2.0% -
— a decline of nearly 75 percent over
the same period. 1.0% 1 H
0.0% - T =
Problems related to housing -1.0% A
construction, housing sales and 2.0% |
housing finance spread to other areas 3.0%

of the economy, infecting the credit
markets and ravaging Wall Street in
late 2008 and early 2009. The
availability of easy and cheap credit since 2001 had led to a housing boom, aggressive consumer
spending and rising debt levels. Home values increased by double-digit rates seemingly every year
and housing construction exploded. Historically low interest rates led to many mortgages that were
approved for borrowers with less-than-perfect credit (also known as “subprime” mortgages), based on
the assumption that home values would continue to rise. Subprime mortgages were peddled
extensively in high-growth areas such as California, Arizona, Nevada, Florida and Texas. Invariably,
the subprime mortgages were adjustable-rate mortgages, which were affordable to the borrowers only
because of their the low introductory rates. As interest rates rose and mortgages began to reset at
higher rates, many homeowners could no longer afford to make their payments. Defaults and
foreclosures began to accelerate in late 2006 and continued through 2009.

2001 2003 2005 2007 2009 201 2013

As the housing crisis deepened, it rippled through other areas of the economy. Formerly
attractive asset-backed securities and mortgage-backed bonds began to lose value as the underlying
cash flows from homeowners started to wane. Investment banks and the broader financial markets
have been hardest hit by the bursting of the housing bubble, as they have been forced to write down
more than $1.7 trillion dollars in losses -- primarily based on the crashing values of these asset-
backed housing securities. In response to mounting losses associated with housing, financial
institutions have significantly tightened their lending standards and access to credit has virtually dried
up for all but the top consumer and business borrowers. Unprecedented losses by financial
institutions have resulted in either the merger, bankruptcy or government bailout of such venerable
Wall Street firms as Bear Stearns, Merrill Lynch, Lehman Brothers and Wachovia. Similarly, major
mortgage firms such as Countrywide, Washington Mutual, IndyMac and AIG Insurance have faced
bankruptcy only to be sold at fire-sale prices or rescued by the U.S. government.

Perhaps most important, housing finance giants Freddie Mac and Fannie Mae were placed in
conservatorship by the U.S. government to prevent their collapse in September 2008. Combined,
these two government-created firms have lent or underwritten more than $5.3 trillion of the estimated
$12 trillion in U.S. mortgages — or roughly 45 percent of the mortgage market. These events,
combined with the collapse of Lehman Brothers investment bank on September 15, 2008 and the
federal rescue of AIG Insurance two days later sent the financial markets into a harrowing dive. By
December 1, 2008, the National Bureau of Economic Research announced what was already
painfully obvious — the U.S. economy had been in a recession since December 2007.

At 25 months as of January 2010, the current contraction is the longest recession since the
Great Depression, which lasted 43 months. It is also more than double the 10-month length of the
average postwar recession. Furthermore, the depth of this recession is much steeper than the two
most recent recessions of 2001 and 1991. If forecasters are correct, peak-to-trough declines in real
GDP have exceeded those of the 1973-75 and 1980-82 recessions, when the peak-to-trough declines
in real GDP were 3.1 percent and 2.6 percent, respectively. In addition, unlike many other
recessions, the current recession was not caused by a downturn in a few specific industries. It started
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with a housing bust and metastasized into a full-blown credit crisis that eventually threatened to
destabilize the entire U.S. financial system.

The credit boom of the past decade masked a troubling trend: During that time, strong U.S.
productivity growth coincided with declining real incomes for most Americans. The credit crisis has
likely dispelled the notion that the U.S. economy can expand while its manufacturing base dwindles.
Before the current crisis, the presumption had been that innovation and productivity gains would
create wealth and new jobs. Over the past 10 years, growth in real GDP has averaged 2.7 percent
annually but, according to many calculations, U.S. consumers rang up nearly $3 trillion in excess
borrowing and spending over the same period. Thus, the consumption that occurred over the past
decade and that supported the economic expansion was made possible not by income growth but by
consumer borrowing. Without this artificial boost to spending, real GDP would likely have been
considerably lower.

Similarly, the global economic boom was fueled by unsupported and out-of- control borrowing
by consumers, businesses and nations. As such, the housing market was not the only sector of the
global economy that was not in balance with its underlying fundamentals. Essentially, the entire
economy was outspending its resources. Data from the federal Bureau of Labor Statistics supports
this premise. Over the past 10 years, U.S. productivity has risen a total of 29.7 percent while real
wages have grown only 2 percent. Real wages and salaries peaked in the U.S. in early 2003.
Historically, real wages and productivity have gone up in tandem. Rampant borrowing and spending
by consumers masked underlying problems in the economy. Excluding personal consumption, real
economic growth averaged only 1.3 percent during the 10 years ending in 2007 — the slowest rate
since the 1950s. Therefore, if consumption had not been artificially inflated with excess borrowing,
the economy would have appeared much weaker.

From 2001 through 2007, the three main pillars of the U.S. economy were consumer spending,
business investment and exports. Consumers continued spending following the bursting of the dot
com bubble around 2000. They increased their spending following the terrorist attacks and recession
of 2001, and continued straight through to the first two quarters of 2008, as seen in Chart 8 below.
However, it appears that American consumers have finally been overwhelmed by the erosion of their
financial base — the value of their homes — because consumer spending has fallen dramatically since
the summer of 2008. It is estimated that households have lost more than $14 trillion in net worth
since the fall of 2007 due to falling home equity and stock prices. That drop exceeds the $4.2 trillion
decline after the 2000 stock market plunge. The result has been a dramatic drop in consumer
spending. What started as a housing-led recession is now a full-scale consumer-led recession, which
brings all of the textbook problems of prior recessions: decreased demand, the slashing of
inventories and capital investment, layoffs and so on.

The recovery from the 2001

Chart 3 recession created more than 8.2

US EMPLOYMENT million jobs. Chart 3 shows that

Non-Agricultural there was significant growth in U.S.

139,000 employment from January 2004 to

138,000 —\ late 2007.  Since peaking in

137,000 December 2007, employment levels

136,000 / \ have been declining significantly.

135,000 7 \ By the summer of 2008, job losses

134,000 4 \ began to occur more frequently.

ggvggg 7 Monthly claims for unemployment

131’000 | \ compensation ha_ve averaged

' 400,000 nationally since September

130,000 —————————— 2008. All told, the U.S. economy
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December 2007. The growth in the

u.s. unemployment rate
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accelerated significantly during 2009, rising from 7.4 percent in January 2009 to 10.1 percent by
October 2009, before declining to 10.0 percent by December 2009

As the national economy
entered recession in December 2007,
businesses again were looking to
gains in productivity to soften the
impact. Chart 4 provides data on
productivity gains from 2002 through
2008 and a forecast of productivity
gains for 2009 through 2014. Gains in 3% |
productivity achieved in 2007 and
2008 were well below the 3 percent to 2% -
4 percent annual gains seen during

Chart 4

PRODUCTIVITY GAINS
Annual Grow th

5%

4% -

the last “jobless recovery” of the 2002- 1% 1 H
04 period. Once again, productivity 0% | o I I:l 1 I:l 1
gains are occurring at the expense of 2002 2003 2004 2005 2006 2007 2008 2009 20D 201l 202 208 204
job creation, as productivity reached Projected---------

3.1 percent in 2009 and similar such
growth is forecast for 2010.

Gains in productivity combined with declining wages, massive job losses and declines in
consumer and business spending have rendered moot any discussion of inflation in the near term.
However, rising energy prices in 2007 and early 2008 contributed greatly to the current recession.
Every postwar recession has been preceded by a spike in oil prices, and the current recession is no
different, as the price of a barrel of oil reached $150 by mid-2008. Led by surging energy costs,
inflation peaked at 3.8 percent in 2008, as shown in Chart 5. The 2008 peak level of inflation was the
highest rate since the 1991 recession, when it was 5.4 percent. Since the collapse of the credit and
equity markets in the fall of 2008, consumption has declined, wages are depressed and oil prices
have moderated, resulting in an inflation rate of -0.3 percent in 2009.

A slowing economy, lower

job growth and a significant
INFLATION-CONSUMER PRICE INDEX recession in the housing market led
Annual Grow th

4.0% the Federal Reserve Board to

Chart 5

restart its interest rate cuts in an

3.0% 1 attempt to keep the broader U.S.
2.0% - — economy out of recession during
1.0% | H 2007. That year, the Fed lowered
the federal funds rate by a full

0.0% 1 5 L S S percentage point late in the year.
-1.0% A The Fed started with a half-point
2.0% _reduction in the federal funds rate
2002 2003 2004 2005 2006 2007 2008 2000 200 20m 202 208 204 1N September, followed by quarter-
Projected point reductions in October and

December. These reductions were
combined with corresponding reductions in the discount rate — the rate the Federal Reserve charges
to make direct loans to banks. Further, the Fed and the European Central Bank have injected trillion
of dollars and euros into the world financial markets to try to ease liquidity constraints and avoid a
depression. By January 2008, the Fed dramatically lowered the federal funds rate by three-quarters
of a point, in response to the deepening housing recession, the continued credit crunch and plunging
global financial markets. The same day, the Fed also lowered the discount rate by a corresponding
three-quarters of a point. The surprise rate cut is the first monetary policy action taken by the Federal
Open Markets Committee between scheduled meetings since September 17, 2001. Chairman Ben
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Bernanke and the Federal Reserve continued to lower the federal funds rate throughout 2008, finally
reaching “a target rate” of between 0.0 and 0.25 percent in December 2008, as shown in Chart 6.

Further, the Federal Reserve and other central banks throughout the world have been injecting
massive amounts of liquidity into the global financial system in an effort to avoid a depression. The
amount of this fiscal stimulus is
staggering. To date, the Fed and
other U.S. agencies have lent,
spent or guaranteed $8.2 trillion in
emergency funds to stimulate the
economy. The Fed has 5.0%
dramatically expanded its balance 2.0% -
sheet to inject more than $2 trillion

in liquidity into the financial 3.0%

markets in order to stem the credit 2.0% / \_
crisis. U.S. public debt has surged /"

to $7.7 trillion, up $1.3 trillion from 1.0% - \
a year ago and from an average of 00% b
$5 trillion in 2007. All of this fiscal Dec- Jul- Feb- Sep- Apr- Nov- Jun- Jan- Aug- Mar- Oct- May- Dec-
stimulus has been a coordinated 02 03 04 04 05 05 06 O7 07 08 08 09 09

attempt to mitigate the adverse
effects of the current recession.

Chart 6
FEDERAL FUNDS RATE
6.0%

In addition to extensive monetary policy moves orchestrated by the Federal Reserve, the
federal government was also aggressive in enacting new legislation to combat the recession. These
actions began under President George W. Bush in 2008 and continued with the Obama
administration in 2009. With the U.S. economy in recession in early 2008, Congress enacted the
Economic Stimulus Act of 2008. The act provided an estimated $152 billion in tax breaks and tax
incentives for individuals and businesses. Additionally, the act attempted to assist the housing market
by expanding the upper limit on home mortgages eligible for government insurance. Shortly after the
stunning collapse of Lehman Brothers on September 15, 2008, Congress enacted the Emergency
Economic Stabilization Act of 2008, which created the Troubled Assets Relief Program or TARP. This
program authorized the U.S. Treasury to purchase up to $700 billion in “troubled assets” — largely
mortgage-backed securities — and to make direct investments into banks. Additional provisions of the
act permitted the Federal Reserve to make higher interest payments to banks for deposits held in
reserve. In response, banks immediately began to increase their reserves, from $10 billion in August
2008 to $880 billion by January 2009. Other programs enacted by Congress provided for mortgage
and foreclosure assistance and an increase in federal insurance on bank deposits. Finally, in
February 2009 Congress enacted the $787 billion American Recovery and Reinvestment Act to assist
the economy. The act provides: $288 billion in tax relief ($237 billion for individuals and $51 billion for
businesses); $144 billion in state and local government fiscal relief, $111 billion in enhanced
infrastructure and science spending; $147.7 billion for health care benefits and programs; and $90
billion for enhanced education programs.

Current Conditions

The U.S. economy entered the current recessionary period in December 2007. The economic
slowdown was triggered by a nationwide crash in the housing market, which caused a dramatic
tightening of credit. This credit crunch sapped consumer spending power, leading to a rapid decline in
consumer consumption. The slowdown in spending and the lack of available credit affected the
business community, which responded by laying off workers. At the same time, the crises in
housing and credit were quickly reflected in the financial markets, with investors ranging from multi-
billion-dollar municipal pension funds to individual workers saving for retirement suffering huge losses
in their investment portfolios. This sharp decline in the value of investments further reduced consumer
spending, leading to more business closings and more layoffs in many sectors of the economy. So
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goes the circular pattern of a classic recession in which various recessionary forces build strength,
feeding off each other as the economy slides downward. For all the talk of a new economic paradigm
having developed over the past two decades, the underlying fundamentals of the U.S. economy
remain the same: jobs, income and wealth, and consumer spending.

Overall real GDP growth for 2009 is expected to finish at -2.5 percent for the year, as shown in
Chart 2 earlier. The contraction of the U.S. economy during 2009, as measured by annual growth in
real GDP, was the deepest such contraction since the Great Depression. Only eight other times since

the Great Depression has annual real

Chart7 GDP growth been negative for a full

REAL GROSS DOMESTIC PRODUCT year, and each such occurrence was

5.5% Quarterly Grow th associated  with a  recession.
4.5% | However, in seven of the eight
330 instances, the annual contraction of
1.5% | real GDP was -0.5 percent or less.
0.5% | Only during the recession of 1982 did
e the annual loss in real GDP rival the -
25% 2.5 percent loss of 2009. In the
-3.53/0 | depths of the 1982 recession, annual
o] real GDP growth was -1.9 percent for
-6.5% 1982. An examination of real GDP on
05Q4 06Q2 06Q4 07Q2 07Q4 08Q2 08Q4 09Q2 09Q4 a quarterly basis, as shown in Chart 7,

reveals that the depths of the 2009
recession may have been reached in
early 2009. Discounting the short-term effects of the 2008 tax rebates, the U.S. economy has
contracted in five of the past six quarters between January 2008 and June 2009. In particular, the
economy experienced a 5.4 percent contraction in the fourth quarter of 2008 and a 6.4 percent
contraction in the first quarter of 2009. The contraction of -6.4 percent during the first quarter of 2009
was the third-highest quarterly level since the Great Depression, and the 5.4 percent loss was the
seventh-highest quarterly loss. The four continuous quarters of losses from September 2008 to June
2009 are the first time since the Great Depression that real GDP declined for four quarters.

Projected

Employment in the U.S. peaked in December 2007 just as the recession was beginning, as
shown in Chart 3. Since that time, job losses have been mounting. During all of 2009, U.S.
employers eliminated 4.5 million jobs, cutting 3.7 million in the first six months of the year alone.
These staggering job losses pushed the October 2009 unemployment figure to 10.1 percent, the
highest figure since June 1983. As result, the labor markets have not been this gloomy since the
1980-82 recession, when unemployment hit 10.8 percent. The loss of jobs has been widespread
throughout the economy but the manufacturing and construction sectors have been hardest hit.
During 2009, more than 1.5 million manufacturing jobs have been lost and construction jobs are down
nearly 1 million from 2008 levels. Slumping retail sales have led to the loss of nearly 600,000 retalil
jobs since December 2008. The professional and business services sector lost nearly 1 million jobs
in 2009. Employment in the financial services area has fallen by 400,000 jobs in 2009. In fact, the
only major economic sector adding jobs in 2009 was health care, which added nearly 400,000
positions in the past 12 months.

Job losses, declines in household wealth and tighter credit are just a few of the factors
adversely affecting consumer spending. Widely regarded as the main engine of the U.S. economy
and accounting for fully two-thirds of GDP, consumer spending has been in a tailspin since the
recession deepened in the summer of 2008. It is estimated that households had lost more than $14
trillion in net worth since the summer of 2007 due to falling home equity and stock prices. These
stunning losses account for the large-scale retreat in consumer spending as shown in Chart 8, which
shows the annual average growth in real personal consumption expenditures for the period 2002
though 2008, with forecasts for 2009 to 2014. With consumers no longer able to tap into growing
equity in their homes and unemployment levels at 10 percent, consumer spending plunged in both
2008 and 2009. The 2009 decline was the largest since 1974. Furthermore, annual growth in real
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consumer expenditures has
declined only twice before in the
post-war period. Declines also
occurred in 1974 and 1980, but in 4.0%
the post-war period there have

never been two consecutive years 3.0% -
of declines before. When looking
at real consumer spending on a
monthly basis, consumption has 1.0% -
declined in 14 of the past 22

Chart 8
REAL PERSONAL CONSUMPTION EXPENDITURES
Annual Grow th

2.0% -

. . 04
months — making it the worst- 0.0%
performing period since the Great -1.0%
Depression. 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 20B 204

Early data from 2009 shows

that the U.S. housing market may have bottomed out during 2009. New home starts peaked at 1.7
million units annually in 2005, and since then new home starts have plunged to 439,000 new starts in
2009, a decline of nearly 75 percent over the same period. The enactment of — and then an
extension to — the federal first-time homeowner tax credit boosted home sales and new housing starts
during the second half of 2009. New single-family residential housing starts jumped 73.4 percent, as
measured on an annual basis, during the third quarter of 2009 and then grew another 24 percent
during the fourth quarter. Further, sales of existing homes grew 11.2 percent during the third quarter
of 2009 and 14.8 percent during the fourth quarter of 2009,

Monetary policy efforts by the Federal Reserve to date have been aimed at the financial
markets generally and the mortgage industry in particular. Reductions to the federal funds rate, as
shown in Chart 5, have been extraordinary in scale and frequency. The Fed’'s December 2008
announcement that it was lowering its target federal funds rate to a range of 0.0 to 0.25 percent is the
lowest in the history of the Federal Reserve, which was founded in 1913. Additionally, the Fed has
bought large volumes of “tainted mortgages” in an effort to stabilize the mortgage industry.

Previously, the Federal Reserve had concentrated on interest rate reductions as its main
monetary policy tool. Now the Fed has adopted a policy it calls “quantitative easing,” which pumps
massive volumes of money into the financial system, $2.2 trillion to date, affecting the rates of interest
on virtually all credit instruments. The implied goal of the Fed is to provide cheaper credit to all parts
of the economy, starting with housing. While the federal funds rate cannot go below zero, the Fed
has virtually unlimited power to stimulate the economy with monetary policy by buying up mortgage-
backed securities, Fannie Mae and Freddie Mac corporate debt and other assets. Such actions have
dramatically driven up the Fed's balance sheet, which currently stands at $2.2 trillion, up from $900
billion in September 2008. Expectations are that the Fed’s balance sheet could reach $5 trillion by
the end of 2010.

The elevated level of public debt will undoubtedly complicate any recovery. That is because, as
the government participates at ever-increasing levels in the bond markets, it will be harder for private
companies to issue debt of their own, either to expand or simply to get through the lingering effects of
the credit crisis. This “crowding-out” dynamic, together with rising borrowing costs, could adversely
affect job growth.

The Forecast

Since December 2007, the U.S. economy has been in the longest and most severe economic
recession since the Great Depression. During 2009, the economy is estimated to have contracted 2.5
percent — the largest such contraction in the post-war period. The economy contracted during five of
the six quarters between January 1, 2008 and June 30, 2009, as shown in Chart 7. Moderate growth
of 2.25 percent returned during the third quarter of 2009 and strong growth of 5.1 percent is estimated
to have occurred during the fourth quarter of 2009. Economic growth in the range of 2.0 to 2.5
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percent is forecast for the national economy

through at least the first quarter of 2011, Table 1
according to a combination of data from both Forecast Change in
IHS Global Insight and Moody’s Economy.com Key US Economic Indicators
economic forecasts. Annual Percentage Growth*
Indicator 2008  2009p 2010p  2011p
Annual growth in real GDP is projected Nominal GDP 2.6 -1.4 3.4 4.5
to be 2.2 percent in 2010. A combination of Real GDP 0.4 25 2.2 2.9

data from both forecasting sources is Real Personal 0.2 0.6 18 24
highlighted in Table 1. This table presents Consumption

actual data for 2008 and forecasts for the Corporate Profits 15 63 143 27
2009-2011 period for several national (After Tax)

economic indicators. As noted, both real and Unemployment Rate 58 93 102 96
nominal GDP contracted during 2009. (Rate)

Similarly, corporate profits and real personal
consumption expenditures also contracted in
2009. The current forecast anticipates that the
recession will Ilkely have.en.ded in mid-to-late *Assumptions in this chart, as well as other assumptions, are incorporated
2009 but the recovery will Ilkely be subdued, in the 2010-11 fiscal year revenue estimates.

as it was during the 2001 recession. Modest
growth is forecast for 2010 and beyond.

CPI 3.7 -0.3 17 1.9
Federal Funds (Rate) 1.9 0.2 0.2 1.7

p=projected

Declines in housing construction and housing finance led the economy into recession. Until the
housing markets stabilize, any recovery will be uneven. Residential housing construction experienced
annual declines of 23.2 percent and 20.4 percent in 2008 and 2009, respectively. However,
enactment of federal tax breaks for first-time homebuyers boosted activity during the third and fourth
quarters of 2009. The extension of these tax breaks into 2010 will likely boost activity during the first
half of 2010 before a slowdown in the latter half of the year. For all of 2010, residential construction is
expected to grow just 5.8 percent on an annual basis. Further, sales of existing homes rose in 2009
for the first time in four years. Still, median existing housing prices plunged more than 12 percent last
year — the sharpest fall since the Great Depression. Overall median existing housing prices are
expected to continue to grow minimally in 2010 and 2011, at annual rates of 1.3 percent and 1.2
percent, respectively.

Declining wealth from home values and stock market losses in 2008 had erased an estimated
$14 trillion in household wealth since 2007, although 2009 stock market gains likely recouped about
one-third of that loss. Nevertheless, the lingering effects of those losses, combined with declining real
wages and dramatically rising unemployment, have caused U.S. consumers to drastically reduce their
spending since the middle of 2008, as shown in Chart 8. Real consumer spending is expected to
have declined for two straight years through December 2009. During the post-war period, the nation
has witnessed only two other years in which real consumer spending declined —1974 and 1980 —and
the decline in each of those years was precipitated by an energy crisis. While spending declined on
an annual basis during 2009, the last two quarters of 2009 did provide positive growth as real
consumer spending grew an estimated 2.9 percent and 1.7 percent, respectively. The forecast for
2010 includes projected growth of 1.8 percent in real consumer expenditures. Beyond 2010, real
consumer spending is expected to grow only moderately, in the low 2.0 percent range through 2014.
These levels are well below the average annual growth in real consumer spending of 3.6 percent
experienced from 1992-2007. It is expected that consumer spending will be constrained by
chronically high unemployment, tight credit, diminished household wealth and potentially rising federal
income tax rates in 2011.

Personal income growth experienced similar annual declines in 2008 and 2009, declining 0.4
percent and 1.6 percent, respectively. Despite rising unemployment, growth in real personal income
is expected to rebound in 2010, growing 1.7 percent annually. Stronger personal income growth is
forecast from 2011 through 2013, as shown in Chart 11 below, as unemployment eases.
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The U.S. economy has shed nearly 7.6 million jobs during the current recession. More than 4.5
million jobs were lost in 2009, with most of the losses occurring during the first two quarters. The U.S.
unemployment rate in December 2009 was 10.0 percent; economists estimate it will peak at 10.4
percent during the first quarter of 2010. As during the previous recession, job growth will likely be
minimal during the recovery. Unemployment rates are expected to remain elevated at 10.2 percent
and 9.6 percent in 2010 and 2011, respectively. December 2007 saw peak employment at 138
million people; economists estimate that it will be at least until 2012 before that figure is reached
again.

As trillions of dollars have been spent trying to keep the global economy from sinking into
depression, fears are now growing that massive debt accumulated during the Great Recession will
complicate any recovery for years to come. A consensus of economists believes that the Fed will not
begin to raise interest rates until at least the third quarter of 2010. At present, the recovery is too
weak to risk raising interest rates, which could kill off any growth. The problem with raising interest
rates in the current environment is knowing when to pull the trigger. Doing so too early would
undermine the recovery and bring about a greater possibility of a double-dip recession. Wait too long
to raise interest rates and the flood of cheap money could again fuel a new asset bubble. In addition,
the Fed must begin to unwind more than a half-dozen lending and market-support programs currently
in place. It also must drain more than a trillion dollars in excess reserves it has added to the system
in the past year to avoid inflationary pressures. The first such indicator of any tightening will likely
come in March 2010 when the Fed is expected to end its program to purchase up to $1.45 trillion in
mortgage-backed securities and other such debt.

Pennsylvania Outlook

The commonwealth’s economic performance is largely dependent upon job growth.
Pennsylvania’s labor market, specifically the non-agricultural sectors, experienced considerable
growth from January 2004 through December 2007 as nearly 200,000 jobs were created within the
commonwealth. Continued job creation, combined with somewhat slower growth in the overall labor
force, produced a decline in Pennsylvania’s unemployment rate, to a low of 3.8 percent in March
2007. As the U.S. and state economies entered into recession in late 2007, employment in the
commonwealth peaked in

January 2008 at 5.811 Chart 9

million non-agricultural jobs. PENNSYLVANIA EMPLOYMENT

Since December 2007 and Non-Agricultural

the start of the national 5825000

recession, Pennsylvania has
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shown in Chart 9. Beginning
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26,000  jobs lost in

November and 28,000 jobs

lost in December 2008. This reduction in jobs is the largest 12-month drop since the 1991 recession.
Heavy job losses continued during February through April 2009, as an average of 31,000 jobs were
lost in the commonwealth monthly. However, Pennsylvania’s 12-month job loss (as measured from
August 2008 to October 2009) rate of -3.2 percent is still better than the national average of -3.9
percent. Nationally, Pennsylvania ranked 23" best in terms of fewest job losses during the current
recession. In December 2009, the commonwealth’s unemployment rate was 8.9 percent, its highest
level since August 1984. The national unemployment for December 2009 was 10 percent.
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Pennsylvania’s unemployment rate has now been equal to or below the national average for 83 of the
past 84 months.

Pennsylvania’s fiscal

Chart 10 year 2009 job losses were
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Dec Apr AugDec Apr Aug Dec Apr Aug Dec Apr Aug Dec Apr Aug Dec commonwealth moved up to
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annual state growth in
employment (with the first being the best). Pennsylvania has traditionally been around 40" or below
in this ranking, even during periods of strong job creation. The comparatively low ranking, however, is
somewhat deceptive: While the state does not generally produce as many new jobs when the
economy is going strong, the commonwealth also does not suffer as much as the rest of the country
as a whole during periods of economic contraction, as shown in Charts 10 and 11.

This pattern has been evident since the 1990s, following the significant diversification of the
Pennsylvania economy in the previous 30 years. A reduced reliance upon manufacturing and mining
employment has been part of this trend, along with the expansion of education and health care-
related jobs in the commonwealth. Both of these sectors are less prone to recessions.

Employment in the commonwealth saw job losses across all sectors in 2009 except for the
educational and health services

sectors — which had job growth of 2.0 Chart 11
percent in 2009, and the government PA AND US REAL PERSONAL INCOME
sector — which had job growth of 0.1 Annual Grow th
percent in 2009. The manufacturing 6.0%
i . o | @PA us ||
and information technology sectors 5.0%
had the worst year-over-year rate of 4.0% -
job losses in Pennsylvania in 2009, 3.0% -
with manufacturing jobs down 10.3 2.0% |
percent and information technology 1.0% |
jobs down 6.6 percent. The e
construction, natural resources and 0.0% 1
mining; financial services; and  -1.0%
professional and business services -2.0%
sectors also saw Significant iob 2000 2002 2004 2006 2008 2010 2012 204
losses in 2009, with each sector Projected

experiencing  year-over-year job
losses in excess of 5.4 percent.

The annual change in employment levels in Pennsylvania is forecast at around -0.4 percent in
2010, while positive job growth is expected to return in 2011 at a rate of 1.5 percent annually. Slightly
more robust job growth is forecast for the commonwealth in 2012, with job growth forecast at 2.2
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percent. As the national economy begins to recover in 2010, the rate of job growth in Pennsylvania is
expected to again lag behind the national average. Total peak-to-trough job losses for the
commonwealth are expected to reach 231,000 and the state unemployment rate is expected to peak
at 9.3 percent during early 2010, according to forecasts from IHS Global Insight.

Housing construction continued to slow in Pennsylvania in 2009, down from a high of 45,000
new units in 2005 to just under 20,000 units in 2009. Economic forecasts project that housing starts
will rebound strongly in 2010 at an annual growth rate of 37.7 percent. Sales of existing homes,
which declined by 17.5 percent during 2008 and 5 percent in 2009, are expected to also rebound,
growing at an annual rate of nearly 10 percent from 2010 through 2012. Further, while home prices
have been falling dramatically throughout the nation, home price appreciation in Pennsylvania has
simply stalled since 2007. Home prices in the commonwealth are not forecast to grow more than a
percentage point annually until 2012.

The inverse relationship of the U.S. and the commonwealth growth in personal income has re-
emerged during the current recession. Chart 11 plots actual and projected annual real personal
income growth for Pennsylvania and the United States for the years 2000 through 2014. As shown,
growth in Pennsylvania real personal income exceeded the national average during the 2001
recession and the subsequent “jobless-recovery” period through mid-2003. As the national economy
gained traction in late 2003, personal income in the U.S. began to exceed the Pennsylvania average
— although Pennsylvania’s personal income growth remained strong and positive. As the current
recession has deepened, the rate of growth in real personal income plunged for the nation as a
whole, as it did for the commonwealth. However, the decline in the rate of growth was less severe for
Pennsylvania than for the rest of the nation. In fact, the commonwealth ranked 12" in the nation in
terms of the percent change in personal income during 2008. Economists expect that the rate of
growth in Pennsylvania real personal income will exceed the national average in 2011 and 2012. This
strong performance is partially the result of the diversification of the Pennsylvania economy and a
stronger state labor market. The growth of less recession-prone industries such as health care,
pharmaceuticals, education and government has aided the commonwealth.

The short-term outlook for

Chart 12 Pennsylvania is that its economy

REAL US GDP vs. REAL PA GSP remains heavily dependent on the

Annual Growth  |m US GDP @ PA GSP national economy. Economic growth

g.ggjo in Pennsylvania has a high correlation
3056 | with growth in the U.S. economy, as
2:3%0 1 illustrated in Chart 12. As with trends
1.5% - in real personal income during
6506 | expansionary periods, Pennsylvania’s
_8'235" 1 gross state product lags behind the
%%2 il rate of growth in U.S. gross domestic
5008 | product. The greatest recent gap
-2.5% between the two rates of growth was
-3.0% in  2006. Since then, the
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commonwealth’s rate of growth in

gross state product has steadily
gained on the rate of growth in U.S. gross domestic product. The commonwealth actually
outperformed the national economy during 2008, growing at an annual rate of 1.1 percent while the
national economy grew at a rate of only 0.4 percent. Similarly, during 2009, the state economy again
outperformed the national economy by recording a lower loss — negative 2.0 percent for the
commonwealth versus negative 2.5 percent for the broader U.S. economy. Beginning in 2010
through 2012, the gap between the two rates of growth is expected to re-emerge as the national
economy expands.
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SUMMARY OF MAJOR OPERATING FUNDS

The total 2010-11 operating budget for the commonwealth is $66.4 billion. It includes nearly
$26.3 billion in the General Fund, more than $2.7 billion in the Motor License Fund, nearly $25.8
billion in federal funds and $11.6 billion in fees and other special fund revenues. The amounts for the
General Fund and federal funds reflect the use of almost $2.8 billion in federal American Recovery
and Reinvestment Act (ARRA) funds that this budget uses in lieu of General Fund monies.

The majority of the commonwealth’s operating expenses are paid from the General Fund, Motor
License Fund and Lottery Fund. The following provides an overview of major revenues and
expenditures. More details regarding these funds may be found in Section C — Summary by Fund and
Section E — Department Presentations.

General Fund
Revenue

The General Fund is the commonwealth's largest operating fund. It receives all tax revenue,
non-tax revenue and federal grants and entitlements not specified by law to be deposited elsewhere.
The General Assembly makes appropriations of specific amounts from tax revenue and certain non-
tax revenue of the General Fund. These amounts are contained in this budget as General Fund
Revenue Sources.

Tax revenue in the General Fund constitutes over 99 percent of annual General Fund revenue.
Four taxes account for the majority of General Fund tax revenue. The personal income tax, the sales
and use tax, the corporate net income tax and the capital stock and franchise tax together provide
approximately 82.7 percent of annual General Fund revenue. For non-tax revenue, the largest
sources of revenue are profit transfers from the Pennsylvania Liquor Control Board, earnings of
investments, and the escheats or “unclaimed property” program.

Recent Revenue Trends: For the five fiscal years ending with 2008-09, total General Fund
revenue grew by 5.02 percent, an annual rate of 1.2 percent. The rate of growth for revenue during
the period has been adversely affected by recent economic recession as well as the enactment of
several tax rate and tax base changes that have enhanced receipts. Without adjusting for tax rate and
base changes, the major tax revenue sources experiencing the largest growth during this period were
the public utility tax and the personal income tax. Each had five-year total increases of over 26
percent and 16 percent respectively. Revenue from some tax sources declined over the period.
Receipts from the corporate tax fell by an average annual amount of 1.6 percent and the cigarette tax
fell by an average annual amount of 3.9 percent. Non-tax revenue sources during this period
decreased by 60.5 percent overall or an average of 20.7 percent annually. Decreased interest
earnings accounted for most of the decrease during the period.

Receipts from the personal income tax in recent fiscal years had been steadily improving since
the recession of 2001. However, the current recession has most recently resulted in a year-over-year
decline in personal income tax receipts from fiscal year 2007-08 to fiscal year 2008-09, a decline of
6.5 percent. Notwithstanding the one year decline in personal income tax revenues and without
adjusting for changes in the tax rate, personal income tax collections over the past five completed
fiscal years have averaged 3.9 percent annual growth. An upward revision in the personal income tax
rate enacted in December 2003 impacted the average annual growth rate calculated above. Prior to
the increase in the tax rate, receipts from the personal income tax had experienced successive years
of decline in 2002 and 2003 as Pennsylvania struggled to recover from the 2001 recession. The
national economy likely remains in recession and personal income tax receipts continue to be perform
below estimate. Through December 2009, personal income tax receipts are 2.5 percent below the
certified revenue estimate for fiscal year 2009-10. Personal income tax receipts are also 6.4 percent
below 2008-09 collections through the same period. Personal income tax receipts for all of 2009-10
are projected to decrease by 1.9 percent below 2008-09 actual receipts. For fiscal year 2010-11,
personal income tax receipts are anticipated to grow 3.7 percent above the Revised 2009-10
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Estimate. Estimates for the personal income tax are developed from a regression equation that uses
forecasts of wages, salaries, interest, dividends and rents.

The sales and use tax is levied on taxable property and services used by consumers and by
businesses. Recently, annual growth rates for this tax have been modest during the most recent
decade when compared to pre-2000 levels. Sales and use tax receipts over the past five completed
fiscal years have averaged just 1.7 percent annual growth. The national economic recession
continues to adversely impacted sales and use tax receipts which declined on a year-over-year basis
in 2007-08, an annual decline of 1.1 percent, for the first time since 1990-91. Sales and use tax
receipts experienced a second consecutive year of negative growth during 2008-09 when receipts
declines 4.3 percent on a year-over-year basis. This negative trend continues during the current
fiscal year. Through December 2009, sales and use tax receipts are 5.9 percent below 2008-09
levels. Sales and use tax receipts for all of 2009-10 are projected to decrease by 0.6 percent below
2008-09 actual receipts. For 2010-11, the resumption of consumer spending is expected to produce
a growth rate of 6.6 percent above the Revised 2009-10 Estimate. Estimates for the sales and use
tax are developed from a regression equation that uses forecasts of national consumer expenditures
on durable goods, business investment, and national consumption on new and used motor vehicles.

The largest General Fund tax on business is the corporate net income tax. Annual receipts from
the corporate net income tax can vary significantly from year-to-year and may experience a year-
over-year decline. This variability is due to fluctuations in corporate profitability, including losses, the
availability and use of tax credits and net operating loss deductions, and the timing of estimated and
final state tax payments based on when a corporation’s tax year begins. Corporate tax receipts,
including both the corporate net income tax and the capital stock and franchise tax, have been
slowing since 2005-06. In addition, previously enacted tax rate reductions to the capital stock and
franchise tax continue to be implemented which annually reduce the tax rate imposed until it will be
entirely eliminated in 2011. More recently, the current economic recession has been very hard on
corporate profits. Corporate tax receipts over the past five completed fiscal years have decreased by
total of 6.1 percent, as corporate profits plunged in 2008-09. During the last two fiscal years,
corporate tax receipts have declined 1.6 percent and 19.5 percent respectively. As result, corporate
tax receipts averaged a loss of 1.6 percent annually for each of the past five fiscal years. Current
fiscal year-to-date corporate tax receipts are 19.3 percent below 2008-09 levels through December
2009 as the national economic recession continues. Corporate tax receipts for all of 2009-10 are
projected to grow by 4.9 percent above 2008-09 actual receipts. The continued effects of the national
economic recession are expected to continue to adversely impact corporate receipts in 2010-11.
Additionally, the effects of the continued rate reduction for the capital stock and franchise tax will likely
result in a decline of 2.5 percent from this source of corporate taxes in 2010-11. These growth rates
reflect improving economic conditions in Pennsylvania. Estimates for the corporate net income tax are
developed from a regression equation that uses forecasts of national before-tax corporate profits.

Expenditures

The General Fund is the primary funding source for most state agencies and institutions. More
than three quarters of every dollar is returned to individuals, local governments, institutions, school
districts, among others, in the form of grants and subsidies. The remainder pays operating expenses
and debt service.

The total General Fund budget proposed for 2010-11 is $26.3 billion. General Fund
expenditure growth is projected to increase 4.1 percent after accounting for the use of nearly $2.7
billion of federal ARRA funds in 2009-10 and $2.8 billion in 2010-11. Major program expenditures
occur in the areas of education, public health and welfare and state correctional institutions.

PreK-12 Education (Basic Education): The financial responsibility for public education in
Pennsylvania is shared by the commonwealth and 500 local school districts. Funds provided by the
commonwealth supplement funds raised locally. State aid to local school districts is provided through
various school subsidy payments for basic instruction, career and technical education, debt service,
pupil transportation, employee retirement programs including social security and various special
education programs.
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The largest such subsidy is the Basic Education subsidy, which provides commonwealth aid to
local school districts. This budget proposes more than $5.88 billion for the Basic Education subsidy in
state and federal ARRA funds in 2010-11, an increase of more than 6.4 percent. This budget also
proposes an increase of $12.6 million, to more than $186 million, in state funds for Early Intervention
services, which is an increase of 7.2 percent. In total, state funding for basic education increased by
more than $448 million, to $9.5 billion.

Higher Education: Higher education in Pennsylvania is provided through 271 degree- granting
institutions, which include the 14 universities of the State System of Higher Education, four state-
related universities, community colleges and various other independent institutions. The budget
proposes nearly $2.0 billion for higher education institutions and students in state and federal ARRA
funds. This includes nearly $424 million for student financial assistance.

Public Health and Welfare: The commonwealth provides support for its residents who are
seeking to achieve and sustain independence. It also provides care, treatment and rehabilitation to
persons with mental and physical disabilities and supports programs to prevent or reduce social,
mental and physical disease and disabilities. For 2010-11, the total public health and human services
expenditures from all sources is $28.7 billion; the amount from the General Fund will be $9.5 billion,
which is an increase of $421 million or 4.6 percent.

The largest component of the public health and welfare expenditures is the Medical Assistance
program. In the last ten years, the program grew at an annual rate of 6 percent. Caseload growth has
increased over the last two years after a period of relatively low growth due to current economic
conditions. Technological advances in medicine and general medical inflation, including increases in
pharmaceutical prices, result in an increase in overall Medical Assistance expenditures in 2010-11. In
an effort to continue to contain costs and operate efficiently, while maintaining the necessary
services, this budget continues 2009-10 cost containment initiatives and proposes additional cost
containment strategies in 2010-11. Total funding in 2010-11 increases $1.2 billion from $16.4 billion to
$17.6 billion. This increase would have been higher if not for cost containment efforts. State funds are
anticipated to increase from $4.4 billion in 2009-10 to $4.7 billion in 2010-11, which is an increase of
$374 million or 8.6 percent. The enhanced Federal Medical Assistance Percentage provides $1.5
billion in 2009-10 and nearly $1.6 billion in 2010-11 and directly offsets state fund costs.

Income maintenance, including cash assistance payments and child care services for families in
transition to independence and self-sufficiency, totaled $3.0 billion from all sources for 2009-10. The
2010-11 budget maintains total resources of $3.0 billion while the commonwealth’s General Fund
share is increased from $1.16 billion to $1.18 billion. Of the $3.0 billion, the budget provides a total of
$822 million for child care services. This more than doubles the amount of child care funding since
2000-01.

The 2010-11 budget continues the policy of supporting independence for people with mental
retardation and mental health disabilities. In June 2002, the state supported 5,098 institutional beds.
By June 2010, that will be reduced to 2,995, a reduction of 41 percent. Over that period, the
community budgets will have grown by $855 million in total funds, an increase of nearly 50 percent.

State Correctional Institutions: The 2010-11 budget proposed for the state correctional
system is $1.9 billion, including nearly $173 million in federal ARRA funds. From 2006-07 to 2010-11,
total costs have grown from $1.4 billion to $1.9 billion. This is due to the continuing rise in the inmate
population in the state correctional system, which has grown from 45,484 inmates in 2006-07 to an
estimated 55,427 inmates in 2010-11.

Motor License Fund

The Motor License Fund is one of the special revenue funds of the commonwealth and a major
operating fund of the commonwealth. It is the fund that receives most of the revenues required by the
Constitution of Pennsylvania to be used only for costs of construction, reconstruction, maintenance
and repair of and safety on highways and bridges in the commonwealth and for the payment of debt
service on obligations incurred for such purposes. The major sources of revenue to the Motor License
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Fund are from motor fuels taxes, vehicle registration fees, license and operators’ license fees and
excise taxes imposed on products used in motor transportation. Certain of these revenues are further
restricted to specific highway uses and are not included in the Motor License Fund estimate of
revenue.

Taxes on various fuels provided approximately 46 percent of total Motor License Fund
revenues in 2008-09. Revenue from liquid fuels taxes, which had only been growing minimally over
the past several years, decreased significantly during 2008-09. Revenues from liquid fuels taxes
declined 6 percent during 2008-09. Current fiscal year-to-date liquid fuels receipts are 1.7 percent
above 2008-09 levels through December 2009. For 2009-10 an increase of 1.4 percent is projected
while the budget for 2010-11 projects an increase in liquid fuels tax receipts of 0.1 percent over 2009-
10.

Beginning in 2007-08, the commonwealth and the Pennsylvania Turnpike Commission reached
an agreement for the Turnpike Commission to provide annual contributions for an expanded highway
and bridge program and for local maintenance of roads and bridges. In 2008-09 and in 2009-10, the
agreement calls for the Turnpike Commission to provide $500 million, increasing to $512.5 million in
2010-11. This budget assumes the federal government will approve Pennsylvania’s request to
institute tolling of Interstate 80, which will enable the Turnpike to make this payment in 2010-11.

The Budget for 2010-11 recommends $5.2 billion for construction, reconstruction and
maintenance of highways and bridges in the commonwealth. Looking to the future, the department is
researching highway systems technology in such areas as intelligent transportation systems,
advanced maintenance technologies and high performance pavement markings. In addition, the
department will provide quality services that are user-friendly and customer-focused and will remain
responsive and accountable to the citizens of the commonwealth.

The Department of Transportation will continue to establish and maintain a first-rate
infrastructure, which unites roads, rails, waterways, airports and information networks linking goods,
services, people and ideas to our community, state and world markets.

Lottery Fund

The Lottery Fund is a special revenue fund that receives the proceeds of lottery sales. It
provides funding for lottery prizes and for programs supporting older Pennsylvanians. These
programs include assistance in the purchase of pharmaceuticals, property tax and rent assistance,
community care programs and public transportation subsidies.

The largest program funded by the Lottery Fund is the Property Tax and Rent Rebate (PTRR)
program within the Department of Revenue. This program allows older Pennsylvanians, surviving
spouses over age 50 and permanently disabled citizens to lead fuller lives by restoring a portion of
their income through property tax and rent rebate assistance.

Act 1 of Special Session No. 1 of 2006 dramatically expanded the current Property Tax / Rent
Rebate program to give more Pennsylvanians a rebate while also increasing the amounts of the
rebates. The expansion includes increasing the household income limit from $15,000 to $35,000 and
increasing the maximum rebate from $500 to $650.

The PENNCARE program is the second largest in the Lottery Fund. It provides home and
community-based services to older Pennsylvanians to enrich their lives and enable them to delay or
avoid moving to a nursing home. For 2010-11, $243.6 million is provided for the PENNCARE
appropriation. For additional details, see the Department of Aging and Long Term Living presentation.

The Pharmaceutical Assistance Contract for the Elderly (PACE) program is the third largest
program in the Lottery Fund. This program provides pharmaceutical benefits to qualified older
Pennsylvanians who face a growing burden from the cost of drugs required to maintain healthy and
productive lives.
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Act 111 of 2006 created PACE Plus Medicare, which enables cardholders to take advantage of
the features of both PACE and Medicare Part D. PACE Plus fills the coverage gaps encountered by
cardholders in Medicare Part D, including deductibles, the doughnut hole phase of no Medicare
coverage, drugs excluded under Medicare Prescription Drug, Improvement and Modernization Act
(MMA) of 2003, drugs not on a plan’s formulary and copayment differentials between the Part D plan
coverage and the PACE and PACENET copayments. PACE Plus pays the Medicare premiums for
Part D coverage for PACE cardholders, while PACENET cardholders must pay the Part D premiums.
The budget proposes to include the PACE/PACENET program in the National Medicaid Pooling
Initiative to receive additional pharmaceutical rebates. This budget also anticipates that federal reform
for Medicare Part D will reduce the amount the program pays for doughnut hole coverage for its
participants. For additional details, see the Department of Aging and Long Term Living presentation in
Section C.

Act 44 of 2007 provides a transfer to the Public Transportation Trust Fund for distribution to
transit systems providing free rides to older Pennsylvanians.

Tobacco Settlement Fund

On December 17, 1999, Pennsylvania finalized its contractual agreement with the five major
tobacco companies under the Master Settlement Agreement (MSA). The MSA provides a perpetual
reimbursement to states for the costs incurred as a result of tobacco use.

The Tobacco Settlement Act 77 of 2001 established the Tobacco Settlement Fund as the
special revenue fund that receives the proceeds from the MSA for the commonwealth. It provides
funding for programs such as health care insurance for the uninsured, home and community-based
care, tobacco use prevention and cessation, broad-based health research, medical care for workers
with disabilities, contributions to the PACENET program and uncompensated care.

The fund also maintains an endowment component to preserve a portion of the receipts to
ensure funds for future generations, sustain critical programs if tobacco allocations decrease and
provide ongoing revenue if tobacco allocations cease. The initial payment from the MSA of $142
million was deposited into the endowment account. In addition, strategic contribution payments,
earnings from investments and 8 percent of the annual payment from the MSA have been deposited
into the endowment account.

The 2005-06 budget initiated a resource redirection to take into consideration the escalating
cost of long-term care services for Pennsylvania seniors and persons with disabilities. At the same
time, a significant new revenue stream, the Community Health Reinvestment Agreement with the
Blue Cross/Blue Shield plans, became available for this fund’s program of health insurance for the
uninsured. In 2009-10, Act 50 of 2009 redirected 25 percent of the funds allocated to tobacco use
prevention and cessation activities, 33 percent of the funds allocated to health care insurance for
uninsured adults, 100 percent of the funds allocated for the Endowment Account, tobacco revenue
interest and earnings and the annual strategic contribution payment to offset the cost of long term
care. In addition, Act 50 of 2009 redirected 37.5 percent of the funds allocated to tobacco use
prevention and cessation to the General Fund and transferred $150 million from the Endowment
Account to the General Fund. This budget proposes to continue these same percentage redirects in
2010-11 and transfers $250 million from the Endowment Account to the General Fund. For additional
details on the programs funded from the Tobacco Settlement Fund, see the Health Investment Plan
portion of the Tobacco Settlement Fund presentation in Section C. Agencies participating in Tobacco
Settlement Fund programs include Aging and Long Term Living, Community and Economic
Development, Health, Insurance and Public Welfare.
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Rainy Day Fund

Act 91 of 2002 created the Budget Stabilization Reserve Fund to replace the Tax Stabilization
Reserve Fund as the commonwealth’s Rainy Day Fund. The purpose of the Rainy Day Fund is to
provide financial assistance to counterbalance downturns in the economy that result in revenue
shortfalls in order to promote greater continuity and predictability in the funding of vital government
services.

The Budget Stabilization Reserve Fund is to receive an annual transfer of 25 percent of the
General Fund's fiscal year ending balance. The transfer requirement is reduced to 10 percent of the
General Fund's ending balance if the balance of the Budget Stabilization Reserve Fund equals or
exceeds 6 percent of actual General Fund revenues received for the fiscal year.

At the close of the 2001-02 fiscal year, the balance of the former Tax Stabilization Reserve
Fund was nearly $1.04 billion. In order to balance the 2001-02 and 2002-03 General Fund budgets,
Act 91 of 2002 repealed the Tax Stabilization Reserve Fund and by law the entire balance was
transferred to the General Fund. The General Appropriation Act of 2002 transferred $300 million from
the General Fund as an initial deposit into the new Budget Stabilization Reserve Fund. Subsequently,
the General Appropriation Act of 2003 repealed this transfer and the $300 million reverted back to the
General Fund. In accordance with Act 91 of 2002, 25 percent of the General Fund’s 2002-03 fiscal
year ending balance, or $69.8 million, was transferred to the Rainy Day Fund after the close of the
fiscal year.

The transfer from the 2003-04 General Fund balance to the Budget Stabilization Reserve Fund
of $190 million exceeded the 25 percent statutory minimum and increased the balance in the Fund to
more than $260 million, bringing it slightly higher than the balance in 1996-97. In accordance with Act
41 of 2005, the transfer from the General Fund balance for the fiscal year 2004-05 was 15 percent of
the balance; the amount transferred was $64.4 million. Transfers of 25 percent of the General Fund
balance amounted to $171.4 million in 2005-06 and $177 million in 2006-07. Act 53 of 2008
suspended the transfer of surplus funds to the Budget Stabilization Reserve Fund for 2007-08.

The downfall in the national economy has negatively impacted the commonwealth’s revenues.
To help balance the 2009-10 budget, Act 50 of 2009 authorized the transfer of $755 million from the
Budget Stabilization Reserve Fund to the General Fund.

Rainy Day Fund
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Overview: Economic Outlook

Complement

A major component of any budget is the size of its workforce or complement. In Pennsylvania, a
complement level (the number of full-time equivalent (FTE) salaried positions) is authorized by
appropriation for each agency under the Governor’s jurisdiction. A summary of authorized salaried
complement by department is included in Section | of this budget document.

The Rendell Administration has reduced commonwealth complement through disciplined
complement management. The commonwealth’s total authorized complement level was 86,125
positions when the Rendell Administration took office in January 2003. This level has been reduced
thus far to 81,334 — a reduction of 4,791 positions. This budget proposes an additional reduction in
the commonwealth’s current authorized FTE salaried complement level in 2010-11 of 352 positions.
Additions to several agency complements, primarily in support of public safety initiatives, will ensure
the successful implementation of the Governor’s plan for 2010-11, while retaining a net reduction of
4,887 positions since the administration took office.

Authorized Complement
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80,000 -
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78,000 -

January 2003 Budget
2010-11

In conjunction with this reduction in authorized position levels, filled positions have also been
declining. The number of filled salaried positions in agencies under the Governor’s jurisdiction was
81,657 when the Rendell Administration took office in January 2003. As of January 2010, the number
of filled salary positions was 77,168. This represents a reduction of 4,489 filled positions, or a
reduction of more than 5 percent.
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STATEMENTS

This section summarizes the budget for the General Fund and selected
Special Funds. It includes seven year financial statements for each of these
funds, a seven year summary by agency and fund, summaries by the seven
commonwealth programs, and several summaries for the General Fund
including income by major source and outgo by program.
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Overview and Summaries

Seven Year Financial Statements By Fund

The following financial statements are a summary of the General Fund and selected Special Fund
revenues and expenditures for the 2008-09 actual year, 2009-10 available year, 2010-11 budget year, as

well as future year estimates.

subsequent tables and in Section C of this budget.

General Fund

(Dollar Amounts in Thousands)

Additional information on revenues and expenditures is detailed in

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Beginning Balance.........c.c.ocoeniininn $ 582,796 $ -2,030417 $ 37479 % 4,185 2,442,419 $ -5,624,144 -9,129,185
REVENUES.......cco i $ 25,529,805 $ 28,299,700 * $ 27,515,100 $ 28,629,700 29,786,500 $ 30,911,100 32,124,500
AdJUSIMENES®. ... -1,058,663 -1,190,000 -1,275,000 -1,290,000 -1,320,000 -1,350,000 -1,370,000
Funds Available.............ccccccooviiiiiiiinnenn, $ 25,053,938 $ 25,079,283 $ 26,277,579 $ 27,343,885 26,024,081 $ 23,936,956 21,625,315
Total Spendingc ---------------------------------------- -28,323,830 -27,739,870 -29,029,507 -30,284,567 -31,648,225 -33,066,141 -34,379,855
Federal ARRA Offset........ccccuvveveeeeiiiiinnns 1,239,475 2,698,066 2,756,113 498,263 0 0 0
Total State Expenditures.............cccocueune -27,084,355 -25,041,804 -26,273,394 -29,786,304 -31,648,225 -33,066,141 -34,379,855
Ending Balance............oooooviniininn, $ -2,030417 $ 37,479 % 4,185 $ -2,442,419 -5,624,144 $ -9,129,185 -12,754,540
ADD: Stimulus Transition Reserve Fund

Revenue collected during 2010-11° 0 $ 0 $ 0 $ 874,040 0 $ 0 0
SEVEeranCe TaX......uuueruuiirieiieaieeaeaaaaaans 0 0 0 260,010 320,040 396,180 475,560
Vendor Sales Tax Discount...................... 0 0 0 76,000 79,100 81,800 84,500
Other Tobacco Products Tax................... 0 0 0 46,800 49,800 53,100 56,600
Sales and Use TaX.....ccceeeevevvvrieeeeeeeeeeeens 0 0 0 863,300 922,700 986,300 1,036,500
Combined Reporting..........ccoccveeeeeiieeennns 0 0 0 167,300 181,000 188,400 195,900
Total Revenue..........ccocvveeeeeeeecccinneens $ 0 % 0 $ 0 $ 2,287,450 1,652,640 $ 1,705,780 1,849,060
Revised Ending Balance.............cccccueee... $ -2,030,417 $ 37,479 $ 4,185 $ -154,969 -1,784,054 $ -3,583,315 -5,359,610

& FY 2009-10 revenues includes $755 million transferred from the Budget Stabilization Reserve Fund.

® Includes refunds, lapses and adjustments to beginning balances.

© Includes State General Fund appropriations and Federal ARRA funds appropriated from the enhanced

Federal Medical Assistance Percentage and the State Fiscal Stabilization Fund.

% see page C1.6 for additional information regarding the proposed Stimulus Transition Reserve Fund.
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Overview and Summaries

Seven Year Financial Statements By Fund

Motor License Fund?®

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 110,726 $ 57,684 $ 105,557 $ 15,649 $ 4,770 $ 16,177 $ 25,517
RECEIPLS. ...vviiiiiiee e 2,672,068 2,691,990 2,619,060 2,735,020 2,803,560 2,851,420 2,881,280
Funds Available............cccccoeeeen. $ 2,782,794 $ 2,749,674 $ 2,724,617 $ 2,750,669 $ 2,808,330 $ 2,867,597 $ 2,906,797
Less Expenditures..........cccocueeenne -2,725,110 -2,644,117 -2,708,968 -2,745,899 -2,792,153 -2,842,080 -2,895,049
Ending Balance...........ccccccovuneenne $ 57,684 $ 105,557 $ 15,649 $ 4770 $ 16,177 $ 25517 $ 11,748

Banking Department Fund
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 28,785 $ 9,842 $ 9,082 $ 4,664 $ 246 $ -4,172 % -8,590
RECEIPLS. ...vviiiiiiieiiee e 17,979 19,835 16,420 16,420 16,420 16,420 16,420
Funds Available............cccccoeeeene $ 46,764 $ 29,677 $ 25,502 $ 21,084 $ 16,666 $ 12,248 $ 7,830
Less Expenditures..........cccocueeennee -36,922 -20,595 -20,838 -20,838 -20,838 -20,838 -20,838
Ending Balance...........ccccccovuueenne $ 9,842 $ 9,082 $ 4,664 $ 246 $ -4,172  $ -8,590 $ -13,008

Boat Fund
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 16,558 $ 16,973 $ 13,842 % 10,063 $ 7,413 $ 4,763 $ 2,113
RECEIPLS. ...veiiiiieeeiee e 17,860 16,851 12,963 12,963 12,963 12,963 12,963
Funds Available............cccccoeeeenne $ 34,418 $ 33,824 $ 26,805 $ 23,026 $ 20,376 $ 17,726  $ 15,076
Less Expenditures..........cccocueeennee -17,445 -19,982 -16,742 -15,613 -15,613 -15,613 -15,613
Ending Balance...........cccccevuneenne $ 16,973 $ 13,842 $ 10,063 $ 7413 $ 4,763 $ 2,113 $ -537

a -
Excludes restricted revenue.
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Overview and Summaries

Seven Year Financial Statements By Fund

Environmental Stewardship Fund

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 5458 $ 3,471 $ 4,000 $ 0 $ 0 $ 0 $ 0
ReCEIPLS....veviiiiieeiee e 67,936 68,426 66,000 66,000 66,000 66,000 66,000
Funds Available............cccccoeeeenne $ 73,394 $ 71,897 $ 70,000 $ 66,000 $ 66,000 $ 66,000 $ 66,000
Less Expenditures..........cccocueeennee -69,923 -67,897 -70,000 -66,000 -66,000 -66,000 -66,000
Ending Balance..........c.c.ccceeveuvenee. $ 3471 $ 4,000 $ 0 $ 0 $ 0 $ 0 $ 0

Farm Products Show Fund
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 504 $ 80 $ 67 $ 24 $ 19 $ 14 $ 9
ReCEeIPLS....uvviiiiiieiiee e 9,109 9,210 9,221 9,259 9,259 9,259 9,259
Funds Available............cccccoeeeene $ 9,613 $ 9,290 $ 9,288 $ 9,283 $ 9,278 $ 9,273 $ 9,268
Less Expenditures..........c.cocveeennee -9,533 -9,223 -9,264 -9,264 -9,264 -9,264 -9,264
Ending Balance...........cc.ccoevennenne. $ 80 $ 67 $ 24 $ 19 $ 14 $ 9 $ 4

Fish Fund
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 27,446 $ 30,734 $ 26,345 $ 20,613 $ 16,081 $ 11,549 $ 7,017
RECEIPLS. ...vviiiiiiee e 43,553 38,888 35,701 35,701 35,701 35,701 35,701
Funds Available............cccccoeeeenne $ 70,999 $ 69,622 $ 62,046 $ 56,314 $ 51,782 $ 47,250 $ 42,718
Less Expenditures..........c.cocueeennee -40,265 -43,277 -41,433 -40,233 -40,233 -40,233 -40,233
Ending Balance...........ccccccevuveenne $ 30,734 $ 26,345 $ 20,613 $ 16,081 $ 11,549 $ 7,017 $ 2,485
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Seven Year Financial Statements By Fund

Beginning Balance

Receipts.....cccoveeeeniiieees

Funds Available................

Less Expenditures

Ending Balance................

Beginning Balance

Receipts.....ccoovveeiiiieens

Funds Available................

Less Expenditures

Ending Balance................

Beginning Balance

Add Reserve From Prior Year
Receipts.....ccoovveeiiiieeene

Funds Available................

Less Expenditures

Less Reserve for Current Year

Ending Balance................

Game Fund

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 33,461 $ 27,744 $ 20,444 $ 2972 % 900 $ -1,172 % -3,244
68,412 70,880 63,104 68,174 68,174 68,174 68,174
............ $ 101,873 $ 98,624 $ 83,548 $ 71,146 $ 69,074 $ 67,002 $ 64,930
-74,129 -78,180 -80,576 -70,246 -70,246 -70,246 -70,246
............ $ 27,744 $ 20,444 $ 2972 % 900 $ -1,172° $ -3,244  $ -5,316

Keystone Recreation, Park and Conservation Fund
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 9,754 $ 6,158 $ 6,379 $ 0 $ 0 $ 0 $ 0
56,684 50,590 55,171 63,518 70,859 76,506 81,482
............ $ 66,438 $ 56,748 $ 61,550 $ 63,518 $ 70,859 $ 76,506 $ 81,482
-60,280 -50,369 -61,550 -63,518 -70,859 -76,506 -81,482
............ $ 6,158 $ 6,379 $ 0 $ 0 $ 0 $ 0 $ 0

Lottery Fund
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 351,041 $ 113,189 $ 127,757 $ 116,365 $ 112,147 $ 67,630 $ 23,423
...... 100,000 0 0 0 0 0 0
1,410,994 1,592,271 1,582,201 1,618,826 1,628,888 1,646,353 1,662,121
............ $ 1,862,035 $ 1,705460 $ 1,709,958 $ 1,735,191 $ 1,741,035 $ 1,713,983 $ 1,685,544
-1,748,846 -1,577,703 -1,593,593 -1,623,044 -1,673,405 -1,690,560 -1,706,574
..... 0 0 0 0 0 0 0
113,189 $ 127,757 $ 116,365 $ 112,147 $ 67,630 $ 23,423 $ -21,030
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Seven Year Financial Statements By Fund

Racing Fund
(Dollar Amounts in Thousands)
2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 3 3 358 $ 0% 0% 03 0% 0
ReCeipts.....ccvvviieiieeeec 17,209 16,899 18,165 18,165 18,165 18,165 18,165
Funds Available............c.ccoceenen. $ 17,212 $ 17,257 $ 18,165 $ 18,165 $ 18,165 $ 18,165 $ 18,165
Less Expenditures............cccoeeneee. -16,854 -17,257 -18,165 -18,165 -18,165 -18,165 -18,165
Ending Balance.............cccccoveennee. $ 358 $ 0 $ 0 $ 0 $ 0 $ 0 $ 0

Tobacco Settlement Fund

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Beginning Balance....................... $ 396,213 $ 433,443 $ 368,016 $ 369,837 $ 369,914 $ 370,003 $ 370,105
Receipts......ccoovvvniiiiiiii 484,238 378,815 370,641 370,723 370,819 370,927 371,049
Funds Available..................cc.o..... $ 880,451 $ 812,258 $ 738,657 $ 740,560 $ 740,733 $ 740,930 $ 741,154
Less Expenditures...............c.c...... -447,008 -444,242 -368,820 -370,646 -370,730 -370,825 -370,932
Ending Balance...............cc.ccccei. $ 433,443 $ 368,016 $ 369,837 $ 369,914 $ 370,003 $ 370,105 $ 370,222
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Overview and Summaries

Seven Year Department Summary by Fund

The following is a summary by department of 2008-09 actual expenditures, the 2009-10 amounts available, the 2010-11 amounts budgeted and
future year estimates for the General Fund and selected Special Funds.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated
Governor's Office
GENETal FUNG....couverreeerrcreeereseeesssseessensssessaes $ 7,293 $ 6,900 $ 6,831 $ 6,831 $ 6,831 $ 6,831 $ 6,831
Executive Offices
General FUN........oovvvviirniiiieeieiesissieseesenens $ 254,299 $ 204,486 $ 183,989 $ 182,088 $ 181,989 $ 181,989 $ 182,088
Motor LiCense FUN..........cocveieineineineieiseineies 21,634 23,030 24,662 24,662 24,662 24,662 24,662
Department Total.........ccceeveerieiiieiieiieeee. $ 275,933 $ 227516 $ 208,651 $ 206,750 $ 206,651 $ 206,651 $ 206,750
Lieutenant Governor
General FUN........co.vvvveiiiieieieeeie e $ 1,428 $ 1,075 $ 1,053 $ 1,053 $ 1,053 $ 1,053 $ 1,053
Attorney General
General FUN........ccovvveiiniiniienieieie e $ 94,509 $ 86,522 $ 85,657 $ 85,657 $ 85,657 $ 85,657 $ 85,657
Auditor General
General FUN........ccrieieniiiieieeeisiseesseeseenens $ 54,520 $ 48,303 $ 48,070 $ 47,820 $ 47,820 $ 47,820 $ 47,820
Treasury
General FUN........ocvivmiiniiniiniieeieeeissiesee s $ 955,348 $ 976,792 $ 1,071,673 $ 1,192,927 $ 1,325,652 $ 1,361,101 $ 1,343,498
LOttErY FUNG......ceveverierricesessee e 50 50 50 50 50 50 50
Racing Fund 10 10 10 10 10 10 10
Environmental Stewardship Fund.. 25,113 31,901 36,833 42,506 47,425 47,407 47,416
Motor License FUNd..........ocveeeeeneeneeneenenneenens 35,931 36,826 37,145 36,276 29,430 25,857 25,026
Game FUNG. ... 5 5 5 5 5 5 5
Fish Fund 5 25 5 5 5 5 5
Banking Department FUNd............cccoooocoovmvvinncriiinnnns 5 5 5 5 5 5 5
Farm Products Show Fund...........cc.ccceevniinnniiinniis 5 5 5 5 5 5 5
Boat Fund.........cccoouvvvvvvnnee. 5 5 5 5 5 5 5
Tobacco Settlement Fund.. 5 5 5 5 5 5 5
Keystone Recreation, Park and Conservation Fund. 5 5 5 5 5 5 5
Department Total.........ccceereereiiiieiienieee. $ 1,016,487 $ 1,045,634 $ 1,145746 $ 1,271,804 $ 1,402,602 $ 1,434,460 $ 1,416,035
Aging and Long Term Living
General FUN........oo.vvvviiiiniierieiese s $ 836,236 $ 806,484 $ 842,979 $ 1,308,020 $ 1,460,519 $ 1,504,152 $ 1,549,093
Lottery Fund..........c........ 825,251 660,822 652,831 665,408 711,221 721,221 731,221
Tobacco Settlement FUNG..........coevereeenrenreneeernnen: 213,150 213,401 174,624 175,392 175,431 175,474 175,523
Department Total.........cccevveerieiieeiieicee. $ 1,874,637 $ 1,680,707 $ 1,670,434 $ 2,148,820 $ 2,347,171 $ 2,400,847 $ 2,455,837
Agriculture
General FUN........cc.vieienieniinierierieseeniesieseenene $ 76,085 $ 67,830 $ 62,435 $ 62,435 $ 62,435 $ 62,435 $ 62,435
Racing Fund............... 16,669 17,002 17,916 17,916 17,916 17,916 17,916
Environmental Stewardship Fund.. 6,632 5,327 4,909 3,477 2,749 2,752 2,750
Motor License Fund........... 3,089 4,689 3,975 3,975 3,975 3,975 3,975
Farm Products Show FUNG...........cccneeenrernernieis 6,668 7,000 6,499 6,499 6,499 6,499 6,499
Department Total.......c.ccceevierieeiieiieeieenee. $ 109,143 $ 101,848 $ 95,734 $ 94,302 $ 93,574 $ 93,577 $ 93,575
Banking
Banking Department Fund.............coccovvniniinniinneinned $ 21,917 $ 21,054 $ 20,833 $ 20,833 $ 20,833 $ 20,833 $ 20,833
Civil Service Commission
GeNEral FUN.....coereeerrereerrereeeseessseesssssssessanes $ 13 1% 18 1% 1% 13 1
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Seven Year Department Summary by Fund

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated

Community and Economic Development
General Fund................. $ 579,753 $ 275,848 $ 297,304 $ 315,905 $ 319,575 $ 319564 $ 319,560
Tobacco Settlement FUNd..........coveereeeenirneeneireinenn: 3,000 3,000 3,000 3,000 3,000 3,000 3,000

Department Total..........cccoovievieiiiiiiniceen, $ 582,753 $ 278,848 $ 300,304 $ 318,905 $ 322,575 $ 322,564 $ 322,560

Conservation and Natural Resources
General FUNG........vevnrriessesissse s $ 113,369 $ 92,369 $ 91,375 $ 91,375 $ 91,375 $ 91,375 $ 91,375
Environmental Stewardship Fund............ccccocovineun 10,799 8,675 7,993 7,993 7,993 7,993 7,993
Motor License FUNd...........cocvverievneieversrisniscieniens 1,000 1,000 1,000 1,000 1,000 1,000 1,000
Keystone Recreation, Park and Conservation Fund. 41,050 31,511 40,005 41,283 46,055 49,725 52,960

Department Total..........cccooviieiiiiiiiiies $ 166,218 $ 133555 $ 140,373 $ 141,651 $ 146,423 $ 150,093 $ 153,328

Corrections

General FUNG.......c..revereieririereesseeiessseeinens $ 1,605505% 1,612,329 $ 1,749,168 $ 1,952,356 $ 2,024,745 $ 2,036,932 $ 2,048,734
Education

General FUNG..........omvereerreeeereseeesenseesss $ 11,273,477 $ 10,633,324 $ 11,076,117 $ 12,044,680 $ 12,989,541 $ 14,061,240 $ 15,079,621

Motor License FUund...........ccovevneneneneeneneineinens 1,130 1,125 1,103 1,103 1,103 1,103 1,103

Keystone Recreation, Park and Conservation Fund. 11,015 0 13,539 13,973 15,588 16,830 17,925
Department Total.........cooeveeieniiniciineeene $ 11,285,622 $ 10,634,449 $ 11,090,759 $ 12,059,756 $ 13,006,232 $ 14,079,173 $ 15,098,649

Emergency Management Agency

General FUNG.........c.oceievevieceeeee e $ 22,142 % 15,494 $ 12,448 $ 12,448 $ 12,448 $ 12,448 $ 12,448
Environmental Protection

General FUNG.........ccoovieeiiceeece e $ 219,225 $ 160,764 $ 157,013 $ 157,013 $ 157,013 $ 157,013 $ 157,013

Environmental Stewardship Fund.. 16,759 13,463 12,404 12,404 12,404 12,404 12,404

Motor LiIcense FUNG...........cocevveveeverereinieeeeieeieiens 4,000 4,000 4,000 4,000 4,000 4,000 4,000
Department Total.........ccceevviieiniieeiiieeeeenn $ 239,984 $ 178,227 $ 173,417 $ 173,417 $ 173,417 $ 173,417 $ 173,417
Fish and Boat Commission

General FUN........c..oovivveinieresese s $ 17 $ 17 $ 17 $ 17 $ 17 $ 17 $ 17

FISh FUNG.....oovieeeceeece e 31,671 32,565 34,095 32,895 32,895 32,895 32,895

BOat FUNG.....coocvieireiceecree e, 13,437 12,641 13,119 11,990 11,990 11,990 11,990
Department Total.........ccccoeveiiiiiieiiiieeeienn. $ 45125 $ 45223 $ 47,231 $ 44902 $ 44,902 $ 44902 $ 44,902
Game Commission

Game FUNG......coevcveeieeee e $ 58,768 $ 59,449 $ 62,352 $ 52,022 $ 52,022 $ 52,022 $ 52,022
General Services

General FUNG.........coceieveieceece e $ 117,868 $ 120,175 $ 123,249 $ 123,249 $ 123,249 $ 123,249 $ 123,249

Motor License Fund 12,754 12,754 12,779 12,779 12,779 12,779 12,779
Department Total..........cccovvieiiieeeniieenieeen. $ 130,622 $ 132,929 $ 136,028 $ 136,028 $ 136,028 $ 136,028 $ 136,028
Health

General FUNG........ccovveveeeeeeeece e $ 272,938 $ 239,147 $ 232,183 $ 232,183 $ 232,183 $ 232,183 $ 232,183

Tobacco Settlement FUNd..........cc.evrverevierineeiiennn: 99,724 92,298 77,452 92,794 92,816 92,841 92,869
Department Total..........cccevvieiiieeeniieeniienn. $ 372,662 $ 331,445 $ 309,635 $ 324,977 $ 324,999 $ 325,024 $ 325,052
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Seven Year Department Summary by Fund

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated
Higher Education Assistance Agency
General FUN........oc.vivmeemeenieeeiesieneenene $ 472,873 $ 455,170 $ 455,170 $ 455,170 $ 455,170 $ 455,170 $ 455,170
Historical and Museum Commission
General FUN........ooovvvviiiinieneiesieesse s $ 31,895 % 22,105 $ 19,348 $ 19,348 $ 19,348 $ 19,348 $ 19,348
Keystone Recreation, Park and Conservation Fund. 8,210 0 8,001 8,257 9,211 9,945 10,592
Department Total.......ccccceeieerieiiiieiieeieee. $ 40,105 $ 22,105 $ 27,349 $ 27,605 $ 28,559 $ 29,293 $ 29,940
Infrastructure Investment Authority
Environmental Stewardship Fund............cccovvnin $ 10,620 $ 8,531 $ 7,861 $ 5,568 $ 4,402 $ 4,407 $ 4,404
Insurance
General FUN........oovvvmiinriniieieieie e $ 117,432 $ 123635 $ 126,570 $ 145,403 $ 160,407 $ 176,969 $ 195,251
Tobacco Settlement Fund.............cooovvvnviinniinniinninns 38,796 37,878 15,587 0 0 0 0
Department Total.........ccceeieereeiieniieiieee. $ 156,228 $ 161,513 $ 142,157 $ 145,403 $ 160,407 $ 176,969 $ 195,251
Labor and Industry
General FUN........cc.vvniinriniiereiesie e $ 120,650 $ 92,045 $ 88,961 $ 88,961 $ 88,961 $ 88,961 $ 88,961
Military and Veterans Affairs
General FUN........ccvieiemiiniieieieisiseeeseeseenens $ 127,000 $ 111,276 $ 115,646 $ 115,646 $ 115,646 $ 115,646 $ 115,646
Probation and Parole
General FUN........occvivniiiiniinieeienessissieseesenens $ 111,605 $ 117,664 $ 125842 $ 127,219 $ 127,219 $ 127,219 $ 127,219
Public Welfare
General FUN........cc.vimienieniiierisniesiesieseeseenens $ 8,590,121 $ 7,921,349 $ 8,309,228 $ 10,024,871 $ 10,577,073 $ 10,815,375 $ 11,061,977
Tobacco Settlement FUN..........ccovrveneinnineinninne, 70,364 79,987 83,321 99,455 99,478 99,505 99,535
Department Total.........ccceeveerieiieeiiiiicee, $ 8,660,485 % 8,001,336 $ 8,392,549 $ 10,124,326 $ 10,676,551 $ 10,914,880 $ 11,161,512
Revenue
General FUN........ccvienieniiniinieriereenieseeneenene $ 181,509 $ 198,602 $ 203,831 $ 207,042 $ 195,682 $ 195,807 $ 187,021
Lottery Fund... 763,535 801,383 771,013 787,887 792,435 799,590 805,604
Racing Fund....... 172 244 238 238 238 238 238
Motor License FUN.........ocveneneneneneneinens 24,211 26,842 27,218 27,218 27,218 27,218 27,218
Department Total.........cccceeveerieeiiiiniienicee. $ 969,427 $ 1,027,071 $ 1,002,350 $ 1,022,385 $ 1,015,573 $ 1,022,853 $ 1,020,081
Securities Commission
General FUN........c..vimieniiniieieieisiiesieseeseenens $ 1,782 $ 1,400 $ 1,386 $ 1,386 $ 1,386 $ 1,386 $ 1,386
State
General FUN........c.oiiiiiniieeeieiseiseeeeieseenens $ 12,465 $ 10,148 $ 9,648 $ 9,648 $ 9,678 $ 9,648 $ 9,648
State Employees' Retirement System
GENEral FUN....oouvirrerrerreisseseseissssssssssssssssanns $ 4% 4% 4% 4% 4% 4% 4
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Seven Year Department Summary by Fund

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated
State Police
General Fund......... .8 182,305 182,664 $ 184,697 $ 184,697 $ 184,697 $ 184,697 $ 184,697
Motor License FUN..........cocovvereneeneineneneneinens 487,747 518,900 533,455 533,455 533,455 533,455 533,455
Department Total........ccceeveeneiiiiniieeieeee. $ 670,052 $ 701564 $ 718,152 $ 718,152 $ 718,152 $ 718,152 $ 718,152
Tax Equalization Board
General FUN........ccviniemeinieneeeeeneeneenene $ 1,207 $ 1,159 $ 1,147 $ 1,147 $ 1,147 $ 1,147 $ 1,147
Transportation
General FUN........ooovvvviininiierieiesesesesseesesens $ 11,720 $ 11,013 $ 12,033 $ 12,033 $ 12,033 $ 12,033 $ 12,033
LOttery FUNG........ooeuieieiieceies e 77,850 80,186 81,500 81,500 81,500 81,500 81,500
Motor LiCense FUNd.........ocveeeereenneeneeneenenneenees 2,133,614 2,057,951 2,063,631 2,101,431 2,154,531 2,208,031 2,261,831

Department Total $ 2,223,184 $ 2,149,150 $

Legislature

General FUNG........ccocuveieecee e $ 330,633 $ 303,850 $
Judiciary

General FUNG........cccvnicceesies e $ 307,141 $ 276,860 $

COMMONWEALTH TOTALS:

General Fund $ 27,084,355 $ 25,176,804 $ 2

Lottery FuNd.........ccoovieiiee e 1,666,686 1,542,441
Racing FuNnd.........ccccooiiiieiiiiiee e, 16,851 17,256
Motor License Fund............ceeevvveeeeeeeinnneen. 2,725,110 2,687,117
Game FuNd.......ccccoovviiiiiiiee e 58,773 59,454
Fish FUNd........ooooiiiiiiccccee e, 31,676 32,590
Banking Department Fund.. 21,922 21,059
Farm Products Show Fund................ccvee.... 6,673 7,005
Boat FUN........cooeeeiiie e 13,442 12,646
Keystone Recreation, Park and

Conservation Fund.......... 60,280 31,516
Tobacco Settlement Fund............ 425,039 426,569
Environmental Stewardship Fund................. 69,923 67,897

2,157,164 $ 2,194,964 $ 2,248,064 $ 2,301,564 $ 2,355,364

301,411 $ 300,811 $ 300,811 $ 300,811 $ 300,811

276,860 $ 276,860 $ 276,860 $ 276,860 $ 276,860

6,273,394 $ 29,786,304 $ 31,648,225 $ 33,066,141 $ 34,379,855

1,505,394 1,534,845 1,585,206 1,602,361 1,618,375
18,164 18,164 18,164 18,164 18,164
2,708,968 2,745,899 2,792,153 2,842,080 2,895,049
62,357 52,027 52,027 52,027 52,027
34,100 32,900 32,900 32,900 32,900
20,838 20,838 20,838 20,838 20,838
6,504 6,504 6,504 6,504 6,504
13,124 11,995 11,995 11,995 11,995
61,550 63,518 70,859 76,505 81,482
353,989 370,646 370,730 370,825 370,932
70,000 71,948 74,973 74,963 74,967

GRAND TOTAL....oiiiiiiiiiiiecie e

$ 32,180,730 $ 30,082,354 $ 3

1,128,382 $ 34,715,588 $ 36,684,574 $ 38,175,303 $ 39,563,088
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Overview and Summaries

General and Special Funds

This table shows a summary by Commonwealth Programs of 2008-09 expenditures, the 2009-10
amounts available, the 2010-11 amounts budgeted and future year estimates for the General Fund and selected
Special Funds.

Seven Year Commonwealth Program Summary

(Dollar amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Commonwealth Program Actual Available Budget Estimated Estimated Estimated Estimated
Direction and Supportive Services.............cccce.... $ 1,426,343 $ 1,419,735 $ 1,387,878 $ 1,412,151 $ 1,403,550 $ 1,409,055 $ 1,404,518
Protection of Persons and Property.............c....... 3,587,843 3,501,089 3,620,373 3,826,752 3,913,447 3,942,169 3,972,251
Education...........ccooevieiiiiiiiii e 11,680,135 11,040,162 11,496,255 12,466,107 13,413,270 14,487,014 15,507,373
Health and Human Services............cccccuirinnnenn 11,312,570 10,404,708 10,767,582 12,992,987 13,743,585 14,035,615 14,337,265
Economic Development..........cccocovevieiiiieeninennn, 694,590 362,832 381,240 398,224 401,438 402,178 402,953
Transportation .........cccocceeveevieieeieeseesee e 2,103,858 2,020,787 2,031,397 2,069,197 2,122,297 2,175,797 2,229,597
Recreation and Cultural Enrichment.................... 421,858 343,746 357,787 346,742 352,761 357,391 361,472
Debt SErviCe.......cccooiiiiiiiiiiecicc e 953,533 989,295 1,085,870 1,203,428 1,334,226 1,366,084 1,347,659
GENERAL FUND AND SPECIAL
FUNDS TOTAL.....oiiiiiiiiiiiiesieein e $ 32,180,730 $ 30,082,354 $ 31,128,382 $ 34,715,588 $ 36,684,574 $ 38,175,303 $ 39,563,088
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Overview and Summaries

Distribution of the Commonwealth Dollar

GENERAL FUND AND
SPECIAL FUNDS

2010-11 Fiscal Year

(Dollar Amounts in Thousands)
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Education $11,496,255 36.9%
Health and Human Services
$10,767,582 34.6%

Protection of Persons and Property $3,620,373 11.6%

Transportation $2,031,397 6.5%

Direction and Supportive Services $1,387,878 4.5%

Debt Service $1,085,870 3.5%

TOTAL $31,128,382

Economic Development $381,240 1.3%

Recreation and Cultural Enrichment $357,787 1.1%
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Overview and Summaries

General Fund

This table shows a summary by Commonwealth Program of 2008-09 expenditures, the 2009-10 amounts
available, the 2010-11 amounts budgeted and future year estimates.

Seven Year Commonwealth Program Summary

(Dollar amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated

Commonwealth Program
Direction and Supportive Services.......... $ 868,222 $ 819,777 % 816,226 $ 823,525 $ 810,376 $ 808,726 $ 798,175
Protection of Persons and Property........ 2,867,724 2,744,837 2,876,430 3,099,828 3,187,251 3,215,970 3,246,054
Education..........cocoeiiiieiiieeee e 11,670,515 11,039,037 11,484,074 12,453,572 13,399,413 14,472,141 15,491,604
Health and Human Services................... 9,827,681 9,081,700 9,502,854 11,683,538 12,388,239 12,670,174 12,961,717
Economic Development...........cccceeeueeene 680,970 351,301 370,379 389,656 394,036 394,771 395,549
Transportation ........cc.ccceeveeenieeenieesinens 10,236 9,589 10,631 10,631 10,631 10,631 10,631
Recreation and Cultural Enrichment....... 254,398 197,905 188,761 188,761 188,761 188,761 188,761
Debt Service.......cccovveiiiiiiiiieiieeeeee 904,609 932,658 1,024,039 1,136,793 1,269,518 1,304,967 1,287,364
GENERAL FUND TOTAL......ccvvveeeiiinenn, $ 27,084,355 $ 25,176,804 $ 26,273,394 $ 29,786,304 $ 31,648,225 $ 33,066,141 $ 34,379,855
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Distribution of the Commonwealth Dollar

GENERAL FUND
2010-11 Fiscal Year
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Education 43.7¢

Health and Human Services 36.2¢

Protection of Persons and Property 10.9¢ —

Debt Service 3.9¢ —

Direction and Supportive Services 3.1¢ —

Economic Development 1.4¢ ——

Other Programs .8¢
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Overview and Summaries

General Fund

The following is a summary by Commonwealth Program of the 2009-10 amounts available and the
2010-11 amounts budgeted and the percent each program represents of the General Fund.

Program Summary

(Dollar Amounts in Thousands)

2009-10 2010-11

Commonwealth Program

Direction and Supportive Services..........cccceveereannen. $ 819,777 3.3% $ 816,226 3.1%
Protection of Persons and Property...........cccceevueeenee. 2,744,837 10.9% 2,876,430 10.9%
EdUCALION. ...t 11,039,037 43.8% 11,484,074 43.7%
Health and Human Services..........c.ccccoovveiiiiiiniennene 9,081,700 36.1% 9,502,854 36.2%
Economic Development...........cocveeiiiieiieeiniieecieeeee 351,301 1.4% 370,379 1.4%
Other Programs.........cccooueeiieiiiiee i 207,494 0.8% 199,392 0.8%
Debt SEIVICE.....cuviiiiiie e 932,658 3.7% 1,024,039 3.9%
GENERAL FUND TOTAL.....euiiiiiiiiiieeeeeeeee $ 25,176,804 100.0% $ 26,273,394 100.0%
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GENERAL FUND

2010-11 Fiscal Year

Income

(Dollar Amounts in Thousands)

E: UN]

ron ML otars. subGE TOTAL INCOME................ $27,515,100
Refunds.......ccccovviiiiennnnn —-1,275,000
Beginning Balance............ 37,479
TOTAL .o $26,277,579

Personal IncomeJ
$10,378,800 37.7%

Consumption $10,038,900 36.5%
Business $4,947,400 18.0%

Other Taxes $1,188,800 4.3%

Non-Tax Revenue $961,200 3.5% —

Outgo
(Dollar Amounts in Thousands)
TOTAL OUTGO .......... $ 26,273,394 -k
Plus Ending Surplus.... 4,185 e
TOTAL v, $ 26,277,579
Education $11,484,074 43.7% J J
Health and Human Services $9,502,854 36.2%

Protection of Persons and Property $2,876,430 10.9%

Debt Service $1,024,039 3.9%

Direction and Supportive Services $816,226 3.1% —

Economic Development $370,379 1.4% —

Other Programs $199,392 0.8% —
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USE OF THE
GENERAL FUND
DOLLAR

2010-11 Fiscal Year

Grants and Subsidies 76.1¢

Institutional 10.3¢ J

General Government 9.7¢

Debt Service Requirements 3.9¢ —

Over three quarters of each General Fund dollar is returned to individuals, local governments,
institutions, school districts, etc. in the form of grants and subsidies.
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2010-11 FiscaL AND
ProGrAM PoLicy DIRECTION
AND BUDGET THEMES

The 2010-11 Fiscal and Program Policy Direction section immediately
following this page presents the fiscal and program policies that guided
the development of the Governor’s Executive budget. The revenue and
expenditure recommendations included in this Budget seek to 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: Adopting a Pennsylvania
Budget That Works; Making Government Work Smarter; Creating a Fairer
Tax Structure and Education — Investing in Our Children, Preparing for the
Future. Theme topics vary from year to year based on the funding priorities
established by the Governor and the recommended budget initiatives
proposed in the budget. Themes may include program revision budget
recommendations. If so, detailed program revision presentations, including
discussion of the program revision and its associated program measures,
funding recommendations and costs by appropriation can be found in Section
E. Department Presentations within the agency responsible for leading the
program revision implementation.
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Overview and Summaries\

2010-11 Fiscal and Program Policy Direction

This section presents the fiscal and program policies that guided the
development of the 2010-11 Governor's Executive Budget. The commonwealth
faced significant financial challenges during the past two fiscal years and in
response instituted many operating and program reductions to help address
significant budget shortfalls. The ongoing weak national and state economy coupled
with projections of a slow recovery will again impact state revenues and program
spending levels in 2010-11. Nonetheless, agencies are expected to rise to the
challenge to continue to efficiently and effectively provide quality services to
Pennsylvania citizens.

In August 2009, the Governor's Budget Office issued the annual budget
instructions, a key budget development policy document, to assist agencies develop
their 2010-11 budget requests.

The 2010-11 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 2010-11 Governor's Executive
Budget. Agencies were to develop plans and policies designed to make government
more efficient and effective. In addition, agency budget requests were to reflect each
agency’s ongoing critical evaluation of its current programs and activities and
include proposed reductions, revisions, reorganizations and expansions in programs
consistent with that critical evaluation. Agencies were to prepare 2010-11 budget
requests building upon the administrative spending constraints and operational
efficiencies initiated during the past seven budget planning cycles and make every
possible effort to eliminate nonessential spending and deliver essential services at
reduced cost.

In addition, agencies were not to propose new information technology projects
unless the projects were approved through the “Community of Practice” review
process managed by the Office for Information Technology. As part of that process,
all major IT requests must first be reviewed by OIT and the Governor's Budget
Office, and approved by the Initiative Compliance Committee. Major IT project
requests not approved by the ICC would not be funded through the budget process.

The budget instructions directed agencies to strengthen their multi-year
planning efforts to realistically reflect future-year consequences of actions proposed
in their 2010-11 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 agencies were to consider when
preparing multi-year projections.

The 2010-11 budget planning process continued the Governor's efforts to
emphasize performance measurement goal-setting as the core component of
budget planning. Agencies were to highlight in their budget submissions their overall
approach to programming within the framework of a strategic plan to implement the
commonwealth’s mission statement and program goals. Highlights were to include
specific proposals to improve the efficiency and effectiveness of program operations,
initiatives and changes in program direction, and the way agency proposals relate to
the Governor's policy guidance and the agency mission, goals and objectives.
Agencies also were told to refine and improve program performance measures so
that the agency, the Governor's Budget Office and the Governor’s Office of Policy
and Planning could better assess agency program effectiveness, efficiency and
base program activity levels. The primary 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.

COMMONWEALTH OF PENNSYLVANIA A3.3 GovERNOR’s ExecuTive BubceT 2010-2011



Overview and Summaries\

The budget instructions also provided guidance on the submission of Capital
Budget project requests. In proposing capital projects, agencies were to consider
the broader objectives and measures of outcome for the operating program the
capital project was intended to serve. Agencies were directed to quantify the
additional annualized operating costs including new positions required and savings
that would be incurred as a result of the completion of the project.

The Governor’s Budget Office provided additional budget guidance to agencies
in September 2009. The Governor's Budget Office noted that growing state pension
liabilities, increasing state correctional institution offender populations and an aging
Pennsylvania population requiring more costly services would continue to place
significant pressure on the commonwealth’s 2010-11 budget and the demand for
state government programs and services.

The Governor's Budget Office also provided direction on the continued
development and submission of program performance measures. Agencies were to
reexamine current program performance measures and modify measures as
appropriate. Agencies also were to submit performance measures that would
measure levels of organizational activity, qualitative and quantitative outcomes
resulting from program activities and the efficiency with which resources were used
to produce program outcomes. Agency were told that results-based plans and
program performance data would be considered as decisions were made on
statewide spending priorities and resource allocation between various agency
budgets.

The Governor's Budget Office also directed agencies to submit budget
proposals to manage operations as efficiently as possible and to reallocate positions
within existing filled complement levels to support critical activities. Agencies were
to budget for mandatory costs only, such as legal, contractual, statutory and other
required costs, and for current filled positions only. Agencies were not to budget for
vacant authorized positions on state General Fund appropriations without providing
a legal or statutory program mandate justification. In addition, agencies were to
partially offset savings from reductions in filled positions by budgeting for
unemployment compensation costs.

The reader is referred to the Overview of Program and Financial Goals and
Policies in this section for a summary of Governor Rendell’s vision and goals for
Pennsylvania. Specific budget recommendations for each program appropriation
can be found in the agency Program Presentations in Section E, Department
Presentations. The reader is also referred to the 2010-11 Budget in Brief, a separate
booklet, for summary information on the 2010-11 Governor's Executive Budget,
including recommended program changes and funding levels in pursuit of the
administration’s mission and goals for the commonwealth.
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Adopting a Pennsylvania Budget That Works

Since the start of the national recession in December 2007, the commonwealth has faced one of the most
challenging economic climates since the Great Depression. State governments across the country have
experienced increasing budgetary pressure from growing prison populations, higher levels of unemployment,
declining sales and income tax revenues, and greater demands on human services programs. A recent
independent study showed that across the nation, the year-over-year change in inflation-adjusted state tax
collections has averaged negative 12.5 percent over the most recent four quarters. The $80 billion decline in the
tax receipts of the 50 states during the first three quarters of 2009 represented the most rapid reduction in 46
years.!

Year-Over-Year Percent Change in State Tax Collections:
Nationwide Four-Quarter Moving Average

State tax collections from the first three quarters
of 2009 showed the largest decline since 1963.

Percentage Change
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Source: Nelson A. Rockefeller Institute of Government. Original Sources - U.S. Census Bureau (tax revenue)
and Bureau of Economic Analysis (GDP price index).

Although the fiscal consequences of the recent economic downturn have been unprecedented, a Pew study of
the fiscal status of the states ranked Pennsylvania seventh in the nation for fiscal stability when assessed against
the factors that led to California’s acute budget crisis.> The commonwealth is the only state in the northeast and the
only large industrial state to appear in the study’s top 10. Further, the commonwealth’s revenue decline was only
half the national average: 35 states experienced a steeper drop in revenue than Pennsylvania did.

Pennsylvania Is the Only Major Industrial State to Be Ranked in the Top 10 in a Recent
Pew Study on State Fiscal Crises

States most like Californi= i) (7] [] [0 [l % *=s'==st like California

! Source: State Revenue Report, January 2010. Nelson A. Rockefeller Institute of Government, Albany, NY.

% Source: Beyond California: States in Fiscal Peril. The Pew Center on the States, Washington, D.C., November 2009. The states
highlighted as being most similar to California were those that Pew identified as being in the greatest fiscal peril when assessed
against the factors that led to California’s acute financial distress.
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Protecting Funding for Essential Services and Preparing for Future Fiscal Challenges

Despite the serious financial situation for state governments all across the nation, the 2010-11 budget reflects
the commonwealth’s continuing resolve to maintain essential public services in times of national economic distress
— especially the social safety net and essential funds for public safety programs. Pennsylvania’s efforts to minimize
the recession’s impact on state services has been augmented by the federal government'’s recovery program, which
has provided new funds for targeted investments in education, public infrastructure and clean energy programs. In
addition, the management and productivity initiatives that have been a priority of the Rendell administration will help
set the stage for strong performance by the commonwealth during the economic recovery.

However, the 2010-11 budget also anticipates several major challenges facing the commonwealth in the new
decade: the ending of federal stimulus support for the states after a short-term extension, and the sharp increase in
contributions to the two statewide pension systems that is anticipated in 2012-13. This budget continues the
Rendell administration’s efforts to identify feasible solutions to the looming pension crisis by presenting a funding
methodology that — if enacted by the General Assembly — would allow the commonwealth and school employers to
gradually absorb the impact of increased pension contributions over a period of several years.

Preserving the Safety Net

Helping Children, Older Pennsylvanians and Families Survive Tough Economic Times

Although Pennsylvania’s economy has fared better than the economies of many other states, the
commonwealth’s social safety net needs to be protected to help children, families and vulnerable adults in tough
economic times.

e Supplemental Nutrition Assistance Program. The demand for nutrition assistance (food stamps) is at
an all-time high in Pennsylvania and across the nation. In December 2009, the number of Pennsylvania
children and adults eligible for SNAP reached approximately 1.5 million, a 19 percent increase from
2008’'s monthly average.

e Cash Assistance. The number of people receiving Temporary Assistance for Needy Families cash
assistance increased by 9 percent between December 2008 and December 2009, reversing an almost
four-year trend of caseload declines. Although approximately 1,700 individuals continue to leave cash
assistance each month, the recent caseload increases reflect the acute impact of the national economic
climate on the ability of low-income Pennsylvanians to obtain and keep jobs.

e Medical Assistance. In 2010-11, the Medical Assistance program will provide health care and long-
term care services to more than 2.1 million Pennsylvanians, a 3 percent increase over the prior year.

e adultBasic. The number of uninsured adults seeking adultBasic health care coverage grew to nearly
370,000 in January 2010, more than double the number in January 2009. In an effort to address this
increasing need, this budget assumes the continuation of the Community Health Reinvestment
Contribution and Tobacco Settlement funds to provide health care coverage to 50,000 people.

The Commonwealth Provides Vital Services to

Children, Older Pennsylvanians and Others in Need

People Served People Served
2009-10* 2010-11*
Children, Adults and Chronically Il Adults - 2068609 | 2130785
Pharmaceutical Assistance Contract for the Elderly (PACE)/PACENET 360,011 364,400
Protection for Children at Risk Due to Abuse, Neglect and Delinquency 285,077 288,480
Cash Assistance (TANF, General Assistance and State Blind Pension) 244,371 257,615
Child Care for Low-Income Families 231,085 242,665
Children’s Health Insurance Program 198,240 208,555
Community Mental Retardation and Autism Services 49,921 50,336
Community Behavioral Health Services 195,465 196,105
adultBasic 50,000 50,000

* Eligible individuals may receive services in more than one category.
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Maintaining the Safety Net Depends on Additional Cost Containment

Separate from the current national economic challenges, sustained increases in health care costs continue to
exert pressure on the state budget. The commonwealth’s cost-management efforts have held the rate of increase
in health care expenditures to a level significantly below the national trend. Given the recent pattern of declining
revenues, however, any increased costs are difficult to meet.

The commonwealth has approached the recent budgetary pressures with a focus on efficiency and a
commitment to careful stewardship of state dollars. Some of the Department of Public Welfare's most significant
cost-containment efforts have been focused on the Medical Assistance program. For example, the implementation
of the AccessPlus program — which provides members with a primary care provider and disease management
services — has resulted in more than $80 million in savings since 2004. Pennsylvania’s effective administration of
its human service programs has yielded numerous performance bonuses from the federal government, and
management improvements in the pharmacy program have resulted in more than $300 million in savings over the
past five years.

Pennsylvania’s cost-containment strategy has also focused on preventing and prosecuting fraud in DPW
programs. These efforts have resulted in the annual recovery of $110 million through third-party liability collections
and recovery of $28 million a year in erroneous and fraudulent payments. Improvements in the contracting process
have resulted in more than $100 million in savings over the lifetimes of the agreements, and streamlining the
auditing process has increased collections and cost avoidance by more than $20 million.

The 2010-11 budget includes several new cost-containment initiatives for DPW that are designed to save
millions of dollars in state funds while having a minimal impact on older Pennsylvanians, children, families and other
vulnerable citizens. These initiatives include:

e Increased Pharmaceutical Rebates — Pending federal legislation, the department can realize

additional revenues by collecting federal rebates on drug expenditures of Medicaid managed care
organizations, resulting in substantial savings to the commonwealth. ($102.5 million in savings)

e Increased Pharmacy Efficiencies — The department plans to further refine its pharmacy utilization
management to ensure patient safety and enforce appropriate medication prescribing. The modifications
planned are consistent with commercial coverage of pharmacy services and will increase medication
compliance rates, improve clinical outcomes and further control expenditures. Changes include
expansion of both automated prior authorization and the Specialty Pharmacy Drug Program. ($4.6
million in savings)

e Reduced Fraud and Abuse and Expanded Third-Party Liability — The department will introduce
legislation for a State False Claims Act and strengthen the Recipient Restriction Program. In addition,
several administrative changes will be implemented to strengthen current efforts to identify and pursue
cases of provider and recipient fraud, abuse and waste as well as increase third-party payer recoveries.
(%$4.4 million in savings)

Restructuring Pennsylvania’s Long-Term Living System

As a key component of Pennsylvania’s efforts to control costs and improve the efficiency of state service
delivery, the commonwealth is proposing a significant reorganization of the long-term living system by integrating
several programs managed by the departments of Aging and Public Welfare. The 2010-11 budget proposes to
combine these activities in a Department of Aging and Long Term Living to more efficiently coordinate
Pennsylvania’s efforts to balance the use of home and community-based and nursing facility services.

The commonwealth’s plan for long-term living services is designed around three central principles:

e Consumers should have options to receive appropriate long-term living services in cost-effective
settings that promote quality care.

e The long-term living system should be balanced so that home and community-based care — as well as
institutional services — are accessible and available.

e Financial resources should be prudently managed and leveraged to help ensure that the commonwealth
can help persons with disabilities maintain their independence and dignity and can meet the future
needs of Pennsylvania’s aging population.

Establishing a single entity for the administration of long-term living services will rebalance long-term living
resources by consolidating policy, quality management and administration into one department. The new
department will improve the commonwealth’s ability to offer cost-effective services to persons with disabilities and to
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older Pennsylvanians, who together are responsible for nearly two-thirds of Medical Assistance expenditures. The
2010-11 budget proposes to provide home and community-based services for an additional 1,524 persons with
disabilities and 1,692 additional older Pennsylvanians.

Making Pennsylvania Safer

Even with the significant budgetary pressures resulting from the economic downturn, the commonwealth is
continuing its comprehensive and proactive approach to keeping Pennsylvanians safe in their homes and
communities. This budget maintains the Rendell administration’s commitment to public safety by continuing to
ensure a historically high complement of State Police Troopers, providing the Department of Corrections and the
Board of Probation and Parole with funding to help improve public safety, enhancing the security of Pennsylvania’s
driver’s licenses and photo identification, and strengthening our ability to monitor and inspect oil and gas drilling.

e Continued Funding for a Historically High State Police Trooper Complement

Recognizing the vital role played by Pennsylvania’s State Troopers in protecting communities across the
commonwealth, the Rendell administration has supported significant increases in the statewide Trooper
complement to historically high levels. This budget maintains that commitment by funding a new State
Police cadet class that will commence its training program in October 2010. The 100 graduates from the
class of 2010-11 will augment the Pennsylvania State Police’s critical role in keeping communities safe,
patrolling the commonwealth’s highways, investigating crimes and improving the quality of life for
Pennsylvanians.

Filled Trooper Positions
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e An Expanded Capacity to Safely House Inmates

Pennsylvania’s prison population continues to rise. To address this growth trend, the 2010-11 budget
provides $13 million in funding to the Department of Corrections for more than 2,000 additional beds at nine
corrections facilities. The budget also provides $2 million for additional parole officer positions to improve
parolee supervision and to reduce the likelihood of repeat offending.

e Enhanced Security for Driver and Vehicle Documentation

Pennsylvania’s driver’s licenses and ID cards are often the primary method for verifying personal identity
across the commonwealth and throughout the nation. Safeguarding license holders from identity theft is
therefore central to the commonwealth’s public safety objectives.

Although Pennsylvania’s driver’s licenses, ID cards and vehicle title documents are currently among the
most secure in the nation, the latest ID technologies and processing improvements will help make state
identification and vehicle title documents even more difficult to counterfeit. The budget allocates $334,000
to PennDOT to continue implementing these security enhancements.

e Increased Staffing to Monitor and Inspect Oil and Gas Drilling

Drilling for new natural gas wells in Pennsylvania’s Marcellus Shale region is increasing at a record pace.
The Department of Environmental Protection has issued permits for 2,500 Marcellus wells as of December
31, 2009, and current estimates are that the number of permits will double in 2010. To support the safe
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extraction of gas from the Marcellus Shale region, prevent land contamination and ensure the continued
protection of Pennsylvania’s water supply, the 2010-11 budget provides an additional 68 positions to
strengthen the Department of Environmental Protection’s oil and gas program. These additional positions
will be fully funded by gas drilling permit fees. In addition, 12 new positions will be created in the
Department of Conservation and Natural Resources to provide increased oversight of gas drilling in state
forests.

Future Challenges

The 2010-11 budget is a balanced plan that responds to the difficult fiscal environment that will affect state
revenues and expenditures in the coming fiscal year. It also positions Pennsylvania to confront a series of major
financial challenges. Chief among these are the expiration of federal stimulus funding in 2011 after a short-term
extension and the sharp increase in pension contributions anticipated in 2012-13.

Federal Fiscal Relief Funds Will Expire in 2011

The American Recovery and Reinvestment Act of 2009 (ARRA) is a concerted effort by the federal government
and the states to preserve and create jobs, protect essential public services and make priority investments in clean
energy, infrastructure, technology and education that will transform the nation. In Pennsylvania, the Recovery Act
has provided funds for critical programs that benefit local businesses, individuals and families — in areas as varied
as targeted tax incentives, highway construction, supplemental nutrition and weatherization assistance.

This budget includes funding from two major components of the federal stimulus program: budget stabilization
funds to prevent cuts in education, public safety and other critical government programs; and temporary increases
in the federal government’s matching funds for the Medical Assistance program. These funds have been vitally
important in counteracting the most rapid decline in state revenues in decades.

At the time of this budget's publication, Congress was considering a short-term extension to the federal
government’s increased share of Medical Assistance matching funds as originally enacted in ARRA. The 2010-11
commonwealth budget anticipates that the states will receive an additional three quarters of enhanced federal
Medical Assistance program (FMAP) funds through September 30, 2011.

As a result of existing and anticipated federal action, $921 million in fiscal stabilization funds and approximately
$1.8 billion in enhanced Medical Assistance matching funds will mitigate the need for drastic service cuts or broad-
based tax increases that would otherwise be required to present a balanced budget in 2010-11. Federal fiscal relief
has also provided the opportunity for the commonwealth to implement accountability measures that place
Pennsylvania in a prominent position among the states as the nation returns to sustained economic growth.

However, 2011 will likely be the final year for which state fiscal stabilization and enhanced FMAP funds are
available. Although this supplemental funding has greatly enhanced the commonwealth’s ability to maintain critical
services during the recession and its immediate aftermath, the expiration of the stimulus program will leave
Pennsylvania in a precarious financial situation in budget year 2011-12. The lack of these funds will create a $2.3
billion gap that will need to be closed by further service efficiencies, program cuts or new state revenue growth.

The Impact of Recovery Act Funds on the Commonwealth’s General Fund Budget

The commonwealth anticipates that state fiscal stabilization and enhanced FMAP funds will
expire in 2011. The expiration of these funds creates a $2.3 billion gap that will need to be closed

through service efficiencies, program cuts or increased state revenue.

$3,000
g $2,500
g $2,000 Federal Medical Assistance
E $1.500 | Percentage (FMAP) Increase
< $1,000
8 FMAP < scal
$500 | .ta.lte Flsca
Stabilization Fund EMAP
$0
2007-08 2008-09 2009-10 2010-11 2011-12 2012-13

@5‘ COMMONWEALTH OF PENNSYLVANIA A3.9 GoverNoR’s ExecuTive BubgeT 2010-2011



Overview: Adopting a Pennsylvania Budget That Works\

The Pension Rate Spike — A Huge Increase in Employer Contributions Is Due in 2012

In 2012-13 the commonwealth will face a sharp increase in employer contributions to the Public School
Employees’ Retirement System (PSERS) and to the State Employees’ Retirement System (SERS). This widely
reported “rate spike” is the commonwealth’s second major financial challenge that must be faced in the new
decade. Implementing an effective response to this challenge will be critical in preserving Pennsylvania’s progress
out of the national economic downturn.

For PSERS, under current law and using the system’s annual earnings assumption (8 percent per year), the
commonwealth contribution is now projected to increase from $758 million in 2011-12 to $1.88 billion in 2012-13
(148 percent). That represents a single-year increase of $1.13 billion. School districts’ costs for retirement will spike
at the same rate, with their contribution increasing from $658 million to $1.86 billion (183 percent).’

For SERS, also assuming 8 percent investment returns between now and 2012, employer contributions are
forecast to increase from $531 million in 2011-12 to $1.77 billion in 2012-13, a single-year increase of $1.24 billion,
or 233 percent.

The rate spike is a result of retirement benefit enhancements approved by the General Assembly before
Governor Rendell took office, actuarial adjustments to both systems enacted in 2002 and 2003 that postponed large
short-term increases in employer contributions, and significantly lower-than-anticipated stock market returns in
2001-02 and during the most recent market downturn in 2008-09.

Projected Employer Contributions to PSERS and SERS

In 2012-13, the commonwealth budget and school district budgets will be hit by significant
increases in pension contribution costs. Projections indicate that by 2012-13 the commonwealth’s

contribution to SERS and PSERS will reach $3.7 billion — representing a $2.4 billion single-year
increase over 2011-12.
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The Plan to Mitigate the 2012-13 Rate Spike

The 2010-11 budget proposes a pension funding method that will insulate the commonwealth and school
districts from the employer rate spike in a manner that still recognizes the need for state and school employers to
contribute significant additional funds to both systems over the next decade. The proposal would require the
commonwealth to adopt a new policy to determine the annual pension contribution rate for SERS and PSERS. The
purpose of this change would be to:

1) Take the first steps to returning the pension systems to actuarial soundness this year by funding significant
increases in employer contributions over 2009-10 levels;

2) Mitigate the projected 2012-13 rate spike;

3) Deliver a funding schedule that makes contribution increases more incremental and predictable for the
commonwealth and school employers, allowing time to absorb the impact of changes in retirement costs;
and

4) Retain features of the current law wherever possible, including the five-year smoothing of actuarial gains
and losses, as well as level-dollar contributions.

3 Percentage increases for state and school employers are different because they account for the one-quarter delay in commonwealth payments
to PSERS pursuant to Act 29 of 1994.
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The plan consists of two interrelated components: a “Fresh Start” for the Pension Systems’ Liabilities and
an Incremental Phase-in to Higher Contributions.

In the same way as refinancing a mortgage, a fresh start would allow the commonwealth to start anew and
begin an incremental upward ascent in funding retirement costs. Based on their most recent actuarial valuations,
the retirement systems would undertake a fresh start that would reamortize liabilities over 30 years. The systems
would retain both their more-conservative level-dollar amortization schedules and their ability to recognize each
year’s investment gains and losses incrementally over five years.

A fresh start goes some way toward mitigating the rate spike, but still results in a substantial one-time increase
in the employer contributions required for both pension systems. Therefore, the proposal adds to the fresh start
solution a series of incremental steps that would limit annual contribution increases to sustainable amounts over a
period of approximately 10 years. In conjunction with this incremental system, a fresh start could offer a meaningful
medium-term solution for the commonwealth’s pension challenges.

In 2010-11, the commonwealth and school district employers would begin to fund the incremental step-up in
pension costs by increasing employer contribution rates to PSERS and SERS by one percent of payroll. This
represents an additional all-employer investment in our pension systems of $200 million — or 24 percent — over
2009-10 levels. Thereafter, contribution amounts would be scheduled to increase annually by a maximum of 3
percent of payroll.

This proposal would allow for incremental but sizeable increases in employer funding for SERS and PSERS to
a point where contributions would meet a target of paying the systems’ normal cost and amortizing their unfunded
liabilities within the 30-year amortization time frame of the fresh start.

The resulting funding schedule would introduce a new contribution schedule that increases the commonwealth’s
and school districts’ employer contributions in a graduated and predictable manner over the next 10 to 11 years.
Higher-than-expected investment returns would reduce the number of years of phase-in required. Finally, any
increase in benefits, such as new COLAs, would add to the unfunded liability and would therefore require immediate
additional employer contributions to be appropriated for the systems.

Projected Employer Contributions to PSERS and SERS Under the Fresh Start Plan

The 2010-11 budget will take the first steps to returning our pension systems to actuarial
soundness, with $200 million in additional employer contributions to the pension systems over 2009-

10 levels. Future Increases will be significant but incremental, allowing state and school district
budgets to absorb the impact of increased pension costs over a period of 10 years.
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This pension funding strategy meets the immediate challenges facing the commonwealth’s two statewide public
pension systems head on. It offers a solution that both addresses the 2012-13 rate spike and provides a road map
back to long-term actuarial soundness for the pension systems, providing greater security that the commonwealth
and school districts will be able to meet all future pension funding obligations for both current and future retirees.
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Adopting a Pennsylvania Budget That Works

Along with other state and local governments, families and businesses all across the nation, the commonwealth
is grappling with the consequences of the largest economic downturn in decades. In Pennsylvania, however,
prudent management of state taxpayer dollars and federal fiscal relief have kept the commonwealth prominent
among the 50 states in fiscal stability. In addition, our ongoing investments in education, economic development,
clean energy and infrastructure have positioned Pennsylvania’s economy to compete even more strongly as the
nation continues its economic recovery.

The 2010-11 budget is a prudent and balanced plan in a time of hard choices. The budget provides funds to
protect the social safety net for Pennsylvania’s older residents, families, children and vulnerable citizens. It also
makes additional key investments to maintain the commonwealth’s commitment to public safety.

However, despite this balanced plan in 2010-11 and Pennsylvania’s advancements over the last seven years,
the commonwealth faces significant challenges in 2011-12 as a result of continued weaknesses in state revenue
collections, unemployment at higher-than-average levels, a phase-out of federal fiscal relief and the spike in
contributions to the two statewide pension systems that is due in 2012-13. Our collective response to these
challenges will be critical in preserving Pennsylvania’s progress in this new decade.
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Making Government Work Smarter

Despite recent declines in state revenue, Governor Rendell’'s administration has been able to sustain critical
programs by finding innovative ways to drive down the cost of operating Pennsylvania state government.

Cutting Administrative Costs

Governor Rendell’s 2010-11 budget proposal features his fifth consecutive call for level or reduced funding for
most general operating appropriations. Since 2002-03, state agencies have reduced their operating costs by 4
percent. If state administrative spending had been allowed to grow with the rate of inflation, commonwealth
agencies would spend $458 million more in this budget to operate state government.

(coltars in miltions) State Administrative Spending
$2,500
$458 Million in
Cost Avoidance in
$2.250 2010-11 L
$2,000 %

2002-03 Actual 2010-11 Adjusted for 2010-11 Budget
Inflation Since 2002-03

The Governor has ordered a broad range of cost-containment measures as a response to a slower-than-
anticipated recovery from the global recession. These actions include:

e Extending a freeze on management and non-union salaries in 2009-10, saving $87.3 million
e Restricting out-of-state travel to save $14 million annually

The continuation of the commonwealth’s hiring freeze and the elimination of another 500 vehicles from the
state’s vehicle fleet have also significantly contributed to the administration’s efforts to further reduce administrative
spending. As a result of the hiring freeze and a series of other initiatives designed to streamline government, the
state has 5.5 percent fewer workers than it had in January 2003.

Exceeding Savings Goals

In 2003, the Governor pledged to Pennsylvanians that he would dramatically reduce the cost of government by
achieving $1 billion in annual recurring savings during his first term. After fulfilling this promise, he challenged his
cabinet in early 2007 to identify an additional $500 million worth of efficiencies during his final four years in office.
Through the end of the 2008-09 fiscal year, state agencies were able to deliver $1.75 billion in annual recurring
savings. These administrative savings will be used to support programs that directly affect Pennsylvania’s citizens.
In this period of economic uncertainty and declining state revenues, these savings are even more important as the
administration looks to safeguard those programs that protect Pennsylvania’s neediest citizens.
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All agencies have contributed to this success by thoroughly reviewing their operations and pursuing all viable
opportunities for savings. Savings have resulted from agencies making their programs more efficient, reducing
administrative and operating costs and improving their purchasing practices. For example: PennDOT extended the
average life of its traffic signs by five years by making them more durable. This reduced annual replacement costs
by $768,000 in the first year of the program. The Department of Environmental Protection cancelled 25 cell phone
contracts and adopted a program that enables its employees to share their minutes with each other, saving $22,000
annually. The State Police saved $2,000 by removing unnecessary pay phones from the grounds of its Training
Academy. Although agency-driven efforts such as these rarely make the spotlight, they clearly illustrate the Rendell
administration’s dedication to the responsible stewardship of public funds.

Improving Government Operations

In addition to those projects that have largely yielded program-specific savings, the state’s central administrative
agencies have developed a series of enterprise-wide initiatives that are cutting costs, eliminating paperwork and
delivering higher-quality services for state agencies, their suppliers and constituents. Several of these projects are
variations on the same “shared-services” theme. Consolidating administrative functions in this way not only cuts
costs but also leaves the agencies free to focus on their core programs.

Procurement

The Rendell administration first put this shared-services model to the test when it transferred most of the
responsibility for the state’s purchasing activities from dozens of distinct agency administrative offices to the
Department of General Services. By bringing state government’s buyers together, the administration has reduced
the number of positions dedicated to this work and improved service delivery through specialization and enhanced
training.

This reorganization is one of the reasons why Governor Rendell’s Strategic Sourcing Initiative has been so
successful. In the past, purchasing agents scattered across multiple agencies would purchase the same commaodity
through separate contracts with one or more vendors. Now, DGS is buying on behalf of all state agencies. By
consolidating demand, Pennsylvania has significantly improved its negotiating power with vendors. Through the
end of 2009, the Strategic Sourcing Initiative was generating $325 million in annual savings.
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Information Technology Consolidation

In 2004, Governor Rendell signed Executive Order 2004-8, which directed the Office for Information Technology
to begin a multi-year process of consolidating the state’s Information Technology resources by aligning agencies’
existing investments, planning activities and technical strategies with the state’s overall vision for information
technology. For each agency, this process begins with a detailed review of staffing, planning, applications and
infrastructure, and it results in a customized consolidation assessment. Each agency’s report includes a transition
plan to address any identified gaps in existing IT capabilities. Most agencies that complete this process elect to turn
these functions over to OIT, but others have opted to merge with peer agencies instead. For instance, the Board of
Probation and Parole folded its IT operation into that of the Department of Corrections.

The IT consolidation initiative is not designed to eliminate positions, but to improve services. In the past, most
agency IT offices had only a few employees, which meant that smaller agencies lacked access to the
commonwealth’s full range of expertise. The consolidation program is gradually chipping away at this
compartmentalization, and is now enabling state government to make optimal use of its employees’ skills and
experience.

Finance Transformation

Pennsylvania state government is a multi-billion dollar organization, purchasing goods and services from tens of
thousands of organizations each year. When Governor Rendell took office, the commonwealth was in the midst of a
multi-year implementation of its enterprise resource planning system — an information system that integrates the
commonwealth’s separate administrative databases. After this project was completed during the Governor's first
term, the need to overhaul the state’s business practices relating to purchasing and payment became apparent.
The Governor commissioned an exhaustive inventory of Pennsylvania’s relevant procedures and asked for a set of
recommendations that would reduce processing time, improve cash management practices and eliminate red tape.

The study that resulted served as the basis of the Finance Transformation project. Much like the overhaul of
procurement in the Governor’s first term, this project consisted of two main components — a comprehensive update
of outdated procedures coupled with a reorganization of the offices that provide the relevant services. Over an 18-
month period during 2008 and 2009, the Office of the Budget restructured its Comptroller Operations group to
establish consolidated offices for accounting, auditing, financial management, payables, quality assurance and other
key roles. This represented a significant departure from Comptroller Operations’ previous structure, in which
agencies were served by six distinct comptroller organizations.

This restructuring eliminated redundancies and made the commonwealth a more attractive business partner for
current and prospective vendors. In the past, there was no standardized way for suppliers to check on the status of
their pending payments from the state. As a result, vendors often had to make many phone calls over several days.
Now, the Payable Services Call Center is a one-stop shop for questions about vendor registration or payment
status. Also, to eliminate paperwork and accelerate the payment process, many of the state’s suppliers are now
participating in an electronic invoicing initiative. As this initiative expands, the increased automation will further
reduce costs, delays and manual errors.

Human Resources Shared Services

One of the benefits of the enterprise resource planning system is that many paperwork-intensive processes,
such as requesting and approving vacation time, became paperless for most employees. Although the
responsibilities of agencies’ human resources offices changed with the new system, many offices were slow to
adjust. In 2009, the Office of Administration launched an initiative to develop a Human Resource Shared Services
Center. During the first half of 2010, the center will gradually become responsible for managing common personnel
transactions such as transfers or promotions. This will allow each agency’s human resources office to concentrate
on those tasks that require agency or program-specific expertise, such as recruitment. The efficiencies realized as
a result of this consolidation will reduce operating costs by more than $1 million per year.

Managing With the Help of Data

To help agencies confront the challenges presented by weak revenue collections caused by the national
recession, the Office of Administration has created a series of reports that agencies are using to review current,
accurate data on their personnel, budget and procurement activities. Combining records from several sources,
these reports give agency executives the details they need to make informed decisions about how to best allocate
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their scarce resources. Centralized IT employees in the Office of Administration build reports for government-wide
use. In addition, developers from more than a dozen agencies have received training that enables them to use this
technology in their own agencies. For instance, the Department of Corrections now uses this system to track and
forecast changes in prison population. This technology is also crucial to Pennsylvania’s tracking and reporting of its
investments of federal funds from the American Recovery and Reinvestment Act.

Managing Smarter to Serve Better

The Rendell administration’s management and productivity improvement initiatives have reduced operating
costs by more than $1.75 billion annually and are streamlining key administrative functions relating to personnel,
finance, information technology and procurement. These efforts have not only saved money but also have vastly
improved the commonwealth’s operations, thereby ensuring that taxpayer dollars are spent wisely and directed to
programs that benefit Pennsylvania’s residents.
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Creating a Fairer Tax Structure

Over the past seven years, Governor Rendell's administration has enacted tax cuts that have substantially
reduced property taxes for Pennsylvania families, generated billions of dollars in tax savings for Pennsylvania
businesses and improved the commonwealth’s overall economic competitiveness. The Governor is proposing
additional tax reforms in 2010-11 that will build on this record and create a fairer tax structure for both families and
businesses.

Continuing Property Tax Relief for Pennsylvania Homeowners

The 2010-11 budget marks the fourth year of historic property tax relief for Pennsylvania homeowners. The
Taxpayer Relief Act — signed into law in 2006 — has eliminated school property taxes for more than 123,000 senior
citizens and has greatly reduced property taxes for low-income seniors and those with a high tax burden. Each
Pennsylvania homeowner will continue to receive an average of nearly $200 in state-funded property tax relief, with
even more savings for older adults. In addition to the $1.7 billion in relief provided to date, Pennsylvania
homeowners are projected to receive an additional $770 million in savings in 2010-11, for a total of $2.5 billion in
property tax relief. Families and individuals have also benefited from $1.4 billion in tax saving due to the special
poverty exemption, inheritance tax reform and deductions to qualified 529 college savings plans. Altogether,
property tax and other savings for households total $3.9 billion.

$3.9 Billion in Tax Relief for Pennsylvania Families Since 2003

Category of Tax Relief Amount of Tax

Relief

PROPERTY TAX RELIEF (2007-08 to 2009-10) $1.70 billion
PROPERTY TAX RELIEF (Projected 2010-11) $.77 billion

Property tax relief for all homeowners from gaming -

revenue (including wage tax relief in Philadelphia) $613.7 million

Enhanced property tax rebates of up to $650 for -

senior citizens earning up to $35,000 a year $129.1 million

Higher rebates for senior citizens with a high tax $26.9 million

burden or those living in cities with a high tax burden )
SUBTOTAL - PROPERTY TAX RELIEF $2.47 billion
OTHER TAX SAVINGS* (2003-04 to 2010-11) $1.40 billion

TOTAL SAVINGS $3.87 billion

* Other tax savings include the special poverty exemption, the state inheritance tax recouple to the
federal estate tax, and 529 college savings plan deductions.

Pennsylvania’'s Businesses Gain $5.7 Billion in Tax Savings

Since 2003, business tax cuts have reduced the cost of doing business in Pennsylvania by a total of $5.7 billion.
These savings have strengthened the commonwealth’s business climate, improving the bottom line for companies
and increasing their ability to create and retain jobs. Specific tax cuts include major reductions in the capital stock
and franchise tax, targeted new tax credits and an expansion of the net operating loss deduction.
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$5.7 Billion in Total Business Tax Savings Since 2003
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Independent studies confirm that Pennsylvania’s tax climate is competitive with and in many cases is better than
the tax climates in surrounding and other competitor states:

e A 2007 study by the financial services firm Ernst & Young, in conjunction with the Council on State Taxation,
showed that Pennsylvania businesses pay a smaller share of total state and local taxes than the national
average and pay lower taxes than businesses in three of six surrounding states.

e The non-partisan, business-funded Tax Foundation rates the commonwealth’s business tax climate as more
favorable than that of five of the six surrounding states — New Jersey, New York, Maryland, Ohio and West
Virginia. In that same ranking, Pennsylvania is near the middle nationally, at 28" best out of 50 states.

e The Tax Foundation also concluded that the total state and local business tax burden in Pennsylvania is
lower than in New Jersey, New York, Maryland and West Virginia.

e Pennsylvania’s overall tax rankings may improve when the latest round of tax changes are factored into the
comparisons. The recession sharply reduced state revenues across the nation, and many states responded
by increasing their sales taxes or personal income taxes or both to balance their budgets. Pennsylvania’s
2009-10 budget did not include any broad-based tax increases.

The Governor’s Tax Reform Package: Creating a Fairer Tax System That Prepares
Pennsylvania for Future Fiscal Challenges

Despite this record of accomplishment, Pennsylvania tax rates are still too high. Governor Rendell is proposing
a tax reform package that will lower the Sales and Use Tax and the Corporate Net Income Tax rates to create a
fairer tax structure for both families and businesses. The budget also eliminates the Vendor Sales Tax Discount,
extends the tobacco tax to include cigars and smokeless tobacco, and proposes a new severance tax on natural
gas extraction. These measures will give Pennsylvania a more reliable tax base that grows with the economy while
at the same time improving the commonwealth’s competitive position.

All revenues from these measures raised during the 2010-11 fiscal year will be placed in a new Stimulus
Transition Reserve Fund to help balance Pennsylvania’s 2011-12 budget when federal stimulus funding from the
American Recovery and Reinvestment Act ends and the state’s pension obligations begin to increase. In 2010-11,
the federal government is projected to provide Pennsylvania with $2.8 billion in stimulus funding, but only $500
million of these funds will be available in 2011-12. Unless we start taking steps today, Pennsylvania will have no
good options when the federal stimulus program ends and will be faced with the choice of drastic spending cuts or

massive tax increases.

. _____________________________________________________________________________________________________________________|
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2010-11 Stimulus Transition Revenue Package Summary

Additional Revenue Resulting Transfer to
Type of Revenue September 2010 to Revenue Used for Stimulus Transition
June 2011 2010-11 Budget Reserve Fund

Sales and Use Tax Reform (cut sales tax rate - .

to 4% and eliminate 74 tax exemptions) $531.5 million $0 $531.5 million
Eliminate the Vendor Sales Tax Discount $73.6 million $0 $73.6 million
Extend Tobacco Products Tax to Cigars and - -

Smokeless Tobacco $41.6 million $0 $41.6 million
Natural Gas Severance Tax $160.7 million $0 $160.7 million
Business Tax Package (combined reporting, - -

single sales factor, uncap the NOL deduction) $66.6 million $0 $66.6 million
Total $874.0 million $0 $874.0 million

Pennsylvania Can Cut the Sales and Use Tax Rate From 6 Percent to 4 Percent

Governor Rendell proposes to reduce Pennsylvania’'s Sales and Use Tax rate from 6 percent to 4 percent and
to eliminate 74 categories of tax exemptions, many of which have been added to the Tax Code over the last half
century. As a result, Pennsylvania’s sales tax rate will be reduced by one-third, making it the second-lowest rate
among states that have a sales tax. Vital necessities such as food, clothing and prescription medicine will continue
to be exempt from the sales tax, and the average Pennsylvania household will be largely unaffected by this plan.
The Governor's plan preserves the original exemptions for manufacturers that cover processing, agriculture and
machinery and equipment. These changes will be effective on September 1, 2010.

Pennsylvania adopted its first sales tax in 1953. As originally enacted, the sales tax applied to nearly all
categories of tangible goods, with only a limited humber of exemptions. However, Pennsylvania’s sales tax law has
been amended numerous times over the last half century, and those amendments have chipped away at the tax
base: A total of 100 categories of goods and services have been removed from the base over the years. Many of
these exemptions singled out narrowly defined goods that benefitted relatively few businesses.

While exempting the basic necessities of food, clothing and prescription medicine that benefit virtually all
Pennsylvanians can be justified on economic and tax fairness grounds, it is hard to make a case for many of the
other exemptions that have been added over the years. One exemption added in 1982 exempts the sale of certain
types of trout while purchases of all other kinds of fish are taxed. An exemption for horses added in 1979 exempts
the sale of a horse if the seller is directed to deliver the horse to an out-of-state location. There are also exemptions
for direct mail advertising, airline catering, investment metal bullion, investment coins and helicopters. These
exemptions benefit a relatively small number of taxpayers and do not have a clear public policy purpose. In other
cases, the tax code is inconsistent in how it treats similar items. For example: Magazine subscriptions are tax
exempt, while magazines purchased at stores are taxed. A broader base with fewer exemptions is simpler and
makes for a fairer tax.
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Tax Exemptions Have Eroded Pennsylvania’'s
Sales Tax Base Over the Last 50 Years

Year Exemption

Exemption :
Enacted in PA

Wrapping and Packing Supplies 1956
Coal 1957
Commercial Vessels (Equipment, Maintenance) 1957
Dry-Cleaning & Laundry Services 1959
Caskets and Burial Vaults 1963
Magazines 1963
Flags 1963
Rail Transportation Equipment 1963
Catalogs and Direct Mail Advertising 1963
Fish Feed 1980
Trout 1982
School Buses 1982
Firewood 1983
Construction of Memorials 1985
Personal Hygiene Products 1991
Candy/Gum 1997
Airline Catering 2001
Investment Metal Bullion & Investment Coins 2006
Helicopters 2009

Pennsylvania’s current sales tax is applied to tangible goods while services are left largely untaxed. This broad
exclusion is increasingly hard to justify as services have grown steadily as a share of the US economy. Spending
on services represented less than half of total consumption during the 1950s, but now it accounts for more than two-
thirds of consumption. Because the sales tax base excludes so much of the economy, a higher tax rate is needed
to raise the same amount of revenue. The Governor's proposal would add nearly all services into the tax base
except for health care services and educational tuition. By realigning the sales tax base to make it more closely
match the mix of goods and services in the economy, Pennsylvania can significantly lower the sales tax rate and
create a more equitable tax system.

Many other states, including neighboring states, already tax many of the goods and services that Pennsylvania
excludes. For example, more than 30 states already tax candy and gum, magazines and residential telephone
service. The fact that so many other states already include the goods and services that Pennsylvania has eliminated
from its tax base suggests that Pennsylvania can add these categories to the tax base without doing damage to its
competitive position.
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Other States Already Tax Goods and Services
That Pennsylvania Exempts

Number of Other

Category States That Tax
This Categor
Personal Hygiene Products 43
Telephone — Residential 35
Caskets and Burial Vaults 37
Magazines 32
Flags 31
Candy/Gum 31
Coal 23
Firewood 23
Dry-Cleaning & Laundry Services 20
Basic Television 19
Wrapping and Packing Supplies 11
Rail Transportation Equipment 11
Water and Sewage Services 11

Governor Rendell's plan will also bring Pennsylvania’s sales tax rate below the rates in nearly all of our
neighboring states. Other than New Jersey, all of Pennsylvania’s surrounding states have tax rates that are either
the same as or lower than Pennsylvania’s. Under the Governor’s plan, Pennsylvania’'s rate will move below the
rates in Maryland, West Virginia and Ohio and will be the same as New York’s. The lower sales tax rate will benefit
many retailers located near the Pennsylvania border who have previously expressed concern about customers
traveling across state lines to shop. Nationally, in comparison to all states that rely on a sales tax, only Colorado will
have a lower state sales tax rate than Pennsylvania.

Pennsylvania’s Sales Tax Rate Will Fall From 6 Percent to 4 Percent
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Additional Common Sense Tax Measures

The Governor is proposing three additional revenue enhancement measures that will take effect July 1, 2010.
As with the changes in the Sales and Use Tax, the additional revenue generated from these measures will be
directed to the Stimulus Transition Reserve Fund to balance future budgets.

e Eliminating the Vendor Sales Tax Discount. This budget will eliminate an archaic Tax Code provision
called the “Vendor Sales Tax Discount.” This discount, which dates back to the 1950s, currently offers a 1
percent discount to companies that file their Sales and Use Tax payments on time. The original justification
for the discount was that sales tax calculations done by hand were burdensome. In the 1950s, businesses
had to manually calculate what they owed to the state. Today, more than 90 percent of companies
electronically file their sales tax records to the state, and even very small companies are likely to use
computers. Consequently, the original justification for the Vendor Sales Tax Discount no longer applies.
Removing the discount will not unduly burden businesses, since more than half receive a discount of only
$9 a year and two-thirds of all filers receive less than $100 a year.

e Other Tobacco Products Tax. Pennsylvania remains the only state in the nation that does not tax tobacco
products such as smokeless tobacco and cigars. Governor Rendell is again proposing that we end this
anomaly. Polls show that 90 percent of the public supports taxing these products, especially if the taxes are
used to fund health care programs. Adopting this proposal will bring Pennsylvania in line with every other
state by closing this loophole.

e Marcellus Shale Severance Tax. Pennsylvania has immense natural gas reserves in a geologic formation
known as the Marcellus Shale. Large corporations in the oil and gas industry have already expanded their
Pennsylvania operations to extract these reserves, and the industry is growing at a rapid pace. The
Department of Environmental Protection has issued permits for 2,500 Marcellus wells as of December 31,
2009, and current estimates are that the number of permits will double in 2010. In a recent Marcellus Shale
land lease sale, the commonwealth received more than twice the revenue it expected. These results
convincingly demonstrate that the industry can bear a tax and remain profitable. Pennsylvania is one of just
six states in the nation that does not tax natural gas, and there is broad public support for this kind of an
energy tax.

The Business Tax Reform Package Will Cut Taxes and Improve Competitiveness

Governor Rendell is also proposing a set of business tax reforms that will level the playing field for Pennsylvania
businesses, reduce Pennsylvania’s Corporate Net Income Tax rate, and help Pennsylvania companies add more
jobs. Today, approximately three out of four Pennsylvania companies subject to the tax pay no Corporate Net
Income taxes in Pennsylvania. Because so many businesses today pay nothing, the remaining firms are subject to
a higher corporate tax rate than would otherwise be the case, making other pro-business tax reforms unaffordable.
The Governor's business tax reform package will put an end to tax avoidance strategies that are being used today
and will make Pennsylvania the 24th state to adopt a process called combined reporting. The Governor’s business
tax reform package will also:

e Reduce the Corporate Net Income Tax rate from 9.99 percent to 8.99 percent;

e Adopt a single sales factor for the apportionment of income; and

e Remove the cap on net operating losses prospectively, and retain the current cap of $3 million, or 20

percent, of taxable income for prior years' losses.

These changes will become effective for tax years beginning on or after January 1, 2011.

Combined reporting is not a new proposal, but it is an idea whose time has come. In 2004, Governor Rendell
established a twelve-member Business Tax Reform Commission that endorsed the concept of combined reporting
along with reductions in the Corporate Net Income Tax, implementation of a single sales factor, and the uncapping
of the net operating loss deduction. At that time 17 states had enacted mandatory combined reporting. Since 2005,
six more states, including neighboring New York and West Virginia, have implemented this reform. If Pennsylvania
had moved more quickly, it would have been able to lower its corporate tax rate and adopt other pro-growth reforms
years sooner.
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States That Have Adopted Combined Reporting Since 2005

State Year Adopted

Texas 2006
West Virginia 2007
New York 2007
Michigan 2007
Massachusetts 2008
Wisconsin 2009

The case for combined reporting is well established. The current law requires separate company reporting,
which allows businesses to shelter profits through the use of legal tax avoidance strategies. Some companies
establish passive investment companies, such as Delaware holding companies, to shift income outside the
commonwealth to no- or low-tax states. Other businesses reduce or eliminate their tax bill through transfer pricing
strategies that have no economic rationale other than to minimize corporate tax bills. Mandatory combined
reporting will put an end to these tax avoidance strategies.

Pennsylvania’s Corporate Net Income Tax rate is currently the second-highest in the nation and the highest
among surrounding states. Companies looking for a location may be deterred by the published rate before finding
out the advantages of coming to Pennsylvania. Reducing the Corporate Net Income Tax rate by one percentage
point to 8.99 percent will bring Pennsylvania’s rate closer to rates in nearby states and will make Pennsylvania a
more attractive location for businesses.

The Governor’s plan also adopts a single sales factor model, which will benefit manufacturers and other firms
that sell to national and global markets. Under the single sales factor system, Pennsylvania will no longer calculate
taxes based on a firm's workforce or physical presence but will instead consider only the share of a company’s
sales that take place in Pennsylvania. The single sales factor model is good for employers, including manufacturers
that already have a significant presence in Pennsylvania but sell most of their goods and services in other markets.
Supporting the existing manufacturing job base and creating incentives for new firms to locate in Pennsylvania will
create and retain jobs. Ten other states already use the single sales factor model.

Finally, under the Governor’s proposal, Pennsylvania will join 44 other states that do not have a dollar limit on
the amount of net operating losses that can be carried forward to offset future earnings. By lifting the cap on net
operating loss deductions, Pennsylvania will become a more attractive place for entrepreneurs to start new
businesses and create new jobs. Many companies, including technology and biotech firms, do not record profits for
the first few years of operation. Uncapping the net operating loss deduction will help create more jobs in these
industries as well as support new job growth by alternative energy, clean transportation and environmental cleanup
companies. These sectors represent significant opportunities for job growth in Pennsylvania’s green economy,
which is forecast to generate 115,000 new jobs between 2010 and 2020.

Creating a Fairer Tax Structure

Governor Rendell's tax package will lower tax rates for individuals, families and business and will improve
Pennsylvania’s overall tax climate. These measures will give Pennsylvania a reliable tax base that grows with the
economy while at the same time improving the commonwealth’s competitive position. The Governor has proposed a
balanced 2010-11 budget that does not utilize any revenues from these measures and instead prudently reserves
the additional revenue to help balance future budgets and offset both the loss of federal stimulus funds and
increasing pension costs.
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Education - Investing in Our Children,
Preparing for the Future

Governor Rendell has made education a top priority for Pennsylvania — championing new investment and
greater accountability as critical to the commonwealth’s economic development strategy and in fulfillment of our
moral imperative to ensure that today’s students have the opportunity to succeed in the competitive, high-skills
knowledge economy of the future.

Throughout his administration, the Governor has consistently followed a path toward constructive and active
partnership between the state and Pennsylvania’s school districts. Hand in hand with the General Assembly, he has
built the nation’s best early childhood infrastructure, enacted a school funding formula based on reaching funding
adequacy in every district and helped districts raise student achievement with support for targeted interventions of
evidence-based strategies.

Pennsylvania is now a real investor in the state’s public schools. Our funding formula recognizes the actual
number of students in each district, geographic price differences and the additional costs of English-language
learners and children from low-income families. In addition to increases in the Basic Education Subsidy, the
Governor and the legislature have provided an additional $2.5 billion over the past seven years in funds for specific
targeted programs, including the highly successful Classrooms for the Future program, Pre-K Counts, the
Accountability Block Grant, the Educational Assistance Program and Dual Enrollment.

These programs and resources have had a dramatic and sustained effect on student achievement, with greater
student achievement across the state in every grade and subject.

Nearly 30 Percent More Students Are on Grade Level Than in 2002

Grade 5 Grade 8 Grade 11
85% 85% 85%
75% - % < T5%
3 3
0, - 0, -
65% % 65% % 65%
5% ) ) r—ﬂ
o o
8 8
45% v 45% T 45% T
Math Reading Math Reading Math Reading
2002 2009

Beyond the dramatic overall achievement gains that have taken place since 2002, it is important to note that
many of the most academically challenged school districts and student populations are making strong progress:

o Nearly three-quarters of Pennsylvania students performed on grade level in reading and math in 2009.

e The number of school districts with at least half of their students below grade level dropped from 125 school
districts in 2002 to just 18 school districts in 2009.

e 490 school districts had a majority of students on grade level in 2009, compared to 375 districts in 2002.

e Since 2002, the number of African American and Latino students on grade level in reading and math has
increased by approximately 48,000 students statewide.

e Today, 54,000 more students are on grade level in reading and math in grades 5, 8 and 11 (the three
grades tested the longest) than in 2002.

Pennsylvania can be especially proud of these accomplishments because we are leading the nation in the
scope and depth of our student achievement results. The Center for Education Policy, a leading national
educational research organization, identified Pennsylvania as the only state to see increases in student
achievement in elementary, middle and high school from 2002 to 2008. Center President Jack Jennings said of
Pennsylvania, “Not only is it impressive that Pennsylvania schools have made such consistent improvement since
2002, but they also show gains at the high school level where nationally there is a serious problem.”
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We cannot afford to lose momentum now. The national economic crisis continues to put enormous pressure
on state budgets, and Pennsylvania is no exception. But the commonwealth’s substantial investments — in early
childhood education, driving resources to schools and classrooms, supporting teacher effectiveness, and increasing
rigor in high schools — have resulted in significant improvement in the academic achievement of Pennsylvania’s
students. It is essential that we continue to recognize educational investment as a core component of our economic
recovery strategy.

In fact, the better prepared Pennsylvania students are when they graduate from high school, the more likely
they are to be employed, the more they will earn and generate in tax revenue, and the less the government will have
to spend to support them.

Growing Pennsylvania’s economy by developing a world-class education system starts with the first day of pre-
kindergarten and lasts through the final day of high school and a student’s transition to college or the workforce.
Pennsylvania faces four essential challenges that it must meet in order to ensure that our students are prepared to
compete in the global economy:

e We know that high-quality early childhood education is an essential head start to long-term academic
success. For this reason, Pennsylvania has made a strong and substantial commitment to building our early
education framework, including establishing a state-funded, quality pre-kindergarten system that includes
both school-based and community-based early education programs. Pennsylvania has also provided
substantial resources to school districts to provide full-day kindergarten, increasing the number of children in
full-day kindergarten from 35 percent in 2003 to 65 percent today. Pennsylvania must continue to provide
resources and supports to our youngest learners.

e Every student needs to attend a school that has adequate resources in order to obtain the student
achievement results we demand. The commonwealth must ensure that schools have sufficient resources to
meet this challenge and that taxpayer dollars are invested in the programs most likely to boost student
learning.

e Teacher effectiveness is the key to student achievement. High-quality supports for teachers are essential to
developing and retaining effective teachers in every classroom. Pennsylvania is implementing a
comprehensive system of supports for teachers, including ensuring that teacher preparation programs are
aligned with Pennsylvania’s academic standards. This system also ensures that new teachers receive high-
quality assistance, including first-year mentoring and classroom support, and relevant and timely
professional development such as coaching and peer mentoring. Pennsylvania must continue to assist
school districts in providing strong supports to all teachers in the commonwealth.

e Our schools need to be responsive to the changing world economy so that when Pennsylvania students
graduate from high school, they are ready for the high-tech, high-skills workplace that awaits them. The
commonwealth must provide the accountability, leadership and resources needed to ensure that
Pennsylvania high schools provide the rigorous coursework across the curriculum that is essential to post-
secondary success and that every Pennsylvania high school student has access to those opportunities.

Investing in Student Success

In 2006, the Pennsylvania General Assembly commissioned the commonwealth’s first study to determine the
actual level of resources schools need in order for students to achieve at grade level. The report concluded that
Pennsylvania faced a $4 billion education funding shortfall.

In February 2008, Governor Rendell proposed a $2.6 billion, six-year plan to address the shortfall. In July 2008,
the legislature: enacted a new school funding law that set an “adequacy target” for each school district based on
the formula set forth in the legislature’s report; delivered the first-year installment of the state’s contribution; and
stated in law that “...in order to enable students to attain applicable Federal and State academic standards, it is the
goal of this commonwealth to review and meet state funding targets by fiscal year 2013-2014.”

In October 2009, despite the dramatic economic downturn that caused Pennsylvania’s General Fund revenue to
decline by 11.3 percent, the Governor and the General Assembly funded a significant portion of year two of the six-
year plan to continue Pennsylvania’s commitment to adequate school funding for all children. This ongoing
investment in education continues to reap substantial rewards:

e The 50 districts where the state invested the most since 2002 showed an average 41 percent increase in
the number of students performing on grade level in grades 5, 8 and 11 (the grades tested the longest).
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e Just as significant as the increase in proficiency is the decrease in the percentage of students testing below
basic — the lowest performance level. The largest decreases in students testing at this level occurred in
districts that have benefited from the greatest increases in state investments since 2002.

¢ As we work toward closing the “adequacy gap” in school funding, we also are closing the “achievement gap”
in student performance.

The federal mandate to bring all students to grade level by 2013-14 is now just three years away. This makes
closing the adequacy gap in every district an urgent priority. Pennsylvania has just one more year until the next
increase in statewide academic targets that all schools are required to meet: The 2010-11 goals are 72 percent of
all students on grade level in reading and 67 percent of students on grade level in math. If that standard were in
place today, more than 1,500 schools and nearly half of school districts would receive a failing grade.

There is a clear correlation between adequate funding and student achievement. This correlation is made clear
by evidence from across the nation as well as by Pennsylvania’s recent experience:
e Pennsylvania’s struggling students — those at greatest risk of not reaching proficiency by 2014 — continue to
be concentrated in under-funded school districts.

e The districts that have made the greatest gains in student achievement since 2002 also have received some
of the most significant state investments in support of student success.

¢ In schools with adequate funding, 81 percent of students are performing at grade level; in schools with per-
student adequacy gaps greater than $4,000, only 55 percent of students are performing at grade level.

Despite implementation of the first two years of the funding formula and Pennsylvania’s ongoing commitment to
supporting evidence-based strategies through programs like the Accountability Block Grant, the number of school
districts with a significant adequacy gap remains high.

More Than Half of Pennsylvania’s School
Districts Need $2,000 or More per Student to
Close Their Achievement Gaps

No Shortfall | 37

Under $1,000 per pupil || 46

$1000to $2,000 per pupil 1| 99
$2,000to $3,000 per pupil - I | 83
Over $3,000 per pupil | ! ! | B5
0 5'0 ](')0 50 200

Number of Schools

With the academic pressures faced by school districts, it is clear that if the state does not do its part to close this
gap, local property tax hikes will be the result. It would take an average increase in local property taxes of nearly 40
percent to generate the same investment as the state will contribute under the new funding formula by the time it is
fully phased in. Alternatively, if the state pays its fair share, then communities can keep their property tax increases
to a bare minimum.

In these difficult economic times, it is more important than ever to prioritize the use of state resources to have
the greatest possible impact. One of the key features of Pennsylvania’s school funding formula is that the law
requires school districts to invest their new resources in a menu of proven academic programs and it gives the
Department of Education the authority to reject the investment plans of academically challenged school districts.

As a result, the second year of Pennsylvania’s new school funding formula has created new opportunities for
students:

e 59,927 students will get more time to learn — through tutoring, longer school days or an extended school
year.
|
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e 95,964 students will benefit from programs that address social and emotional well-being and school safety.
e 13,755 children will participate in pre-kindergarten and full-day kindergarten.
e 247,500 students will enroll in advanced courses and benefit from new curricula.

e 231,000 students will have teachers who are receiving intensive training.

The 2010-11 basic education subsidy includes a $354.8 million increase to continue to provide the state
funding necessary to address the adequacy gap using the new funding formula. However, economic conditions
remain extremely difficult. As was the case last year, the proposed subsidy increase is less than the amount put
forward in the original six-year plan. For this reason, it may take additional years to meet Pennsylvania’s original
adequacy funding target.

In addition to a substantial increase in the basic education subsidy, the 2010-11 budget maintains
Pennsylvania’s progress by continuing to support other successful academic programs:

— $85.9 million for Pennsylvania Pre-K Counts. School districts, Head Start programs and
other community providers with proven track records of success provide high-quality pre-
kindergarten to 11,800 students. Children from every part of the commonwealth have new
opportunities for early learning as a result of this investment — with the greatest focus on
children who are at risk of future academic failure. This program grows out of a successful
public-private partnership of the same name supported by corporate, foundation and public-
sector leaders.

— $38.7 million for the Head Start Supplemental Assistance program. For the last five
years, Pennsylvania has supplemented federal Head Start funding so this successful
program can reach an additional 5,743 children.

— $271.4 million for the Accountability Block Grant. This initiative funds pre-kindergarten,
full-day kindergarten, elementary school class-size reduction and other proven educational
programs.

— $55.3 million for the Education Assistance Program. In 2008-09, Pennsylvania’s hallmark
tutoring program provided extra learning time to 172,000 struggling students in 175 school
districts and Career and Technical Centers.

— $13.5 million for Science: It's Elementary. During 2008-09, Science: It's Elementary
provided hands-on, inquiry-based instructional materials supported by rigorous professional
development to 2,700 teachers, enabling 65,000 students to “learn science by doing science”
across 52 Pennsylvania counties. Science: It's Elementary is based on an innovative
program begun in 2000 by a group of school districts in southwestern Pennsylvania. They
proved that American students can compete in science against anyone in the world if they
are taught effectively starting in elementary school. The program will reach a total of 72,000
students in 2009-10.

Increasing the Rigor of High School

In order for Pennsylvania students to be prepared for post-secondary success in college or the workplace, high
schools must provide them with rigorous coursework in reading, writing, mathematics, science and technology and
hold them to high standards of achievement in these subjects. The commonwealth must ensure that schools and
teachers have the supports and resources necessary to reach these goals.

In 2009, following overwhelming approval by the State Board of Education and the Independent Regulatory
Review Commission, Pennsylvania promulgated final regulations that put in place new high school graduation
requirements and provided students with more options — and more support — to meet the new rules. This reform
builds on the work of the Governor's Commission on College and Career Success, which conducted an 18-month
study to identify the skills and competencies that will enable graduates to succeed in a challenging and changing
economy.

Under the new regulations, students must demonstrate proficiency in core academic subjects through a
number of options, including passing new end-of-course subject-matter exams as part of a final grade, passing
validated local assessments or passing national subject-matter assessments such as Advanced Placement or
International Baccalaureate exams.

. _____________________________________________________________________________________________________________________|
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providing more resources and support to teachers and school districts than ever before:

Implementing a comprehensive instructional improvement system. Pennsylvania has begun creating

a state-of-the-art instruction improvement system that links standards, assessments, curriculum,
instruction, materials, resources and interventions. Tools in this online system include a voluntary
model curriculum, classroom-level diagnostic assessments and model lesson plans.

Using state tutoring funds to help students pass Keystone Exams or validated local assessments.
The commonwealth is committed to ensuring that all students can meet proficiency levels by
providing the resources for appropriate supports, including extended learning time when necessary.
For this reason, the commonwealth expects that school districts will target their state tutoring funds —
$55.3 million in 2010-11 — to students who need extra help in meeting the new graduation
requirements as the new rules are phased in.

Helping More High School Students Earn College Credit. Last year, Pennsylvania high school
students earned college credits by taking 27,575 courses as a result of the commonwealth’s Dual
Enrollment program. Dual enrollment provides rigorous college-level work to students, helping to
keep them interested and engaged. It often keeps students in school who might otherwise drop out.
The 2010-11 budget provides $8 million to maintain the program, with 22 percent directed toward low-
income students to ensure that these students have access to a program that exposes them to
college-level work and helps them to understand that college can be a real option for them.

Investing in Our Children, Preparing for the Future

The 2010-11 budget represents the final year in Governor Rendell's administration — one of historic investment
in boosting achievement throughout Pennsylvania’s public education system, coupled with stronger accountability
and increased efficiency. The budget creates new opportunities for students from the first day of pre-kindergarten to

the day they receive their college degree.
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FEDERAL BLOCK
GRANTS

The federal government has two primary types of grants: categorical grants
and block grants. Categorical grants are generally distributed for specific
purposes. Block grants are distributed to state and local governments based
on a distribution formula and are available for an activity that falls within the
purposes of the federal authorizing legislation. Generally, block grants provide
state and local governments greater flexibility than categorical grants.

The commonwealth implemented eight block grants based on the Federal
Omnibus Reconciliation Act of 1981. Since that time, block grants have
been added and revised based on changes in federal law. The Personal
Responsibility and Work Opportunity Reconciliation Act of 1996 created two
new block grants: Temporary Assistance to Needy Families and the Child Care
and Development Fund which replaced the Child Care Block Grant.

In addition, three programs have been included in this presentation
because the federal government provides flexibility on the activities eligible
for funding. These programs are: Workforce Investment, Innovative Education
Program Strategies and Anti-Drug Abuse Programs. Beginning in 2005-06, the
commonwealth receives funds from the new federal Justice Assistance Grants
(JAG) in lieu of the Drug Control and System Improvement (DCSI) grants.

Block grants such as Community Services, Workforce Investment and
JAG have received additional dollars from the American Recovery and
Reinvestment Act of 2009. These funds are noted on the individual block
grant pages.

The tables within this section provide information on the estimated amount
to be received from the federal government and an estimated distribution of
the funds by program within the block grant. Generally, the amounts shown
for administrative costs represent the amount allowable by the federal
government. The 2009-10 estimated block grant amounts reflect the current
estimate of amounts available and, therefore, may be different from amounts
appropriated.

The recommended distribution by program for 2010-11 is a preliminary
proposal. Opportunities for public review and comment may result in
modifications to the proposed distribution.
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Overview and Summaries

SUMMARY OF
FEDERAL BLOCK GRANTS

This table shows a summary by federal block grant of 2008-09 expenditures, 2009-10 available and 2010-11
amounts budgeted as presented in the 2010-11 Governor's Executive Budget.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11

Actual Available Recommended

Block Block Block
COMMUNItY SEIVICES........ecveieeeeeieeeeeeeeeeeeeeeeeeeeeeeneas $ 29,402 $ 73,417 $ 31,007
Innovative Education Programs............ccccccoeiiiiinneen. 4,213 100 0
Maternal and Child Health Services..........ccccceeeeeeee. 30,233 31,000 31,000
Preventive Health and Health Services........................ 6,614 6,507 6,880
SubStaNCe ADUSE........coeiiiiiiiieeeee e 68,972 68,750 66,409
Workforce Investment.............ooovieeiiiiiiiiiiieeeeeeeees 342,705 429,254 429,255
Child Care and Development Fund............c...ccccvueen.. 339,997 366,022 385,564
Low-Income Home Energy Assistance....................... 336,610 340,535 340,535
Mental Health Services...........ccooeeeiiiiiiviiiieeeeeeeeee 15,451 14,684 14,813
Social SEIVICES.......cooiiiiiieiieceee e 108,425 108,425 98,425
Temporary Assistance to Needy Families.................... 577,889 675,693 640,871
Anti-Drug ADUSE.......ccooiiieiiie e 65,127 89,175 79,265
TOTAL. .. $ 1,925,638 $ 2,203,562 $ 2,124,024
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Overview and Summaries

Community Services

This block grant provides funds for community-based programs that offer health, nutrition, housing and
employment-related services to improve the standard of living for low-income persons. Programs consolidated into
the block grant include Community Action, Senior Opportunities and Services, Community Food and Nutrition, Energy
Conservation and Training, Evaluation and Technical Assistance.

Federal law requires that 90 percent of the funding be distributed to Community Action Agencies (CAAs). Five
percent is allowed for administration and the remaining five percent is utilized for competitive projects. The 90 percent
program monies are being granted to existing CAAs for operating costs and low-income energy assistance efforts,
the Pennsylvania Directors' Association for Community Action and competitive grants are awarded in the areas of
employment training, job preparedness, community conservation corps, community economic development, summer
employment and youth programs, emergency assistance and homeless assistance.

The funds estimated for administration are based on the statutory limitation of five percent and will be utilized for
program purposes if not needed for administration.

The American Recovery and Reinvestment Act of 2009 (ARRA) has made additional funds available as listed

below.
(Dollar Amounts in Thousands)
2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Community and Economic Development:
CSBG — Administration..........ccccoovvveieiiiiiieieeenes $ 1,402 $ 1,507 $ 1,507
ARRA — CSBG Administration............ccccccccoeneeee. 0 210 0
Community Services Block Grant 28,000 29,500 29,500
ARRA — Community Services Block Grant........... 0 42,200 0
TOTAL. .t $ 29,402 $ 73,417 $ 31,007
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Overview and Summaries

Innovative Education Programs

This program is authorized by Elementary and Secondary Education Act of 1965, as amended by Title V of the
No Child Left Behind Act of 2001, to assist state and local education agencies in the reform of elementary and
secondary education.

Block grant funds may be used to support education reform efforts that are consistent with and support statewide
education reform. Funding also enables state educational agencies and local educational agencies to implement
promising educational reform programs based on scientifically based research and to provide a continuing source of
innovation and educational improvement, including support programs to provide library services and instructional and
media materials. This program also seeks to meet the educational needs of all students, including at-risk youth, and
to develop and implement education programs to improve school, student and teacher performance, including
professional development activities and class size reduction programs.

Federal law provides that the commonwealth must distribute at least 85 percent of the funds to local education
agencies. The remaining 15 percent is available to the state for state administration and technical assistance.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Education:
ESEA Title V — Administration/State........... $ 779 ° $ 0 $ 0
School Districts:
ESEA Title V — School Districts.................. $ 3,434 $ 100 $ 0
TOTAL. ..o $ 4,213 $ 100 $ 0

a
Includes carryover.
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Overview and Summaries

Maternal and Child Health Services

This block grant provides funds for planning, promoting and evaluating health care for pregnant women, mothers, infants
and children with special health care needs. This is accomplished by providing health services for mothers and children who
do not otherwise have access to adequate health care and nutritional resources. Administrative costs cannot exceed 10
percent. These personnel and operational costs are found in the Administration and Operation line item which also contains
some programmatic costs. These include outreach, promotional costs, laboratory supplies and help line services.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Health:
MCHSBG — Administration and Operation................ $ 15,133 $ 15,718 $ 15,718
MCHSBG — Program Services.........cccceeeiiiieeeeennnne 15,100 15,282 15,282
TOTAL. ..o $ 30,233 $ 31,000 $ 31,000
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Overview and Summaries

Preventive Health and Health Services

This block grant provides funds for preventive health services. Programs include activities to affect improvements
in health status through achievement of the National Year 2010 Health Objectives; programs for community and
school-based fluoridation; feasibility studies and planning for emergency medical services systems and the
establishment, expansion and improvement of such systems; services to victims of sex offenders; and related
planning, administration and educational activities. Funding also works toward eliminating disparities between the
health status of the general population and that of identifiable subpopulations including geographical, racial, ethnic,
gender or other groups. Administration is limited to 10 percent.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block

Health:

PHHSBG — Administration and Operation............. $ 2,711 $ 2,849 $ 3,222

PHHSBG — Block Program Services.................... 3,753 3,508 3,508

SUbtOtal.....coieeee e $ 6,464 $ 6,357 $ 6,730
Public Welfare:

PHHSBG — Domestic Violence............ccocuveveeenen. $ 150 $ 150 $ 150

TOTAL. ..t $ 6,614 $ 6,507 $ 6,880
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Overview and Summaries

Substance Abuse

This block grant provides funds to establish and maintain programs to combat alcohol and drug abuse.
These programs include individual substance abuse services, community services, drug and alcohol formula
grants and alcoholism treatment and rehabilitation services.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block

Corrections:

SABG — Drug and Alcohol Programs................ $ 2,100 $ 2,100 $ 2,100
Health:

SABG — Administration and Operation............. $ 7,848 $ 8,193 $ 8,203

SABG — Drug and Alcohol Services.................. 57,041 56,474 54,123

Subtotal......coociiii $ 64,889 $ 64,667 $ 62,326
Public Welfare:

SABG — Homeless Services........ccccoeevevvueeenne. 1,983 1,983 1,983

TOTAL....eee e $ 68,972 $ 68,750 $ 66,409
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Overview and Summaries

Workforce Investment

The Workforce Investment Act of 1998 authorized the Workforce Investment Block Grant. It has three main
program components: Adult, Youth and Dislocated Workers. The purpose of the Adult program is to improve the
quality of the workforce, reduce welfare dependency and enhance the productivity and competitiveness of the
nation’s economy by providing workforce investment activities that increase the employment, retention and earnings
of participants, and increase occupational skill attainment by the participants. The youth program assists low-income
youth between the ages of 14 and 21 to acquire the educational and occupational skills, training and support needed
to achieve academic and employment success and successfully transition to careers and productive adulthood. The
dislocated worker program shares the same overall purpose of the adult program with emphasis on reemployment of
these workers.

The commonwealth distributes funds by formula to 23 local agencies called Local Workforce Investment Areas
for the attainment of agreed-upon performance goals.

The American Recovery and Reinvestment Act of 2009 (ARRA) has also made additional funds available as

listed below.
(Dollar Amounts in Thousands)
2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Executive Offices:
Office of the Budget
WIA — Program Accountability............cccoeoieeiiiiinnnn. $ 305 $ 354 $ 355
Labor and Industry:
WIA — Administration...........ccoueeiiiieieiieiee e $ 13,500 $ 11,000 $ 11,000
ARRA — Workforce Investment Administration............. 0 5,000 5,000
WIA — Adult Employment & Training...........cccecvvevneeen. 68,000 60,000 60,000
ARRA — WIA Adult Employment & Training................. 0 16,000 16,000
WIA — Youth Employment & Training............cccccccuuee. 70,500 52,000 52,000
ARRA — WIA Youth Employment & Training................ 0 37,000 37,000
WIA — Statewide Activities...................... 28,000 23,000 23,000
ARRA — WIA Statewide Activities 0 10,000 10,000
WIA — Dislocated Workers..........cccceevvevunnrnnn. 161,500 109,000 109,000
ARRA — WIA Dislocated Workers 0 105,000 105,000
WIA — Veterans Employment and Training.................. 900 900 900
Subtotal....oei i $ 342,400 $ 428,900 $ 428,900
TOTAL. e $ 342,705 $ 429,254 $ 429,255
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Overview and Summaries

Child Care and Development Fund

The Personal Responsibility and Work Opportunity Reconciliation Act of 1996 created this block grant which
provides funds to states for an integrated child care program. This program allows states flexibility in developing
programs to provide child care to children of low-income working parents and parents trying to become independent
of public assistance, to provide consumer education information to parents, to promote parental choice and to
implement state health, safety, licensing and registration standards. States are not required to match discretionary
funds; however, there are some maintenance of effort and state matching requirements.

The American Recovery and Reinvestment Act of 2009 (ARRA) has made additional funds available as listed

below.
(Dollar Amounts in Thousands)
2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Executive Offices:
Inspector General - Welfare Fraud
CCDFBG — Subsidized Day Care Fraud................. $ 383 $ 1,000 $ 1,000
Public Welfare:
CCDFBG — Administration............cccccveeeiivieereeeenns $ 13,480 $ 13,480 $ 13,480
CCDFBG — Family Centers..........ooccoiieiiiiiieeees 461 0 0
CCDFBG — Child Care Services........ccccvvvvveeveeenen... 190,316 180,827 2 178,535
ARRA — CCDFBG — Child Care Services............. 0 22,151 41,693
CCDFBG — School Age.......cccceeevevvveeeenne 1,260 1,260 1,260
CCDFBG — Child Care Assistance 131,492 147,304 b 149,596
CCDFBG — Nurse Family Partnership.................... 2,605 0 0
51U o) (o) =1 IS $ 339,614 $ 365,022 $ 384,564
TOTAL. .ttt $ 339,997 $ 366,022 $ 385,564

@ Appropriated as $190,316,000. Amount shown is the best current estimate of the amount available for 2009-10.
Additional funds may be received, therefore no reduction to the appropriation authority is recommended.

® Includes recommended supplemental appropriation of $9,489,000.
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Overview and Summaries

Low-Income Home Energy Assistance

This block grant provides funds to assist eligible low-income individuals and families in meeting the cost of home
energy through cash assistance and to alleviate crisis situations. The amounts below include weather-related
contingency funding. The Department of Public Welfare’'s energy assistance program received $238,000 in
supplemental funding from the Energy Conservation and Assistance Fund in 2008-09.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Community and Economic Development:
LIHEABG — Administration..............cccccceeinineen. $ 535 $ 535 $ 535
LIHEABG — Weatherization Program................... 30,000 30,000 30,000
LIHEABG — Weatherization Program (EA).......... 10,704 2 0 0
Subtotal....cccooiii $ 41,239 $ 30,535 $ 30,535
Public Welfare:
LIHEABG — Administration...........ccccecceevvveneennnnnn $ 17,382 $ 20,000 $ 20,000
LIHEABG — Low-Income Families
and Individuals............eeevieiiiiiiieiiis 288,693 290,000 290,000
Subtotal.....eveeeeeeeiee s $ 306,075 $ 310,000 $ 310,000
TOTAL. ..o $ 336,610 $ 340,535 $ 340,535

a Subgrant not added to total to avoid double counting.
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Overview and Summaries

Mental Health Services

This block grant provides funds for the provision of services to adults with serious mental illness or children with
serious emotional disturbance. Services may be provided by a variety of community-based programs including
community mental health programs, psychosocial rehabilitation programs, mental health peer support programs and
mental health primary consumer directed programs.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Public Welfare:
MHSBG — Administration.............cccccceeiiinnenn. $ 195 $ 273 $ 273
MHSBG — Community Mental Health................ 15,256 14,411 14,540
TOTAL. et $ 15,451 $ 14,684 $ 14,813
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Overview and Summaries

Social Services

Funds are provided to help individuals achieve or maintain self-sufficiency; to prevent, reduce or eliminate
dependency; to prevent or remedy abuse and neglect of children and adults; and to prevent or reduce institutional
care. Most services are delivered by local entities that receive grants or contract with the Department of Public
Welfare. These federal allocations serve to augment state appropriations thereby increasing the total level of services
provided.

In addition to funds received directly through the Social Services Block Grant, the Personal Responsibility and
Work Opportunity Reconciliation Act of 1996 authorized transfers from the Temporary Assistance to Needy Families
Block Grant.

The Omnibus Reconciliation Act of 1993 included a grant program to states under the Social Services Block
Grant for the establishment of empowerment zones and enterprise communities. Federal funds were targeted to
specific urban or rural areas in proven economic distress. Funds received by the state go directly to eligible
communities. Pennsylvania's share of the one-time grant was $88,007,000 which was totally committed but is being
spent over several years. The amounts shown below represent estimated carryover of commitments from the one-
time grant. The program was transferred to the Department of Community and Economic Development in 1997-98.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
Public Welfare:
SSBG — Administration..........cccooeeveeeieiiiiieieeienns $ 3,641 $ 3,641 $ 3,641
SSBG — County Assistance Offices.................... 6,262 6,262 6,262
SSBG — Basic Institutional Programs................. 10,000 10,000 10,000
SSBG — Community Mental Health Services...... 10,366 10,366 10,366
SSBG — Community MR Services 6,500 6,500 6,500
SSBG — Child Welfare...........ccccoeeeeeeeeeeeeeeeeiinnnn. 12,021 12,021 12,021
SSBG — Child Care Services.......ccccocevevvueeveennnn.. 30,977 30,977 30,977
SSBG — Domestic Violence Programs 5,705 5,705 5,705
SSBG — Rape CriSiS.......coiiuiiiiieiiiieee e 1,721 1,721 1,721
SSBG — Family Planning........ccccoociiiiiiiiinne.. 2,000 2,000 2,000
SSBG — Legal Services.........cccceeennneeen. 5,049 5,049 5,049
SSBG — Homeless Services 4,183 4,183 4,183
Subtotal......ccooeeeiiii e, $ 98,425 $ 98,425 $ 98,425
Community and Economic Development:
Enterprise Communities — SSBG....................... $ 10,000 2 $ 10,000 2 $ 0
TOTAL. .. $ 108,425 $ 108,425 $ 98,425

@ Estimated carryover.
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Overview and Summaries

Temporary Assistance to Needy Families

The Personal Responsibility and Work Opportunity Reconciliation Act of 1996 created a block grant that makes
funds available to the states to operate the Temporary Assistance to Needy Families (TANF) program. Pennsylvania
implemented the TANF program on March 3, 1997. Funds are available to provide temporary cash and other benefits
to help needy families participating in activities designed to end dependence on government benefits and to provide
services for dependent and abused children. In addition, funds may be used for services designed to prevent future
dependency. This block grant requires a state maintenance of effort and establishes mandatory work participation
rates. States are allowed to transfer up to a total of 30 percent of their TANF funds to the Child Care and
Development Fund and Social Services Block Grants. No more than 10 percent may be transferred to the Social
Services Block Grant. These transfers are included in the Child Care and Development Fund and the Social Services
Block Grant.

The American Recovery and Reinvestment Act of 2009 (ARRA) has made additional funds available as listed

below.
(Dollar Amounts In_I housands)
2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block

Executive Offices:
Inspector General - Welfare Fraud

TANFBG — Program Accountability................... $ 1,500 $ 1,500 $ 1,500
Community and Economic Development:

TANFBG — Emergency Mortgage Asst. (EA)..... $ 5,000 ° $ 0 $ 0
Education:

TANFBG — Teenage Parenting Ed. (EA)........... $ 12255°%  § 12,255 ° $ 12,255 °
Labor and Industry:

TANFBG — Youth Employment and Training..... $ 15,000 $ 15,000 $ 15,000
Public Welfare:

TANFBG — Administration................cccceeeeveeenne. $ 4,232 $ 4,980 $ 4,980

TANFBG — Information Systems....................... 9,327 9,327 9,327

TANFBG — Statewide........c.ccooccvvevieiiiiieeeeeee 0 2,150 2,150

TANFBG — County Assistance Offices.............. 33,691 44,190 44,190

TANFBG — New Directions..........ccccccceevcvveeennn. 136,176 136,202 136,202

TANFBG — Cash Grants.........ccccvvevveeeeeeeeeeennnn. 277,394 261,775 276,953

ARRA — TANFBG — Cash Grants.................... 0 100,000 50,000

TANFBG — Alternatives to Abortion................... 1,000 1,000 1,000

TANFBG — Child Welfare............cccoovveveeeennneen.. 67,883 67,883 67,883

TANFBG — Child Care Services..........ccuueeeeeee. 2,000 0 0

TANFBG — Child Care Assistance..................... 28,464 31,686 31,686

TANFBG — Nurse Family Partnership............... 1,222 0 0

Subtotal......cocieiiii $ 561,389 $ 659,193 $ 624,371

TOTAL e $ 577,889°  $ 675,693 ° $ 640,871 °

a Subgrant not added to total to avoid double counting.
® Includes carryover funding.
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Overview and Summaries

Anti-Drug Abuse

Two grant programs initially authorized by the Anti-Drug Abuse Act of 1986, the Drug Control and System
Improvement (DCSI) grant and the Safe and Drug Free Schools and Communities (DFSC) grant, are presented
below.

In 2005-06, the federal government combined the Edward Byrne Memorial Formula Grant Program, which was
the source of the Drug Control and System Improvement (DCSI) grants with the Local Law Enforcement Block Grant
to create the Justice Assistance Grant (JAG) program. The new program continues the DCSI objectives of assisting
state and local governments to implement a wide range of drug enforcement and correctional treatment projects as
well as providing victim services and juvenile and criminal justice system improvement initiatives throughout the
commonwealth.

The objective of the Safe and Drug Free Schools and Communities program is to establish state and local
programs for alcohol and drug abuse education and prevention, in addition to violence prevention, coordinated with
related community efforts and resources. The allocation made to Pennsylvania is administered by the Department of
Education and the Commission on Crime and Delinquency, with the majority of these funds going to local education
agencies.

The commonwealth also receives funds from the Substance Abuse Block Grant. This program, along with funding
recommendations, is described elsewhere in this section.

The American Recovery and Reinvestment Act of 2009 (ARRA) has made additional funds available as listed

below.
(Dollar Amounts in Thousands)
2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
DRUG CONTROL AND SYSTEM IMPROVEMENT
FORMULA GRANT PROGRAM (DCSI) and
Justice Assistance Grants (JAG)
Executive Offices:
Commonwealth Technology Services
JAG — Electronic REPOMtiNg.........ccocvovoveveeeeeeeeeeeeeeeeeeeeens $ 200° $ 0 3 0
Commission on Crime and Delinquency
DCSI — Program Grants..........cccocceeerveesieeenceeennnnns $ 18,000 $ 10,000 $ 100 °
DCSI — Criminal History Records 10 10 0
Justice Assistance Grants..........ccccccevveieeeiiiier e 30,000 30,000 30,000
ARRA — Justice Assistance Grants..............couuueeeeeiiieeeeeeennenns 0 30,000 30,000
Justice Assistance Grants — Administration..............cccceeceeee.. 1,391 1,239 1,239
ARRA — Justice Assistance Grants Administration.................. 0 2,500 2,500
Subtotal — Commission on Crime and Delinquency............ $ 49,401 § 73,749 $ 63,839
Subtotal — Executive Offices.......ccoovvueiiiiiiiiiiiieeeeeeeeeeeee $ 49,601 % 73,749 $ 63,839
Attorney General:
ARRA — JAG Computer Forensics Enhancements.................. $ 0 $ 225  $ 0
Corrections:
JAG — Cognitive Behavior Therapy............cccceueveeeveccecureennne. $ 80° $ 0 $ 0
Probation and Parole:
JAG — Client Identification.............cocoevreuririncinienicscseeees $ 125° § 37%$ 0
JAG — Violations Sanctioning...........cocccveveveveveeeeeeeeeenenennnns 84 @ 29 ° 0
SUDBOtal. e $ 209 $ 66 $ 0
Legislature:
Commission on Sentencing
JAG — Consolidated Project Grants..............ccccccoveveveveeerennnn. $ 1470 2§ 1,248 2 § 1,280 *®
TOTAL. e $ 49,401 $ 73,749 § 63,839
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Anti-Drug Abuse (continued)

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Department / Appropriation Actual Available Recommended
Block Block Block
SAFE AND DRUG FREE SCHOOLS AND
COMMUNITIES (DFSC)
Executive Offices:
Commission on Crime and Delinquency
DFSC — Special Programs..........cccooueeiieeeiiee i $ 4500 $ 4500 $ 4,500
Education:
DFSC — AdMINISLration..........cceoveerereeiserieeseseeee e seeeeeeeeas $ 850 § 850 § 850
DFSC — School Districts........cceoviiiiiiiiieceeceec e 10,076 10,076 10,076
101 o] (o] - | S SR $ 10,926 $ 10,926 $ 10,926
Health:
DFSC — Special Programs for Student Assistance (EA).......... $ 720% § 0o $ 0
Public Welfare:
DFSC — Special Program — Juvenile Aftercare............c..c....... $ 300 $ 0 3 0
DFSC — Juvenile Aftercare Services...........ccocoeevieenieennneennn 0 118 @ 0
SUDLOtAL ... $ 300 $ 118 § 0
TOTAL. e $ 15,726  $ 15426 $ 15,426
GRAND TOTAL ALL PROGRAMS........cccieeeiieiienne $ 65,127 $ 89,175 $ 79,265

a Subgrants not added to total to avoid double counting.

b
Carryover.
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Overview and Summaries

Public Information and Communications

The Commonwealth spends funds on activities to provide government information to the news media and the general public and for other
essential communications efforts. Funds are budgeted in 30 agencies to provide public notification and information to the Commonwealth’s public,
news media, businesses, legislators and citizens regarding the bidding of contracts, issuance of rules and regulations, announcement of public
hearings and the availability of services and financial aid. The amounts that are detailed below exclude those items that are strictly educational and
materials that are offered for public sale such as the “Game News” and “Pennsylvania Angler and Boater”.

(Dollar Amounts in Thousands)

2009-10 2010-11

Estimate Estimate

GOVEIMNON'S OffiCE. . eetieuiieiieiie ettt ettt ettt enee et eeneenteeneenns $ 689 $ 683
EXECULIVE OffiCES.....eiiiiiiiiiiieit et 216 214
AgINg and LONG TeIM LiVING.....ccouiiriiiiiiieiiie ettt 323 321
Agriculture.... 724 718
BANKING. ..+ttt b e 310 308
CiVil SErvice COMIMISSION......coiuiiiiiiiiie ittt ettt 51 51
Community and Economic DevelopmMENt..........ccouiiiiiiriiaiieiee e 396 392
Conservation and Natural RESOUICES..........cueiuiiiiiiriieie et 363 360
(@0 7=Tot o] o LTRSS R TP PRUPR PRSPPI 257 268
[=o (BT 1[0 o FH OSSP P PR TOPRPPP 503 483
Emergency Management AQEINCY.........occueieiurrieiiireeeeieeeeasineeessnreeessnneeessnreeesnneeesannes 182 182
ENvironmental ProteCHON.........ooiiiiiii it 2,588 2,565
Fish and Boat COMMISSION. .......cccuiiiiiiiiie ittt ettt 312 312
GaAME COMIMUSSION. ...ttt etee sttt ettt ettt ettt e st e st e sh et et e e e bt e et e e saneeabneesaneebeeenees 283 283
General Services 108 108
HEAIEN...c ettt bbbt a et 664 640
Historical and Museum COMMISSION. ........eoiuiaiiiiaitieeiee et etee et sbee e bee e e 258 255
INSUFAINCE. ...ttt ettt e ae et e et e e e e b et e e nnnn e e e nanneeennnnas 252 250
Labor @nd INAUSTIY . .....coiiieiie et bbb 584 602
LiQUOT CONEIol BOAIM. .....cccuviiiiiiiiiiiie ettt be e n 397 405
Military and Veterans AffairS. ........c.coiii it 353 287
Milk Marketing BOAI. .........couiiiiiiiieeiie ettt st b e s b siee e 41 41
Probation and Parole Board.. 180 180
Public Utility COMMISSION. ... ..ciiiiiiiiiiie ittt sbe et 424 448
PUDBIC WEIFAIE. ... bbb s 304 324
244 242

71 71

444 415

281 284

TrANSPOITALION. ...ttt ettt ettt ettt ettt et e st e be e e sab e e ke e e be e e beeenbeeanbeesnbeessneenns 2,215 2,215
TOTAL $ 14,625 $ 13,907

---- Lottery sales promotion - $37 million will be spent on advertising campaigns to promote lottery sales and to disseminate information on the
various lottery programs including property tax and rent assistance for older Pennsylvanians during 2010-11. These expenditures are expected to
generate approximately $3.08 billion in lottery revenues during 2010-11.

---- Economic development - A total of $11.2 million is budgeted in the General Fund to promote tourism and economic development. This will
contribute to an estimated $25.8 billion in 2010-11 travel revenues to Pennsylvania and supports the State’s aggressive effort to preserve and create
jobs.
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COMMONWEALTH
PRoOGRAM BUDGET

This section summarizes the budget by major revenue source and major
program area of expenditure. This summary includes programs funded from
the General Fund, the eleven budgeted special revenue funds, federal funds,
and other revenues including augmentations, restricted receipts and revenues,
and other special revenue funds.

Detailed supporting information is provided for each major program area
of expenditure by component categories and subcategories (subdivisions
of activities) which contribute to the commonwealth’s total effort in that
program. Detailed information on individual revenue sources may be found
in the appropriate fund presentation in the Summary by Fund section of this
document.
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Program Budget Summary

Reader’s Guide to the “Summary of Revenues and Expenditures
for the Operating Program” Statement

The Summary of Revenues and Expenditures for the Operating Program comprehensive statement shown on
page B5 is an “all funds” seven-year summary of revenue and expenditures for the commonwealth operating
program. This section is intended to assist readers with interpreting and understanding the revenue and
expenditure items presented on the comprehensive statement.

Beginning Balances and Ending Balances

Beginning and Ending Balances are included only for state General Fund and state Special Funds as Federal
Funds and Other Funds revenues and expenditures are considered to be self-balancing. While Revenue totals are
shown for General Fund, Special Funds, Federal Funds and Other Funds, the Program Expenditures section of the
statement aggregates expenditures of these four fund types into the eight Commonwealth Programs for ease of
presentation. The General Fund and Special Funds beginning and ending balances are based on their respective
financial statements found on pages A2.3 through A2.7 in Section A of this document.

Revenues

All General Fund, Special Funds, Federal Funds and Other Funds revenue contributing toward the
commonwealth operating program are shown on the statement.

General Fund — The General Fund is the commonwealth's largest operating fund. It receives all tax revenue,
non-tax revenue and Federal grants and entitlements not specified by law to be deposited elsewhere. Tax
revenue constitutes over 99 percent of annual General Fund revenue. The largest sources of non-tax revenue
are profit transfers from the Pennsylvania Liquor Control Board, earnings of investments and the escheats or
“unclaimed property” program. General Fund revenue categories shown on the statement include Corporation
Taxes, Personal Income Tax, Sales and Use Taxes, and All Other Revenues/Taxes. A Less Refunds category is
also shown as a negative revenue adjustment to account for various tax refunds. Additional information on
General Fund revenue sources can be found in Section C1 of this document.

Special Funds — There are 11 Special Funds contributing revenue to the commonwealth operating program.
Additional information on Special Funds revenue sources can be found in Sections C2 through C12 of this
document.

Federal Funds — All monies received from the federal government are deposited into the State Treasury and
thus must be appropriated. The Department of Public Welfare receives the most federal funds. Other agencies
receiving significant federal funds include the departments of Education, Aging and Long Term Living, and
Transportation. Additional information on federal funds budgeted by agency can be found on page C1.9 (for
federal funds related to General Fund budgets) and in Section E, Department Presentations, on each agency’s
Summary by Fund and Appropriation statement.

Other Funds — There are more than 100 Other Funds contributing revenue to the commonwealth operating
program. The State Stores Fund, the Public Transportation Trust Fund and the Property Tax Relief Fund
contribute significant revenue to the Other Funds revenue total. Additional information on Other Funds revenues
can be found in Section E, Department Presentations, on each agency’s Summary by Fund and Appropriation
statement.

Program Expenditures

Program expenditures are categorized by the eight Commonwealth Programs beginning with Direction and
Supportive Services and ending with Debt Service. These programs include expenditures from all General Fund,
Special Funds, Federal Funds and Other Funds contributing to total operating program expenditures as shown on
pages B6 and B7. More detailed expenditure breakdowns by program category and subcategory are shown on
pages B8 through B17.

Total operating program expenditures are adjusted to include expenditure reductions from General Fund or
Special Fund lapses of unspent prior-year funds. Other adjustments, such as fund transfers to the operating
program (resulting in expenditure increases) or fund transfers from the operating program (resulting in expenditure
decreases) may be shown on the statement and will impact total program expenditures and ending balances.

|
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Program Budget Summary

SUMMARY OF REVENUES AND EXPENDITURES
FOR THE OPERATING PROGRAM

The following table is a seven year summary of the revenues and expenditures by Commonwealth Program for the
operating budget. Balances are included only for State funds - General Fund and Special Funds - as Federal Funds and
Other Funds revenues and expenditures are considered to be self-balancing.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated
BEGINNING BALANCES
General Fund ........ccoooevieiieieceeeeen $ 582,796 $ -2,030,417 $ 37,479 $ 4185 $ -154,969 $ -1,784,054 $  -3,583,315
Adjustment to Beginning Balance........... 2,500 0 0 0 0 0 0
Adjusted Beginning Balance................... $ 585296 $ -2,030417 $ 37,479 $ 4185 3 -154,969 $ -1,784,054 $  -3,583,315
Special FUNds .......ccccevieiieeieeieeeee $ 1,079,949 $ 699,676 $ 681,489 $ 540,187 $ 511,490 $ 464,792 $ 416,350
REVENUES
General Fund:
Corporation TaXes.......ccceveveerieeseennens $ 4,834,292 $ 5,072,000 $ 4,947,400 $ 5,043,200 $ 4,927,800 $ 4,736,600 $ 4,679,700
Personal Income Tax.. 10,198,646 10,005,400 10,378,800 11,114,200 11,550,700 12,227,200 12,865,300
Sales and Use TaX.......ccoevvvrveeereereennns 8,135,508 8,090,500 8,624,000 9,088,300 9,766,000 10,313,100 10,813,500
All Other Revenues/Taxes..........ccoceen.. 2,361,359 5,131,800 3,564,900 3,384,000 3,542,000 3,634,200 3,766,000
Less Refunds.......c.ccovcveviieiniieiieiicciens -1,225,000 -1,250,000 -1,275,000 -1,290,000 -1,320,000 -1,350,000 -1,370,000
Proposed Stimulus Transition
Reserve Fund ........cccocvviienieniecins 0 0 0 2,287,450 1,552,640 1,705,780 1,849,060
Total General Fund..........cccooceeviennennnn. $ 24,304,805 $ 27,049,700 $ 26,240,100 $ 29,627,150 $ 30,019,140 $ 31,266,880 $ 32,603,560
Special Funds........ccccovieeieeiiieiieeeee 4,554,275 4,792,022 4,713,686 4,900,587 4,989,651 5,060,720 5,111,451
Federal Funds.........ccccccveevevveveeceeces 20,214,830 26,142,909 25,788,722 22,222,078 21,648,738 22,058,497 22,633,455
Other FuNdS.......ccooceevieiieeeeeeeee e 8,978,563 9,631,895 9,527,072 9,421,145 9,425,355 9,505,848 9,581,671
Total Revenues
and Balances..........ccoccovvevieinennn, $ 59717718 $ 66285785 $ 66988548 $ 66715332 $§ 66439405 $ 66572683 $ 66,763,172
PROGRAM EXPENDITURES
Direction and Supportive
SEIVICES....viiiiiiiieciie e $ 1695826 $ 2,055295 $ 1,992,065 $ 1,689,869 $ 1,681,268 $ 1,688,773 $ 1,682,236
Protection of Persons and
Property......ccccceveniiiieieeeesee 7,914,899 8,380,852 8,481,537 8,543,876 8,503,244 8,585,723 8,707,822
Education..........cccoeveniens 14,537,805 16,346,600 16,108,327 15,384,469 16,331,632 17,405,376 18,425,735
Health and Human Services... 26,946,282 27,461,342 28,687,508 29,904,035 30,531,722 31,323,289 32,161,478
Economic Development...... 2,732,236 2,928,651 2,760,464 2,255,023 2,155,305 2,063,719 2,064,672
Transportation..........cccceveeveiieiieeieee, 5,896,140 7,039,323 6,694,247 6,745,798 6,567,274 6,632,460 6,695,307
Recreation and Cultural Enrichment....... 683,335 628,494 591,564 575,302 581,606 586,457 590,733
Debt Service.......cccocevveiiviiieinans 967,600 1,016,601 1,128,464 1,260,439 1,406,616 1,453,851 1,450,231
Less General Fund Lapses. -163,837 -195,000 0 0 0 0 0
Less Special Fund Lapses............c........ -161,827 -95,341 0 0 0 0 0
Total Operating Expenditures..... $ 61,048,459 $ 65,566,817 $ 66,444,176 $ 66,358,811 $ 67,758,667 $ 69,739,648 $ 71,778,214
ENDING BALANCES
General Fund.........ccoooeviieiieiiecceen, $ -2,030,417 $ 37,479 $ 4,185 $ -154,969 $ -1,784,054 $ -3,583,315 $§ -5359,610
Special FuNds .......ccccevieviiiiiieiiiceee $ 699,676 $ 681,489 $ 540,187 $ 511,490 $ 464,792 $ 416,350 $ 344,568
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Program Budget Summary

Seven Year Summary of Commonwealth Programs

The following is a summary for the seven Commonwealth Programs of 2008-09 actual expenditures, 2009-10 amounts available, 2010-11
amounts budgeted and future year estimates for all the operating funds and capital bond authorizations as presented in the 2010-11 Governor's
Executive Budget. A breakdown of each Commonwealth Program by Category and Subcategory is shown on subsequent pages.

(Dollar Amounts in Thousands)

v COMMONWEALTH OF PENNSYLVANIA
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2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Available Budget Estimated Estimated Estimated Estimated
Direction and Supportive Services
General Fund...........ccccoueene $ 868,222 819,777 816,226 $ 823,525 $ 810,376 $ 808,726 $ 798,175
Special Funds.........ccccoce... 558,121 599,958 571,652 588,626 593,174 600,329 606,343
Federal Funds...........ccc..... 49,050 379,814 367,808 44,808 44,808 44,808 44,808
Other Funds..........cccocvenen. 220,433 255,746 236,379 232,910 232,910 234,910 232,910
Total Operating................... $ 1,695,826 2,055,295 1,992,065 $ 1,689,869 $ 1,681,268 $ 1,688,773 $ 1,682,236
Protection of Persons and Property
General Fund..........cccceeee $ 2,867,724 2,744,837 2,876,430 $ 3,099,828 $ 3,187,251 $ 3,215970 $ 3,246,054
Special Funds..... 720,119 756,252 743,943 726,924 726,196 726,199 726,197
Federal Funds.... 1,216,402 1,681,380 1,662,054 1,503,446 1,334,274 1,338,151 1,378,750
Other Funds..........ccccevveene 3,110,654 3,198,383 3,199,110 3,213,678 3,255,523 3,305,403 3,356,821
Total Operating................... $ 7,914,899 8,380,852 8,481,537 $ 8543876 $ 8,503,244 $ 8585723 $ 8,707,822
Education
General Fund...........ccccceen. $ 11,670,515 11,039,037 11,484,074 $ 12,453,572 $ 13,399,413 $ 14,472,141 $ 15,491,604
Special Funds 9,620 1,125 12,181 12,535 13,857 14,873 15,769
Federal Funds...........c......... 2,055,859 4,505,179 3,744,842 2,061,132 2,061,132 2,061,132 2,061,132
Other Funds..........cccoevneene 801,811 801,259 867,230 857,230 857,230 857,230 857,230
Total Operating................... $ 14,537,805 16,346,600 16,108,327 $ 15,384,469 $ 16,331,632 $ 17,405376 $ 18,425,735
Health and Human Services
General Fund...........cccccuee. $ 9,827,681 9,081,700 9,502,854 $ 11,683,538 $ 12,388,239 $ 12,670,174 $ 12,961,717
Special Funds.........c.c....... 1,484,889 1,323,008 1,264,728 1,309,449 1,355,346 1,365,441 1,375,548
Federal Funds.... 14,195,872 15,439,622 16,344,032 15,376,351 15,280,214 15,779,024 16,313,310
Other Funds.... 1,437,840 1,617,012 1,575,894 1,534,697 1,507,923 1,508,650 1,510,903
Total Operating................... $ 26,946,282 27,461,342 28,687,508 $ 29,904,035 $ 30,531,722 $ 31,323,289 $ 32,161,478
Economic Development
General Fund..........cccccuee. $ 680,970 351,301 370,379 $ 389,656 $ 394,036 $ 394,771 % 395,549
Special Funds..... 13,620 11,531 10,861 8,568 7,402 7,407 7,404
Federal Funds.... 1,086,111 1,479,337 1,323,375 889,730 821,699 728,771 728,844
Other Funds..........cccovvnene 951,535 1,086,482 1,055,849 967,069 932,168 932,770 932,875
Total Operating................... $ 2,732,236 2,928,651 2,760,464 $ 2,255,023 $ 2,155,305 $ 2,063,719 $ 2,064,672
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Program Budget Summary

Seven Year Summary of Commonwealth Programs

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated
Transportation

General Fund...........ccocoueene. $ 10,236 $ 9,589 $ 10,631 $ 10,631 $ 10,631 $ 10,631 $ 10,631
Special Funds.........cccccce... 2,093,622 2,011,198 2,020,766 2,058,566 2,111,666 2,165,166 2,218,966
Federal Funds.... 1,509,697 2,542,085 2,266,606 2,266,606 2,026,606 2,026,606 2,026,606
Other Funds.........ccccccvveeene 2,282,585 2,476,451 2,396,244 2,409,995 2,418,371 2,430,057 2,439,104
Total Operating................... $ 5,896,140 $ 7,039,323 $ 6,694,247 $ 6,745798 $ 6,567,274 $ 6,632,460 $ 6,695,307

Recreation and Cultural Enrichment

General Fund............cc........ $ 254,398 $ 197,905 $ 188,761 $ 188,761 $ 188,761 $ 188,761 $ 188,761
Special Funds..................... 167,460 145,841 169,026 157,981 164,000 168,630 172,711
Federal Funds..........c.c....... 101,839 115,492 80,005 80,005 80,005 80,005 80,005
Other Funds............ccceenee 159,638 169,256 153,772 148,555 148,840 149,061 149,256
Total Operating................... $ 683,335 $ 628,494 $ 591,564 $ 575,302 $ 581,606 $ 586,457 $ 590,733

Debt Service

General Fund............cccc.... $ 904,609 $ 932,658 $ 1,024,039 $ 1,136,793 $ 1,269,518 $ 1,304,967 $ 1,287,364
Special Funds..... 48,924 56,637 61,831 66,635 64,708 61,117 60,295
Federal Funds.... 0 0 0 0 0 0 0
Other Funds..........cccccveenns 14,067 27,306 42,594 57,011 72,390 87,767 102,572
Total Operating..........ccceo.... $ 967,600 $ 1,016,601 $ 1,128464 $ 1,260,439 $ 1,406,616 $ 1,453,851 $ 1,450,231
Capital Bond Authorizations... $ 0$ 0% 656,447 $ 984,416 $ 994,530 $ 1,007,361 $ 1,043,538
Program Total...........cccue... $ 967,600 $ 1,016,601 $ 1,784911 $ 2,244855 $ 2,401,146 $ 2,461,212 $ 2,493,769

COMMONWEALTH TOTALS

General Fund............cccee... $ 27,084,355 $ 25,176,804 $ 26,273,394 $ 29,786,304 $ 31,648,225 $ 33,066,141 $ 34,379,855
Special Funds..................... 5,096,375 4,905,550 4,854,988 4,929,284 5,036,349 5,109,162 5,183,233
Federal Funds..................... 20,214,830 26,142,909 25,788,722 22,222,078 21,648,738 22,058,497 22,633,455
Other Funds.........ccccceeeeene 8,978,563 9,631,895 9,527,072 9,421,145 9,425,355 9,505,848 9,581,671
Total Operating..........cccc..... $ 61,374,123 $ 65,857,158 $ 66,444,176 $ 66,358,811 $ 67,758,667 $ 69,739,648 $ 71,778,214
Capital Bond Authorizations... $ 0% 0% 656,447 $ 984,416 $ 994,530 $ 1,007,361 $ 1,043,538
Program Total............ccuee.... $ 61,374,123 $ 65,857,158 $ 67,100,623 $ 67,343,227 $ 68,753,197 $ 70,747,009 $ 72,821,752
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Program Budget Summary

Direction and Supportive Services

The goal of this commonwealth program is to provide an efficient and effective administrative support system through which
the goals and objectives of the commonwealth programs can be attained. This commonwealth program supports the
administration's goal to Deliver Greater Value and Efficiency in Government through the activities of centralized agencies.
The Making Government Work Smarter theme in the Overview and Summaries section highlights the administration's

achievements in increasing state government's efficiency.

Centralized functions affecting all agencies make up this program. Administrative costs specifically related to particular

programs usually appear in a program subcategory to which they relate.

The agencies in this program include the Governor's Office, Executive Offices, Lieutenant Governor, Auditor General,
Treasury, Civil Service Commission, Department of General Services, Department of Revenue, the State Employees'

Retirement System and the Legislature.

Contribution by Category and Subcategory

General Fund and Special Funds
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated

Administrative and Support Services.........c..cceevevvernnnne. $ 182,604$% 158,268%  148,845% 146,944$% 146,845% 146,845% 146,944
EXeCUutive DIr€CHION........cvvieiiiiiiiiieee et 178,153 154,258 144,875 142,974 142,875 142,875 142,974
Personnel Selection..........cccvviveeeiiiiiiiiie e 1 1 1 1 1 1 1
State Retirement SYyStem.........cccovvivviiiieniieiienic e 4 4 4 4 4 4 4
Legal SEIVICES. .....cooiiiiiiiie et 4,446 4,005 3,965 3,965 3,965 3,965 3,965
Fiscal Management.......ccoceeiiriiiieeiie e $ 781,372% 823,709% 800,615% 827,389% 818,887$% 824,392% 819,756
Revenue Collection and Administration............cccccccvveernee. 665,010 720,046 693,648 712,172 703,670 709,175 704,539
DiSBUISEMENL......ciiiiiiiiiiiee e 61,842 55,360 58,897 67,397 67,397 67,397 67,397
AUAITING. . 54,520 48,303 48,070 47,820 47,820 47,820 47,820
Physical Facilities and Commodities Management...... $ 130,622% 132,929$% 136,028% 136,028$% 136,028$ 136,028 136,028
Facility, Property and Commodity Management................ 130,622 132,929 136,028 136,028 136,028 136,028 136,028
Legislative ProCeSSeS.....ccuiiiiiiiiiiiiee it $ 330,633 $ 303,850 $ 301,411 % 300,811 % 300,811 % 300,811 % 300,811
LegISIAtUIe. ....ciiiiiie it 330,633 303,850 301,411 300,811 300,811 300,811 300,811
Interstate RelationS........cccocveveveciieie e, $ 1,112 % 979 % 979 % 979 $ 979 % 979 % 979
Interstate Relations............ccvveeiiiiiiiieee e 1,112 979 979 979 979 979 979
PROGRAM TOTAL ..o $ 1,426,343% 1,419,735$% 1,387,878% 1,412,151$ 1,403,550$ 1,409,055$% 1,404,518
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Program Budget Summary

Protection of Persons and Property

The goal of this commonwealth program is to provide an environment and a social system in which the lives of individuals
and the property of individuals and organizations are protected from natural and man-made disasters and from illegal and
unfair actions. This commonwealth program supports the administration's goal to Ensure the Safety of Our Citizens as well
as the goal to Protect Our Natural Resources. The Adopting a Pennsylvania Budget That Works theme in the Overview and
Summaries section highlights the administration's achievements and continued emphasis in these areas.

This program deals with the substantive areas of consumer and environmental protection, certain regulatory activities, the
criminal justice system and mitigation of the effects of disasters. Within these broad areas, the State Police, Department of
Banking, Attorney General, Department of Corrections, Public Utility Commission, Liquor Control Board, Pennsylvania
Emergency Management Agency and Homeland Security, Board of Probation and Parole, the Judiciary, Milk Marketing
Board, Securities Commission, Department of State and the Insurance Department deal almost entirely with protection of
persons and property. Several agencies such as the Executive Offices and the departments of Environmental Protection,
Agriculture, Labor and Industry and Military and Veterans Affairs are more diversified and some of their activities are
included in this program as well as in other commonwealth programs.

Contribution by Category and Subcategory

General Fund and Special Funds
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated

General Administration and SUPPOrt........ccccevvevierieennene. 72,917 $ 46,343 $ 41,049 % 41,049 $ 41,049 $ 41,049 $ 41,049
Criminal and Juvenile Justice Planning............ccccceeiveeennee 53,465 30,190 24,943 24,943 24,943 24,943 24,943
Environmental SUpport ServiCes...........ccveuvveeeiineeenineennn: 19,452 16,153 16,106 16,106 16,106 16,106 16,106
Public Protection and Law Enforcement....................... 883,887$% 916,449% 929576 $ 929,576 $ 929,576 $ 929,576 $ 929,576
StAte POlICE. ... 670,052 701,564 718,152 718,152 718,152 718,152 718,152
Attorney General..........cccovveeereiieninieeeee 94,509 86,522 85,657 85,657 85,657 85,657 85,657
Highway Safety Administration and Licensing 119,326 128,363 125,767 125,767 125,767 125,767 125,767
Control and Reduction of Crime... $ 1,717,110$ 1,729,993% 1,875,010$% 2,079,575$% 2,151,964 % 2,164,151 $ 2,175,953
Institutionalization of Offenders........ 1,605,505 1,612,329 1,749,168 1,952,356 2,024,745 2,036,932 2,048,734
Reintegration of Adult Offenders...........ccccoevvveiiiiiiiiiennnn, 111,605 117,664 125,842 127,219 127,219 127,219 127,219
Juvenile Crime Prevention.........cccceoeviecieceiecneceeen 21,012 % 20,846 $ 20,764 $ 20,764 $ 20,764 $ 20,764 $ 20,764
Reintegration of Juvenile Delinquents............ccccccccveeennnnen. 21,012 20,846 20,764 20,764 20,764 20,764 20,764
Adjudication of Defendents........c.ccocevirveriienienennenn. 307,141% 276,860% 276,860$% 276,860% 276,860% 276,860$% 276,860
State Judicial SYStEM.......ccceevirieiiricii e 307,141 276,860 276,860 276,860 276,860 276,860 276,860
Public Order and Community Safety........ccccccoeveverriennenn, 40,829 $ 32,515 % 29,799 $ 29,799 $ 29,799 $ 29,799 $ 29,799
Emergency Management..........ccccoevvererieeeiiiiee s 19,301 13,083 10,061 10,061 10,061 10,061 10,061
State Military Readiness..........c.ceevveierieninicienece e 21,528 19,432 19,738 19,738 19,738 19,738 19,738
Protection From Natural Hazards and Disasters.......... 220,532% 162,074$ 157,311 $ 157,311$ 157,311$ 157,311 $ 157,311
Environmental Protection and Management...................... 220,532 162,074 157,311 157,311 157,311 157,311 157,311
Consumer ProteCtion..........cccevvevineeneneniiene e 281,309% 275,737$% 249,532$% 251,346% 265,652% 282,187$ 300,467
CoNSUMET ProteCHION. ......ceeiieiieiiee e 12,465 10,148 9,648 9,648 9,678 9,648 9,648
Financial Institution Regulation.............cccccvvvviiieniiiniennne. 21,917 21,054 20,833 20,833 20,833 20,833 20,833
Securities Industry Regulation 1,782 1,400 1,386 1,386 1,386 1,386 1,386
Insurance Industry Regulation 156,228 161,513 142,157 145,403 160,407 176,969 195,251
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Program Budget Summary

Protection of Persons and Property (continued)

Contribution by Category and Subcategory

General Fund and Special Funds
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated

Horse Racing Regulation.............ccccoieeiiiiiiniiic e 16,669 17,002 17,916 17,916 17,916 17,916 17,916
Protection and Development of Agricultural Industries...... 72,248 64,620 57,592 56,160 55,432 55,435 55,433
Community and Occupational Safety and Stability...... $ 31,351 % 29,172 $ 29,466 $ 29,466 $ 29,466 $ 29,466 $ 29,466
Community and Occupational Safety and Stability............ 28,510 26,761 27,079 27,079 27,079 27,079 27,079
Fire Prevention and Safety...........cccocveeviieiniiienniieecien 2,841 2,411 2,387 2,387 2,387 2,387 2,387
Prevention & Elimination of Discriminatory Practices. $ 11,755 % 11,100 $ 11,006 $ 11,006 $ 11,006 $ 11,006 $ 11,006
Prevention & Elimination of Discriminatory Practices........ 11,755 11,100 11,006 11,006 11,006 11,006 11,006
PROGRAM TOTAL ... $ 3,587,843$ 3,501,089$ 3,620,373$ 3,826,752$ 3,913,447$ 3,942,169$ 3,972,251
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Program Budget Summary

Education

The goal of this program is to ensure that funds for education are spent on proven practices that will boost student
achievement. This program includes funding for pre-kindergarten, full-day kindergarten and class size reduction. In addition,
this program funds basic education and special education programs and educational support such as tutoring, improving
teacher practice and curricula and technology upgrades. This program also ensures high quality career and technical
education and higher education experiences. This commonwealth program supports the administration's goal to Build a
World Class Public Education System as well as the goal to Boost the Skills of Our Workers. The Education - Investing in
Our Children, Preparing for the Future theme in the Overview and Summaries section highlights the administration's
priorities in advancing the commonwealth's educational system.

This commonwealth program is financed primarily through the Department of Education. Other agencies providing support

are the departments of Revenue, Public Welfare and Labor and Industry, and the Higher Education Assistance Agency and
the Tax Equalization Board.

Contribution by Category and Subcategory

General Fund and Special Funds
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated
Educational SUPPOrt SErviCes.......ccoevvreevieveeeeriesenenn, $ 33,019 % 31,068 $ 31,874 % 31,874 % 31,874 $ 31,874 $ 31,874
Education Support SErviCes.........cocoverrieieinieneiiieee e, 33,019 31,068 31,874 31,874 31,874 31,874 31,874
BasiC EAUCAtION.......ccceiiiiiiiiee e $ 9,614,431$% 9,120,255% 9,569,539 $ 10,445,811 $ 11,391,652 $ 12,464,380 $ 13,483,843
PreK-12 EdUCAtioN..........ccveeiiiiiiiiiee e 9,598,179 9,102,549 9,550,860 10,426,197 11,371,058 12,442,757 13,461,138
Public Utility Realty Payments...........cccccveviieeeiiieesiiieees 16,252 17,706 18,679 19,614 20,594 21,623 22,705
Higher EQUCAtION......c..ooiiiiiiiie e $ 2,032,685% 1,888,839% 1,894,842$% 1,988,422% 1,989,744 % 1,990,760% 1,991,656
Higher Education.... 1,559,812 1,433,669 1,439,672 1,533,252 1,534,574 1,535,590 1,536,486
Financial Assistance to Students..........c.ccccovvviiiiniiinieennne. 428,442 423,920 423,920 423,920 423,920 423,920 423,920
Financial Assistance to Institutions............ccccoeveveeiiieeenns 44,431 31,250 31,250 31,250 31,250 31,250 31,250
PROGRAM TOTAL ..o $ 11,680,135 $ 11,040,162 $ 11,496,255 $ 12,466,107 $ 13,413,270 $ 14,487,014 $ 15,507,373
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Contribution by Category and Subcategory

Program Budget Summary

Health and Human Services

The goals of this program are to ensure access to quality medical care for all citizens, support people seeking
self-sufficiency, provide military readiness and assistance to veterans and maximize opportunities for individuals and
families to participate in society. This commonwealth program includes activities that support the administration's goal to
Increase Access to High Quality Health Care. The Adopting a Pennsylvania Budget That Works theme in the Overview and
Summaries section highlights the administration's efforts to increase access to high quality health care.

This program addresses the following substantive areas: research; prevention and treatment of physical, mental health and
mental retardation disorders; maternal and child health care; financial assistance for older Pennsylvanians, medically needy
individuals and families in transition; and other programs to address the various issues individuals encounter in a complex
society.

These activities are primarily the responsibility of the departments of Aging and Long Term Living, Health and Public
Welfare with contributions by the departments of Agriculture, Labor and Industry, Military and Veterans Affairs, Revenue and
Transportation.

General Fund and Special Funds
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated

Human Services SUPPOTt......ccccvieiiriieeiiesie e $ 121,924% 115,046$ 121,397$% 121,397$% 121,397$ 121,397$ 121,397
Human Services SUPPOIt.........ccueeieriiieiieeieesieeiee e 121,924 115,046 121,397 121,397 121,397 121,397 121,397
Social Development of Individuals.........cccccceeiiiiieiinnns $ 1,688,798% 1,710,387 $ 1,731,815$% 1,798,136$ 1,863,400% 1,931,746$ 2,003,325
HUMAN SEIVICES. ....c.iiiiiiiiiieiie e, 1,192,362 1,199,755 1,223,886 1,281,488 1,337,771 1,396,868 1,458,919
Child DEVEIOPMENL.......ccueiiiiiiiieiie et 496,436 510,632 507,929 516,648 525,629 534,878 544,406
Support of Older Pennsylvanians...........ccccoceeveeneennenn. $ 2,151,037 % 1,957,207$ 1,946,934$ 2,425220% 2,623,571 $ 2,677,247 $ 2,732,237
Long Term Living......ccccoceevveniveenennne . 1,591,645 1,439,287 1,444,067 1,917,308 2,070,652 2,114,321 2,159,303
Homeowners and Renters Assistance............cccccocvvenueene. 276,400 276,500 276,500 276,400 276,400 276,400 276,400
Pharmaceutical ASSIStanCe..........cccoveveeiriiieeeiiee e, 282,992 241,420 226,367 231,512 276,519 286,526 296,534
INCOME MaiNtENANCE.......eevierieerieie e $ 771,928% 798,945% 818,343$% 826,622% 829,661$% 832,761$% 835,922
Income MaiNtENANCE..........ccoieeieiiieeiiie e, 757,591 786,490 805,444 813,723 816,762 819,862 823,023
Workers Compensation and Assistance.... 2,688 2,650 2,330 2,330 2,330 2,330 2,330
Military Compensation and Assistance............cccccocveeennen. 11,649 9,805 10,569 10,569 10,569 10,569 10,569
Physical Health Treatment..........ccoccooieiiiiiiiiiiiiccees $ 4,813,563 % 4,062,784 % 4,385,363$% 5,834,626$% 6,253,434$% 6,420,342 $ 6,592,262
Medical Assistance 4,326,852 3,629,074 3,970,163 5,404,084 5,822,870 5,989,753 6,161,645
Health Treatment ServiCes........ccoovveeeeeeciiveeeee e 16,420 14,567 13,370 13,370 13,370 13,370 13,370
Health Support SErviCes.........coovivieiiiiieeiiec e 48,705 48,637 48,417 48,417 48,417 48,417 48,417
Health Research . 95,516 86,026 69,984 70,330 70,345 70,362 70,381
Emergency FOOd ASSIStanCe..........ccccovueeeiiiieeniiiee e 20,226 20,226 20,226 20,226 20,226 20,226 20,226
Prevention and Treatment of Drug and Alcohol Abuse...... 42,602 41,750 41,750 41,750 41,750 41,750 41,750
Preventive Health...........cccccoiiiiiiiiiiece e, 169,419 140,465 136,114 151,110 151,117 151,125 151,134
Veterans HOMES. ......ooiviiiiiiiiiii e 93,823 82,039 85,339 85,339 85,339 85,339 85,339
Mental Health.........ccoiiiiii e, $ 754,254% 784,561$% 765,685% 765,853$% 765853$% 765853$% 765,853
Mental Health............ccoooiiiiiiieece e 754,254 784,561 765,685 765,853 765,853 765,853 765,853
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Program Budget Summary

Health and Human Services (continued)

Contribution by Category and Subcategory

General Fund and Special Funds

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Available Budget Estimated Estimated Estimated Estimated
Mental Retardation.............cococ.oeurveveeveeeeeseeseesseeseeeeeeenn, $ 1,011,066$% 975778% 998,045% 1,221,133$ 1,286,269 % 1,286,269$ 1,286,269
Mental REtardation. .............co.oveeeerererresreereseeeseesiessensees 1,011,066 975,778 998,045 1,221,133 1,286,269 1,286,269 1,286,269
PROGRAM TOTAL...o.cviiiiiiiiiiiii $ 11,312,570 $ 10,404,708 $ 10,767,582 $ 12,992,987 $ 13,743,585 $ 14,035,615 $ 14,337,265
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Program Budget Summary

Economic Development

The goal of this program is to invest public resources to create jobs for Pennsylvanians. To do so, this program offers a
variety of grants, loans and loan guarantees designed to stimulate economic investment, growth and expanded
employment. This commonwealth program supports the administration's goal to Create Jobs and Build a Vital Economy as
well as the goal to Boost the Skills of Our Workers. The Creating a Fairer Tax Structure and the Adopting a Pennsylvania
Budget That Works themes in the Overview and Summaries section highlight the administration's efforts to stimulate
Pennsylvania's economy.

This program works in tandem with numerous state authorities and agencies to aggregate and strategically invest resources
to expand and retain Pennsylvania-based firms and attract new companies to the commonwealth that will offer
Pennsylvania's communities stability, vitality and job opportunities. This program leverages workforce and community
development resources that together with business investment enable Pennsylvania to compete on behalf of and for its
business partners.

The total efforts of the Department of Community and Economic Development, the Pennsylvania Economic Development
Financing Authority and the Infrastructure Investment Authority (PENNVEST) are devoted to this program. The Executive
Offices, Auditor General, Housing Finance Agency, and the departments of Education, Labor and Industry and Revenue
also contribute to this program.

Contribution by Category and Subcategory

General Fund and Special Funds
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated

Economic Development Support Services.................... 90,605 $ 47,996 $ 42,497 $ 42,497 $ 42,497 $ 42,497 $ 42,497
Economic Development Support Services 90,605 47,996 42,497 42,497 42,497 42,497 42,497
Commonwealth Economic Development..........ccc.cccue.., 265,749% 193,098$ 220,783$% 237,091$ 239595% 239,589$% 239,582
Business and Job Development 181,346 152,042 183,037 201,638 205,308 205,297 205,293
Technology Development..........oocveeieeeeniiee e 73,783 32,525 29,885 29,885 29,885 29,885 29,885
Environmental Infrastructure.............ccccoeeeeeiiiieeniiie e 10,620 8,531 7,861 5,568 4,402 4,407 4,404
Workforce INVESTMENT........cccvvvereieeieseeee e 89,452 $ 62,634 $ 59,552 $ 59,552 $ 59,552 $ 59,552 $ 59,552
Workforce Development.... 38,735 15,894 12,871 12,871 12,871 12,871 12,871
Vocational Rehabilitation... 50,717 46,740 46,681 46,681 46,681 46,681 46,681
Community Development........ccceieiiiieenienieeee e 248,784 $ 59,104 $ 58,408 $ 59,084 $ 59,794 $ 60,540 $ 61,322
Community Development 237,019 46,285 44,885 44,885 44,885 44,885 44,885
Public Utility Realty Payments...........cccccvevvveeeicieesiine e 11,765 12,819 13,523 14,199 14,909 15,655 16,437
PROGRAM TOTAL ...t 694,590 $ 362,832% 381,240$% 398,224% 401,438%  402,178$ 402,953
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Program Budget Summary

Transportation

The purpose of this program is to provide a system for the fast, convenient, efficient and safe movement of individuals and
goods within the commonwealth that is interfaced with a national and international system of transportation. This
commonwealth program supports the administration's goal to Create Jobs and Build a Vital Economy through the
establishment of a first-rate infrastructure. The Creating a Fairer Tax Structure and the Adopting a Pennsylvania Budget
That Works themes in the Overview and Summaries section support the goals of this program category.

Transportation systems are developed to serve the needs of citizens, commerce and industry and are financed through the
Department of Transportation.

Contribution by Category and Subcategory

General Fund and Special Funds

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated
Transportation Systems and ServiCes...........coccoeveruennen. $ 2,103,858$% 2,020,787 $ 2,031,397 $ 2,069,197 $ 2,122,297 $ 2,175,797 $ 2,229,597
Transportation Support Services............... 51,754 54,487 54,183 54,183 54,183 54,183 54,183
Highways and Bridges............ccccevvveene 1,723,567 1,641,525 1,652,983 1,690,783 1,743,883 1,797,383 1,851,183
Local Highway and Bridge Assistance............c.ccccovevueenee. 240,451 235,000 232,100 232,100 232,100 232,100 232,100
Intermodal Transportation...........ccocvveviieeeniiee e 88,086 89,775 92,131 92,131 92,131 92,131 92,131
PROGRAM TOTAL ..o $ 2,103,858 % 2,020,787 $ 2,031,397 $ 2,069,197 $ 2,122,297 $ 2,175,797 $ 2,229,597
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Contribution by Category and Subcategory

Program Budget Summary

Recreation and Cultural Enrichment

The goal of this program is to improve the quality of life in Pennsylvania's urban, suburban and rural communities. This
program focuses resources on our recreational and cultural amenities ensuring that Pennsylvanians can fully enjoy the
natural beauty of the commonwealth. This program also ensures that residents and visitors can explore the diversity of
cultural traditions, the creativity of our artistic community and the bountiful history of our state and its prominence in forming
the heritage of our nation. This commonwealth program supports the administration's goals to Protect Our Natural
Resources and Create Jobs and Build a Vital Economy. The Creating a Fairer Tax Structure theme in the Overview and
Summaries section highlights the administration's goals in these areas.

In working toward these broad commonwealth program goals, the Department of Conservation and Natural Resources
undertakes a wide variety of activities in the development and provision of outdoor recreational opportunities. The
Department of Education conducts a program to develop a system of local, county and regional public libraries, including the
operation of the State Library at Harrisburg, and provides recreational opportunities through local school districts. The
Historical and Museum Commission provides state and local museum assistance.

In addition, the Fish and Boat Commission, Game Commission and Council on the Arts contribute to this commonwealth
category.

General Fund and Special Funds
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Available Budget Estimated Estimated Estimated Estimated

RECTEALION ...ttt $ 270,111$ 238,227% 249,956$ 238,575$% 243,347% 247,017$ 250,252
Parks and Forests Management...........ccccceeeveieeniiieennnnns 166,218 133,555 140,373 141,651 146,423 150,093 153,328
Recreational Fishing and Boating.... 45,125 45,223 47,231 44,902 44,902 44,902 44,902
Wildlife Management...........ccccocuvriieeniieeneseene e 58,768 59,449 62,352 52,022 52,022 52,022 52,022
Cultural Enrichment.........ccooovviininieneceee e $ 151,747$% 105519% 107,831$ 108,167$% 109,414$ 110,374$ 111,220
State Historical Preservation...........cccccceeeeeeeieeeeeeeeeeieeneeenn, 24,429 19,543 19,348 19,348 19,348 19,348 19,348
Local Museum ASSIStaNCe............ceeeeeveivveeeeeeeeciiieeeeeeeens 15,676 2,562 8,001 8,257 9,211 9,945 10,592
Development of Artists and Audiences..........c.ccceeviveeenns 15,823 15,092 10,982 10,982 10,982 10,982 10,982
State Library SErviCes.......ccoovvvviveeiiiee e 95,819 68,322 69,500 69,580 69,873 70,099 70,298
PROGRAM TOTAL ..o $ 421,858$% 343,746$ 357,787$ 346,742$ 352,761$ 357,391$ 361,472
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Program Budget Summary

Debt Service

The goal of this commonwealth program is to provide sufficient financial resources necessary to meet the timely payment of
commonwealth debt obligations. Debt financing is used by the commonwealth to finance its capital programs and
voter-approved bond referenda and to fund certain disaster relief programs. Most long-term financing of the commonwealth
is provided by the issuance of general obligation debt. Debt financing is utilized by all other commonwealth programs to
support the goals of each of the commonwealth's program categories.

The agency that participates in this program is Treasury.

Contribution by Category and Subcategory

General Fund and Special Funds

DEDL SEIVICE....cci it
Debt Service

PROGRAM TOTAL ..ottt

v COMMONWEALTH OF PENNSYLVANIA

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Available Budget Estimated Estimated Estimated Estimated

953,533% 989,295% 1,085870% 1,203,428% 1,334,226% 1,366,084 $ 1,347,659
953,533 989,295 1,085,870 1,203,428 1,334,226 1,366,084 1,347,659

953,533% 989,295% 1,085870% 1,203,428% 1,334,226% 1,366,084 $ 1,347,659
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GENERAL FunD

The General Fund is the major operating fund of the commonwealth. It
receives all tax receipts and other types of revenue not specified by law to
be placed in special funds. Except for certain restricted receipts, the income
of the General Fund is appropriated in specific amounts for the ordinary
programs of government.

Pennsylvania’s major sources of General Fund revenues are corporation
taxes, consumption taxes, the Personal Income Tax and nontax revenues.
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General Fund

FINANCIAL STATEMENT

The following financial statement and accompanying notes are a summary of the General Fund revenues and expenditures for the
2008-09 actual year, 2009-10 available year and 2010-11 budget year. The financial statement excludes augmentations and Federal
funds that are detailed in subsequent tables.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance............cccccvevvennns $ 582,796 $ -2,030,417 $ 37,479
Adjustment to Beginning Balance..............ccccccocveeeenen. 2,500 0 0
Adjusted Beginning Balance.............ccccocveevvieiieeiie e $ 585,296 $ -2,030,417 $ 37,479
Revenue:
REVENUE RECEIPLS......eocveiiiecieeiie et $ 25,529,805 $ 28,299,700 2 $ 27,335,100
Proposed Revenue Changes..........ccceeeviieeeiiieeeinienenns 0 0 180,000
LeSS REfUNAS......cccoiiiiiieiice e -1,225,000 -1,250,000 -1,275,000
Total REVENUE........cccviiiiiiiiicec e $ 24,304,805 $ 27,049,700 $ 26,240,100
Prior Year LapSes........cuvivvveeeiieieeiiieeesiieeeesieneesneeeens 163,837 60,000 0
Funds Available.............c.cccooiiiiiiiie e $ 25,053,938 $ 25,079,283 $ 26,277,579
Expenditures:
APPIOPHALIONS.......c.ovoscici e $ 28,323,830 $ 27,870,720 $ 29,029,507
Supplemental Appropriations...........c.cceeveeerveeneenneennne 0 4,150 0
Less Federal ARRA Funds:
Enhanced Medical Assistance Percentage................ -1,176,623 -1,776,682 -1,834,729
State Fiscal Stabilization Fund.............ccccociniinnnns -62,852 -921,384 -921,384
Less Current Year LapSesS......ccvvvvevieiiivieeieneeeiiiniiieeeen 0 -135,000 0
Total State EXpenditures..........cccvevveveerveiesieseeeennen, $ 27,084,355 $ 25,041,804 $ 26,273,394
Preliminary BalancCe..........cccccvveviiiiiiieeiiiee e $ -2,030,417 $ 37,479 $ 4,185
Less Transfer to Budget Stabilization
RESEIVE FUNG. ... 0 0° 0°
ENding BalanCe........ccceeveiieieiieie e $ -2,030,417 $ 37,479 $ 4,185

#Includes $755 million transferred from the Budget Stabilization Reserve Fund in accordance with Act 50 of 2009.

® Includes State General Fund appropriations and Federal ARRA funds appropriated from the enhanced Federal Medical
Assistance Percentage and the State Fiscal Stabilization Fund.

€ Act 50 of 2009 suspended the 25% transfer to the Budget Stabilization Reserve Fund for FY 2009-10 and this
budget does not propose a transfer for FY 2010-11.
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General Fund

NOTES ON FINANCIAL STATEMENT

(Dollar Amounts in Thousands)

PROPOSED TAX AND REVENUE MODIFICATIONS

2010-11
Non-Tax Revenue: Estimated
Transfer from Oil and Gas Lease FUNd..........cccoie i e e $ 180,000
A transfer of the proceeds of the Marcellus Shale Lease Payment to the General
Fund is proposed.
TOTAL PROPOSED GENERAL FUND CHANGES IN FISCAL YEAR 2010-11 $ 180,000
STIMULUS TRANSITION RESERVE FUND
A new state fund is proposed to be created to receive certain revenues that will assist
the Commonwealth in replacing revenues currently being received in the form of
federal fiscal relief as provided through the American Recovery and Reinvestment Act
(ARRA). The additional revenue proposed below will not be appropriated in fiscal year
2010-11 but rather will be set-aside as a down payment in anticipation of the end of
ARRA funding in fiscal year 2011-12.
Tax Revenue: 2010-11
Estimated
LA T - Lol -V G VPPN $ 160,740
A new tax on the severance of natural gas within the commonwealth is
proposed.
Vendor Sales TaX DISCOUNT......cii i et e e e et e e aen e aas 73,600
The one percent discount for the timely remittance of sales tax collected by
licensed vendors is proposed to be eliminated.
(©]8 1T gl o] o = Tod oo i = o To 1V [ o3 K= 00 IF- " G 41,600
A new tax on other tobacco products, including smokeless tobacco, large cigars
and loose tobacco is proposed.
SAIES ANA USE TaX.eiiiiiiiiiiiiiiiiiieee et e ettt e e et e e eeenens 531,500
Seventy four specific sales and use tax exemptions are proposed to be
eliminated and the sales and use tax rate is proposed to be lowered from 6.0
percent to 4.0 percent.
(0fe) 00T o1 aT=To I S LT o Lo T 4 A1 Yo PP 66,600
Combined Reporting is proposed to be enacted coupled with a lower corporate
net income tax rate of 8.99 percent, a 100 percent sales factor and uncapped
group net operating losses.
TOTAL PROPOSED STIMULUS TRANSITION RESERVE FUND CHANGES IN
FISCAL YEAR 2010-11 $ 874,040
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General Fund

NOTES ON FINANCIAL STATEMENT

(Dollar Amounts in Thousands)

SUPPLEMENTAL APPROPRIATIONS

2009-10
Available
Education
PUPIl TranSPOItatiON. .......ceiivieeieii ettt et e e et e e et e e saae e saeeesnbaeenreesaaean $ 4,150
General Services
Rental and Municipal Charges $ 1,500
ULIIITY COSES..uuiiiiiiiieii ittt -1,500
GeNneral SErviCes TOtaAl........oooiiiiii e $ 0
Public Welfare
Payment to Federal Government -Medicare Drug Program...........coccuvvvieineeesiniiiineieneesssnnes $ 1,645
Medical Assistance - Capitation -58,422
(o oo B =14 1 I OF= T T PP PPRPTR 58,422 @
Intermediate Care Facilities - Mentally Retarded..............cccooiiiiiiiiiiiie e -1,645
PUBTIC WEITArE TOtal.....ciuviii ittt ettt ettt e e e bae e e s st e e e eeabeeas $ 0
O T A L ittt ettt ettt e e e e s et e e e e e e e e et b e a e e e e e e e s e e iabbbareeeeeeeeaaabrbraeeeeeeaearaneeas $ 4,150

2 This budget proposes to transfer Long-Term Care to the Department of Aging
and Long Term Living in 2010-11. See page E7.3 for information on this
appropriation.
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General Fund

STATE FUNDS BY DEPARTMENT

The following is a summary, by department, of 2008-09 actual expenditures, the 2009-10 amounts
available and the 2010-11 amounts budgeted as presented in the General Fund Budget.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Budget
GoVvernor's OffiCe.......ccueivviiieiie e $ 7,293 $ 6,900 $ 6,831
Executive OffiCeS......cuvviiiiiiieiiie e 254,299 204,486 183,989
Lieutenant Governor's OffiCe........cccccevvvvreiiiieesicienenns 1,428 1,075 1,053
Attorney General.................... . 94,509 86,522 85,657
Auditor General...... . 54,520 48,303 48,070
Treasury.....coccececeeeeecieneennns . 955,348 976,792 1,071,673
Aging and Long Term Living........cccoocvveveviveeeeiiiee e, 836,236 806,484 842,979
AGFICUIRUI....eee it 76,085 67,830 62,435
Civil Service COMMISSION.........cccvcvieeriiereeiiieeerireeeenes 1 1 1
Community and Economic Development *................... 579,753 275,848 297,304
Conservation and Natural Resources............cccccceuveenn. 113,369 92,369 91,375
(0] =Te1 o] 3 < TSR SUPSR 1,605,505 1,612,329 1,749,168
EdUCAtION™ ™ ......cciiiee e 11,273,477 10,633,324 11,076,117
Emergency Management AgENCY.....c.cccoevvuvvvreereeennnnnns 22,142 15,494 12,448
Environmental Protection™*...........ccccccoeevveeviiveeccinnnn. 219,225 160,764 157,013
Fish and Boat CommIiSSION..........cccceeviiveeesiiieeeiiieeens 17 17 17
General SEIVICES........ccoiiiieeriiiee e see e eneee e 117,868 120,175 123,249
Health. ... 272,938 239,147 232,183
Higher Education Assistance Agency..... 472,873 455,170 455,170
Historical and Museum Commission... . 31,895 22,105 19,348
INSUFANCE......uuiiiiiee e 117,432 123,635 126,570
Labor and INAUSHY.........cueeeiiiiiiiiie e 120,650 92,045 88,961
Military and Veterans Affairs... 127,000 111,276 115,646
Probation and Parole Board..............ccccvvvvveieeeiiiiiiiinns 111,605 117,664 125,842
Public Welfare.........ccooveeeeeieiiecieeee e 8,590,121 7,921,349 8,309,228
REVENUE M ™, ... i 181,509 198,602 203,881
Securities COMMISSION.......ccccvieiiiiieeeiiie e sie e siieee e 1,782 1,400 1,386
SHALE. .o tiee et 12,465 10,148 9,648
State Employees' Retirement System............cccccveeenn. 4 4 4
State POlCE.......eve i 182,305 182,664 184,697
Tax Equalization Board...........ccceeeveveeeiiiieeeviee e 1,207 1,159 1,147
TranSPOTAtiON.......ccccvireeiiiee e eiee e e e 11,720 11,013 12,033
Legislature™  ** 330,633 303,850 301,411
Judiciary.......ccocveeennnen. . 307,141 276,860 276,860
GRAND TOTAL...eeeiiieeecieieeeiieee e eiree e enee e $ 27,084,355 $ 25,176,804 $ 26,273,394

* Includes Pennsylvania Housing Finance Agency.
** |ncludes State System of Higher Education and Thaddeus Stevens College of Technology.
*** |ncludes Environmental Hearing Board.
***+ Excludes refunds.
**+% Includes Ethics Commission and Health Care Cost Containment Council.
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General Fund

FEDERAL FUNDS BY DEPARTMENT

The following is a summary of Federal funds, by department, of 2008-09 actual expenditures, the
2009-10 amounts available and the 2010-11 amounts budgeted as presented in the General Fund

Budget.
(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Budget
Executive OffiCeS........coviiiiiiiiiiecee e 173,861 $ 527,488 524,810
ALOrNEY GeNEeral.......cc.eeeeiuiieiiiiee e 17,321 18,693 19,016

TIEASUIY ..ot iiiieeieee ettt et e e e e e reeeeeas - 18,000 -
Aging and Long Term LiViNg.........ccccvcveeeiiiieeeniieeees 2,784,579 2,675,760 2,905,912
AGFCUITUE ... 39,544 39,046 38,571
Community and Economic Development. 196,325 411,028 219,421
Conservation and Natural Resources.............ccocceeeueen. 64,530 63,773 39,540
COITECLIONS. ...ttt ettt 13,431 181,719 180,712
EdUCALION. ..ot 2,061,896 4,516,326 3,750,661
Emergency Management AGENCY.........ccccueeeriueeeernuenenn. 290,856 241,610 213,245
Environmental Protection™............cccceeeeeveviiiiviieeneeeeeen, 173,207 384,719 388,919
General SEIVICES. ......cciiuiiiiiiei e - 1,203 500
483,024 595,561 626,492
Higher Education Assistance Agency..........ccccocveeeenunes 1,563 1,563 1,541
Historical and Museum CommisSion............cccvcvveveeenns 2,347 2,630 3,823
Infrastructure Investment Authority............cccceeviiveennns 189,517 333,164 361,091
INSUFANCE. .....eiiiiiiee et 253,376 294,082 308,235
Labor and INdUSEIY........ccccoiiiiiiiiiiee e 804,774 853,647 882,210

Liquor Control Board...........ccceeeieieiieeiiieniee e 67 92 -
Military and Veterans Affairs...........ccoocevoieniicniicnncens 284,576 357,836 352,043
Probation and Parole Board............ccccceivienieeniiennenne 217 255 175
Public Utility COMMISSION.......cceviiiiieeiiiiiee e 2,564 4,457 4,257
Public Welfare.... 10,464,950 11,591,235 12,235,463
SHALE. .ottt 24,205 41,732 40,242
State POlICE. ......eeieieiiieiie e 43,704 53,148 53,568
TranSPOrAtioN. ........ceivieiiieee et 138,001 344,221 340,701
LegiSlature...... .ot 1,470 1,248 1,280
JUAICIANY ... 1,441 1,966 1,966
GRAND TOTAL ...ttt 18,511,346 $ 23,556,202 23,494,394

* Includes Environmental Hearing Board.
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General Fund

AUGMENTATIONS BY DEPARTMENT

The following is a summary of augmentations, by department, of 2008-09 actual expenditures, the
2009-10 amounts available and the 2010-11 amounts budgeted as presented in the General Fund

Budget.
(Dollar Amounts in Thousands)
2008-09 2009-10 2010-11
Actual Available Budget
Executive OffiCeS.......ccoiiiiiiiiiiiiee e 94,499 $ 92,682 94,836
Attorney General™...........oooieeieiiiiee e 5,956 18,822 17,307
Auditor General..........cccovieiiieniie e 11,123 12,600 11,000
TIEASUIY ...ttt ettt 8,295 8,353 7,824
Aging and Long Term LiviNg.......cccccoveveveeiiineesiieee s 504,550 390,201 426,848
Agriculture...........c.ccoo.e. 5,532 5,430 5,085
Civil Service COMMISSION..........ccovvvivreeeeeeeeeiciiirieeeennn. 16,035 14,243 14,101
Community and Economic Development*................... 6,201 7,206 7,548
Conservation and Natural Resources...........c.cccccveeenne 50,449 54,565 62,859
COITECLIONS. ...ei ettt 6,940 2,314 2,076
EdUCALION. .....ooiiiiiieeiie e 11,529 8,459 8,214
Emergency Management AGENCY.........ccccueeeriuveeennennnn. 67 27 27
Environmental Protection* **... 26,204 27,150 30,620
General SEIVICES. ......coiiuiieiiiiee e 22,692 40,763 38,375
HEaIth ... 4,930 6,639 7,546
Historical and Museum CommisSion............cccocueeneenne 414 270 950
INSUFANCE... i 2,590 3,717 3,717
Labor and INdUStry™...........oocieiiiiiieeiieee e 68,405 58,538 43,948
Military and Veterans Affairs..........cccoceeeeviieeeeniieecnns 34,552 31,216 31,236
Probation and Parole Board.. 19,684 19,886 20,549
Public Utility CommIisSion*...........cccccvevviieeeiiieee e 52,162 52,581 56,003
Public Welfare..........cccooiiiiiiiiiiic e 573,735 878,991 732,504
REVENUE.......viiiiiieiie ettt tee st 28,084 42,141 25,685
Securities COMMISSION.........cceeriieriieiieiiie e 6,739 7,727 7,727
SHALE™ ...ttt 47,451 50,476 51,856
State POlICE™.......ooiuieiiieeiee ittt 61,849 58,161 57,495
TranSPOHaAtioN™........c.uvveeiiiee e 3,800 1,409 -
LegiSlature... ... - - -
JUAICIANY™ ..o 61,074 57,048 57,048
GRAND TOTAL. ..ttt 1,735,541 $ 1,951,615 1,822,984

* Includes funds appropriated from restricted revenues.
** Includes Environmental Hearing Board.
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General Fund Revenue Summary

Seven Year Summary of Revenues

The following tables include all General Fund revenues available for general appropriation. This
data does not include special restricted receipts, receipts augmenting appropriations or federal funds.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
TAX REVENUE
Corporation Taxes
Corporate Net Income Tax............... $ 1,979,889 $ 1,854,800 $ 1,794,200 $ 1,875,600 $ 1,988,900 $ 2,020,300 $ 2,020,500
Capital Stock and Franchise Taxes.. 787,704 960,300 852,200 777,200 462,800 143,300 5,300
Selective Business:
Gross Receipts TaX.......occeveeenvnenn. 1,376,797 1,473,500 1,541,300 1,603,700 1,672,100 1,749,400 1,815,100
Public Utility Realty Tax................. 41,867 45,500 48,200 51,400 53,500 56,000 58,600
Insurance Premiums Tax.............. 431,535 515,000 484,900 506,200 520,700 537,500 554,900
Financial Institutions Tax............... 198,505 208,100 211,100 212,800 212,700 212,100 206,400
Other Selective Business Taxes.... 17,994 14,800 15,500 16,300 17,100 18,000 18,900
Total — Corporation Taxes............ $ 4,834,292 $ 5,072,000 $ 4,947,400 $ 5,043,200 $ 4,927,800 $ 4,736,600 $ 4,679,700
Consumption Taxes
Sales and Use TaX......ccccvevrvvvreerunnen. $ 8,135508 $ 8,090,500 $ 8,624,000 $ 9,088,300 $ 9,766,000 $ 10,313,100 $ 10,813,500
Cigarette TaX.....ccoeevvvveeerieieeeeniieeeee 754,159 979,800 1,091,200 1,092,200 1,093,200 1,094,200 1,095,200
Malt Beverage TaX......cccceereerueenne. 25,970 26,000 26,000 26,000 26,000 26,000 26,000
LiQUOTF TaX...eeeiuveeeiiiieeeeiieee e 266,540 284,300 297,700 311,700 326,400 341,800 358,000
Total — Consumption Taxes.......... $ 9,182,177 $ 9,380,600 $ 10,038,900 $ 10,518,200 $ 11,211,600 $ 11,775,100 $ 12,292,700
Other Taxes
Personal Income TaX.......ccccovvveeennes $ 10,198,646 $ 10,005,400 $ 10,378,800 $ 11,114,200 $ 11,550,700 $ 12,227,200 $ 12,865,300
Realty Transfer TaX.......ccccovceveennnes 294,464 295,200 292,800 350,100 381,700 413,700 441,900
Inheritance TaX.......occcevvevveeerciveeenns 772,165 779,200 794,800 982,200 1,075,100 1,140,800 1,197,100
Table Games............cccc.oe.. 0 0 92,500 95,000 86,000 85,600 85,600
Minor and Repealed Taxes.. 12,819 8,700 8,700 8,700 8,700 8,700 8,700
Total — Other Taxes.........ccccvveeenns $ 11,278,094 $ 11,088,500 $ 11,567,600 $ 12,550,200 $ 13,102,200 $ 13,876,000 $ 14,598,600
TOTAL TAX REVENUE.............. $ 25,294,563 $ 25,541,100 $ 26,553,900 $ 28,111,600 $ 29,241,600 $ 30,387,700 $ 31,571,000
NONTAX REVENUE
State Stores Fund Transfer.............. $ 125,000 $ 105,000 $ 105,000 $ 80,000 $ 80,000 $ 80,000 $ 80,000
Licenses, Fees and Miscellaneous:
Licenses and Fees............ccceeernnen. 120,715 320,800 124,200 124,200 124,200 124,200 124,200
Miscellaneous..............cccceveeeeennen. -30,556 2,312,500 711,800 293,700 320,500 299,000 329,100
Fines, Penalties and Interest:
ON TaXeS...ccovviieeeeeiiee e 17,242 17,000 17,000 17,000 17,000 17,000 17,000
Other.....coeiiee e 2,839 3,300 3,200 3,200 3,200 3,200 3,200
TOTAL NONTAX REVENUES........... $ 235,242 $ 2,758,600 $ 961,200 $ 518,100 $ 544,900 $ 523,400 $ 553,500
GENERAL FUND TOTAL........... $ 25,529,805 $ 28,299,700 $ 27,515,100 $ 28,629,700 $ 29,786,500 $ 30,911,100 $ 32,124,500

Totals may not add due to rounding.
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General Fund Revenues

Adjustments to Revenue Estimate

On January 7, 2010, the Official Estimate for fiscal year 2009-10 was re-certified to be $28,824,700,000.
The adjustments detailed below take into account actual revenue collections through the first six months of
the fiscal year and projected collections for the remainder of the fiscal year based on current expectations for

the economy and revenue trends.

TAX REVENUE
Corporation Taxes
Corporate Net INCOME TaX.......uvueiieieeeiiiiiiiiieeee e
Capital Stock and Franchise Taxes.........cccccveeviieeeiiiieeeannns
Selective Business:
GroSS RECEIPLS TAX..uiiiiiiiieaiiiiieeiiiee ettt
Public Utility Realty TaX.........occoeriiiiiieniiee e
Insurance Premiums TaX......c.eeeecveeieaiiiee e
Financial INStitutions TaX........ccooveriiiiiieeiiiee e
Other Selective BuSINeSS Taxes........ccocveveriivreeiiiieeeaiennn

Total — COorporation TAXES........coevueeruierieeiiieneeenire e seeennne

Consumption Taxes
Sales and USe TaX......ccoviiieriieiiie i
ClIQArEE TaX. . uueeeeiuirieeeitiee e e et e et e e eineee s
Malt Beverage Tax.
[ o [0 To] g I ¥ TP T PP TOPUPRTN

Total — ConsSUMPLIoN TAXES.......ceviriiiiieniienieeniee e

Other Taxes
Personal INCOME TaX.......uuvieieeeeeieiiiiiiiiee e e e eeesiivire e e e e e
Realty Transfer TaX.... ..o
INNEMLANCE TaAX.\uuiiiiieeeiiiiiiiiee e
Minor and Repealed TaXesS.......ccceeiieeeriiirieiiiiee e

Total — Other TAXES....uuieiiiieeeiiiie e e eee e naaee e
TOTAL TAXREVENUE.........cccoiiiie e,

NONTAX REVENUE
State Stores Fund Transfer........ccccvvveeiiiiie e,
Licenses Fees and Miscellaneous:
Licenses and FEES........cvovvviveiiiiie i seee e
MiSCEIANEOUS.......eeeiiiee et
Fines, Penalties and Interest:
(O] T = V= T TP
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2009-10

Official

Estimate

1,877,500
965,100

1,477,600
48,000
508,700
197,500
15,000

5,089,400

8,391,300
920,400
26,000
279,100

9,616,800

10,277,000
272,100
772,200

8,700

11,330,000

26,036,200

105,000

317,400
2,346,600

17,000
2,500

2,788,500

28,824,700
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(Dollar Amounts in Thousands)

Adjustments

-22,700
-4,800

-4,100
-2,500
6,300
10,600
-200

-17,400

-300,800
59,400

0

5,200

-236,200

-271,600
23,100
7,000

0

-241,500

-495,100

0

3,400
-34,100

0
800

-29,900

-525,000

2009-10
Revised
Estimate

1,854,800
960,300

1,473,500
45,500
515,000
208,100
14,800

5,072,000

8,090,500
979,800
26,000
284,300

9,380,600

10,005,400
295,200
779,200

8,700

11,088,500

25,541,100

105,000

320,800
2,312,500

17,000
3,300

2,758,600

28,299,700
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General Fund Revenue Sources

This section provides a brief description of the tax and non-tax State revenue sources for the
General Fund. For more complete information refer to the Pennsylvania Tax Compendium
prepared by the Department of Revenue.

Corporate Net Income Tax

Tax Base: This tax is paid by all domestic and foreign business corporations for the privilege of doing business,
carrying on activities, or employing or owning capital or property in Pennsylvania and is levied on Federal taxable income
with Pennsylvania modifications. When the entire business of any corporation is not transacted within Pennsylvania,
taxable income usually is determined by a three factor apportionment formula, where the sales factor is given a weight of
83 percent for tax year 2009 and 90 percent for tax year 2010 and beyond.

Tax Rates:  January 1, 1995 and thereafter..............ccccceveeeninns 9.99%
January 1, 1994 to December 31, 1994 ................... 11.99%
January 1, 1991 to December 31, 1993 ................... 12.25%
January 1, 1987 to December 31, 1990 ................... 8.50%
January 1, 1985 to December 31, 1986 ................... 9.50%
January 1, 1977 to December 31, 1984 ................... 10.50%

Reference: Purdon’s Title 72 P.S. §7401—87412.

Proposed Change: The base of the tax will be changed to mandatory unitary combined reporting, with a lower rate of
8.99%, effective for tax years beginning January 1, 2011 and after. When the entire business of any corporation is not
transacted within Pennsylvania, taxable income would be determined by a factor apportionment formula, where the sales
factor is given a weight of 100 percent for tax year 2011 and beyond. Group net operating losses would be uncapped.
All revenues generated would be deposited into the new Stimulus Transition Reserve Fund.

Capital Stock and Franchise Taxes

Tax Base: The taxes are levied on the capital stock value of domestic and foreign corporations doing business or
having property or capital employed in the State on that portion of the capital stock value apportionable to Pennsylvania
under a statutory formula. The first $160,000 of capital stock value is exempt.

Tax Rates:

January 1, 2009 through December 31, 2011 .... 2.89 mills (including $40 million transfer to the
Hazardous Sites Cleanup Fund). Beginning in
2012, the rate declines by one mill per year until the
tax is eliminated on January 1, 2014.

January 1, 2008 through December 31, 2008 ....  2.89 mills.
January 1, 2007 through December 31, 2007 ....  3.89 mills
January 1, 2006 through December 31, 2006 ....  4.89 mills
January 1, 2005 through December 31, 2005 ....  5.99 mills
January 1, 2004 through December 31, 2004 ....  6.99 mills
January 1, 2002 through December 31, 2003....  7.24 mills
January 1, 2001 through December 31, 2001 .... 7.49 mills (including 0.25 mill for transfer

semiannually to the Hazardous Sites Cleanup Fund
referred to as the HSCF).

January 1, 2000 through December 31, 2000.... 8.99 mills (including 0.25 mill for transfer
semiannually to HSCF).

January 1, 1999 to December 31, 1999 ............. 10.99 mills (including 0.25 mill for transfer
semiannually to HSCF).

January 1, 1998 to December 31, 1998 ............. 11 mills plus a 0.99 mill surtax (including 0.5 mill for
transfer semiannually to HSCF).

January 1, 1992 to December 31, 1997 ............. 11 mills plus a 1.75 mill surtax (including 0.5 mill for
transfer semiannually to HSCF).

January 1, 1991 to December 31, 1991 ............. 11 mills plus a 2 mill surtax (including 0.5 mill for

transfer semiannually to HSCF and 0.25 mill for
transfer semiannually to the State Lottery Fund).

January 1, 1988 to December 31, 1990 ............. 9.5 mills (including 0.5 mill for transfer semiannually
to HSCF).

January 1, 1987 to December 31, 1987 ............. 9 mills.

Prior to January 1, 1987 .......ccccoveeeeeiiiiiiiieeeeee 10 mills.
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General Fund Revenue Sources

Reference: Purdon’s Title 72 P.S. §7601—87606.

Gross Receipts Tax

Tax Base: This tax is levied on the gross receipts from business transacted within Pennsylvania by specified
companies owned, operated or leased by corporations, associations or individuals. Beginning January 1, 2004, interstate
and cellular telecommunications services are subject to the gross receipts tax. An exemption from the gross receipts tax
for the resale of telecommunication services became effective January 1, 2000. Gross receipts of regulated gas
companies from the sale of natural and artificial gas were exempted from the tax effective January 1, 2000. The tax on
motor transportation companies was repealed effective January 1, 1998. In fiscal year 1998-99 through fiscal year 2002-
03, 0.18 percent of total electric gross receipts was transferred to the Public Transportation Assistance Fund. Beginning
with fiscal year 1993-94, 0.25 mill is transferred to the Alternative Fuels Incentive Grant Fund. The revenues shown for
the General Fund are net of these transfers.

Tax Rates:  July 1, 1991 t0 CUMeNt .........cceeeeiiiiiiiiieeeeeanens 45 mills plus a 5 mill surtax (electric utilities pay 44
mills or a rate as adjusted by the revenue neutral
reconciliation rate, which was permanently set at 15
mills for 2003 and thereafter). Beginning in 2004,
an additional surcharge may apply in the event
refunds for Public Utility Realty Tax Appeals exceed
$5 million in the prior fiscal year.
January 1, 1988 to June 30, 1991 44 mills.
Prior to January 1, 1988 ........cccccceiiiiiiiiiieeeeee 45 mills.

Reference: Purdon’s Title 72 P.S. §8101—88102; 72 P.S. §2183—82194.

Public Utility Realty Tax

Tax Base: This tax is levied on the State taxable value of the property owned by utilities furnishing utility service and
regulated by the Pennsylvania Public Utility Commission or similar regulatory body. The State taxable value is defined as
the current market value of utility realty. Effective January 1, 2000, electric generation assets became subject to local real
estate tax and were excluded from the Public Utility Realty Tax base.

Tax Rate: The tax rate is set each year upon determination by the Department of Revenue of the required distribution
of the realty tax equivalent to local tax authorities. Revenue from an additional 7.6 mills is deposited in the General Fund.
For tax year 2004 and thereafter, the Department of Revenue calculates a Gross Receipts Tax surcharge in the event
that refunds for Public Utility Realty Tax appeals exceed $5 million in the prior fiscal year. No surcharge was required for
tax year 2006. The surcharge for tax year 2007 was 1.2 mills and the surcharge for tax year 2008 was 2.8 mills.

Reference: Purdon’s Title 72 P.S. 88101-A—88109-A.

Insurance Premiums Tax

Tax Base: This tax is levied on the gross premiums from all business transacted within the Commonwealth during
each calendar year by domestic and foreign insurance companies.

Tax Rates: The rate is 2 percent of gross premiums plus a retaliatory tax where applicable. Marine insurance
companies pay a 5 percent tax on underwriting profits attributable to Pennsylvania in lieu of the gross premiums tax. A
tax of 3 percent is imposed on policies written with surplus lines agents or other nonadmitted insurers.

Reference: Purdon’s Title 72 P.S. §7901—87906.

Financial Institutions Taxes

Tax Base: This category includes taxes levied on the taxable amount of the capital stock of banks, trust and domestic
title insurance companies, and on the taxable net income of mutual thrift institutions.

Tax Rates: Since calendar year 1990 the tax rate for the Bank and Trust Company Shares Tax and Title Insurance
Shares Tax has been 1.25 percent. For calendar year 1989 the rate was 10.77 percent. Before January 1, 1989, the rate
for both taxes was 1.075 percent on the value of capital stock shares. The Mutual Thrift Institution Tax rate is 20 percent
for tax years 1987 through 1990, 12.5 percent for tax year 1991 and 11.5 percent thereafter.

Reference: Purdon’s Title 72 P.S. §7701—87702. Bank and Trust Company Shares Tax
Purdon’s Title 72 P.S. §8501—8§8505. Mutual Thrift Institution Tax
Purdon’s Title 72 P.S. §7801—§7806. Title Insurance Companies Shares Tax
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General Fund Revenue Sources

Other Selective Business Taxes

Tax Base: Other selective business taxes include: State Personal Property Tax Act, Act of June 22, 1935, P.L. 414
as amended; Electric Cooperative Law of 1990, 15 Pa.C.S.A. 87301 et seq.; and Agricultural Cooperative Associations
Corporate Tax, Act of May 23, 1945, P.L. 893.

Tax Rates: The Loans Tax rate is 4 mills on each dollar of taxable indebtedness. Electric cooperative corporations
annually pay a fee of $10 for each 100 members. The rate for the Agricultural Cooperative Associations Corporate Tax is
4 percent on net income.

Reference:  Purdon’s Title 72 P.S. §3242—83250-15. State Personal Property Tax

Purdon’s Title 72 P.S. §3420-21—83420-28. Agricultural Cooperative Associations
15 Pa.C.S.A. 87333 - Electric Cooperative Law Tax

Severance Tax on Natural Gas

Proposed Change: A new tax on the severance of natural gas within the commonwealth is proposed. The tax base
is the value of the natural gas when severed. The rate is 5% of the value of the natural gas at the wellhead plus $0.047
per thousand cubic feet of natural gas severed. There is an exemption for marginal wells, defined as wells that produce
less than 60 thousand cubic feet per day. The proposed tax would be effective July 1, 2010. All revenues generated from
this proposal would be deposited into the new Stimulus Transition Reserve Fund.

Sales and Use Tax

Tax Base: The tax is levied on the sale at retail, including rental, of tangible personal property and certain services, or
upon the use within Pennsylvania of tangible personal property, or taxable services purchased at retail if the tax was not
paid at time of purchase. A tax on the occupancy of hotel rooms is imposed as part of the sales and use tax law. A
transfer of 0.947 percent of revenues from this tax is deposited in the Public Transportation Assistance Fund. Beginning
in fiscal year 2007-08, 4.4 percent of receipts are transferred annually to the Public Transportation Trust Fund. The
revenues shown for the General Fund are net of these transfers.

Tax Rate: A bracket system based on 6 percent of purchase price for Sales and Use Tax and 6 percent of rent for
Hotel Occupancy Tax. The current tax rate was enacted in 1968.

Reference: Purdon’s Title 72 P.S. §7201 et seq.
Proposed Change: The sales and use tax rate would be lowered from 6 percent to 4 percent and the tax base
broadened by eliminating 74 sales and use tax exemptions. The proposed tax would be effective September 1, 2010. All

revenues generated from this proposal would be deposited into the new Stimulus Transition Reserve Fund.
In addition, the one percent discount for the timely remittance of sales tax collected by licensed vendors is eliminated.

Cigarette Tax

Tax Base: The tax is imposed and assessed on the sale or possession of cigarettes and little cigars weighing less
than 4 pounds per 1,000 sticks within Pennsylvania. Only one sale of the cigarette is taxable.

Tax Rates: The rate is 8.00 cents per cigarette. Beginning in January 2004, 18.52 percent of cigarette tax receipts is
transferred to the Health Care Provider Retention Account. This transfer was eliminated beginning November 2009.
Beginning in fiscal year 2002-03, fixed annual amounts of $30.73 million and $20.485 million of Cigarette Tax receipts are
transferred to the Children’s Health Insurance Program (CHIP) and the Agricultural Conservation Easement Purchase
(ACEP) Fund, respectively. The revenues shown for the General Fund are net of these transfers.

Reference: Purdon’s Title 72 P.S. 88201 et seq.

Other Tobacco Products Tax

Proposed Change: A new tax on other tobacco products, including smokeless tobacco, large cigars, and loose
tobacco is proposed. The tax rate would be 30% of the value of the product. The proposed tax would be effective July
1, 2010. All revenues generated from this proposal would be deposited into the new Stimulus Transition Reserve Fund.
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General Fund Revenue Sources

Malt Beverage Tax

Tax Base: The tax is levied on the manufacture, sale and use of malt or brewed beverage within the Commonwealth
by manufacturers, distributors and importers.

Tax Rates: The tax rate is two-thirds of a cent (2/3¢) per half pint of 8 fluid ounces or fraction thereof, and in larger
guantities at the rate of one cent (1¢) per pint or 6 fluid ounces or fraction thereof.

Reference: Purdon’s Title 72 P.S. 89001 et seq.

Liquor Tax

Tax Base: All liquor sold by the Pennsylvania Liquor Control Board.

Tax Rate: The rate is 18 percent of the net retail purchase price. The net retail purchase price includes the wholesale
cost of the product, plus mark-up, handling charge and federal tax.

Reference: Purdon’s Title 47 P.S. §794—8§796.

Personal Income Tax

Tax Base: The tax is paid by all residents, resident trust and estates on eight separate classes of income: (1)
compensation, (2) net profits, (3) interest, (4) dividends, (5) income from the disposition of property, (6) rents and
royalties, (7) gambling and lottery winnings (except Pennsylvania Lottery winnings won after July 20, 1983), and (8)
income from estates and trusts. The tax is also paid by non-resident individuals, estates and trusts on the following
income from sources within the Commonwealth: compensation for personal services performed in Pennsylvania unless
the taxpayer is a resident of a state with which there is a reciprocal agreement; net profits from activity conducted in
Pennsylvania; income from the rental, ownership or disposition of any real or personal property, and income from
gambling activity in Pennsylvania except prizes of the Pennsylvania State Lottery. A loss in one class of income may not
be offset against income in another class, nor may gains or losses be carried back or forward from year to year. A credit
is available to those individuals receiving tax forgiveness under the special provisions for poverty. Beginning in 1999, a
qualified single individual with eligibility income of $6,500 or less would receive 100 percent tax forgiveness. The
eligibility income limit for each qualifying dependent of a claimant for tax forgiveness under the special tax provisions for
poverty is $9,500 beginning in 2004. The amount of forgiveness declines by 10 percent for each $250 of income.

Tax Rates: For calendar and fiscal year filers whose year begins in the following periods:

Reference: Purdon’s Title 72 P.S. §7301 et seq.

Realty Transfer Tax

Tax Base: The tax is levied on the value of the real estate transferred by a deed, instrument or other writing. Other
taxable transfers include long-term leases greater than thirty years, transfers of real estate from industrial development
authorities that will not be used primarily for industrial purposes, and “deemed” transfers of real estate because of the
acquisition of companies which are in the business of holding or selling real estate. Beginning in July 1994, 15 percent of
the revenues are transferred to the Keystone Recreation, Park and Conservation Fund. The transfer rate was reduced to
10 percent of revenues from January 2002 through June 2002, and to 7.5 percent from July 2002 through June 2003.
The transfer rate returned to 15 percent for July 2003 through June 2006. The rate reduced to 2.1 percent for July 2006
through June 2007, and returned to 15 percent for July 2007 and thereafter. The revenues shown for the General Fund
are net of this transfer.

Tax Rate: Rate of 1 percent of the value of the property transferred.
Reference: Purdon’s Title 72 P.S. §8101-C—8§8113-C.
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General Fund Revenue Sources

Inheritance and Estate Taxes

Tax Base: The Inheritance Tax is imposed on the value of property transferred to beneficiaries of a deceased person
and certain transfers made during the decedent’s lifetime. The value of the transfer is established on the date of the
decedent’s death. The Estate Tax is levied when the Federal estate tax credit for State death taxes exceeds a decedent’s
Inheritance Tax liability. The Federal estate tax credit was phased out between 2002 and 2005; the credit is to be fully
reinstated in 2011 under current law.

Tax Rates: Rates are based on the relationship of the decedent and the beneficiary. Transfers of non-jointly held
property to spouses are taxed at a rate of O percent. Transfers to parents of decedents 21 years of age or younger are
taxed at a rate of O percent (effective July 1, 2000). Transfers to lineal beneficiaries are taxed at 4.5 percent (effective
July 1, 2000). Transfers to siblings of the decedents are subject to a 12 percent tax rate (effective July 1, 2000).
Transfers to all other beneficiaries are taxed at 15 percent. The Estate Tax equals the Federal credit for State death
taxes, less the Inheritance Tax paid.

Reference: Purdon’s Title 72 P.S. 89101 et seq.

Minor and Repealed Taxes

Minor Taxes Include: Tax on Legal Documents, Act of April 6, 1830, P.L. 272 (Purdon’s Title 72 P.S. 83171) and
excess Vehicle Rental Tax, Act of June 16, 1994, P.L. 279 (Purdon’s Title 72 P.S. 88601-A). The Spirituous and Vinous
Liquors Tax, Acts of December 5, 1933, P.L. 38 (Special Session) and December 22, 1933, P.L. 91 (Special Session)
(Purdon’s Title 47 P.S. §745) was repealed effective July 1, 2001.

State Stores Fund Transfer

The State Stores Fund Transfer is an amount determined by the Liquor Control Board to be available for transfer to
the General Fund to be used for general appropriation purposes as provided by Act No. 412-%. of July 18, 1935,
P.L. 1316 (Purdon’s Title 47 P.S. §744-907b).

Licenses, Fees and Miscellaneous Revenue

Licenses and fees include collections by Commonwealth agencies that are not specifically required by law to be
placed in special funds to support a specific purpose. Although amounts obtained from an individual class of license very
often are sufficient only to cover regulatory costs, any additional money is available for general purposes. Many licenses
and fees are required by laws designed to protect the public from indiscriminate and unsafe practices.

Miscellaneous revenues include all other income to be used for general appropriation purposes in the General Fund,
except monies which are given to the Commonwealth by individuals, or are provided by law to be deposited in the Judicial
Computer System Augmentation Account in accordance with Act 1988-79 (Purdon’s Title 42 Pa.C.S.A. 83733). Any fines,
fees or costs which are allocated to counties and municipalities are not affected by this act.

Fines, Penalties and Interest

This revenue source includes penalties and interest collected in the enforcement of corporation taxes.

Also included are fines and penalties not required by law to be placed into a special fund for a specific purpose. Most
of these fines and penalties collected by the various departments are an integral part of enforcement of the laws
providing for licenses and fees.
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General Fund Revenue Detall

TAX REVENUE

Corporate Net INCOME TAX......coeeririririiieietetereee et beserens

Capital Stock and Franchise Taxes
Capital Stock Taxes — DOMESTIC......cuueirueiiriieiiieiiie sttt
Franchise Taxes — FOr IgN........cocuiiiieiiie ettt

SUBTOTAL....ooiiiicicteecie et

Gross Receipts Tax

Electric, Hydroelectric and Water POWET .............cccuveiieenieeniieeiie e seee e
MOOF TrANSPOTALION. .....eiuveiiitieiiee ittt ettt ettt
Telephone and Telegraph..........coiiiriiie e
TrANSPOITALION. ....eieit ettt sttt s

SUBTOTAL. .ttt ettt e et e et e e e e enbe e e e e anaeeae s
PUbIlic Utility REAILY TAX....iiiiiieiiieiiieiieeiieeiee st see e siee et e teeenbaesnteesneesnes

Insurance Premiums Tax

DOMESHC CASUAIY......eeiiiiiiieiiiiecitee ittt
DOMESLIC Fir€......ooocviiiiiiiieiiceiccceeeeen
Domestic Life and Previously Exempted Lines.
Excess Insurance Brokers............cccceceviennne
Foreign EXCESS CaSUAILY.........coiviiiiieiiie it
Foreign Excess Fire...
Foreign Life
IMBIFINE. ...ttt
THIE INSUFANCE. ...t
Unauthorized INSUFANCE...........oiiiiiiiiieiiie it

SUBTOTAL ..ottt

Financial Institutions Taxes

Federal Mutual Thrift INSHEUtIONS........c.ceiiiiiie it
NALIONAT BANKS......ecutiiiiiieiitie ittt ettt
SEALE BANKS.....eiiiiiieiiieeiie ettt ettt e ettt e e nae e et e b et eeenaeentbeenneas
State Mutual Thrift INSHEULIONS.........coiiiiiiiiiii e
TrUSE COMPANIES. ...ttt ettt ns

SUBTOTAL

Other Selective Business Taxes

Corporate LOANS — DOMESHC......cc.viruieririeieeiie ettt
Corporate LOans — FOT@IGN........ccuiiiiiiiieiiie ittt
Miscellaneous BUSINESS TAXES......cccvieiiierieeiieeiiieeitieesieeeieesbeessbeeseessseessneeanns
Corporation Taxes — Clearing Accounts Undistributed..............ccoccevvveniiennens

SUBTOTAL

Sales and Use Tax
MOEOE VERICIE. ...t
NON-MOLOr VENICIE. ...ttt st nnee s

SUBTOTAL ..ottt

* Less than $500.

COMMONWEALTH OF PENNSYLVANIA C1.18

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget
$ 1,979,889 $ 1,854,800 $ 1,794,200
$ 219,361 $ 315,400 $ 279,900
568,343 644,900 572,300
$ 787,704 % 960,300 $ 852,200
$ 868,757 $ 950,100 $ 993,800
7 0 0
502,663 517,900 541,700
5,369 5,500 5,800
$ 1,376,796 $ 1,473,500 $ 1,541,300
$ 41,867 $ 45500 $ 48,200
$ 97,375 % 103,400 $ 106,700
24,557 17,900 18,500
80,975 94,900 85,000
24,071 28,800 29,700
4,453 5,800 5,900
1,719 4,500 4,600
186,387 246,000 220,300
215 200 200
4,792 7,400 7,700
6,991 6,100 6,300
$ 431,535 $ 515,000 $ 484,900
$ 1,981 $ 600 $ 600
127,156 147,700 149,900
45,516 35,200 35,800
4,382 5,800 5,800
19,470 18,800 19,000
$ 198,505 $ 208,100 $ 211,100
$ 11,135 % 9,100 $ 9,500
2,330 3,300 3,500
598 2,400 2,500
3,931 0 0
$ 17,994 $ 14,800 $ 15,500
$ 959,545 $ 967,400 $ 958,200
7,175,963 7,123,100 7,665,800
$ 8,135,508 $ 8,090,500 $ 8,624,000
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General Fund Revenue Detall

(Lo =T =] 1 L= I O PP PT VST UPPPPRTPPPPORE
MaIt BEVEIAGE TAX...uieiitiiriieiiiieiii ettt ettt ettt ettt ettt ssb e e e e snne e
LEQUOT TAX .ttt ittt ettt ettt ettt be e et e e e enne s
Personal Income Tax

NON-WithROIAING.....cvvieiiiieiii e et e e
Withholding

SUBTOTAL ..ot

REAILY TraNSTEI TAX....iiiiieiiieeiieeeiie ettt ettt e e stae e sree s sseesseeenaeeeneeens

Inheritance Tax
Nonresident Inheritance and EState TaX.......cccovveevieriienieenie e esee e eiee e
Resident Inheritance and EState TaX........cccveiveeiieiiieeiiee e

SUBTOTAL ..ottt

TADIE GAMES....ciiiieiie ettt et e et e et e e nte e esbeessbeesnbeesneeenneaenns

Minor and Repealed Taxes

Spirituous and VINOUS LIQUOIS TaAX.....eciuuieiriraiieiieeiieesieesieesteeesieesseesnseesnseesnes
Unallocated EFT PayMENTS.........ccoeiuiiiiieniiieiie ettt
Excess Vehicle Rental Tax...............
Payments of Intergrated Taxes (KITS). .
Tax on WritS, WIllS @nd DEEUS.........cuuviiiieeiiiiiieeceeeee et e e
Clearing of Wage Garnishment ColleCtions............cccooveerieinie e

SUBTOTAL ...ttt e

TOTAL TAXREVENUE.........ccciii s

NONTAX REVENUES

State Stores FUN TranS el ...

Licenses, Fees and Miscellaneous
Governor's Offices
MISCELLANEOUS REVENUE
RIGNE TO KNOW...citiiiiie ittt

SUBTOTAL ..ottt

Executive Offices
LICENSES AND FEES
Attorney Continuing Legal EQUCAtION. ...........covvviiiiiiiieiieesieeie e

MISCELLANEOUS REVENUE
MISCEIIANEOUS........eiiiiiiiieii e
Interest Transferred to Employee BenefitS...........ccovveiieiiiieiiiie i
ACCESS 10 JUSHICE ACCOUNL......veieiiiiiieeierie ittt
Refunds Of Expenditures Not Credited To Appropriations..............cccceevceeerueenns

SUBTOTAL ..ottt

* Less than $500.

COMMONWEALTH OF PENNSYLVANIA C1.19

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget
$ 754,159 % 979,800 $ 1,091,200
$ 25970 $ 26,000 $ 26,000
$ 266,540 $ 284,300 $ 297,700
$ 2,400,059 $ 2,175,100 $ 2,421,900
7,798,587 7,830,300 7,956,900
$ 10,198,646 $ 10,005,400 $ 10,378,800
$ 294,464  $ 2952200 $ 292,800
$ 5606 $ 5100 $ 5,200
766,559 774,100 789,600
$ 772,165 $ 779,200 $ 794,800
$ 0o $ 0o $ 92,500
$ 1,824 $ 1,200 $ 1,200
2,057 1,400 1,400
7,007 4,800 4,800
498 300 300
1,287 900 900
146 100 100
$ 12,819 $ 8,700 $ 8,700
$ 25,294,563 $ 25,541,100 $ 26,553,900
$ 125,000 $ 105,000 $ 105,000
* 0 0
$ 0 0 0
$ 0o 3 64 $ 64
$ -504 0 0
-10,187 0 0
-129 -130 -130
142 142 142
$ -10,678  $ 7% % 76
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General Fund Revenue Detall

Lieutenant Governor's Office

LICENSES AND FEES
Board Of PArdOns FEES.......cccuuiiiiiiiiiiiieiii ettt
Board Of Pardons — FiliNg FEES.......c..cuiuiiiiiiiiiie et

MISCELLANEOUS REVENUE
MISCEIIANEOUS. ...ttt
Refunds of Expend Not Credited TO APPrOp........ccueirveeirieeriieniiesieesreesneenines

SUBTOTAL ...t e

Auditor General
LICENSES AND FEES
Filing Fees — Board of Arbitration of Claims...........ccccccveviieiieniieiiee e

SUBTOTAL

Attorney General

MISCELLANEOUS REVENUE
Assessed Civil Penalties Payments
Miscellaneous Interest Offset for Appropriation 611.
MISCEIIANEOUS......c.iiiieiieie ettt
Refunds Of Expenditures Not Credited To Appropriations.
Home Improvement CONtractor FEE..........ccuriiiiiierieieie e

SUBTOTAL ..ottt

Treasury Department

MISCELLANEOUS REVENUE
Allocation Of Tre@sUry COSES.......cciiuiiieiiiiee et e e e e aieee e e e abee e e aneeeee e
Depository Adjustments
Dividend Income Reinvested - Long Term......
Interest Transferred to Asbestos/Lead Account.
Interest Transferred to Hodge Trust FUN...........occooiiiiiiiiiiiiie e
Interest on Average Collected Balance - WIC Program...........c.cccevvveerieveninnenne
INtErest ON DEPOSIES. .....cccviiiiiiiiiiiie ettt
Interest On Securities — Liquor License FUNd...........cccevveevieciieniieniienneens
INtErest ON SECUMIES. ......ciuiiiiieiiieiie ettt
MISCEIIANEOUS......c.eiiiiiiiiicii e
Redeposit Of ChECKS.........cociiiiiiiii e
Unclaimed Property — Contra Acct Paypal Fees..........c.cccovvveiiiiiiciiieiiienns
Unclaimed Property — Contra Acct Fin Inst. Fees..........cccoevviiiiiiiiiniicne
Unclaimed Property — Claim PaymMentsS..........cceeivirieeiiiieiiie e
Unclaimed Property — Financial Institution Deposits............cccccveiieriiciinennins
Unclaimed Property — Other Holder DepPOSItS..........coccveeiiiirieeiiierieenieeieens

SUBTOTAL ...t

Department of Agriculture

LICENSES AND FEES
ADAHOIN LICENSES. ...ttt ettt
Approved Inspectors Certificate And Registration Fees............cccvvevriieeriennns
Domestic Animal Dealers' LICENSES..........ooieiirieiiiniierie et
Eating & DrinKiNg LICENSES. ........coiiiiiiiiiiieiiie et
EQQ CertifiCcation FEES.......oiiiiiiiieiii et
Farm Products INSPECION FEES........cccuiiiiiiiiiiiiie et
Garbage FEEUErS LICENSES. .....ciiuuiiiaiiiiie ittt e e
1CE Cream LICENSES. ......ciiieiiiiicteeee et
Lab Directors' EXam FEES..........cccuiiiiiiiiiiiiieiit et
Livestock Branding FEES.........couiiiiiiiiieiiiciie e

* Less than $500.

COMMONWEALTH OF PENNSYLVANIA C1.20

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget

18 % 17 $ 17
15 15 15

* $ * $ *
* 0 0
33 % 32 % 32
1 3 2 $ 2
1 3 $ 2
389 $ 336 $ 336
-647 -438 -438
0 4 4
27 27 27
1,326 1,442 1,442
1,095 $ 1,371 $ 1,371
4356 % 0o $ 0
* 0 0
3,508 0 0
-46 0 0
-5 0 0
2 0 0
229 0 0
38 0 0
-199,636 25,572 35,535
128 0 11,222
2,888 0 0
-7 -150 -150
-1,072 -90 -90
-100,189 148,750 148,750
35,204 26,250 26,250
136,027 -110,000 -110,000
-118,575 $ 90,332 $ 111,517

6 $ * $ *
3 3 3
50 50 50
1,811 1,850 1,860
11 11 12
61 55 57
113 106 107
1 1 1

* * *
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General Fund Revenue Detall

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget
Department of Agriculture (continued)
MapIE SYTUP PrOGIaM.......cciuiieiiiieiiieiieeieeeieesieesieesaee st e ssaeestaeessaeesseeasseeennes * * *
Miscellaneous Licenses ANd FEES...........ccvoiiviiiieiiiieie s 14 13 14
Poultry TeChNICIian LICENSES. .......cciiuiiiiieeiieciieeeiie et 5 4 4
Pub Weighmasters (Under ACt 155).......ccccviiiiiiiiiiiieiiiesiee e 191 196 201
Registration Fee — Food Establishment............cccccoveeiiiiiieiiie e 239 240 242
Rendering Plant Licenses.................. 11 11 11
Veterinarian Diagnostic Laboratory FEES..........ccovcveriieiieeiieeiie e 531 550 555
MISCELLANEOUS REVENUE
MiISCEIIANEOUS. ...ttt sttt bbb be e eneas $ 6 $ 5 $ 5
Refunds Of Expenditures Not Credited To Appropriations............ccocceevvvereens * $ * $ *
Sale Of SUPIUS PrOQUCES. .......ccviiiiieiiie ittt * 0 0
SUBTOTAL. ..ottt $ 3,063 $ 3,005 $ 3,122
Civil Service Commission
MISCELLANEOUS REVENUE
MiISCEIIANEOUS. ...ttt e $ * $ 0o $ 0
Refunds of Expend Not Credited to Appropriations...........ccccceeeveeiieesieaneennnns * % $
SUBTOTAL. ..ottt sttt $ 0o $ 0o $
Department of Community and Economic Development
LICENSES AND FEES
Municipal INdebtednNeSS FEES........cceiieieiieieeie st $ 269 $ 270 % 250
MISCELLANEOUS REVENUE
INtErest FrOM GraNtEEeS.........ccuetiirireieieisie sttt $ 1 3 1 3 1
[ 2= [ =T 1Yo TU R 924 925 1,060
General Principal Repayments.... 21 25 25
General Interest on Loans........... . 3 3 3
HRAJ/EDS Interest Repayments... 201 200 200
HRA/EDS Interest on Loans..... 16 17 15
ID/BID Principal Repayments... . 507 510 575
ID/BID Penalty ChargesS......cciiuieiiieeiieeeiieeiiiesiiesiee st sieeesieeeteeebeesbeessaesnee e * * *
ID/BID INterest 0N LOANS.......cceiuiiieieiieiieee e 198 200 210
Refunds of Expenditures Not Credited to Appropriations............ccccveveevereneenns 4 4 *
SUBTOTAL. ...ttt s $ 2,144  $ 2,155 $ 2,339
Department of Conservation and Natural Resources
MISCELLANEOUS REVENUE
CAMP LBASES. ...eeteeuieetieieeetie st ieetee e s e e s e st e stesre e besteeseeeseesseeneeeteeneeeneenteaneas $ 772 $ 760 3% 760
GrOUNG RENES. ...ttt ettt nbe e 16 16 16
HOUSING RENTS....utiiiiiiiiie ettt 24 24 24
MINETAIS SAIES. ..ottt 3 3 3
MISCEIIANEOUS. ... 100 30 30
Sale 0f DEP WaLer KilS........cciiiiiiiiiiieieiiesie e 2 2 2
Refunds Of Expenditures Not Credited To Appropriations............ccocceevvvvennens * * *
RIGNES=OF-WaY......ccuiitiitiiteiieie ettt e s snenen 778 800 800
WALET LEASES......oiiiiiiiiiiiiiiitic e 1 1 1
SUBTOTAL. .ttt ettt sttt ettt st see e et st e beebesbesbeeeneas $ 1,696 $ 1636 $ 1,636
Department of Corrections
MISCELLANEOUS REVENUE
MiISCEIIANEOUS. ...ttt ettt ettt b e eeneas $ 20 % 20 $ 20
Refunds Of Expenditures Not Credited To Appropriations............ccoccvevvvvennens 1 2 2
Telephone COMMISSIONS......ccuiiiiieiiieiieecie et stee s sbeeseee e 7,964 8,100 8,100
SUBTOTAL. ettt ettt e e et e e e e e s e e s sebanbaeneeees $ 7,985 $ 8,122 $ 8,122

* Less than $500.
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General Fund Revenue Detall

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget
Department of Education
LICENSES AND FEES
FEES FOr GED TraNSCHPLS. . ceveiveeteiiesieeeesieeteseesteessesseessesseesseessesseessesneesneenes $ 54 % 50 $ 50
Fees For Licensing Private SChOOIS...........ccoviiiiiiiiiieiecieeciee e 190 233 234
PDE Fees Transcripts — Closed Private Schools * * *
Private Academic School Teacher Certification Fees.... 15 13 13
Fees For Licensing Private Driver Training Schools... 55 60 60
Secondary Education Evaluation Fees.. 3 3 3
1,685 1,580 1,580
231 131 131
MISCELLANEOUS REVENUE
Miscellaneous 3,124 0 0
Refunds of Expenditures Not Credited to Appropriations * 0 0
SUBTOTAL. ..ottt $ 5357 $ 2,070 $ 2,071
Emergency Management Agency
MISCELLANEOUS REVENUE
Refunds of Expenditures Not Credited to Appropriations..............ccceceevveveennene $ 1 3 0 $
SUBTOTAL. ..ottt ettt $ 1 3 0o $
Department of Environmental Protection
LICENSES AND FEES
Anthracite Miners' Examination and Certification Fees...........cccceverovvicrnennne $ * $ * $ *
Bituminous Miners' Examination and Certification Fees............ccccoevvviiiiennnnne 4 4 3
Bituminous Shot Firers and Machine Runners Exam A...........ccccoeerieninnenenns 12 6 6
Blasters' Examination and Licensing FEES.........ccoccvvviriiiieiieeiiie e 25 9 9
Dams and Encroachment Fees 118 119 119
Examination and Certification Fees * 4 4
Explosives Storage Permit Fees 66 66 66
Hazardous Waste Facility Annual Permit Administration Fees.............c.ccoceen. 46 46 46
Hazardous Waste Facility Permit Application FEEesS...........ccevurivieiiieiiiiennnns 2 12 12
Hazardous Waste Storage-Disposal Fac-Fee 2 24 24
Hazardous Waste Transporter License and Fees 40 41 41
Infectious and Chemical Waste Transport Fees 11 12 12
Municipal Waste Annual Permit Administration Fees.. 253 225 225
Municipal Waste Permit Application FEES..........ccovuiiiiiiiiiiiiiie e 112 132 132
Residual Waste Closure Administration Fees 9 9 9
Residual Waste Permit Administration Fees 241 230 230
Residual Waste Permit Application/Modification Fees 24 59 59
Sewage Permit Fees 364 359 359
Submerged Land Fees 61 61 61
Water Bacteriological Examination Fees.. 17 16 16
Water Power and Supply Permit FEES.........ccoviiiiiiiiiiiieeesieee e 103 93 93
MISCELLANEOUS REVENUE
GroUNd RENTAIS.....c..iiviiiiciieiieie sttt $ 6 $ 16 $ 16
Interest Payments — Mine SUDSIAENCE...........coviiiiiiiiieciiecie e * * *
Miscellaneous 25 26 20
Payment To Occupy Submerged Lands 338 301 301
Refunds of Expenditures Not Credited to Appropriations.............cccvvverievennens -11 10 5

* Less than $500.
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General Fund Revenue Detall

Department of Environmental Protection (continued)

MISCELLANEOUS REVENUE
RIGNES-0f-WAY......ei it
Royalties for Recovery Of Materials — Schuylkill River............ccccccoevveeivieennen.
Sewage Treatment And Waterworks Application FEees..........ccccovvvviieiiierieennns
Surface Subsidence Assistance Loans — Repayments...........c.cccceveenereennnns

SUBTOTAL ..ottt

Department of General Services

MISCELLANEOUS REVENUE
Allocation Of Purchasing CostS JOD 7........cceiviviiiiiiiieiieesieesie e
Miscellaneous............ccevvvrvereiienieenne.
Real Estate Services...
Rebates to be Distributed
Refunds of Expenditures Not Credited to Appropriations...
Rental Of State PrOPEITY.....cc.coviriieieiieeiieie ettt
RIGNE TO KNOW...cutiiiiie ittt
Sale Of PUDIICALIONS. .......c.ciiiiiiii i
Sale Of StAte PrOPEITY.....veiiiieiiieiit ettt
Sale Of Unserviceable Property...........cccoccuiiiiiiiiiiiiiiiiieieceieese e
Sale Of Property ESCIOW......c..uiiiiiiiieiiiesieesiie ettt
Reading State Office BUIlAING........ooueiiiiiiie e
Scranton State Office BUIldiNG..........coiuiiiiiiiiiiiie e
Altoona State Office BUIAING.........cocuiiiiiiiiieiiiee e

SUBTOTAL ..ottt

Department of Health

LICENSES AND FEES
Bathing Place Program — Application FEes..........ccccevviieiiiiiieiiiie e
Cre CertifiCation FEES........uoiiiiiiiei et
HOSPICE LICENSING FEES......eiiiiiiiiiciiieeiieeie ettt
IMMUNIZAtION SEIVICE FEES......oiiiiiiiiieiiieiietee e
Miscellaneous LICENSUIE FEES..........cciviiieiiiiiieceeee e
NUFSING HOME LICEBNSES. ... .eiiiiieiiieeiieeeiieeeie ettt tae e siae e saee e eaee e e
Pediatric Extended Care LiCenSing FEES..........covvviiiiiieniienieiiie e
Profit Making HOSpital LICENSES........c.ciiiiiiiiiiiiieciesicee e
Organized Camps Program FEES.........ccuiiuiiiiieiiiieiiie ittt
Registration Fees — Hearing Aid ACt..........coocveiiierieeiie e
Registration Fees — Drugs Devices and CoSMeticS ACt.........ccccvvrvveeriveirneenns
Vital StatiStiCS FEES......oioviiiiiiiiceieee e
Home Care Agency Licensure Fees.....................
Wholesale Prescription Drug Distribution LICENSES.........cccccoveeciiiiiiiciiiiiiiiens

MISCELLANEOUS REVENUE
Interest Transferred to Share Loan Program...........cccceevveiiieniieenineenneenneenins
MISCEIIANEOUS.......ocuviiiiiiiiiee et
Refunds of Expenditures Not Credited to Appropriations.............cccocvevvvvennens

SUBTOTAL ..ot

Historical and Museum Commission
MISCELLANEOUS REVENUE
Refunds of Expenditures Not Credited to Appropriations............cccceecveeivvennenns

SUBTOTAL

* Less than $500.

COMMONWEALTH OF PENNSYLVANIA C1.23

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget
21 12 12
98 98 98
0 1 0
1 2 2
1,998 1,993 1,980
3,017 3,092 3,169
31 450 450
253 259 265
1 2 2
164 100 100
1 1 1
3 0 0
646 33,347 6,433
297 267 267
-4 0 0
235 241 247
917 939 963
33 0 0
5,594 38,698 11,897
2 2 2
22 18 18
32 35 35
21 17 17
136 128 128
307 330 330
2 2 2
216 214 214
4 4 4
102 107 107
448 470 494
5,389 5,812 5,812
0 15 30
72 75 78
-5 -3 -3
63 61 61
1 2 2
6,812 7,289 7,331
15 16 17
15 16 17
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General Fund Revenue Detall

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget
Insurance Department
LICENSES AND FEES
AGENES' LICENSES. ..eviivieieetieie ettt e e sttt s te st e seeeseesaeeneesteeneeeneenaeanees $ 27,134  $ 26,500 $ 26,500
BIOKEIS' LICENSES. ....ccciiiiiieeteeeie ettt e e e e e e sttt e e e e e e e s e e e saanrbeaneees 9,601 9,300 9,300
Division of Companies Certification — Certificates and Filing Fees................ 1,923 2,000 2,000
Examination Fees and EXPENSES..........coiiiiriiriinienieiienieeee sttt 2,578 2,600 2,600
Market Conduct Examination Fees. . 1,091 1,000 1,000
Miscellaneous Fees..................... . 510 475 475
Valuation of POICIES FEES..........ccuiiieiiiieiiee e 3,663 3,500 3,500
MISCELLANEOUS REVENUE
MiISCEIIANEOUS. ...ttt sttt ettt ae e neeneas $ 1 3 2 $ 2
Refunds of Expenditures Not Credited to APpropriations............ccccvvveerveeninnns 5 5 5
SUBTOTAL ettt ettt ettt nen et $ 46,506 $ 45382 $ 45,382
Department of Labor and Industry
LICENSES AND FEES
ACCESSIDIIY......vieieieciece ettt $ 62 % 62 $ 58
Approval of Building Plan FEES...........ccuiiiiiiiiiiiiiie e 819 819 850
Approval of Elevator Plan FEES..........cciiiiiiiiiieiiieiieeie et 587 587 575
Bedding And UPhOISEry FEES........ccoiiiiiiiiiiieiiieeiie et 656 656 650
BOiler INSPECHON FEES......ciuiiiiiieiie ettt et sneeenneeens 4,186 4,186 4,200
BOIIEr PIaN FEES.....c.eiiiiiiiice e 58 58 55
Elevator INSPECLION FEES.......cccuiiiiiiiiie ettt ettt saee e ens 1,528 1,528 1,500
Employment AGENCY LICENSES.......cccuviiiiiiieiiie ettt 23 23 22
Employment Agents' Registration Fees. 2 2 3
Flammable Liquids Storage Fees....... 36 36 35
Industrial Board . 66 65 65
Liquefied Petroleum Gas Plan Fees......... 8 212 200
Liquefied Petroleum Gas Registration Fees.... 212 8 6
Stuffed Toys Manufacturers' Registration Fees.. 67 67 67
UCC CertifICAtIONS. ......eiveiieeiiieie ettt 80 80 78
MISCELLANEOUS REVENUE
MiISCEIIANEOUS. .......uiiietititet ettt $ 3B $ 35 % 35
Refunds of Expenditures Not Credited to Appropriations............ccceveeeeveeeninenns 1 0 0
SUBTOTAL ...ttt $ 8,426 $ 8,424 $ 8,399
Department of Military and Veterans Affairs
MISCELLANEOUS REVENUE
MISCEIIANEOUS. ...ttt ettt eb e eb e s s $ * $ 0o $ 0
Refunds of Expenditures Not Credited to Appropriations............ccccevververvenens $ * $ 10 $ 10
RIGNE TO KNOW. ...ttt e e saaeennes * * *
SUBTOTAL. ..ottt ettt n e $ 1 $ 0 $ 10
Board of Probation and Parole
MISCELLANEOUS REVENUE
MiISCEIIANEOUS. .......cceiieiieiietete e $ 4 $ 0o $ 0
Refunds of Expenditures Not Credited to Appropriations............cccceevervrennens * % $
SUBTOTAL. ..ottt e st en e $ 4 $ 0o $

* Less than $500.
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General Fund Revenue Detall

Department of

Public Welfare

LICENSES AND FEES

Private Mental

HOSPItAl LICENSES....cuviiiiiiiiieiii ettt

MISCELLANEOUS REVENUE

Miscellaneous
Refunds of Ex

penditures Not Credited to Appropriations............cccoveveervreneens

SUBTOTAL. ..ot e

Department of

Revenue

LICENSES AND FEES
Certification ANd COPY FEES.......couiiiiiiiiieiie ittt
Cigarette Permit FEES......uuiiiiiiiiiiie it
Domestic Violence and Rape Crisis Program Fee...........c.ccocereiiiinienenieenens

MISCELLANEOUS REVENUE
Exempt Collections Per ACt 1992-67.........cccovueiiiiieiieeiiiesiee e
DISHHCt JUSHICE COSES. ...eiiuiieiiiieiiieitieeiiee et et e etteestaeestaeessee e steesseeeseeessbeensaeenneas

Miscellaneous

Distribution DUE ADSENLEE........ccuiiiiieiiieiie e

Donations.......
Conscience M

ONIBY ...ttt bttt ettt sttt s st e bbbt s et s s e

Refunds of Expenditures Not Credited to Appropriations.............cccvevvevveennens
SUBTOTAL. ..ttt e et e e ettt e e e e e e s ennneee s

Securities Commission
LICENSES AND FEES

Associated Pe
Associated Pe
Associated Pe

Brokers, Dealers Registration Fees — Initial..
Brokers, Dealers Registration Fees — Renewal

rSONS — INItIAL ...
FSONS — RENEWAL.....ccuiiiiiiiiiiiiiie et
FSONS — TrANSTEI....ciiiiiiie e

Costs — Examination, Auditing, Investigation, Prosecution —

Except Takeover Costs

Investment Ad
Investment Ad
Investment Ad
Investment Ad

visors' Filing Fees — Initial...
visors' Filing Fees — Renewal.
visors' — Notice Filings Initial......

visors' — Notice Filings Renewal.............cccceeviiiiiiiicinicinicns

Mutual Funds — Increase in Amount of Filing..........c.cccovviviiiiiniiieniienieciees
Mutual Funds — Initial FiliNg........c.ccooriiiiiiiii e
Mutual Funds — Renewal FiliNg.........c.coovuiiiiiiiiiiiie e
506 RD FlINGS....coiiiiiiieiiieiieeee et
Section 203 (D) — Increase in Amount of Filing..........cccceviiiiiieiiiiniienecien

* Less than $500.
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(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget

56 56 56
8 8 10
2 2 23
66 66 89
32 33 33
137 130 130
1,680 1,550 1,400
18,234 18,900 19,500
7,631 7,600 7,600
135 135 135
-201 200 200
10 0 0
1 1 1
11 10 10
27,670 28,559 29,009
86 114 126
365 377 462
14 3 4
59 61 64
833 857 899
* 1 1
25 28 30
183 187 193
51 66 73
553 592 621
541 850 850
492 500 500
3,171 3,500 3,500
1,126 1,500 1,500

O * *
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General Fund Revenue Detall

Securities Commission (continued)

LICENSES AND FEES
Section 203 (D) — INitial FiliNg......c.eoiiiiriiiiieieciecee e
Section 203 (1) (O) (1) — Initial FiliNg......cceiiieiiieiieiie e
Section 203(P) — INitial FiliNg.......ccouiiiiiiiiiiiieiiee e
Section 203(S) — INitial FiliNg.......cccvviiiieiiiesie e
Section 203(T) — Filing.....
Section 205 — Security Registration and Amendment Fees.
Section 206 — Increase in Amount of Filing...................
Section 206 — Quialification Filing — Initial.
Securities Agents' Filing Fees — Initial.....
Securities Agents' Filing Fees — Renewal..
Securities Agents' Filing Fees — Transfer......
Takeover Disclosure Filing Fees + SCt IV RGMN........coocveiiieeiieiieecie e

MISCELLANEOUS REVENUE
MISCEIIANEOUS......cocuiiiiiieiie ettt ettt e s ae et e e bae e ntaeenbeeanes

Refund of Expenditures not Credited t0 APPropP........coecveerieerieeiieeerieeneeenineens
SUBTOTAL

Department of State

LICENSES AND FEES
Charities Bureau Registration FEES.........ccccciuiiiiieiiiiiie e
Commission and Filing Fees — Bureau Of EIections............cccocvevveenieiinennns
Commission and Filing Fees — Corporation Bureau..............ccevveeveeeiieennnnns
COMMISSION FEES.....ciiiiiiiiiii s
Notary Public COMMISSION FEES........cccuiiiiiiiieiiie it

MISCELLANEOUS REVENUE
Prof.& Occupational Affairs Credit Card Transfers..........c.cccvvevviineiniiinenns
Interest Transferred to HAVA Program..........cceeiueeiieeiieenieeeiieeeiee e snee e
Refunds of Expenditures Not Credited to Appropriations............ccccveveevvvennrns
Refunds of Expenditures Not Credited to Appropriations............cccevevverveeniernns

SUBTOTAL ..ottt

State Police

MISCELLANEOUS REVENUE
MISCEIIANEOUS. ...ttt
Reimbursement FOr LOSt PTrOPEIY.......c.couiuiriiieiiie it esieesieeeieeeteesieesiee e e
Refunds of Expenditures Not Credited to Appropriations.............cccvevvevivvennnns

SUBTOTAL ..ottt

Department of Transportation
MISCELLANEOUS REVENUE
Interest on Securities — Railroad Rehabilitation & Improve...........c.cccceeveeenes
SUBTOTAL. ettt e e e e e et e e e e e e e e s s bbb beeeeaees

Other

LICENSES AND FEES
TADIE GAMES. ...t

MISCELLANEOUS REVENUE
Payments in Lieu of TaXes — SWIF.......ccccooviiiiiiiieriieie e
Public Television - Refunds of Expend Not Credited to APprop ..........c.ceen...
State Ethics Commission - Refunds of Expend Not Credited to Approp ........
State Tax Equalization BOard.............cccevreeiiieiiieiiiesiesieeseese e
Supreme Court.......ccccoevvveennnns
Transfers From Special Funds.

SUBTOTAL ..ottt

Total Licenses, Fees and MisSCellan@ous.........c.cevveeeeeiiieiiiiviiiiieeee e,

Fines, Penalties and Interest on Taxes
Corporation Net INCOME TaAX.....euvruereriirieriereeeeiesiesiesie e seeseeee e sesbesaeeeseeseas
Interest on Excise Taxes — Corporations (Department of Revenue)..............
Penalties on Excise Taxes — COrpOrations...........ccuveueeeueeeireesieesiuesseeeseeenns

SUBTQTAL.

* Less than $500.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget

8 16 16

O * *

O * *
4 7 7
2 14 14
36 50 50
2 1 1
137 160 160
3,243 3,947 4,144
12,399 13,204 14,732
1,474 498 500
0 6 6
268 0 0
* 0 0
25,072 26,539 $ 28,453
2,086 1,750 $ 1,850
715 898 898
21,492 24,366 22,361
57 50 50
920 918 918
308 0 0
-963 0 0
4 0 0
1 1 1
24,620 27,983 % 26,078
313 350 350
7 1 1
18 300 300
338 651 $ 651
-6 6 $ -6
-6 6 $ -6
0 196,500 $ 0
5,768 8,000 $ 8,000
* 0 0
* 0 0
* * 0
36 65 65
45,129 2,134,200 538,378
50,933 2,338,765 546,443
90,161 2,633,260 $ 836,021
7,916 7,000 $ 7,000
8,536 9,400 9,400
790 600 600
17,242 17,000 $ 17,000
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General Fund Revenue Detall

Other Fines and Penalties
Department of Agriculture

Amusement Rides and Attractions — FINES..........ccevvvverieeriieiniee e
General FOOO FINES.........oiiiiiiiiiii ettt
Harness Racing Fines and Penalties...........cc.cevvviiiiiinieiiieniee e
Horse Racing Fines and Penalties...........cccouveiiiiiiiiiic e
Miscellaneous Fines..........c.ccccvvveenns
Civil Penalties - Food EstabliShments............cccveviiiiiiieniieieee e
Department of Conservation and Natural Resources
MISCEIIANEOUS FINES....ccuiiiiiiiiiieiieeteesie et
Department of Environmental Protection
MISCEIIANEOUS FINES....ccuviiiiiiiiieiieeeesee e
Ethics Commission
ViolatioNS-ACt 1978-170......cccueiiiieiiieiit ettt
Gaming Control Board
Miscellaneous Fines and Penalties. ...........cocvevvieniiiiieiiie e
Department of General Services
Traffic VIolation FINES..........ooiiiiiiiii i
Department of Health
Non-Compliance Fines And Penalties...........cccoevvveriiiiieiiieinicee e
Department of Insurance
MISCEIIANEOUS FINES....ccuviiiiiiiiieiieeeeste e
Department of Labor and Industry
MINOr Labor LaW FINES........c.coiiiiiiiiiiiesiie e
MISCEIIANEOUS FINES.....cuiiiiiiiiiieiieeiee ettt ettt et e snbaesnaeennes
Public Utility Commission
Violation Of Order FINES.......ccuiiiiiiiiieie et
Department of Revenue
Malt Liquor Fines and Penalties............ccooviieriiiiiiiiiiee e
State Gaming Tax PeNAltIES. ........c.eeiuvieiiiiiiieiiie et
Department of State
Penalties and Fines - CharitieS BUr€au............ccovveiiiiiiiiiiiiesiieseesie e
SUBTOTAL. .ttt ettt et e e et e e e e aneeeae s
Total Fines, Penalties and INtereSt..........cccoeeevivviiiieeeee e
TOTAL NONTAX REVENUES........coooe
TOTAL GENERAL FUND REVENUES..........cooviiiiiiiiiiiiiiiieeeee

* Less than $500.
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(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget

$ 1 $ 1 8 1
4 2 2
145 140 145
153 150 156
2 3 3
* 1 1
1 1 1

* * *
76 98 98
112 110 110
2 0 0
59 88 88
1,988 2,000 2,006
2 1 1
70 80 80
187 190 200
7 7 7
30 30 30
0 438 250
$ 2839 % 3340 $ 3,179
$ 20,081 % 20,340 % 20,179
$ 235242  $ 2,758,600 $ 961,200
$ 25,529,805 $ 28,299,700 $ 27,515,100
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General Fund Revenue Summary

Revenue History

This table shows six years of actual General Fund revenues available for general appropriation.
This data does not include special restricted receipts, receipts augmenting appropriations or federal
funds.

(Dollar Amounts in Thousands)

2003-04 2004-05 2005-06 2006-07 2007-08 2008-09
Actual Actual Actual Actual Actual Actual
TAX REVENUE
Corporation Taxes
Corporate Net Income Tax............... $ 1,677,998 $ 1,921,406 $ 2,301,968 $ 2,492,482 $ 2,417,657 $ 1,979,889
Capital Stock and Franchise Taxes.. 984,295 1,025,904 1,080,874 999,954 1,019,942 787,704
Selective Business:
Gross Receipts TaX......oocoveeereveeenne 1,012,397 1,125,913 1,150,987 1,293,311 1,348,878 1,376,797
Public Utility Realty Tax.... 50,272 41,178 40,209 47,518 44,689 41,867
Insurance Premiums Tax............... 390,768 410,700 390,371 412,490 418,229 431,535
Financial Institutions Tax................ 217,550 208,924 204,657 213,645 191,839 198,505
Other Selective Business Taxes..... 17,825 17,695 21,039 16,893 16,435 17,994
Total — Corporation Taxes................ $ 4,351,105 $ 4,751,720 $ 5,190,105 $ 5,476,294 $ 5,457,670 $ 4,834,292
Consumption Taxes
Sales and Use TaX.....cccceveeeeeeicinnnnns $ 7,728542 $ 7,999,952 $ 8,334,249 $ 8,590,769 $ 8,496,554 $ 8,135,508
Cigarette TaX....occceeveveeereveessieeeenens 856,442 784,371 792,124 778,582 784,055 754,159
Malt Beverage TaX......cocceevureeernnnen. 26,201 24,904 26,158 25,171 26,289 25,970
(Lo 0o ] g I ¥ RIS 195,179 212,501 223,036 239,494 251,138 266,540
Total — Consumption Taxes.............. $ 8,806,364 $ 9,021,728 $ 09,375,567 $ 9,634,016 $ 9,558,036 $ 9,182,177
Other Taxes
Personal Income TaX.......ccccovvveeennes $ 7,733,804 $ 8,746,793 $ 9,524,139 $ 10,261,619 $ 10,907,741 $ 10,198,646
Realty Transfer TaX.......ccoceevvveeennnnns 400,590 472,539 552,450 570,994 429,540 294,464
Inheritance TaX.......cccevvevveeeriivenennns 747,625 716,148 745,245 756,553 828,628 772,165
Minor and Repealed Taxes............... 6,629 3,593 -17,366 -15,461 111,569 12,819
Total — Other Taxes.....ccccceeeeevvcvvnnns $ 8,888,648 $ 9,939,073 $ 10,804,468 $ 11,573,705 $ 12,277,478 $ 11,278,094
TOTAL TAX REVENUE............... $ 22,046,117 $ 23,712,521 $ 25,370,140 $ 26,684,015 $ 27,293,184 $ 25,294,563
NONTAX REVENUE
State Stores Fund Transfer.............. $ 50,000 $ 54,900 $ 80,000 $ 150,000 $ 80,000 $ 125,000
Licenses, Fees and Miscellaneous:
Licenses and Fees.......ccccccceeeunnnne 105,176 121,131 115,836 119,587 122,422 120,715
Miscellaneous...........cccceeeveveeeennen. 591,701 387,994 252,798 454,037 383,904 -30,556
Fines, Penalties and Interest:
ON TAXES..uvvveeirveeeeiiereesieee e 31,881 24,067 32,584 38,287 36,753 17,242
(01 =] SRR 3,203 7,927 2,938 3,410 11,799 2,839
TOTAL NONTAX REVENUES........... $ 781,961 $ 596,019 $ 484,156 $ 765,321 % 634,878 $ 235,242
GENERAL FUND TOTAL............ $ 22,828,078 $ 24,308,540 $ 25,854,296 $ 27,449,336 $ 27,928,062 $ 25,529,805

Totals may not add due to rounding.
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MoTOR LICENSE FUND

The Motor License Fund is a special revenue fund composed of monies
received from liquid fuels taxes, licenses and fees on motor vehicles, aviation
fuel tax revenues, federal aid for highway and aviation purposes, contributions
from local subdivisions for highway projects and other miscellaneous highway
revenues.

The fund provides for highway and bridge improvement, design,
maintenance and purchase of rights-of-way, as well as aviation activities and
Department of Transportation licensing and safety activities. It also finances
State Police highway patrol operations and pays subsidies to local subdivisions
for construction and maintenance of roads.

@5‘ COMMONWEALTH OF PENNSYLVANIA C2.1 GovERNOR’s ExecuTive BubceTt 2010-2011



Motor License Fund

Financial Statement *

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning BalanCe............cccoveveieieieieieeeese e $ 110,726 $ 57,684 $ 105,557
Revenue:
Revenue ReCEIPES........oiiiiiiereiee e $ 2,556,744 $ 2,636,060 $ 2,619,060
Adjustment to Official Estimate...........cc.ccceeoeeniineiiienn. 0 -35,070 0
Prior Year LapSes........ccoeieieeiniiiiieeiiee e 115,324 91,000 0
Funds Available ...............cccooiiiie e $ 2,782,794 $ 2,749,674 $ 2724617
Expenditures:
APPIOPrAtioNS.......c.veeveeieieeeereecte e eete e et e eee e $ 2,725,110 $ 2,687,117 $ 2,708,968
Less Current Year LapSes.........ceeevveieiiiieeeiiiieeenieee e 0 -43,000 0
Estimated Expenditures.............cc.cccveveeeevieieeeereeeneee $ -2,725,110 $ -2,644,117 $ -2,708,968
Ending BalancCe.........ccocceerueruereeneeseeneesensessessessessessessenseas $ 57,684 $ 105,557 $ 15,649

* Excludes restricted revenue.
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Motor License Fund

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Executive Offices
General Government
Office of the Budget — Comptroller Operations..................... $ 6,195 $ 5,827 $ 5,885
Statewide Public Safety Radio System............cccoocevniiiiens 15,439 14,757 16,224
Commonwealth Technology Services...........ccccceeiiiiiniieeenns 0 2,446 2,553
TOTAL STATE FUNDS.........oooiiirieneesseniennes $ 21,634 $ 23,030 $ 24,662
AUGMENLALIONS. .....ooiviiiiciiiciieie e $ 306 $ 441 $ 441
DEPARTMENT TOTAL.....ooiiiriinienienieieieieeeeeeeeeien $ 21,940 $ 23,471 $ 25,103
Treasury Department
General Government
Administration of Refunding Liquid Fuel TaX............c.ccccu..... $ 470 $ 490 $ 547
Refunding Liquid Fuel Tax — Agricultural (EA)..........ccceeueee. 3,800 3,800 3,800
Refunding Liquid Fuel Tax — State Share (EA).................... 1,000 1,000 1,000
Refunding Liquid Fuel Tax — Political Subdivisions (EA)...... 3,000 3,000 3,000
Refunding Liquid Fuel Tax — Volunteer Services (EA).......... 400 400 400
Refunding Liquid Fuel Tax
— Snowmobiles and ATV'S (EA)......cccooererereneneneeenas 1,000 1,000 1,000
Refunding Liquid Fuel Tax — Boat Fund (EA).........ccccccevueee. 2,300 2,300 2,300
Replacement Checks (EA)........cooiiiieiiiiiiiiieeeiiee e 150 100 100
SUBLOtAL. ... $ 12,120 $ 12,090 $ 12,147
Debt Service Requirements
Capital Debt — Transportation Projects...........cc.ccoevvvvrerenens $ 12,098 $ 11,634 $ 11,379
General Obligation Debt Service..........cccceiiiieiiiiiiieiiiieeee 11,713 13,052 13,569
Loan and Transfer Agent..........occeeiieeniiiiic e 0 50 50
Subtotal $ 23,811 $ 24,736 $ 24,998
TOTAL STATE FUNDS ...t $ 35931 $ 36,826 $ 37,145
Restricted REVENUE........cciiiiiiiiiee e $ 14,040 $ 27,276 $ 42,574
DEPARTMENT TOTAL.....cooiiiriiniinienienieieeeee e $ 49,971 $ 64,102 $ 79,719
Department of Agriculture
Weights and MeasUures............cceoveveievernesesesesese e $ 3,089 $ 4,689 $ 3,975
DEPARTMENT TOTAL.....coiiiiiieiieniesie e $ 3,089 $ 4,689 $ 3,975
Department of Conservation and Natural Resources
Dirt and Gravel Roads.............oocoueeiiecieeieceieeeeeeee e $ 1,000 $ 1,000 $ 1,000
TOTAL STATE FUNDS..........oooeeiimteeeeeeeaees $ 1,000 $ 1,000 $ 1,000
Restricted REVENUE............cciiiiiriiirieieeeeeee s $ 7,000 $ 7,000 $ 7,000
DEPARTMENT TOTAL....ccoiiiiiriisieniesie e $ 8,000 $ 8,000 $ 8,000
Department of Education
Grants and Subsidies
Safe Driving COUISE.......cc.eceeiuieiieeiecieeie et sie e $ 1,130 $ 1,125 $ 1,103
DEPARTMENT TOTAL.....coiiiriinienienieieieieeeeeeee e $ 1,130 $ 1,125 $ 1,103
Department of Environmental Protection
Dirt and Gravel Roads............coocoveiieciiiieceeeeeeeee e $ 4,000 $ 4,000 $ 4,000
DEPARTMENT TOTAL.....coiiiiriirienienieneeieeee e $ 4,000 $ 4,000 $ 4,000
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Motor License Fund

Summary by Department (continued)

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Department of General Services
Tort Claims Payments..........ccceveieerieiieniese e $ 12,500 $ 12,500 $ 12,500
Harristown Rental Charges (EA)........ccccocoeveins 81 78 89
Harristown Utility and Municipal Charges (EA)...........ccccc...... 173 176 190
DEPARTMENT TOTAL...ceiiieiiieieseesie e eie e $ 12,754 $ 12,754 $ 12,779
Department of Revenue
General Government
Collections — Liquid FUEIS TaX......cccvereeriereerieeieriienieeeenees $ 14,211 $ 14,842 $ 15,218
Refunding Liquid Fuels TaX.......cccooceiieiiieeiiee e 10,000 12,000 12,000
TOTAL STATE FUNDS............ooeeeeeereeenrcrreseeeessnnssenssnnssnnnns $ 24211 $ 26,842 $ 27,218
Federal FUNAS.........cooviiiiieieeecee s $ 0 $ 342 $ 0
DEPARTMENT TOTAL...coiiiiiiieieeiiesieeee st $ 24,211 $ 27,184 $ 27,218
State Police
General Government
General Government Operations.............cccoceveeiereeseeeennenn $ 449,110 $ 479,018 $ 493,312
Law Enforcement Information Technology..............cccceevueen.. 20,439 19,709 19,821
Municipal Police Training..........cccoocveeeiiieeriniiieeeeee e 4,582 1,028 1,103
Patrol Vehicles...........ccooovvvvveieeeiiiieeiiiieeee 7,600 11,000 11,000
Automated Fingerprint Identification System 92 92 92
Commercial Vehicle Inspection..........cccccceeeveieveiiiiee i 5,924 8,053 8,127
TOTAL STATE FUNDS...........ooeeeeeeeetretreceeesieennssensnnsnnnnns $ 487,747 $ 518,900 $ 533,455
AUGMENLALIONS. ......cviieiieiecieeie et $ 1 $ 2,000 $ 2,000
DEPARTMENT TOTAL...c.otiiiiiteiecieesie et $ 487,748 $ 520,900 $ 535,455
Department of Transportation
General Government
General Government Operations.............c.ccceeveveeeueecneeneennen. $ 49,254 $ 51,987 $ 51,683
WelCOME CENLEIS.....ueeeeeeeeeieeteee et 3,091 3,003 3,064
Highway and Safety Improvement..............ccccociiviiiiiiincene 108,251 105,000 101,000
Expanded Highway and Bridge Program............cccccceeennneen. 465,000 465,000 477,500
Highway Capital Projects (EA) 206,000 201,000 205,000
Highway Maintenance.............ccccooiiiiiiiiiiiniieeeeceeeee e 826,227 764,379 765,379
Secondary Roads — Maintenance & Resurfacing (EA)......... 61,354 63,143 61,040
Smoother Roads and Priority Bridges...........cccoovieiieeiiranieen. 11,990 0 0
Emergency Highway and Bridge Repairs............ccccceeevcvveennes 1,354 0 0
Reinvestment — Facilities...........cccccoieiiiiiii, 12,300 12,000 12,000
Safety Administration and Licensing..........c.cccovovveneinieeniieene 117,842 126,939 124,365
Refunding Collected Monies (EA)..........ccocoieiieiiiiiiieicee. 2,500 2,500 2,500
SUBLOLAL. .. $ 1,865,163 $ 1,794,951 $ 1,803,531
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Motor License Fund

Summary by Department (continued)

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget

Grants and Subsidies
Local Road Maintenance and Construction Payments........... $ 200,451 $ 195,000 $ 192,100
Municipal Roads and Bridges...........ccceeeeiiieiieeiiienne. . 30,000 30,000 30,000
Maintenance and Construction of County Bridges 5,000 5,000 5,000
Supplemental Local Road Maintenance and

Construction Payments...........cooooiiiiiiieiiiiieeeeeieeee 5,000 5,000 5,000
Payment to Turnpike Commission (EA)..........cccccevieiriiennen. 28,000 28,000 28,000

Subtotal.......coooviiiii e $ 268,451 $ 263,000 $ 260,100
SUBTOTAL STATE FUNDS...........meeeereerecreerrscennessssnnnnns $ 2,133,614 $ 2,057,951 $ 2,063,631
Federal FUNdS..........cccouviiiiieeceee e $ 1,373,681 $ 2,204,842 $ 1,932,183
AUgMENTALIONS. .....eiiiiiiiiiiee e 116,314 265,484 268,084
Restricted REVENUE..........uuuiieeeieeeieeeeeeeeeeeeeeeeeeee 904,858 880,701 805,802

DEPARTMENT TOTAL.....oitiiiiiie e e $ 4,528,467 $ 5,408,978 $ 5,069,700
Fund Summary
State Funds — Transportation.............cccecceeveeveeiesieseeienenn $ 2,133,614 $ 2,057,951 $ 2,063,631
State Funds — Other Departments...........cccceeevcvveeiiiienenns 591,496 629,166 645,337
TOTAL STATE FUNDS........o...eeeeeeeeeeecceenrescsenneseasenssssnenns $ 2,725,110 $ 2,687,117 $ 2,708,968
Motor License Fund Total—All Funds
State Funds....... $ 2,725,110 $ 2,687,117 $ 2,708,968
Federal Funds 1,373,681 2,205,184 1,932,183
AugmeNntations..........ooociiiiiiie e 116,621 267,925 270,525
Restricted REVENUE...........ccocuviiiiiiiie e 925,898 914,977 855,376

FUND TOTAL...oiiiiiit ettt e $ 5,141,310 $ 6,075,203 $ 5,767,052
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Motor License Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Liquid Fuels Taxes.........ccccceevenen. $ 1,163,233 $ 1,179,290 $ 1,180,630 $ 1,183,100 $ 1,186,740 $ 1,191,520 $ 1,197,470
Motor Licenses and Fees.............. 883,846 843,460 844,540 896,330 936,360 954,430 964,660
Other Motor License
Fund Revenues..........cccccceenenen. 509,665 578,240 593,890 655,590 680,460 705,470 719,150
TOTAL MOTOR LICENSE
FUND REVENUES................ $ 2,556,744 $ 2,600,990 $ 2,619,060 $ 2,735,020 $ 2,803,560 $ 2,851,420 $ 2,881,280
Aviation Restricted
Revenues........cccccoveeeveeeeeeeee, $ 7944 $ 7960 $ 7170 $ 7,920 $ 8,100 $ 8280 $ 8,570
Highway Bridge Improvement
Restricted Revenues................... $ 103,723 $ 100,270 $ 100,130 $ 100,050 $ 100,700 $ 100,230 $ 100,450
State Highway Transfer
Restricted Revenues................... $ 23836 $ 23,040 $ 23,060 $ 23,110 $ 23,180 $ 23,270 $ 23,390
Oil Company Franchise Tax
Restricted Revenues................... $ 437,007 $ 422,400 $ 422,820 $ 423,670 $ 424940 $ 426,640 $ 428,770
Supplemental Maintenance
Restricted Revenues................... $ 305905 $ 295680 $ 295980 $ 296,570 $ 297,460 $ 298,650 $ 300,140

Adjustments to 2009-10 Revenue Estimate

On October 9, 2009, an official estimate for the 2009-10 fiscal year of $2,636,060 was certified. The revised estimate
detailed below reflects actual revenue collections through the first six months of the fiscal year and expected collections
for the balance of the fiscal year.

2009-10 2009-10

Official Revised

Estimate Adjustments Estimate
Liquid Fuels Taxes........... ... $ 1,198,780 $  -19,490 $ 1,179,290
Motor Licenses and Fees 854,400 -10,940 843,460
Other Motor License Fund Revenues 582,880 -4,640 578,240
TOTAL. oot e e e et e e e eaaea e $ 2,636,060 $ -35,070 $ 2,600,990
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Motor License Fund

Revenue Sources

Liquid Fuels Taxes

Actual Estimated
2003-04...... $ 1,113,027 2009-10....... $ 1,179,290
2004-05...... 1,159,874 2010-11....... 1,180,630
2005-06...... 1,226,094 2011-12....... 1,183,100
2006-07...... 1,255,361 2012-13....... 1,186,740
2007-08...... 1,236,469 2013-14....... 1,191,520
2008-09...... 1,163,233 2014-15....... 1,197,470

Tax Base and Rates:

Liquid Fuels and Fuels Tax: The Liquid Fuels and Fuels Tax is based on the number of gallons of liquid fuels
(primarily gasoline) and fuels (primarily diesel) used, sold or delivered within the commonwealth by distributors. All
monies collected are placed in the Motor License Fund, except discounts and an amount equal to one-half cent per
gallon which is placed in the Liquid Fuels Tax Fund. The present tax rate is 12 cents per gallon. Prior to October 1,
1997, liquid fuels and fuels were taxed separately under the Liquid Fuels Tax Act and the Fuels Use Tax Act
respectively. Both acts were repealed effective October 1, 1997.

Alternative Fuels Tax: The Alternative Fuels Tax became effective October 1, 1997, and is imposed on fuels other
than liquid fuels or fuels used to propel motor vehicles on public highways. The tax rate applied to each gasoline gallon
equivalent of alternative fuel equals the current total of the liquid fuels and fuels tax and the oil company franchise tax
applicable to one gallon of gasoline.

Motor Carriers Road Tax-International Fuel Tax Agreement: The Motor Carriers Road Tax is levied on motor
carriers operating vehicles with a gross weight or registered gross weight in excess of 26,000 pounds. The tax is
comprised of a 12 cents per gallon tax and an oil company franchise tax element based upon 153.5 mills of the
average wholesale price for liquid fuels and 208.5 mills of the average wholesale price for fuels and is imposed on a
cents-per-gallon equivalent basis. Previously, the tax rate was 115 mills. Prior to October 1, 1997, an additional tax of
6 cents per gallon was collected through the motor carriers road tax. This tax was repealed and replaced by a 55 mill
addition to the oil company franchise tax rate, imposed on fuels effective October 1, 1997. The 55 mill portion of the
tax rate is dedicated to the highway bridge restricted account. Credit against the tax is given for liquid fuels and fuels
tax and oil company franchise tax paid at the pump or directly remitted. Credit is also given for tax paid on motor fuels
purchased in Pennsylvania but consumed elsewhere.

The Motorbus Road Tax which imposed taxes on the amount of motor fuel used by bus companies in their
operations on highways within the commonwealth was repealed, effective January 1, 1996, with the enactment of the
International Fuel Tax Agreement (IFTA).

Identification markers are required to be issued annually upon a payment of $5 per vehicle for each vehicle subject
to these taxes based in the commonwealth.

Interstate Bus Compact Fuels Tax. This tax which imposed a tax on fuels consumed by interstate buses was
repealed, effective January 1, 1993, and replaced by the Motorbus Road Tax.

International Fuel Tax Agreement (IFTA). Effective January 1, 1996, Pennsylvania implemented IFTA. Under this
agreement, qualified vehicles are subject to base state reporting and payment of fuel tax obligations. Qualified vehicles
are those with two axles greater than 26,000 pounds, combinations greater than 26,000 pounds and those with three or
more axles regardless of weight. Therefore, 17,001 to 26,000 pound vehicles, which previously were subject to the
Motor Carriers Road Tax, are not subject under IFTA. Additionally, the Motorbus Road Tax was repealed and a bus
meeting the qualified vehicle definition is subject to IFTA provisions. ldentification markers remain at $5 per qualified
vehicle. The underlying fuel tax rates are unaffected by IFTA.

Oil Company Franchise Tax. This tax is an excise tax on all fuels taxed pursuant to the Liquid Fuels and Fuels Tax
and the Alternative Fuels Tax. The current tax rate is 153.5 mills for liquid fuels and alternative fuels and 208.5 mills
for fuels and is imposed on a cents-per-gallon equivalent basis. The tax rate was increased by 38.5 mills effective May
1, 1997. The revenues from this rate increase are dedicated to specific highway maintenance purposes. Of the
current tax rate, 57 mills is deposited as unrestricted Motor License Fund revenues. The balance of the tax rate
represents revenues restricted to certain highway activities. These dedicated and restricted taxes are not included in
the above estimates. Bus companies are entitled to a refund equal to 55 mills of the Oil Company Franchise Tax paid
on fuels.

v COMMONWEALTH OF PENNSYLVANIA C2.7 GovERNOR’s ExecuTive BubceTt 2010-2011




Motor License Fund

Revenue Sources (continued)

Motor Licenses and Fees

Actual Estimated
2003-04...... $ 843,174 2009-10....... $ 843,460
2004-05...... 876,897 2010-11....... 844,540
2005-06...... 877,813 2011-12....... 896,330
2006-07...... 870,038 2012-13....... 936,360
2007-08...... 872,063 2013-14....... 954,430
2008-09...... 883,846 2014-15....... 964,660

The commonwealth receives revenue from the collection of fees levied for the registration and titling of motor
vehicles and for the issuance of learners' permits, operators' licenses, certificates of title and transfers of
registration. Various motor vehicle registration fees were increased as of either July 1, 1997, or January 1, 1998, by
Act 3 of 1997.

Other Motor License Fund Revenues

Actual Estimated
2003-04...... $ 129,408 2009-10....... $ 578,240
2004-05...... 120,101 2010-11....... 593,890
2005-06...... 161,985 2011-12....... 655,590
2006-07...... 165,377 2012-13....... 680,460
2007-08...... 559,399 2013-14....... 705,470
2008-09...... 509,665 2014-15....... 719,150

Other Motor License Fund revenues include the following sources:
Fines — Aeronautics fines collected under the Liquid Fuels and Fuels Tax Act and certain Vehicle Code fines.

Miscellaneous Revenue — Interest on Motor License Fund deposits; investments and securities, the sale of
unserviceable properties, maps, plans, inspection stickers; and the rental of state properties.

Gross Receipts Tax — This excise tax imposed upon the gross receipts of owners and operators of motor vehicles
transporting property for hire on public highways was repealed effective January 1, 1998.

Beginning in July 1987, the total of all fines, fees and costs collected by any division of the Unified Judicial System
which is in excess of the amount collected from such sources in 1986-87 is to be deposited in the Judicial Computer
System Augmentation Account in accordance with Act 64 of 1987. Any fines, fees or costs which are allocated by
law to counties and municipalities are not affected by this act.

In addition, the Motor License Fund receives payments from the Pennsylvania Turnpike Commission in accordance
with Act 44 of 2007.
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Motor License Fund

Revenue Detail

The following is a detailed list of all revenues available for Motor License Fund appropriations. Restricted receipts and revenues for the
aviation, highway bridge improvement, state highway turnback programs and the Oil Company Franchise Tax restricted account are not
included in these amounts.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
LIQUID FUELS TAXES
Liquid Fuels Tax
Liquid FUEIS TaX....cueeoueeieereeeie ettt $ 517,891 $ 554,570 $ 555,130
Liquid Fuels Tax Interest...........ccccoiiiiiiiiieiniec s 43 330 330
Liquid Fuels Tax Penalties...........cccocveviiinieiniiiniieecee 2,536 980 980
SUBtOtal. ... $ 520,470 $ 555,880 $ 556,440
Fuel Use Tax
FUBIUSE TaX. e $ 149,627 $ 145,380 $ 145,520
Fuel Use Tax Interest.........coooiiiiiiiiiiiieeee e 0 0 0
Fuel Use Tax Penalties.........ccccceveeiiieeeiiiie e 0 0 0
Subtotal $ 149,627 $ 145,380 $ 145,520
Alternative Fuel Tax
Alternative Fuel Tax .. $ 197 $ 560 $ 560
Alternative Fuel Tax Penalties and Interest 378 0 0
SUBLOtAl. ... $ 575 $ 560 $ 560

Motor Carriers Road Tax — International Fuel Tax Agreement

Motor Carriers Road/IFTA — Fuels TaX........ccocveeeeeeeeeennen.. $ 38,784 $ 38,710 $ 38,910
Motor Carriers Road/IFTA — Registration Fees, Special....

Permit Fees and FiNes...........cccceeeeeeeeeieeiieiiiiiiiiiieeeeeee, 947 1,000 1,000

SUBLOtal. ... $ 39,731 $ 39,710 $ 39,910

Oil Company Franchise TaX......c.ceoeeeeeeereesessessessessessessenns $ 452,830 $ 437,760 $ 438,200

TOTAL LIQUID FUELS TAXES.......ccocvrinmnmnsnnsnnssnssssesenas $ 1,163,233 $ 1,179,290 $ 1,180,630

MOTOR LICENSES AND FEES

Operators' LICENSES. .......c.ccvueeuieciieieeieesie et $ 61,361 $ 62,280 $ 59,050
Other Fees Collected by Bureau of Motor Vehicles............. 32,442 31,420 32,510
Registration Fees Received from Other States/IRP............ 106,331 72,370 74,440
Special Hauling Permit Fees..........ccooviiiiiiiiiiiiieciee 19,141 18,330 18,800
Vehicle Registration and Titling..........cccccoeeiiieiiineie. 664,571 659,060 659,740
TOTAL MOTOR LICENSES AND FEES...........cccoceenennune $ 883,846 $ 843,460 $ 844,540

OTHER MOTOR LICENSE FUND REVENUES

Fines and Penalties
Department of Revenue

Vehicle Code FiNesS..........coeiveeuieeeeeeeeeeeeeee e $ 26,627 $ 25,460 $ 25,460
Department of Transportation

Vehicle Code FINeS.........ccovveiiiiei e 6,028 5,280 5,280

SUDLOtal.....coeiiee e $ 32,655 $ 30,740 $ 30,740
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Motor License Fund

Revenue Detail (continued)

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Miscellaneous Revenues
Treasury Department
Interest on Deposits - Cash Advancement Accounts $ 4 $ 10 $ 10
Interest Income Reinvested - Long Term..........ccccceeviieennee 660 90 90
Interest on Securities...........covviiiiiieniii e -49,221 23,640 26,840
Interest on Securities - Liquid Fuels Tax Fund... 176 200 230
Redeposit of Checks.........ccveviiiiiiicie e -41 10 10
SUBLOtal. ..o $ -48,422 $ 23,950 $ 27,180
Department of General Services
Rent of State Property.........coceceeeeererieieeieeeesesese e $ 0 $ 90 $ 100
Sale of Unserviceable Property... 1,111 860 870
SUBLOtAL. ..o $ 1,111 $ 950 $ 970
Department of Transportation
Fees for Reclaiming Abandoned Vehicles...............ccc.c...... $ 39 $ 60 $ 60
Highway Bridge INCOME.........coceviiiiiiiiiiiiccee e 137 150 150
Highway Encroachment Permits............cccccoiiieininnnen. 1,110 1,140 1,130
Interest Earned - Restricted Revenue...............cccccococvue..... 741° -460 ® -450 ®
Miscellaneous Revenues...........ccceeiiiieieiiiiee e 61 50 50
Recovered Damages. ........cooueerieeiieeiiee i 34 30 30
Refunds of Expenditures Not Credited to
Appropriations or Allocations...........cccoccvveeeecieeeeriiee e 286 30 30
Sale of Inspection StiCKers...........coeiiieiiiiiiieeeeeee 21,132 21,470 21,330
Sale of Maps and Plans...........ccoceeviiiiiiiiiciiecneeieeee 99 170 170
SUDLOtAL. ... $ 23,639 $ 22,640 $ 22,500
Department of Revenue
MiISCEIIANEOUS........c.eeeieiieiiiciieciecee e $ 721 $ 0 $ 0
Refunds of Expenditures Not Credited to
Appropriations or Allocations............cooceeeriiiereeniiee e -39 -40 0
SUBLOAL ..o $ 682 $ -40 $ 0
Pennsylvania Turnpike
Annual Payments..........c.ocoevveiieieieeceeeeeee e $ 500,000 $ 500,000 $ 512,500
TOTAL OTHER MOTOR LICENSE FUND REVENUES........ $ 509,665 $ 578,240 $ 593,890
TOTAL MOTOR LICENSE FUND REVENUES...................... $ 2,556,744 $ 2,600,990 $ 2,619,060

a .
Amounts transferred to restricted revenue account.
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Motor License Fund

Restricted Revenues Not Included in Department Total

Aviation Revenues

Actual Estimated
2003-04...... $ 11,543 2009-10....... $ 7,960
2004-05...... 11,158 2010-11....... 7,170
2005-06...... 10,574 2011-12....... 7,920
2006-07...... 11,748 2012-13....... 8,100
2007-08...... 9,694 2013-14....... 8,280
2008-09...... 7,944 2014-15....... 8,570

Aviation revenue includes taxes levied on aviation gasoline and jet fuel, and income earned at state-owned
airports. Effective January 2, 1998, in accordance with Act 60 of 1997, ownership of these airports was transferred to
a local authority. Therefore, starting with 1997-98, aviation revenues exclude state-owned airport revenue. Aviation
gasoline and jet fuel tax rates are adjusted annually based on the change in the jet fuel price index. In accordance
with Act 164 of 1984, the aviation gasoline rate is not to exceed 6.0 cents per gallon nor be less than 3.0 cents per
gallon. The jet fuel tax is not to exceed 2.0 cents per gallon nor be less than 1.5 cents per gallon. The tax rate as of
January 1, 2009, is 5.8 cents per gallon on aviation gasoline and 2.0 cents per gallon on jet fuel. Aviation restricted
revenues are not included in Motor License Fund revenue totals.

2008-09 2009-10 2010-11
Actual Estimate Budget
AVIATION REVENUES
Aviation Liquid Fuels Tax $ 8,685 $ 7,590 $ 6,750
INEEIESt. ... =741 370 420
TOTAL AVIATION REVENUES........cccocoiiierreeeeieene $ 7,944 $ 7,960 $ 7,170

Highway Bridge Improvement Revenues

Actual Estimated
2003-04...... $ 85,135 2009-10....... $ 100,270
2004-05...... 96,956 2010-11....... 100,130
2005-06...... 115,339 2011-12....... 100,050
2006-07...... 118,025 2012-13....... 100,100
2007-08...... 109,171 2013-14....... 100,230
2008-09...... 103,723 2014-15....... 100,450

Highway bridge improvement revenues enacted by Act 56 of 1987, as amended by Act 3 of 1997, include the
following: a 55 mill Oil Company Franchise Tax on fuel consumed in Pennsylvania by qualified vehicles; a portion of
the registration fee for Pennsylvania based motor vehicles in classes 9-25; and temporary permit fees collected from
out-of-state motor carriers for travel in Pennsylvania. Although repealed by Act 3 of 1997, nominal revenues are still
received from the motor carrier surcharge.

2008-09 2009-10 2010-11
Actual Estimate Budget
HIGHWAY BRIDGE IMPROVEMENT REVENUES
Registration Fee Portion-PA-Based Motor Vehicles.......... $ 12,786 $ 12,210 $ 11,970
Temporary Permit FEes.........cocoiiiiiiiiiiiiiiiee e 311 310 320
Oil Company Fanchise TaX.......ccccereeeiiiieeeeiiiee e 90,626 87,750 87,840
TOTAL HIGHWAY BRIDGE REVENUES...........c.cccc...e. $ 103,723 $ 100,270 $ 100,130
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Motor License Fund

Restricted Revenues Not Included in Department Total (continued)

State Highway Transfer Revenues

Actual Estimated
2003-04...... $ 18,009 2009-10....... $ 23,040
2004-05...... 20,068 2010-11....... 23,060
2005-06...... 23,433 2011-12....... 23,110
2006-07...... 24,360 2012-13....... 23,180
2007-08...... 23,555 2013-14....... 23,270
2008-09...... 23,836 2014-15....... 23,390

State highway transfer restricted revenues are provided by three mills of the Oil Company Franchise Tax. Act 32
of 1983 established a local highway turnback program funded by a restricted revenue account within the Motor
License Fund.

Oil Company Franchise Tax Revenues

Actual Estimated
2003-04...... $ 330,161 2009-10....... $ 422,400
2004-05...... 367,952 2010-11....... 422,820
2005-06...... 429,607 2011-12....... 423,670
2006-07...... 446,540 2012-13....... 424,940
2007-08...... 431,835 2013-14....... 426,640
2008-09...... 437,007 2014-15....... 428,770

Oil Company Franchise Tax Restricted Account revenues are provided by 55 mills of the Oil Company Franchise
Tax as a result of Act 26 of 1991. Revenues are restricted to the following purposes: 42 percent for maintenance, 17
percent for capital projects, 13 percent for bridges, 12 percent for municipalities, 14 percent for toll roads and 2
percent for county or forestry bridges.

Supplemental Maintenance Revenues

Actual Estimated
2003-04...... $ 231,113 2009-10....... $ 295,680
2004-05...... 257,541 2010-11....... 295,980
2005-06...... 300,728 2011-12....... 296,570
2006-07...... 312,580 2012-13....... 297,460
2007-08...... 302,285 2013-14....... 298,650
2008-09...... 305,905 2014-15....... 300,140

Supplemental Maintenance Restricted Account revenues are provided by 38.5 mills of the Oil Company
Franchise Tax as a result of Act 3 of 1997. Revenues are restricted to the following purposes: 12 percent for
municipalities and 88 percent for maintenance.
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BANKING DEPARTMENT

Funp

The Banking Department Fund is a special revenue fund composed of
monies received from fees, assessments, charges and penalties collected
or recovered from persons, firms, corporations or associations under the
supervision of the Department of Banking. It provides for the administration
of the Department of Banking and regulation of financial institutions.
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Banking Department Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance..........cccvveeemreesseessenseessenssssssessenssenns $ 28,785 $ 9,842 $ 9,082
Receipts:
Revenue EStimate..........ccccovveviieiiiiieeseseseseseieens $ 16,525 $ 16,310 $ 16,420
Prior Year LapSes........ccooiiiiiiiiieeeiiiee e 1,454 3,525 0
Total RECEIPES......coovveeieeieceecece e $ 17,979 $ 19,835 $ 16,420
Funds Available...................ccooooiiiiiicieceeee e $ 46,764 $ 29,677 $ 25,502
Expenditures:
APPIOPriated..........covieieiieiiieie et et $ 21,922 $ 21,059 $ 20,838
Less: Current Year Lapses 0 -464 0
Transfer to General Fund.............ccoooiiiiiiiiiiii 15,000 0 0
Estimated Expenditures...........ccoeevvveeiiieeeiciee e -36,922 -20,595 -20,838
Ending BalancCe.........ccoceeerrerrenerneeseeneesensessessessessesssssesneas $ 9,842 $ 9,082 $ 4,664

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
General Government
Replacement Checks...........ccceoviieiieieeieiecie e $ 5 $ 5 $ 5
Banking Department
General Government
General Government Operations.............cccceeeeeieeeenennen. $ 21,917 $ 21,054 $ 20,833
FUND TOTAL...ooitieiiieetee ettt $ 21,922 $ 21,059 $ 20,838
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Banking Department Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Estimated Budget Estimated Estimated Estimated Estimated
Licenses and Fees............... $ 15,766 $ 15,210 $ 15,320 $ 15,320 $ 15,320 $ 15,320 $ 15,320
Fines and Penalties............. 474 750 750 750 750 750 750
Miscellaneous...................... 285 350 350 350 350 350 350

TOTAL BANKING
DEPARTMENT FUND

REVENUES.................. $ 16,525 § 16,310 $ 16,420 $ 16,420 $ 16,420 $ 16,420 $ 16,420

Revenue Sources

Licenses and Fees

Actual Estimated
2003-04....... $ 14,032 2009-10........ $ 15,210
2004-05....... 13,945 2010-11........ 15,320
2005-06....... 15,782 2011-12........ 15,320
2006-07....... 15,843 2012-13........ 15,320
2007-08....... 14,760 2013-14........ 15,320

2008-09 15,766 2014-15 15,320

The commonwealth receives revenue from examination fees based on the actual costs of examining credit
unions, savings associations, trust companies, check cashers, consumer discount companies, first mortgage
companies, loan correspondents, money transmitters, pawnbrokers and second mortgage companies.
Assessment fees, based on total assets, also are charged against all depository institutions (banks, credit
unions, savings associations and trust companies). Depository institutions also pay application fees for new
charters, branches and mergers. Annual license fees are paid by check cashers, collector-repossessors,
consumer discount companies, mortgage companies, installment sellers, loan brokers, money transmitters,
pawnbrokers and sales finance companies.

Fines and Penalties

Actual Estimated
2003-04....... $ 445 2009-10........ $ 750
2004-05....... 282 2010-11........ 750
2005-06....... 907 2011-12........ 750
2006-07....... 495 2012-13........ 750
2007-08....... 659 2013-14 750

2008-09 474 2014-15 750

The commonwealth receives fines and penalties collected from companies illegally doing business in the
commonwealth, as well as from companies that file required financial reports beyond deadlines established by
regulation.
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Banking Department Fund

Revenue Sources (continued)

Miscellaneous Revenue

Actual Estimated
2003-04...... $ 1,295 2009-10....... $ 350
2004-05...... 1,348  2010-11....... 350
2005-06...... 2,263 2011-12....... 350
2006-07...... 2,271 2012-13....... 350
2007-08...... 1,648 2013-14....... 350
2008-09...... 285  2014-15....... 350

Miscellaneous revenues are earned interest.

Revenue Detail

The following is a detailed list of all revenues available for Banking Department Fund
appropriations and executive authorization.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget

Licenses and Fees
Bank — Application FEEs ...........cccoveiivieiiiiieiiece e $ 104 $ 55 $ 60
Savings Associations — Examinations 111 16 22
Savings Associations — Overhead Assessments .................... 34 35 34
Non Depository Examinations............ccccccveeniiiieeniicniecnieen 857 825 825
Credit Unions — Overhead Assessments .. 754 750 765
Examinations — Credit Union ..........cccccooviiiiiiiiieiieee 616 615 625
Examinations — Trust Companies ...........ccccoviiieeiiiieeeiiiieees 276 150 150
Overhead Assessments — Trust Companies .... 78 75 75
Total Assessment Charges — Banks ................. 8,267 8,692 8,767
Licenses — Application FEEes .........cccceiiiiiiiiiiiiiiie e 4,660 3,993 3,993
MISCEIIANEOUS .....coueiiiiiiiii e 9 4 4

TOTAL ottt $ 15,766 $ 15,210 $ 15,320
Fines and Penalties
Banking Law — Fines and Penalties .............cccccoevevveiniiennns $ 474 $ 750 $ 750
Miscellaneous Revenue
Interest ON SECUMIES. .......cvevrieieieice e $ 285 $ 350 $ 350

TOTAL REVENUES........ooiiiii e $ 16,525 $ 16,310 $ 16,420
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The Boat Fund is a special revenue fund composed of monies from license
fees, fines, penalties, federal contributions and other sources under the Fish
and Boat Law and from liquid fuels taxes transferred from the Motor License
and Liquid Fuels Tax Funds. This fund provides for the administration and
enforcement of programs relating to boats and boating activities.

|
COMMONWEALTH OF PENNSYLVANIA C4.1 GovERNOR'’s ExecuTivE BupceT 2010-2011



Boat Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance...........cccceceeenernersennensessessessessessssenens $ 16,558 $ 16,973 $ 13,842
Receipts:
Revenue Estimate..........cccccooeiieiiiiieiicieccceeecceee e, $ 13,127 $ 16,851 $ 12,963
Prior Year LapSes........cccevivieeiiiiieeiieeeeesiieeesireeesenee e 4,733 0 0
Total RECEIPS. ..oouvieiiiiiiieee e $ 17,860 $ 16,851 $ 12,963
Funds Available...........cccocomieemriinrccrccre s $ 34,418 $ 33,824 $ 26,805
Expenditures:
APPIOPHAtEd.......c.eecveeeieieeeeie ettt $ 17,445 $ 19,982 $ 16,742
Estimated Expenditures...........ccoooiiiiiiiiiiiis -17,445 -19,982 -16,742
Ending Balance..........c.cccooeiienmniinieee e $ 16,973 $ 13,842 $ 10,063

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
General Government
Replacement Checks...........cccooveieiieiiiciesecee e $ 5 $ 5 $ 5
Fish and Boat Commission
General Government
General OPerations...........ccoeveeeerieeeeieeee e $ 13,437 $ 12,641 $ 13,119
TOTAL STATE FUNDS........oeeeeeeeeeeeeeeeeeeseeseanesanenas $ 13,442 $ 12,646 $ 13,124
Federal Funds... . 3 4,003 $ 7,311 $ 3,600
Other FUNAS.......coooiiiiecee e 0 25 18
FUND TOTAL. ..ot $ 17,445 $ 19,982 $ 16,742
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Boat Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Licenses and Fees............. $ 6,898 $ 6,976 $ 6,996 $ 6,996 $ 6,996 $ 6,996 $ 6,996
Fines and Penalties 236 250 250 250 250 250 250
Miscellaneous.................... 1,990 2,289 2,099 2,099 2,099 2,099 2,099
TOTAL BOAT FUND
REVENUES................. $ 9,124 § 9,515 $ 9,345 § 9,345 § 9,345 § 9,345 § 9,345
Augmentations................... $ 4,003 $ 7,336 $ 3,618 $ 3,618 §$ 3,618 $ 3618 § 3,618
TOTAL BOAT FUND
RECEIPTS.....cccceeeee $ 13,127 $ 16,851 $ 12,963 $ 12,963 $ 12,963 $ 12,963 $ 12,963

Revenue Sources

Licenses and Fees

Actual Estimated
2003-04...... $ 5,454 2009-10....... $ 6,976
2004-05...... 6,552 2010-11....... 6,996
2005-06...... 6,958 2011-12....... 6,996
2006-07...... 6,724 2012-13....... 6,996
2007-08...... 6,593 2013-14....... 6,996
2008-09...... 6,898 2014-15....... 6,996

The Boat Fund receives revenue from boat registration fees, which were increased with passage of Act
159 of 2004. For motorboats up to 16 feet in length, the annual registration fee is $26.00. For those between
16 and 20 feet, the fee is $39.00 per year. The annual fee for motorboats over 20 feet is $52.00. There is
also a voluntary registration fee of $9.00 per year for all boats not equipped with motors. Other fees, such as
duplicate registrations ($3.00 each) and commercial passenger boat registrations ($25.00 each), remain
unchanged.

Fines and Penalties

Actual Estimated
2003-04...... $ 202 2009-10....... $ 250
2004-05...... 221 2010-11....... 250
2005-06...... 270 2011-12....... 250
2006-07...... 213 2012-13....... 250
2007-08...... 241 2013-14....... 250
2008-09...... 236 2014-15....... 250

The Boat Fund receives fines and penalties for violations of the Motor Boat Law.
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Boat Fund

Revenue Sources (continued)

Miscellaneous Revenue

Actual Estimated
2003-04...... $ 3,204 2009-10....... $ 2,289
2004-05...... 3,123 2010-11....... 2,099
2005-06...... 3,650 2011-12....... 2,099
2006-07...... 3,824 2012-13....... 2,099
2007-08...... 2,896 2013-14....... 2,099
2008-09...... 1,990 2014-15....... 2,099

The Boat Fund receives a portion of the Liquid Fuels Tax transferred from the Motor License Fund and the Liquid Fuels Tax
Fund for fuel used by motorboats on the waters of the commonwealth. In addition, a small amount of revenue is collected
annually from other miscellaneous sources.

Revenue Detail

The following is a detailed list of all Boat Fund revenues available for appropriations and executive
authorizations.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget

Licenses and Fees
Motor Boat Registration FEes...........ccocererereriereerieiencnne. $ 6,189 $ 6,290 $ 6,290
Boat Mooring Permits — Walnut Creek Access................ 50 45 50
Boating Safety Curriculum Fees...........cccoooveniiiniiiieennen. 204 160 200
Boat Capacity Plate Fees.........cccoooeiiiiiiiiiiiiiiieceeeeee 7 6 6
Boat Titling FEEs.......cccviiiiiiiiieeieee e 448 475 450

TOTAL ettt $ 6,898 $ 6,976 $ 6,996
Fines and Penalties
Motor Boat FiNeS.........ccceeeeiiiieiieie e $ 236 $ 250 $ 250

TOTAL ottt $ 236 $ 250 $ 250
Miscellaneous Revenues
Transfer from Motor License and Liquid Fuels

TaxX FUNAS....ooiiiiii e $ 1,688 $ 2,091 $ 1,670

MiSCElIaNEOUS........ccoeiiei et 81 77 77
Interest on Securities. ..........ooiiiiiiiiiiii s 176 59 300
Sale of Unserviceable Property..........ccccooviviiiieiiieenieens 0 1 1
Sales Tax Agent Fee PFC Share........cccoccoeiiiiiiiiiiiiennns 34 50 40
North East Marina..........cccooceiiiiiiiieiieeeeecee e 11 11 11

TOTAL ettt $ 1,990 $ 2,289 $ 2,099
Augmentations
Sale of AUtOMODIIES............ccveeieiieiiciiceeeeeee e $ 0 $ 25 $ 18
U.S. Coast Guard Grant for Boating Safety.............c.cc...... 2,846 2,461 2,500
Boating Infrastructure Grant (BIG)..........cccooooeeeiiiienenieenn. 0 2,650 100
Sport Fish Restoration 1,139 2,180 1,000
Clean Vessel ACt.........cccviveiiiiieeieee e 18 20 0

TOTAL ettt $ 4,003 $ 7,336 $ 3,618

TOTAL RECEIPTS ...t $ 13,127 $ 16,851 $ 12,963

|
COMMONWEALTH OF PENNSYLVANIA C4.4 GovERNOR'’s ExecuTivE BupceT 2010-2011



ENVIRONMENTAL
STEWARDSHIP FUND

The Environmental Stewardship Fund is a special revenue fund composed
of monies from certain landfill fees. The fund provides for farmland preservation
projects, open space protection, abandoned mine reclamation, watershed
protection and restoration, water and sewer infrastructure and the improvement
and conservation of commonwealth and community parks and recreational
facilities.
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Environmental Stewardship Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance..........ccccvveeemreesseessensesssenssssssessenssenns $ 5,458 $ 3,471 $ 4,000
Receipts:
Revenue EStimate..........ccoveevoeieiieiee e $ 65,167 $ 68,426 $ 66,000
Prior Year LapSes........ccceccueveeiiiiieecieieeeieeessiveessinea e 2,769 0 0
Total RECEIPES......covvveiieieciieiece e $ 67,936 $ 68,426 $ 66,000
Funds Available..........cccccuerrierrersenssenssessensses e sseesesssennes $ 73,394 $ 71,897 $ 70,000
Expenditures:
APPIOPrate..........coveeeieeeieeieeee ettt $ 69,923 $ 67,897 $ 70,000
Estimated Expenditures...........ccoooeiiiiiiiiiiiiiies -69,923 -67,897 -70,000
Ending Balance ..........cccoeeeiiniiiiieiieneiee e eeneennes $ 3,471 $ 4,000 $ 0

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
Debt Service Requirements
Debt Service for Growing Greener ............ccceevevvereereereennns $ 25113 $ 31,901 $ 36,833
Department of Agriculture
Grants and Subsidies
Agricultural Conservation Easement Program................... $ 6,632 $ 5,327 $ 4,909

Department of Conservation and Natural Resources
Grants and Subsidies

Community Conservation Grants.............cccccceeveerireeernenne. $ 9,999 $ 7,875 $ 7,193

Natural Diversity Conservation Grants...........c.cccccvveevnene 800 800 800
DEPARTMENT TOTAL.....oooiiiiieeee et $ 10,799 $ 8,675 $ 7,993

Department of Environmental Protection

Grants and Subsidies

Watershed Protection and Restoration...........c....cccouveenne. $ 16,759 $ 13,463 $ 12,404

Infrastructure Investment Authority

Grants and Subsidies

Stormwater, Water and Sewer Grants...............cccccoeuvennee. $ 10,620 $ 8,531 $ 7,861

TOTAL STATE FUNDS........eeeeeeeeeeeeeeeeeeeeeeseanesannnas $ 69,923 $ 67,897 $ 70,000
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Environmental Stewardship Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Licenses and Fees $ 65201 $ 67,926 $§ 65,000 $ 65,000 $ 65,000 $ 65,000 $ 65,000
Miscellaneous.................... -34 500 1,000 1,000 1,000 1,000 1,000
TOTAL ENVIRONMENTAL
STEWARDSHIP FUND
RECEIPTS.......cceviene $ 65167 $ 68,426 $§ 66,000 $ 66,000 $ 66,000 $ 66,000 $ 66,000

Revenue Sources

Licenses and Fees

Actual Estimated
2003-04...... $ 90,078 2009-10....... $ 67,926
2004-05...... 71,051 2010-11....... 65,000
2005-06...... 81,554 2011-12....... 65,000
2006-07...... 78,454 2012-13....... 65,000
2007-08...... 74,285 2013-14....... 65,000
2008-09...... 65,201 2014-15....... 65,000

The Environmental Stewardship Fund originally received revenue from a 25 cent per ton, or 25 cent per
three cubic yards, fee for all solid waste received at a landfill in the commonwealth. Act 90 of 2002 added an
additional $4 per ton disposal fee for all solid waste disposed of at any municipal waste landfill. For fiscal year
2002-03, the first $50 million received from this fee was deposited into this special fund. In fiscal year 2003-
04, and thereafter, all revenue from these fees is deposited in this special fund.

Miscellaneous Revenue

Actual Estimated
2003-04...... $ 4,892 2009-10....... $ 500
2004-05...... 4,333 2010-11....... 1,000
2005-06...... 5,725 2011-12....... 1,000
2006-07...... 5,576 2012-13....... 1,000
2007-08...... 2,975 2013-14....... 1,000
2008-09...... -34 2014-15....... 1,000

Miscellaneous revenues are earned interest.
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premiums.

FarM PRODUCTS SHOW

Funp

The Farm Products Show Fund is a special revenue fund made up of
monies received from the leasing of space to exhibitors and from rental, entry
fees and other monies received or collected by the Farm Products Show
Commission. It also includes a transfer from the General Fund.

The fund is used for salaries and expenses of the Farm Products Show
Commission, for maintenance of the Farm Show Building and for prizes and
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Farm Products Show Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance...........cocceererrenersennensessessessessesesnennens $ 504 $ 80 $ 67
Receipts:
Revenue Estimate..........ccccooooieiiiiieiccecceeeccceee e $ 5,981 $ 6,121 $ 6,461
Transfer from General Fund...........ccccooviveeiiciee e, 2,860 2,760 2,760
Prior Year LapSes........cccccoiiiiiiiiiiniieiie e 268 329 0
Total RECEIPLS......eeovveeeeeiecteeceee e $ 9,109 $ 9,210 $ 9,221
Funds Available $ 9,613 $ 9,290 $ 9,288
Expenditures:
APProPriated..........coveeieiieiiieieeiieeie et $ 9,533 $ 9,765 $ 9,264
Less Current Year LapSes........cccceeveeeeeiueeeeiiieeeeeiieeeeens 0 -542 0
Estimated Expenditures...........ccoooieiiiiiiiiiiiies -9,533 -9,223 -9,264
Ending Balance...........ccccvmniieenninsisss s $ 80 $ 67 $ 24

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
General Government
Replacement ChecksS...........cccovveeeeeeeeieeeeee e $ 5 $ 5 $ 5
Department of Agriculture
General Government
General OPerations...........cccoveeeeeveeeeeueeceeeeeeeeee e $ 6,668 $ 7,000 $ 6,499
TOTAL STATE FUNDS.......c..ooeeeteeeeeeeenscerssnscsnssnnssennes $ 6,673 $ 7,005 $ 6,504
AUGMENALIONS. .....eoviiiiiiieieeie e $ 2,860 $ 2,760 $ 2,760
FUND TOTAL....oeitiiieciiecieee ettt $ 9,533 $ 9,765 $ 9,264
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Farm Products Show Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Licenses and Fees $ 314§ 465 $ 565 $ 565 $ 565 $ 565 $ 565
Miscellaneous.................... 5,667 5,656 5,896 5,934 5,934 5,934 5,934
TOTAL FARM
PRODUCTS SHOW
FUND REVENUES...... $ 5981 $ 6,121 § 6,461 $ 6,499 $ 6,499 $ 6,499 $ 6,499
Augmentations................... $ 2,860 $ 2,760 $ 2,760 $ 2,760 $ 2,760 $ 2,760 $ 2,760
TOTAL FARM
PRODUCTS SHOW
FUND RECEIPTS........ $ 8,841 § 8,881 $ 9,221 § 9,259 § 9,259 § 9,259 § 9,259

Licenses and Fees

Actual Estimated
2003-04...... $ 266 2009-10....... $ 465
2004-05...... 288 2010-11....... 565
2005-06...... 274 2011-12....... 565
2006-07...... 279 2012-13....... 565
2007-08...... 271 2013-14....... 565
2008-09...... 314 2014-15....... 565

The commonwealth receives all competitive exhibitor and commercial exhibitor fees and those fees from
departments, boards and commissions of the state government having exhibits at the show.

Miscellaneous Revenues

Actual Estimated
2003-04...... $ 5,138 2009-10....... $ 5,656
2004-05...... 4,946 2010-11....... 5,896
2005-06...... 5,341 2011-12....... 5,934
2006-07...... 5,597 2012-13....... 5,934
2007-08...... 5,570 2013-14....... 5,934
2008-09...... 5,667 2014-15....... 5,934

Miscellaneous revenue is raised through the leasing of the State Farm Show Buildings for exhibitions,
conventions or other purposes; collection of service charges, net proceeds and commissions from the sale of
exhibits; sale of unserviceable property; collection of interest on securities and deposits; and fees from
parking.
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Farm Products Show Fund

Revenue Detail

The following is a detailed list of all Farm Products Show Fund revenues available for appropriations
and executive authorizations.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Licenses and Fees
Exhibit Fees — Competitive — Farm Show....................... $ 32 $ 33 $ 33
Exhibit — Commercial.............cccooieiiiiiiiiiee e, 282 282 282
Branding / Advertisement.............ccocveiieiiiiienieenieeeeen 0 150 250
TOTAL ettt $ 314 $ 465 $ 565
Miscellaneous Revenue
ConCesSIoN REVENUE...........cceeeueeeeeeeeceeeeeeeee e $ 939 $ 898 $ 896
Service Charges........coooiiiiiiiiieiie e 669 635 683
RENAIS. ... 2,339 2,311 2,447
Miscellaneous Revenue............cccveeveeeeeiieiiciiiieeeeee e 224 158 155
Interest on Securities, Deposits, Returned Checks -114 4 19
Parking FEes........uoiiiiii e 1,610 1,650 1,696
TOTAL ettt $ 5,667 $ 5,656 $ 5,896
Augmentations
Transfer from General Fund............cccooveeeveieceiieeeeeee. $ 2,860 $ 2,760 $ 2,760
TOTAL ettt $ 2860 $ 2,760 $ 2,760
TOTAL RECEIPTS ...ttt $ 8,841 $ 8,881 $ 9,221
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FisH Funp

The Fish Fund is a special revenue fund composed of monies from fishing
license fees, fines, penalties, federal contributions and other miscellaneous
sources. It provides for the administration and enforcement of the fish laws
and the protection and propagation of aquatic life.
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Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance...........ccceeeeeeeernernennessessessessesesesnennens $ 27,446 $ 30,734 $ 26,345
Receipts:
Revenue Estimate..........cccccooiiieiiiiieiiceec e $ 36,662 $ 38,888 $ 35,701
Prior Year LapSes........ccceccevieeiiieeeiieieeeieeeessieeeesinea e 6,891 0 0
Total RECEIPES. ..ciuvieiiiiiiieie e $ 43,553 $ 38,888 $ 35,701
Funds Available...........cccocvmieomiiricerccee e eees $ 70,999 $ 69,622 $ 62,046
Expenditures:
APPIOPHated..........ccveeeieeeieeieeee ettt $ 40,265 $ 43,277 $ 41,433
Estimated Expenditures...........ccoooeiiiiiiiiiiiiiis -40,265 -43,277 -41,433
Ending Balance..........ccccoioricnimniinneeee e $ 30,734 $ 26,345 $ 20,613

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
General Government
Replacement Checks...........coovuveveeueeieeieeeceeeeeeee e $ 5 $ 5 $ 5
Fish and Boat Commission
General Government
General Operations...........ccoeveeeeieeeeieeee e $ 31,671 $ 32,565 $ 34,095
TOTAL STATE FUNDS........eeeeeeeeeeeeeeeeesceesenesanneas $ 31,676 $ 32,570 $ 34,100
Federal FUNAS..........c.ooouiieieeeeeeeeeeeeeee e $ 8,218 $ 9,827 $ 7,107
Other FUNAS.......coooiiiieceee e 371 880 226
FUND TOTAL. ..ot $ 40,265 $ 43,277 $ 41,433
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REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Licenses and Fees............. $ 26481 $ 26,124 $ 26,158 $ 26,158 $ 26,158 $ 26,158 §$ 26,158
Fines and Penalties 460 440 450 450 450 450 450
Miscellaneous.................... 1,132 1,617 1,760 1,760 1,760 1,760 1,760
TOTAL FISH FUND
REVENUES................. $ 28,073 $ 28,181 $§ 28,368 $ 28,368 $ 28,368 $ 28,368 $ 28,368
Augmentations................... $ 8,589 §$ 10,707 $ 7,333 $ 7,333 $ 7,333 $ 7,333 % 7,333
TOTAL FISH FUND
RECEIPTS......ccceeeee $ 36662 $ 38,888 $§ 35701 $ 35,701 $ 35701 $ 35701 $ 35,701

Revenue Sources

Licenses and Fees

Actual Estimated
2003-04...... $ 18,836 2009-10....... $ 26124
2004-05...... 21,992 2010-11....... 26,158
2005-06...... 24,187 2011-12....... 26,158
2006-07...... 24,197 2012-13....... 26,158
2007-08...... 26,444 2013-14....... 26,158
2008-09...... 26,481 2014-15....... 26,158

The commonwealth issues resident fishing licenses to persons between the ages of 16 and 64 if the
applicant can prove residency within the commonwealth for 60 days. Through the passage of Act 159 of
2004, the annual resident fees were increased to $21. The commonwealth also issues annual senior
resident fishing licenses to persons 65 years of age and older for a fee of $10. An individual eligible for a
senior resident license can purchase a lifetime license for a fee of $50. Act 159 of 2004 also increased
nonresident fees to $51 and the tourist fishing license for three-days to $25 and seven-days to $33. Persons
fishing for trout or salmon are required to buy an $8.00 stamp in addition to their regular fishing licenses.
Other sources of revenue include the annual Lake Erie fishing permit or the special combination
trout/salmon/Lake Erie permit.

Fines and Penalties

Actual Estimated
2003-04...... $ 361 2009-10....... $ 440
2004-05...... 431 2010-11....... 450
2005-06...... 446 2011-12....... 450
2006-07...... 448 2012-13....... 450
2007-08...... 470 2013-14....... 450
2008-09...... 460 2014-15....... 450

The commonwealth receives monies in the form of fines and penalties for violation of the Fish Law and the
Frog and Terrapin Act.
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Revenue Sources (continued)

Miscellaneous Revenue

Actual Estimated
2003-04....... 2,475 2009-10....... $ 1,617
2004-05....... 2,139 2010-11....... 1,760
2005-06....... 3,057 2011-12...... 1,760
2006-07....... 3,684 2012-13....... 1,760
2007-08....... 3,471 2013-14....... 1,760
2008-09....... 1,132 2014-15....... 1,760

The commonwealth receives contributions for restocking of streams principally from persons or
businesses that pollute, dam or interfere with fish propagation and survival. Monies are received from
the Fish and Boat Commission publication, Pennsylvania Angler & Boater, from the sale of
unserviceable and confiscated property, from the collection of interest on securities and from other
miscellaneous sources.

Revenue Detail

The following is a detailed list of all Fish Fund revenues available for appropriations and executive
authorizations.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget

Licenses and Fees
Resident Fishing LICENSES............ccccueviiieieieeiecieeeeieeieins $ 16,192 $ 16,000 $ 16,000
Resident Senior Fishing Licenses.... 190 180 190
Nonresident Fishing Licenses.........ccccccooieiiiieiiiiiiice e 2,116 2,100 2,100
Tourist Fishing Licenses - 1 Day.......ccccoceviieiiiiiiieeenieeene 154 160 150
Tourist Fishing Licenses - 3 Day.........cccccevvivienieiecneeee 649 650 650
Tourist Fishing Licenses - 7 Day........c.cccevieeiiieeniecenieeens 245 230 230
Lake Eri@ LICENSES.......coiiiiiiiie e 1 1 1
Fishing Lake LiCeNnSes.........ccccoviiiiiiiiiiiiciiee e 15 20 20
Miscellaneous Permits and Fees..........cccccoooeiiiiiiieeieeens 177 150 175
1 Day Fishing Licenses.............. 96 65 65
Resident Charter Boat/Fishing Guide Permit..................... 32 25 30
Non-Resident Charter Boat/Fishing Guide Permit............... 17 15 15
PA National Guard Fishing License.............ccccoooiininininnne 1 1 1
Senior Lifetime Upgrade...........ccooviiiiiiiiiiiiieeceeeeen 51 40 50
Scientific Collector's Permits............ccc.ccccc.... 32 20 30
Lifetime Fishing Licenses - Senior Resident...............c........ 746 650 720
PALS Transaction Fee..........ccociiiiiiiiiiiniieeieeee e 981 980 980
H.R. Stackhouse Facilities User Fees..........cccccoceenieneennnne 0 2 1
Trout/Salmon StamP........cooiiiiiieie e 4,786 4,835 4,750

TOTAL s $ 26,481 $ 26,124 $ 26,158
Fines and Penalties
Fish Law FINES.......c.oiiiiiiiiiei ettt $ 460 $ 440 $ 450

TOTAL s $ 460 $ 440 $ 450
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Revenue Detail (continued)

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimated Budget
Miscellaneous Revenue
Sale of Publications.............ccocveiieiieiieie e $ 29 $ 30 $ 30
Sale of Unserviceable Property..........ccccooviiiiiiiiieeiicens 0 1 1
Miscellaneous Revenue..................... 15 30 20
Interest on Securities and Deposits...........cccccceeeeiiieeenns -129 15 401
Rental of Fish and Boat Commission Property.................. 43 45 45
Income from Sand and Gravel Dredging...........c.ccccveueenee. 722 925 750
Sale of Pennsylvania Angler & Boater..............ccccocoenieens 138 180 140
Sales Tax & Donations Collected............cccocveviieiriieenneens 11 2 9
Pollution and Stream Disturbance Settlements................. 276 275 275
Sale of Recreational Fishing Promotional ltems.... 5 9 9
Royalty Payments..........ccccocoiiiiiiiiiiiiiie e 5 10 10
Refunds of Expenditures...........cccoecveeeeiiieeeciiee e 8 50 50
Sale of Patches.........ooociiiiii 9 25 20
Sale of TIMDer.......ccviiiiiii e 0 20 0
TOTAL ettt $ 1,132 $ 1,617 $ 1,760
TOTAL REVENUES........ooiiiiiiiii e $ 28,073 $ 28,181 $ 28,368
Augmentations
Sale of Automobiles and Other Vehicles..............cc.cocu.... $ 13 $ 55 $ 40
Reimbursement for Services - Department of
Transportation..........ccccoeeiereiiiiee e 137 175 186
Reimbursement for Services - Miscellaneous 91 0 0
Reimbursement for Services - DEP/EPA Projects............. 90 110 0
Federal Reimbursement - Sport Fish Restoration.............. 6,593 6,821 6,000
Federal Reimbursement - Commerce Department............ 234 153 124
Federal Reimbursement - Miscellaneous.......................... 14 319 30
Federal Reimbursement - Surface Mine Regulation.......... 52 60 53
USFWS - Partner for Fish and Wildlife 0 833 0
Reimbursement for Services - Habitat Assessments ........ 0 500 0
Wildlife Conservation and Restoration - Non-Game.......... 99 0 0
Three River Ecological Center............ccocooiieiiiiiiiinicen. 40 40 0
State Wildlife Grant...........ccooviiiiiienieeeeeeec e 1,226 1,641 900
TOTAL ettt $ 8,589 $ 10,707 $ 7,333
TOTAL RECEIPTS ...t $ 36,662 $ 38,888 $ 35,701
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GAME Funp

The Game Fund is a special revenue fund composed of monies received
from hunting license fees, sale of wood products, fines and penalties, interest,
rents and federal contributions. It provides monies for the administration of the
game laws and for the protection and propagation of game species.
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Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance...........ccoccvevvernensennessessesssssesesnssnennens $ 33,461 $ 27,744 $ 20,444
Receipts:
Revenue Estimate..........ccccocooeiiiiiiieiiiee e $ 60,439 $ 63,236 $ 63,104
Prior Year LapSes........cccucveveiiiiieeiiiieessieeeeeieee e e seeee e 7,973 7,644 0
Total RECEIPES.....c.coveeeeieeieeeeeceeeeeee e $ 68,412 $ 70,880 $ 63,104
Funds Available $ 101,873 $ 98,624 $ 83,548
Expenditures:
Appropriated.................... e $ 74129 $ 78,180 $ 80,576
Estimated Expenditures -74,129 -78,180 -80,576
Ending Balance..........cccceenereeernereesseessessnesseessessssssesssnnnes $ 27,744 $ 20,444 $ 2,972

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
General Government
Replacement Checks...........cccoooveveeeeieeiieeeecee e $ 5 $ 5 $ 5
Game Commission
General Government
General Operations.............cocveeueeeeeeeeeeee e $ 58,641 $ 59,299 $ 62,202
Land Acquisition and Development.... 127 150 150
DEPARTMENT TOTAL.....coiiiiiiieiiieeeeeeee e $ 58,768 $ 59,449 $ 62,352
TOTAL STATE FUNDS..........eiiieieeesceecsenscencennne $ 58,773 $ 59,454 $ 62,357
Federal FUNAS.........ccovverieeeieeee e $ 14,184 $ 17,804 $ 17,538
Other Funds 1,172 922 681
FUND TOTAL ..ottt $ 74,129 $ 78,180 $ 80,576
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REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-2011  2011-2012  2012-2013 2013-14 2014-15

Actual Estimated Budget Estimated Estimated Estimated Estimated

Licenses and Fees............. $ 29901 $ 28,086 $ 30,052 $ 30,052 $ 30,052 $ 30,052 $ 30,052

Fines and Penalties........... 1,174 905 1,025 1,025 1,025 1,025 1,025

Miscellaneous 14,008 15,519 13,808 18,878 18,878 18,878 18,878
TOTAL GAME FUND

REVENUES................. $ 45083 $ 44510 $§ 44885 $ 49,955 $ 49,955 $ 49,955 $ 49,955

Augmentations................... $ 15,356 $ 18,726 $ 18,219 $ 18,219 $ 18,219 $ 18,219 § 18,219
TOTAL GAME FUND

RECEIPTS.......ccvviene. $ 60439 $ 63,236 $§ 63,104 $ 68,174 § 68,174 § 68,174 $ 68,174

Revenue Sources

Licenses and Fees

Actual Estimated
2003-04...... $ 30,457 2009-10....... $ 28,086
2004-05...... 32,468 2010-11....... 30,052
2005-06...... 29,258 2011-12....... 30,052
2006-07...... 28,728 2012-13....... 30,052
2007-08...... 29,725 2013-14....... 30,052
2008-09...... 29,901 2014-15....... 30,052

Through the passage of Act 166 of 1998, new fees for licenses became effective July 1999. For resident
hunting and resident furtaker licenses, the fees are: ages 17 to 64, $19.00; over age 65, $12.00; ages 12 to 16,
$5.00. Resident senior lifetime hunting and furtaker licenses are $50.00 each; and a resident senior lifetime
combination hunting and furtaking license is $100.00. A junior resident combination hunting and furtaker
license is $8.00. Resident bear hunting and archery licenses are $15.00; a muzzleloading resident license,
$10.00; and a resident antlerless deer license, $5.00. For nonresidents of the commonwealth, hunting licenses
are: over age 17, $100.00; ages 12 to 16, $40.00. A junior nonresident combination hunting and furtaker
license is $50.00. In addition, a license for a nonresident to hunt bear is $35.00; a license for a nonresident to
hunt antlerless deer, $25.00; and a muzzleloading license for a nonresident, $20.00. Nonresidents are also
able to purchase an adult furtaker license for $80.00; a junior furtaker license for $40.00; and a seven-day
license to hunt small game for $30.00.

Fines and Penalties

Actual Estimated
2003-04...... $ 1,494 2009-10....... $ 905
2004-05...... 1,319 2010-11....... 1,025
2005-06...... 1,217 2011-12....... 1,025
2006-07...... 1,207 2012-13....... 1,025
2007-08...... 1,112 2013-14....... 1,025
2008-09...... 1,174 2014-15....... 1,025

The commonwealth receives revenue in the form of fines and penalties resulting from Game Law
violations.
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Revenue Sources (continued)

Miscellaneous Revenue

Actual

2003-04...... $
2004-05......
2005-06......
2006-07......
2007-08......
2008-09......

12,856
23,434
24,495
24,578
18,870
14,008

Estimated
2009-10....... $ 15519
2010-11....... 13,808
2011-12....... 18,878
2012-13....... 18,878
2013-14....... 18,878
2014-15....... 18,878

The commonwealth receives Game Fund revenue from various miscellaneous sources including
the sale of wood products; interest on deposits and securities; monies from the sale of publications;
funds from the sale of unserviceable property, skins and guns; monies from the rental of state
property; gas and oil ground rentals and royalties; and other miscellaneous revenues.

Revenue Detail

The following is a detailed list of all Game Fund revenues available for appropriations and executive

authorizations.

Licenses and Fees

Resident Hunting Licenses..........cccccoooivniiiinenne

Resident Junior Hunting Licenses..
Nonresident Hunting Licenses.....

Special Game Permits.............
Antlerless Deer Licenses...

Archery LiCENSES........cccuveiiiiiiieiieiiee e
Landowner Hunting Licenses...........ccccccevieennene

Resident Senior Hunting Licenses..
Muzzleloading Hunting Licenses....
Right-of-Way Licenses...
Resident Bear Licenses........

Nonresident Bear Licenses...........cccccocvviienennenne
Hunting License Issuing Agents’ Application Fees

Nonresident Junior Hunting License
Nonresident 7-Day Hunting License

Senior Resident - Lifetime Hunting License..........
Adult Resident Furtaker License............ccocceveeene.

Junior Resident Furtaker License...
Senior Resident Furtaker License......
Nonresident Adult Furtaker License...
Resident Special Wild Turkey.............
Non-Resident Special Wild Turkey.

PALS Transaction Fee..........cccocueeiiiiiiecicieeeens
Mentor Youth Permit Licenses..........ccccccoevuvveennns

Junior Combination License.....
Nonresident Archery License.........c.ccccoeuveninenne
Nonresident Muzzleloading Hunting License...
Nonresident Migratory Game Bird...................

Nonresident Anterless Deer License......................
Senior Resident - Lifetime Combination License
Nonresident Junior Combination License.............

Elk License & Bobcat Permit Applications....
DMAP Harvest Permit..........cccccoooiiniiiinenne
Resident Military Personnel Hunting..

Migratory Game Bird License..........c.cccovvviieennen.

Restricted Revenue

Transfer to General Habitat Improvement............

-6,170

-6,170

29,901

(Dollar Amounts in Thousands)

$

2009-10 2010-11
Estimate Budget
12,595 $ 12,595
195 195
5,117 5,117
175 175
4,056 4,056
3,874 3,874
4 4
369 369
1,869 1,869
1,600 2,000
2,090 2,090
175 175
7 7
83 83
65 65
151 151
532 532
1 1
8 8
18 18
185 185
4 14
0 1,600
0 9
391 391
277 277
151 151
21 21
518 518
411 411
29 29
76 76
269 269
1 3
269 214
35,586 $ 37,552
-7,500 -7,500
-7,500 $ -7,500
28,086 $ 30,052

$
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Revenue Detail (continued)

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Fines and Penalties
Game Law FiNES........ccoovveiueiieeeeeeee e $ 1,174 $ 905 $ 1,025
TOTAL. .ottt e e eanes $ 1,174 $ 905 $ 1,025
Miscellaneous Revenue
Sports Promotional Publications and Materials....................... $ 5 $ 3 $ 2
Wildlife Promotional Publications amd Material.. 207 275 275
Sale of Coal....c.ceeeeiiieiciieeccee e 2,398 700 750
Sale of Stone, Sand, Gravel & Limestone. 33 10 15
Sale of Miscellaneous Mineral Permits..............ccccceeeeeeicinnn. 0 3 10
Sale of Wo0od ProductS.........cceeeviieeiiiiiiee s eeiee e 4,891 8,100 5,100
Sale of SKins and GUNS...........cocccuiiiiiieieeeecceee e 24 15 15
Rental of State Property..........ccccoooeeiiieiieiiiiencee e 10 8 8
Miscellaneous Revenue..... 66 60 50
Interest on Securities..........cccoccveeivciireennnn. -1,360 95 1,000
Gas and Oil Ground Rentals and Royalties...................... 4,975 4,700 4,900
Refund of Expenditures Not Credited to Appropriations........... 139 20 20
Miscellaneous Revenue License Division..............cccccuvveeen.... 85 39 1
Sale of Game NEWS........ccccuveiiiiiieeeiee e 806 633 630
Sale of Grain and Hay...........cooiiiiiiiiiieeee e 60 10 10
Sale of Nonusable Property...........cccoiiiiiiiiicinieiiccieeicee 48 4 4
Sale Of MaAPS.. .. 0 1 1
Wildlife Management Promotional Revenue. 58 40 50
Sale of Wood Products - PR Tracts.........ccccccceeveiiiieeniecceee, 561 400 400
Howard NUISErY...........coooiiiiiiie e 173 110 110
Working Together For Wildlife - Non-Game Fund................... 103 75 75
Oil and Gas Recovery SUPPOrt.........ccoveeiieiniieenieeneenee e 700 200 350
Waterfowl Management Stamp Sales and Royalties............... 26 18 32
B (O AN R $ 14,008 $ 15,519 $ 13,808
TOTAL REVENUES.........oooiieieeceee e $ 45,083 $ 44,510 $ 44,885
Augmentations
Sale of AULOMODIIES. ..o $ 104 $ 100 $ 100
Federal Reimbursement - Pittman Robinson Act..................... 12,954 15,500 16,000
Endangered Species Program...........ccccceiieiieenieeniieeneeeninenn 0 28 28
Pennsylvania Conservation Corps..........ccccceveenieenieeneeanenns 151 112 112
Federal Reimbursement - Surface Mine Regulation................ 66 90 90
Federal Reimbursement - WCRA/SWG...........ccccoveeeeiiieecnnnen. 984 950 1,250
Federal Reimbursement - Chronic Wasting Disease. 76 75 70
Federal Reimbursement - LIP...........cccoociiiiiienennn. 0 0 100
Federal Reimbursement - Other Wildlife Grants. 103 1,161 0
Private Donations...........ccccouiiiiiiei e 36 30 25
Middlecreek Exhibit Donations............ccccccvveeeeeiieiiciiieeeeeee. 0 0 10
Reimbursement of Services..........cccccoveeieiiiiiiiiieeeceec e, 541 349 312
PennDot Reimbursement - Deer RoadKill..............cccccvvveeeee... 101 115 0
Reimbursement from PA Fish and Boat Commission 154 93 0
PennDot Reimbursement - Environmental Assessments........ 36 71 71
Hunter Education 44 46 47
Black Duck Banding..........ccceiueiiiiiiiiinieee e 6 6 4
$ 15,356 $ 18,726 $ 18,219
TOTAL RECEIPTS. ...t $ 60,439 $ 63,236 $ 63,104
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KEYSTONE
RECREATION, PARK
AND CONSERVATION

Funp

The Keystone Recreation, Park and Conservation Fund is a special
revenue fund composed of monies from the sale of specific bonds and certain
tax revenues. This fund provides for increased acquisitions, improvements
and expansions of commonwealth and community parks, recreation facilities,
historic sites, zoos, public libraries, nature preserves and wildlife habitats.
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Keystone Recreation, Park and Conservation Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance..........ccccvveeereesseessesssessensssssessenssenns $ 9,754 $ 6,158 $ 6,379
Receipts:
Revenue EStimate...........cccevveieieiiiiicesesese e $ 56,654 $ 50,590 $ 55,171
Prior Year LapSes........cceiieiiiiiiieeeeiiee et 30 0 0
Total RECEIPLS.......eovveeeeeieceeecee e $ 56,684 $ 50,590 $ 55,171
Funds Available...........cccceerereernernernerserserserse e sessessenns $ 66,438 $ 56,748 $ 61,550
Expenditures:
APPrOPrated........cceiruiiiiiiiieee e $ 60,280 $ 50,369 $ 61,550
Estimated Expenditures...........ccoevvveevieeeiiie e -60,280 -50,369 -61,550
Ending BalancCe.........ccocceerueruereeneeseeneesessessessessessessesseaseas $ 6,158 $ 6,379 $ 0

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury
Replacement Checks............ccccoveeueeiecieiecieceeeeeenee $ 5 $ 5 $ 5
Department of Conservation
and Natural Resources
General Government
Parks and Forest Facility Rehabilitation................c.......... $ 18,946 $ 14,544 $ 18,464
Grants and Subsidies
Grants for Local Recreation...............ccccoveeveveeeeieeeenn. $ 15,789 $ 12,119 $ 15,386
Grants to Land Trusts...........cevevieeiieiiiiiiiiieeeeeeeeeeeeeeeeeeeee, 6,315 4,848 6,155
SUBLOtAl.....cviieeieciee e $ 22,104 $ 16,967 $ 21,541
DEPARTMENT TOTAL.....ooiiieeieceeeeeeeeee e $ 41,050 $ 31,511 $ 40,005
Department of Education
Grants and Subsidies
Local Libraries Rehabilitation and Development.............. $ 2,525 $ 0 $ 2,461
State System of Higher Education —
Deferred Maintenance ..........cccocceeeeeeeeecciie e 8,490 0 11,078
DEPARTMENT TOTAL.....ooiiieeieceeeeeeeeee e $ 11,015 $ 0 $ 13,539
Executive Offices
General Government
Transfer to the General Fund...............ccocoeeeiiieecieeee. $ 0 $ 18,853 ° $ 0
Historical and Museum Commission
Grants and Subsidies
Historic Site Development ............ccoccvevieeeiieeecieceeee $ 8,210 $ 0 $ 8,001
FUND TOTAL...ooiitieiieeeee ettt $ 60,280 $ 50,369 $ 61,550
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Keystone Recreation, Park and Conservation Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Actual Estimated Budget Estimated Estimated Estimated Estimated
Realty Transfer Tax............ $ 54029 $ 47,965 $ 51,671 $ 60,018 $ 67,359 $ 73,006 $ 77,982
Miscellaneous.................... 2,625 2,625 3,500 3,500 3,500 3,500 3,500
TOTAL KEYSTONE
RECREATION, PARK
AND CONSERVATION
FUND RECEIPTS........ $ 56654 $ 50,590 $ 55,171 $ 63,518 $ 70,859 $ 76,506 $ 81,482

Revenue Sources

Realty Transfer Tax

Actual Estimated
2003-04...... $ 68,456 2009-10....... $ 47,965
2004-05...... 81,929 2010-11....... 51,671
2005-06...... 96,879 2011-12....... 60,018
2006-07...... 12,415 2012-13....... 67,359
2007-08...... 77,200 2013-14....... 73,006
2008-09...... 54,029 2014-15....... 77,982

Act 50 of 1993 approved the transfer of 15% of the revenues from the state Realty Transfer Tax to this
fund. These monies are distributed to programs according to the formula contained in the act. Act 67 of
2006 decreased the transfer rate from 15% to 2.1% for the 2006-07 fiscal year.

Miscellaneous Revenues

Actual Estimated
2003-04...... $ 1,540 2009-10....... $ 2,625
2004-05...... 3,003 2010-11....... 3,500
2005-06...... 7,221 2011-12....... 3,500
2006-07...... 9,757 2012-13....... 3,500
2007-08...... 7,071 2013-14....... 3,500
2008-09...... 2,625 2014-15....... 3,500

Miscellaneous revenues are earned interest.
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LoTrTERY FUND

The Lottery Fund is a special revenue fund composed of monies received
from lottery ticket sales. It provides for lottery prizes and for programs to
support older Pennsylvanians including property tax and rent assistance,

community care programs, mass transit fare subsidies and partial rebate of
prescription drug costs.

@5‘ COMMONWEALTH OF PENNSYLVANIA C10.1 GovERNOR’s ExecuTive BubceTt 2010-2011




Lottery Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance...........cccceeeeeeeerernessessensessessessessssesnssnnns $ 351,041 $ 113,189 $ 127,757
Reserve from Previous Year...........ccccceeeeieeeieeieeeeeeeeeeeeeeeees 100,000 0 0
Total Beginning Balance............ccccooooiiiiiiiieiiieeieeee $ 451,041 $ 113,189 $ 127,757
Receipts:
Gross Ticket Sales.........cccooveeiiieiieeiiicee e $ 3,088,162 $ 3,028,212 $ 3,076,905
Less Field Paid Prizes and Commissions..............cccccuvuee.. -1,720,462 -1,655,098 -1,663,104
Transfers and Earnings..........ccccoveverieineieiee e 21,186 179,200 168,400
Net Revenue Estimate............cccoocviieeiiiieiciiie e, $ 1,388,886 $ 1,552,314 $ 1,582,201
Prior Year LapSes........cuieiiuiiieiiiiieeecieeeesiieeesvee e ssninaeennnes 22,108 39,957 0
Total RECEIPES......ecevieeeiieeeecteeee et $ 1,410,994 $ 1,592,271 $ 1,582,201
Funds Available...........ccccveirriiricrrecrr e $ 1,862,035 $ 1,705,460 $ 1,709,958
Expenditures:
APPropriated..........cooeiiiiieiiie e $ 1,748,846 $ 1,629,038 $ 1,593,593
Current Year Lapses 0 -51,335 0
Estimated Expenditures............ccooceiiiiiiiiiiiiee e -1,748,846 -1,577,703 -1,593,593
Reserve for Current Year.........ccccooocueeieeieeceeiee e $ 0 $ 0 $ 0
Ending Balance...........ccccevvereirseenencnsseessesssessessesssessesssenns $ 113,189 $ 127,757 $ 116,365
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Lottery Fund

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
General Government
Replacement Checks...........cccoouveueeeeeieeeeceeeeeeeee e $ 50 $ 50 $ 50
Department of Aging and Long-Term Living
General Government
General Government Operations.............ccccceeeeevereeiennen. $ 7,338 $ 7,794 $ 7,745
Grants and Subsidies
PENNCARE........ooiiiieeeeee et $ 240,273 $ 241,414 $ 243,560
Pre-Admission Assessment 10,206 10,823 10,735
Family Caregiver..........cui i 12,027 12,103 12,103
Medical Assistance - Long-Term Care...........cccccceeveennene 300,707 178,438 178,438
Alzheimer's Outreach...........ccccovveeeieiiiicieee e 200 250 250
Pharmaceutical Assistance Fund..........c..cccocvvveeviieeennnen. 254,500 210,000 200,000
Subtotal......coooi e $ 817,913 $ 653,028 $ 645,086
TOTAL STATE FUNDS.........oeeeeeeeeeeecreeerscseenesssnnenas $ 825,251 $ 660,822 $ 652,831
Federal FUNAS...........ooviuiieeeececee e $ 133,667 $ 144,605 $ 135,127
Augmentations..........coociiiiiiie e 8 8 10
DEPARTMENT TOTAL....ooiiiiiiieeiee e $ 958,926 $ 805435 $ 787,968
Department of Revenue
General Government
General Operations...........c.ccoveeueeieeeeeeeee e $ 40,197 $ 43,494 $ 40,976
Lottery AdVertiSing..........cooeeiiieiiiiie e 32,000 39,000 37,000
Property Tax Rent Rebate - General Operations............... 13,626 13,472 14,046
On-line Vendor CommISSIONS......cccceeveeeeeeeeeeeeeeeieeeeeeeeeeenns 42,318 31,973 32,018
Instant Vendor Commissions............cccceevvveieeniiieeeiciieeenns 19,852 25,977 22,132
Payment of Prize Money 339,142 370,967 348,341
SUDBLOtal...eeiie e $ 487,135 $ 524,883 $ 494,513
Grants and Subsidies
Property Tax and Rent Assistance
for Older Pennsylvanians............ccccccoeivriiiiniie e $ 276,400 $ 276,500 $ 276,500
TOTAL STATE FUNDS.........oeeeeeeeeereerecreenrsesennessssnnnnas $ 763,535 $ 801,383 $ 771,013
Augmentations............cociiiiiiiii i 150 3,480 316
DEPARTMENT TOTAL....ciiiiiiiieieire e evee e eiea e $ 763,685 $ 804,863 $ 771,329
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Lottery Fund

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Department of Transportation
Grants and Subsidies
Transfer to Public Transportation Trust Fund.................... $ 82,160 $ 86,597 $ 88,199
Older Pennsylvanians Shared Rides............c.ccccoceevieennn. 77,850 80,186 81,500
DEPARTMENT TOTAL.....coociiiiiiiiinienie e $ 160,010 $ 166,783 $ 169,699
TOTAL STATE FUNDS........csirirriiricriirississnsnssssssssesneas $ 1,748,846 $ 1,629,038 $ 1,593,593
Federal FUNAS.........ccoeoiiiieeecccce e $ 133,667 $ 144,605 $ 135,127
Other FUNAS......ocuoiiiiieiieeeeee s 158 3,488 326
FUND TOTAL .ttt e $ 1,882,671 $ 1,777,131 $ 1,729,046
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Lottery Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Collections.........cccceevrvrincnne. $ 1,367,700 $ 1,373,114 $ 1,413,801 $ 1,460,326 $ 1,470,388 $ 1,487,853 $ 1,503,621
Gaming Fund Transfers......... 48,500 176,700 165,900 156,000 156,000 156,000 156,000
Miscellaneous Revenue.......... -27,314 2,500 2,500 2,500 2,500 2,500 2,500
TOTAL LOTTERY FUND
REVENUES..........ccooeee. $ 1,388,886 $ 1,552,314 $ 1,582,201 $ 1,618,826 $ 1,628,888 $ 1,646,353 $ 1,662,121

Revenue Sources

Net Lottery Collections

Actual Estimated
2003-04......... $ 1,152,198 2009-10....... $ 1,373,114
2004-05......... 1,194,007 2010-11....... 1,413,801
2005-06......... 1,430,050 2011-12....... 1,460,326
2006-07......... 1,365,596 2012-13....... 1,470,388
2007-08......... 1,403,742 2013-14....... 1,487,853
2008-09......... 1,367,700 2014-15....... 1,503,621

Net lottery collections consist of the proceeds from lottery ticket sales less commissions and some prizes. Currently prizes of $2,500 or
less for the on-line games and prizes of $500 or less for instant games can be paid by the ticket agents. The State Lottery is currently
operating nine games. The "Daily Number" game introduced in March 1977, the “Big 4” game introduced in November 1980, the "Cash 5"
game introduced in April 1992, Mix and Match and Treasure Hunt began in 2007 and Quinto was introduced in 2008. "Super 7" was
implemented in 2009. These games utilize computer sales terminals located across the commonwealth. The eighth and ninth games are
Powerball and Powerplay which began in 2002 as multi-state games. On December 31, 2005, the Millionaire Raffle was introduced to be
run periodically thereafter. Ticket prices are $1 for “Cash 5” which consists of 1 play to pick 5 of 39 numbers; $1 dollar for "Treasure Hunt"
which is made up of 1 play to pick 5 of 30 numbers as an exclusively "mid-day" game, and "Mix & Match" with 1 play for $2 to pick five
numbers between 1 and 19 in the positions predicted to be drawn, or as a computer randomly chosen quick pick. "Quinto" is $1 per play
and has a mid-day and evening drawing with a five digit base and is similar in play to the "Daily Number" and "Big 4". “Daily Number” and
“Big 4” game ticket prices range from $0.50 to $5. "Super 7" is $2 per play where seven numbers from among 1 to 77 are selected. The
“Instant Game” ticket prices range from $1 to $20. Powerball is played for $1 per play and Powerplay, which doubles winnings, can be
added for $1 per play as well. The Millionaire Raffle features a ticket price of $20 for an eight digit raffle number with a limited number of
ticket sales.

Powerball is a lotto game which is a combined large jackpot game and a cash game. It involves drawing five out of 49 numbers and one
out of 42 numbers. Players win by matching one of nine ways.

Mega Millions is another multi-state jackpot game which is played for $1 per play and has a beginning jackpot of $12 million dollars. The
game will be implemented in Pennsylvania during calendar year 2010.

Net lottery collections as reported above correspond to the Lottery Fund revenue remitted to the commonwealth and reported in the
commonwealth’s accounting system. Net lottery collections are derived by subtracting the commissions retained and prizes paid by local
lottery agents from the total lottery ticket sales. The table below shows the calculation of the net revenue amount.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Ticket Sales...........cccceviirnnne $ 3,088,162 $ 3,028,212 $ 3,076,905 $ 3,138,363 $ 3,169,888 $ 3,221,310 $ 3,271,642
Commissions............ccoceeeene -159,133 -156,027 -158,461 -161,580 -163,250 -165,964 -168,627
Field Paid Prizes..................... -1,561,329  -1,499,071 -1,504,643 -1,516,457 -1,536,250  -1,567.493 -1,599,394
NET LOTTERY
COLLECTIONS.............c...... $ 1,367,700 $ 1,373,114 $ 1,413,801 $ 1,460,326 $ 1,470,388 §$ 1,487,853 $ 1,503,621
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Lottery Fund

Revenue Sources (continued)

Gaming Fund Repayments

Actual Estimated
2003-04...... $ 0 2009-10....... $ 40,000
2004-05...... 0 2010-11....... 9,900
2005-06...... 0 2011-12....... 0
2006-07...... 100,000 2012-13....... 0
2007-08...... 100,000 2013-14....... 0
2008-09...... 0 2014-15....... 0

Under Act 1 of Special Session No. 1 of 2006 the Gaming Fund is required to repay the Lottery Fund for
Property Tax and Rent Rebate program expansions under that Act which were initially paid by the Lottery Fund.

Gaming Fund Transfers

Actual Estimated
2003-04...... $ 0 2009-10....... $ 136,700
2004-05...... 0 2010-11....... 156,000
2005-06...... 0 2011-12....... 156,000
2006-07...... 0 2012-13....... 156,000
2007-08...... 0 2013-14....... 156,000
2008-09...... 48,500 2014-15....... 156,000

Under Act 1 of Special Session No. 1 of 2006 the Gaming Fund is required to completely pay for Property Tax
and Rent Rebate program expansion costs under that Act beginning in 2009-10 and thereafter.

Miscellaneous Revenue

Actual Estimated
2003-04...... $ 18,304 2009-10....... $ 2,500
2004-05...... 17,909 2010-11....... 2,500
2005-06...... 29,459 2011-12....... 2,500
2006-07...... 33,056 2012-13....... 2,500
2007-08...... 14,692 2013-14....... 2,500
2008-09...... 27,314 2014-15....... 2,500

Miscellaneous revenue includes interest earned on securities, interest on deposits, premiums on sale of
securities and refund of expenditures.
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RaciNG FunDp

The Racing Fund is a special revenue fund composed of monies received
from taxes and license fees collected by the State Harness Racing Commission
and the State Horse Racing Commission for the regulation of horse and
harness racing.
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Racing Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance........cccccucvververcennesceesnssee e sessnennes $ 3 $ 358 $ 0
Receipts:
Revenue Estimate.........ccccoovoiiiiiieieenceeee e $ 16,929 $ 16,898 $ 18,164
Prior Year LapSes......ccocuiveiiiieiiiiee e 277 0 0
Total RECEIPES.....ceeiiiiiiiieii e $ 17,206 $ 16,898 $ 18,164
Funds Available $ 17,209 $ 17,256 $ 18,164
Expenditures:
APPropriated...........coviuieeiiiieieeeeeee e $ 16,851 $ 17,256 $ 18,164
Estimated Expenditures...........ccccovoieeiiieee e -16,851 -17,256 -18,164
Ending Balance.........ccocvvremrnersersensessesseessessesssssssessesenssess $ 358 $ 0 $ 0

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Treasury Department
General Government
Replacement Checks............cceiuievieiiiciiieeieceeeeeie e $ 10 $ 10 $ 10
Department of Agriculture
General Government
State Racing CommMISSIONS...........cccccveeeivieieiieeiecie e $ 13,139 $ 13,547 $ 14,495
Equine Toxicology and Research Laboratory.............ccccc..... 3,275 3,193 3,159
Pennsylvania Fairs—Administration.............cccccceviveiienennne 252 262 262
Subtotal $ 16,666 $ 17,002 $ 17,916
Grants and Subsidies
Transfer to the General Fund.............ccooviiiiiiiicnce, 3 0 0
TOTAL STATE FUNDS . $ 16,669 $ 17,002 $ 17,916
AUgMENLAtIONS......eoiiiiie s 3 1 1
DEPARTMENT TOTAL....ooiiiiiiiieiereeeeee e $ 16,672 $ 17,003 $ 17,917
Department of Revenue
General Government
CollectionS—RaCING........ccoeiieiiiti e $ 172 $ 244 $ 238
TOTAL STATE FUNDS . $ 16,851 $ 17,256 $ 18,164
Other FUNAS.......ooiiiiii e 3 1 1
FUND TOTAL. ..ottt $ 16,854 $ 17,257 $ 18,165
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Racing Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Tax Revenues...................... $ 13,939 § 13,048 $ 13,929 $ 13,929 $ 13,929 $ 13,929 $ 13,929
Licenses and Fees...... . 760 700 785 785 785 785 785
Miscellaneous Revenue....... 2,230 3,150 3,450 3,450 3,450 3,450 3,450
TOTAL RACING FUND
REVENUES.................. $ 16,929 $ 16,898 $ 18,164 $ 18,164 $ 18,164 $ 18,164 $ 18,164

Revenue Sources

Tax Revenues

Actual Estimated
2003-04....... $ 11,656 2009-10........ $ 13,048
2004-05....... 11,402 2010-11........ 13,929
2005-06....... 11,684 2011-12........ 13,929
2006-07....... 11,253 2012-13........ 13,929
2007-08....... 10,384 2013-14........ 13,929
2008-09....... 13,939 2014-15........ 13,929

Act 93 of 1983 combined the Harness Racing Fund and the Horse Racing Fund into the Racing Fund. This act
amended portions of the Race Horse Industry Reform Act. For licensed racing corporations annually conducting
at least 100 days of racing or for two licensed corporations conducting their racing at the same facility with a
minimum of 175 combined racing days, the previous sliding wagering tax rate was changed to 1.5 percent
effective July 1, 1986, and thereafter. For licensed racing corporations not conducting the minimum number of
racing days, the wagering rate was changed to 2.5 percent from July 1, 1984 to June 30, 1986, and 2 percent
thereafter. Act 23 of 2000 changed the amount allocated from the State Racing Fund to the Pennsylvania
Breeding Fund to 1 percent of the daily amount wagered for thoroughbred horse racing. Act 127 of 1988 permits
off-track betting in the Commonwealth.

Licenses and Fees

Actual Estimated
2003-04....... $ 384 2009-10........ $ 700
2004-05....... 456 2010-11........ 785
2005-06....... 510 2011-12........ 785
2006-07....... 485 2012-13........ 785
2007-08....... 878 2013-14........ 785
2008-09....... 760 2014-15........ 785

Licenses and fees are revenues derived from the licensing of jockeys and such other persons participating in
horse racing meets as prescribed by the State Racing Commissions.
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Racing Fund

Revenue Sources (continued)

Miscellaneous Revenue

Actual

2003-04...... $
2004-05......
2005-06......
2006-07......
2007-08......
2008-09......

3,892
3,656
3,523
3,646
3,581
2,230

Estimated

2009-10....... $ 3,150

2010-11....... 3,450
2011-12....... 3,450
2012-13....... 3,450
2013-14....... 3,450
2014-15....... 3,450

Penalties and interest on taxes due, interest on securities and uncashed tickets comprise miscellaneous

revenue.

Revenue Detail

The following is a detailed list of all revenues available for Racing Fund appropriations and executive

authorizations.

Tax Revenues

State AdMISSION TaX......cccovveeerreeireieseene e
Wagering TaX......oocueeeeaiueieeeiiieaeeiiee e e sieee e
Breakage TaX.......cooceeieiinieeiiieeiee e

Licenses and Fees

License FEEs.......ccovvevieiiiiicieeeee e

Miscellaneous Revenues

Uncashed Tickets........ccoceveeiiiiiiiiiiiiieeeec e
Interest on Securities...........ccccveeiviiee e
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2008-09

Actual

65
13,221

653

13,939

760

2,634

-404

2,230

16,929

C11.4

(Dollar Amounts in Thousands)

2009-10 2010-11
Estimate Budget
$ 70 $ 70
12,308 13,159
670 700
$ 13,048 $ 13,929
s 700 $ 785
$ 2,700 $ 2,900
450 550
$ 3,150 $ 3,450
$ 16,898 $ 18,164
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TOBACCO SETTLEMENT
Funp

The Tobacco Settlement Fund is a special revenue fund composed of
monies from all tobacco settlements under the Tobacco Master Settlement
Agreement. It provides for smoking prevention and smoking cessation
programs and other health related programs including home and community
based care, venture capital for medical equipment, support for the uninsured
and catastrophic and uncompensated care.
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Tobacco Settlement Fund

Health Investment Plan

Act 77 of 2001 created the Tobacco Settlement Fund to receive the revenues from the Master Settlement Agreement that
was reached with the five major tobacco companies on December 17, 1999. The Tobacco Settlement Fund provides funding for
health care insurance for the uninsured, home and community-based services for seniors, tobacco use prevention and cessation,
broad-based health research, medical care for workers with disabilities and hospital uncompensated care in accordance with the
resource allocation plan set forth in Act 77 of 2001. The Tobacco Settlement Fund also maintains an endowment component to
preserve a portion of the receipts to sustain critical programs.

Over the past several years, the Governor and the General Assembly agreed to redirect a portion of the tobacco revenue to
offset the escalating cost of long-term care services for persons with disabilities and seniors. In 2009-10, Act 50 of 2009
redirected 25 percent of the funds allocated to tobacco use prevention and cessation activities, 33 percent of the funds allocated
to health care insurance for uninsured adults, 100 percent of the funds allocated for the Endowment Account and the annual
strategic contribution payment and tobacco revenue interest and earnings to offset the cost of long term care. In addition, Act 50
of 2009 redirected 37.5 percent of the funds allocated to tobacco use prevention and cessation and transferred $150 million from
the Endowment Account to the General Fund. This budget proposes to continue these same percentage redirects in 2010-11 and
transfers $250 million from the Endowment Account to the General Fund.

In 2005, the commonwealth entered into the Annual Community Health Reinvestment agreement with Pennsylvania’s Blue
Cross/Blue Shield plans. The Blue Cross/Blue Shield plans have agreed to an annual commitment of funds to provide affordable
basic health care coverage for thousands of low-income and uninsured Pennsylvanians through December 31, 2010. The
commonwealth receives 60 percent of the funds for statewide initiatives, and the plans maintain 40 percent of the funds for
community-based initiatives. This budget assumes continuation of Community Health Reinvestment contributions and estimates
that $183.6 million of the Community Health Reinvestment funds will be used to provide health insurance for uninsured adults in
2010-11.

Combining the Tobacco Funds of $354.0 million and the Community Health Reinvestment Funds of $183.6 million, this
budget allocates a total of $537.6 million in 2010-11 for the following health care related activities:

Dollar Amounts in Millions

> Health Care Insurance for the Uninsured:  $249.6 > Hospital Uncompensated Care: $33.0
Subsidize health care insurance coverage for uninsured Support financially distressed hospitals in the provision of
adults with incomes under 200 percent of the federal uncompensated care and care to Medical Assistance
poverty level, and for workers with disabilities with recipients.
i der 250 t of the federal ty level.
incomes under percent of the federal poverty feve > Pharmaceutical Benefits for the Elderly: $26.4
> Long-Term Living: $148.2 Support the expansion of the pharmaceutical benefits for
Provide home and community-based services and the elderly program implemented in 2001.
nursing home care for persons with disabilities and
9 P > Life Sciences Greenhouses: $3.0

seniors based on their clinical need and personal . - .
P Continue support for the three Life Sciences Greenhouses

reference.

P that invest in companies focused on the research,
> Health Research: $62.6 development and commercialization of cutting-edge

Fund health-related  research  proposals  from therapies and medical technologies.

Pennsylvania-based researchers. The proposals must
have been peer reviewed and approved using nationally

accepted standards and review boards. TOTAL $537.6

> Tobacco Use Prevention and Cessation: $14.8
Fund community-based prevention and cessation
programs that are based on best practices for effective
intervention from the national Centers for Disease
Control.
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Tobacco Settlement Fund

Financial Statement

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Available Estimated
Beginning Balance............ccoooiiiiiiinriiieeee e $ 396,213 $ 433,443 $ 368,016
Receipts:
Revenue EStiMate..........oocveeiioiieiieee e $ 484,238 $ 378,815 $ 370,641
Prior Year Lapses (0 (U 0
Total RECEIPES. .....eiiiiiiiiisiieec e 484,238 378,815 370,641
Funds Available..........cccveirirnmiimninnn s $ 880,451 $ 812,258 $ 738,657
Expenditures:
A oTe] o] o4 -1 (=T USSR $ 447,008 $ 444,242 $ 368,820
Estimated Expenditures............coooiiiiiiiiniiiie e 447,008 444,242 368,820
ENding BalancCe..........cccoeeeueiereeseeeeseesssessssessssessssessssessssesssssssssens $ 433,443 $ 368,016 $ 369,837

* Excludes lapses redistributed within Home and Community-Based Services and Health Investment Insurance programs as
prescribed under Act 77 of 2001.

v COMMONWEALTH OF PENNSYLVANIA C12.3 GovERNOR’s ExecuTive BubceTt 2010-2011




Tobacco Settlement Fund

Summary by Department

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget

Executive Offices

General Government

Transfer to Health Endowment Account (EA)..........ccooveeeneneneneneenienns $ 28492° $ 0 $ o°
DEPARTMENT TOTAL....ciiuiiiiiiiieitestesie e $ 28,492 $ 0 $ 0

Treasury Department

General Government

Replacement Checks - Tobacco Settlement Fund (EA)..........c.cceevenee. $ 5 $ 5 $ 5
DEPARTMENT TOTAL.....tiiiiiiniiitenreniesreeeeee et $ 5 $ 5 $ 5

Department of Aging and Long Term Living

Grants and Subsidies

Home and Community-Based Services...............ocoeueuevevevevereeeeeeenennns $ 46,300 ° $ 51058° $ 42846

PACENET TranSfer.......ccoiiiiiiieiiesesiee et 28,492 31,420 26,367

Medical Assistance - Long-Term Care...........ccoceevieeiieeiecenieeee e 134,112 ° 130,923 ¢ 105,411

TOTAL STATE FUNDS.........oooeeeereereeeeeeeeeteeesessesaneansanssnsansanssnsnns $ 208,904 $ 213,401 $ 174,624

Federal FUNGS. ...........couieieieeececee e $ 71242° $ 75153° $ 57,879

AUGMENEALIONS. .....eiviieiiieiecieee et sre e be e ens $ 0 $ 0 $ 0
DEPARTMENT TOTAL.....uiiiitiiiiiteitesiesie e sne e $ 280,146 $ 288,554 $ 232,503

Department of Community and Economic Development

Grants and Subsidies

Tobacco Settlement Investment Board.............cccceveeviiieiiccieciesiees $ of $ of $ of

Life Sciences GreeNhOUSES.........c.cucoiiiiriiiiiieiiee e 3,000 3,000 3,000
DEPARTMENT TOTAL....uiiiiiiieieieeieeie sttt $ 3,000 $ 3,000 $ 3,000

Department of Health

Grants and Subsidies

Health Research - Health Priorities (EA)........ccccoviieiiiciiieceeeceeee, $ 64,108 $ 70,696 $ 59,325

Health Research - National Cancer Institute (EA)..........cccooeeiiiiiieennenne 3,562 3,928 3,296

Tobacco Use Prevention and Cessation (EA)..........ccocooiiiiiiiiiieeninene 32,054 17,674 14,831 9

Transfer to General Fund (EA).......cccooiiiiiiiieeeeeceeee 0 17,673 14,831
DEPARTMENT TOTAL....utitiitiiiiiteitestesie e $ 99,724 $ 109,971 $ 92,283

Insurance Department

Grants and Subsidies

Adult Health INSUrance (EA).........coeieiiiieieieeeeeeeee e $ 38,796 $ 37,878 $ 15587 "
DEPARTMENT TOTAL....cutiiitieieeiesieste e seeie e sne e $ 38,796 $ 37,878 $ 15587
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Tobacco Settlement Fund

Summary by Department (continued)

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
Department of Public Welfare
Grants and Subsidies
Medical Care for Workers with Disabilities (EA)...........ccceveeeierrecreennenne. $ 32,4711 $ 40,712 $ 50,363
Uncompensated Care (EA).........ccooiiiiiiiiiiie e 35,616 39,275 32,958
TOTAL STATE FUNDS.........eeoeeeeeeeeeeetesetescetessenvssensssnnsssnesssnessnnsssnnes $ 68,087 $ 79,987 $ 83,321
Federal FUNGS.........c.cooviveeeeieeeeeeeee ettt eene e $ 98,489 $ 126,823 $ 140,894
DEPARTMENT TOTAL ..ottt $ 166,576 $ 206,810 $ 224,215
TOTAL STATE FUNDS.........eeeeeeeeeeeeeeteretescetessensesessssnnsssnesssnessnnsssnnes $ 447,008 $ 444,242 $ 368,820
Federal FUNGS........c.cooviueeeeieeeeeeeee ettt eene e $ 169,731 $ 201,976 $ 198,773
FUND TOTAL. ..ottt ettt et $ 616,739 $ 646,218 $ 567,593

@ Funds are actually deposited to the Endowment Account for Long-Term Hope immediately upon receipt of settlement payments.
b This budget proposes continuing Act 50 of 2009 provisions redirecting the 8 percent Health Endowment Account for Long-Term
Hope portion to support health-related expenditures.

c

2008-09 Actual includes $20,840,000 and 2009-10 Available includes $23,783,000 executively authorized as Home and
Community-Based Services in the Department of Public Welfare, and excludes redistributed lapses to avoid double counting.

d Authorized in the Department of Public Welfare.

2008-09 Actual includes $43,102,000 and 2009-10 Available includes $45,088,000 executively authorized as Medical
Assistance-Community Services in the Department of Public Welfare.

f Excludes $903,000 in 2008-09; $961,000 in 2009-10; and $714,000 in 2010-11 appropriated to the Tobacco Settlement Investment
Board (actually funded by the Health Endowment Account for Long-Term Hope).

This budget proposes continuing Act 50 of 2009 provisions reducing the 12 percent Tobacco Use Prevention and Cessation
program portion by 25 percent to support health-related expenditures.

h This budget proposes continuing Act 50 of 2009 provisions reducing the 30 percent Health Investment Insurance portion by
33.3 percent to support health-related expenditures.

Authorized as $34,748,000, but excludes redistributed lapses to avoid double counting.
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Tobacco Settlement Fund

REVENUE SUMMARY

(Dollar Amounts in Thousands)

Five Year Revenue Projections

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Actual Estimated Budget Estimated Estimated Estimated Estimated
Tobacco Settlement Revenue...... $ 419238 $ 353815 $ 355641 $ 355,723 $ 355819 $ 355927 $ 356,049
Miscellaneous Revenue............... 65,000 25,000 15,000 15,000 15,000 15,000 15,000
TOTAL TOBACCO FUND
REVENUES......................... $ 484,238 $ 378815 $ 370641 $ 370,723 $ 370,819 $ 370,927 $ 371,049
Revenue Sources
Tobacco Settlement Revenue
Actual Estimated
2003-04........ $ 370,857 2009-10........ $ 353,815
2004-05........ 366,258 2010-11........ 355,641
2005-06........ 336,227 2011-12........ 355,723
2006-07........ 351,928 2012-13........ 355,819
2007-08........ 382,003 2013-14........ 355,927
2008-09........ 419,238 2014-15........ 356,049

Tobacco Settlement revenue includes payments from all tobacco settlements under the Master Tobacco Settlement
Agreement except for payments set aside in the Health Endowment Account for Long-Term Hope. Act 50 of 2009 redirects the
2009 strategic contribution payment and the eight percent of the annual payment from the Health Endowment Account for
Long-Term Hope to the Tobacco Settlement Fund to support health-related expenditures. This budget proposes a similar
redirection of the 2010 strategic contribution payment and the eight percent annual payment from the Health Endowment
Account for Long-Term Hope to the Tobacco Settlement Fund to support health-related expenditures.

Miscellaneous Revenue

Actual
2003-04........ $ 0
2004-05........ 26,454
2005-06........ 62,778
2006-07........ 14,755
2007-08........ 51,250
2008-09........ 65,000

Estimated
2009-10........ $ 25,000
2010-11........ 15,000
2011-12........ 15,000
2012-13........ 15,000
2013-14........ 15,000
2014-15........ 15,000

Miscellaneous Revenue includes investment earnings that would have otherwise been deposited to or retained in the
Health Endowment Account for Long-Term Hope, but were specified for retention within the fund itself by Act 41 of
2005, Act 66 of 2006, Act 42 of 2007, Act 53 of 2008 and Act 50 of 2009. This budget proposes a similar retention of

those earnings to support health-related expenditures.

Revenue Detail

The following is a detailed list of all Tobacco Settlement Fund revenues.

Gross Settlements. ........o.eiiiiiiii e
Strategic ContribUtioNsS............cooiiiiiiiiieiie e

NET TOBACCO SETTLEMENT REVENUE............cccooiiiiis

# Includes $30.070 million disputed payment received February 2009.

(Dollar Amounts in Thousands)

2008-09 2009-10 2010-11
Actual Estimate Budget
$ 392,754 ° $ 329,584 $ 331,406
26,484 24,231 24,235 °
$ 419,238 $ 353,815 $ 355,641

® This budget proposes to continue to redirect strategic contributions from the Health Endowment Account for Long-Term Hope to the Tobacco Settlement Fund.
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Tobacco Settlement Fund

Restricted Revenues

Health Endowment Account for
Long-Term Hope Revenue

(Dollar Amounts in Thousands)

Actual Estimated
2003-04...... $ 82,631 2009-10....... $ -168,267
2004-05...... 37,723 2010-11....... -250,565
2005-06...... 32,844 2011-12....... 50,046
2006-07...... 120,018 2012-13....... 50,059
2007-08...... 42,841 2013-14....... 50,073
2008-09...... 71,799 2014-15....... 50,090

Except where otherwise directed by legislation, the Health Endowment Account for Long-Term Hope restricted revenue includes all
interest earned in the Tobacco Settlement Fund, the initial payment of Tobacco Settlement funds, strategic contribution payments
(beginning in 2007-08), eight percent of each annual payment and lapses from the appropriations in the fund except for moneys provided for
the Home and Community-Based Care program and the Health Investment Insurance program, which are reallocated to their respective
programs. The 2008-09 actual amount includes the transfers to the Tobacco Settlement Fund per Act 53 of 2008 and net investment
earnings. The 2009-10 estimated amount includes the transfers to the Tobacco Settlement Fund per Act 50 of 2009 including the transfer of
$150 million to the General Fund. This budget proposes the redirection of the strategic contribution payment and the eight percent annual
payment to the Tobacco Settlement Fund and includes the transfer of $250 million to the General fund as legislated per Act 50 of 2009.

Tobacco Settlement Investment Board Account

(Dollar Amounts in Thousands)

Actual Estimated
2003-04...... $ 276 2009-10....... $ 961
2004-05...... 276 2010-11....... 714
2005-06...... 376 2011-12....... 714
2006-07...... 659 2012-13....... 714
2007-08...... 813 2013-14....... 714
2008-09...... 903 2014-15....... 714

The Tobacco Settlement Investment Board restricted revenue represents the approved expenses of the overseeing investment board to
be paid from the investment earnings in the Health Endowment Account for Long-Term Hope. These funds are appropriated from the
account.

Community Health Reinvestment Account

(Dollar Amounts in Thousands)

Actual Estimated
2003-04...... $ 0 2009-10....... $ 125,240
2004-05...... 0 2010-11....... 183,623
2005-06...... 59,159 2011-12....... 209,366
2006-07...... 94,963 2012-13....... 220,974
2007-08...... 109,041 2013-14....... 233,163
2008-09...... 126,348 2014-15....... 245,961

The account is used for the restricted receipt and disbursement of funds received in accordance with the Community Health
Reinvestment Agreement entered into February 2, 2005 by the Insurance Department. The Community Health Reinvestment program
disburses funds in the Insurance Department in support of basic health care for adults in accordance with Act 77 of 2001. The Community
Health Reinvestment Agreement is scheduled to expire December 31, 2010. This budget assumes continuation of Community Health
Reinvestment contributions.
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Tobacco Settlement Fund

Restricted Revenues

Health Venture Investment Account

(Dollar Amounts in Thousands)

Actual Estimated
2003-04...... $ 0 2009-10....... $ 0
2004-05...... 0 2010-11....... 0
2005-06...... 0 2011-12....... 0
2006-07...... 0 2012-13....... 0
2007-08...... 0 2013-14....... 0
2008-09...... 6,000 2014-15....... 0

The Health Venture Investment account revenues were provided by a one-time appropriation of $60 million from the Tobacco Settlement
Fund as a result of Act 77 of 2001 and the transfer of funds from the Machinery and Equipment Loan Fund as a result of Act 53 of 2008.
Funds are invested in one or more limited partnerships that make venture capital investments by acquiring debt and equity interests in
health care, biotechnology or in other health-related businesses that are expected to grow substantially in the future in accordance with Act
77 of 2001.

Biotechnology Commercialization Account

(Dollar Amounts in Thousands)

Actual Estimated
2003-04...... $ 0 2009-10....... $ 0
2004-05...... 0 2010-11....... 0
2005-06...... 0 2011-12....... 0
2006-07...... 0 2012-13....... 0
2007-08...... 0 2013-14....... 0
2008-09...... 6,000 2014-15....... 0

The Biotechnology Commercialization account revenues were provided by the transfer of funds from the Machinery and Equipment
Loan Fund as a result of Act 53 of 2008. Funds are distributed equally to regional biotechnology research centers to continue support for
the three Life Sciences Greenhouses that invest in companies focused on research, development and commercialization of cutting-edge
therapies and medical technologies in accordance with Act 77 of 2001.
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TaXx
EXPENDITURES

Tax credits, deductions, exemptions and exclusions are provided in law
which result in a significant reduction in revenues that would otherwise be
received at current tax rates. These reductions are tax expenditures.
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Tax Expenditure Analysis

TAX EXPENDITURE ANALYSIS

The traditional budget process involves estimating commonwealth revenues and appropriating these moneys
for numerous programs. The process is subject to intense scrutiny by interests inside and outside government.
Constrained by available revenues, programs are initiated, expanded, limited, or deleted based on merit. To
augment the traditional budget process, this budget includes an analysis of indirect expenditures that occur through
special treatment within the tax structure. Various tax credits, deductions, exemptions, and exclusions are provided
which result in reductions in revenue that would otherwise be received by the commonwealth at current tax rates.
Cumulatively, they are referred to in this budget as “tax expenditures.”

The commonwealth’s tax structure contains many tax expenditures. Examples include items as diverse as the
sales and use tax exemption for firewood to the S corporation exemption in the corporate net income tax. In
general, they are characterized by the fact that they confer special treatment to specific taxpayers, specific
activities, or specific goods or services. The tax expenditures listed in this budget are the accumulation of many
prior legislative sessions, and the original intent of certain tax expenditures may no longer be valid or consistent with
current policies. A comprehensive tax expenditure analysis permits an on-going evaluation of each tax expenditure.

Act 180 of 1992 revised the requirements for the Governor's Executive Budget tax expenditure analysis. This
act stipulated that the tax expenditure data be revised and updated every two years. Therefore, consistent with this
provision, tax expenditures presented in this and subsequent budget documents will be updated and revised
biennially. Exceptions include tax expenditures initiated, deleted, or amended by statute, expenditures where
improved data allow significant revisions, or items of significant policy interest.

The 2010-11 Governor's Executive Budget presents this tax expenditure analysis covering commonwealth
taxes with annual receipts of at least $20 million. A complete list of covered taxes is shown in the Table of
Contents. The intended purposes of the current analyses are to:

(1) Identify indirect sources of budgetary support for various activities

(2) Present estimated costs associated with each tax expenditure

(3) Present actual or estimated costs of administering each tax expenditure

(4) Present actual or estimated numbers and descriptions of benefiting taxpayers

(5) Allow for administration, legislative, and public scrutiny and facilitate discussion on

each tax expenditure’s merits

For the purposes of this document, “tax expenditure” is defined as a reduction in revenue that would otherwise
be collected by the commonwealth as the result of an exemption, reduction, deduction, limitation, exclusion, tax
deferral, discount, refund, commission, credit, special rate, or special treatment. This definition provides a general
framework within which to determine whether to classify certain items as tax expenditures. To facilitate this
classification process, six specific criteria have been adopted to augment the general definition of tax expenditure:

(1) Reduces state revenues

(2) Confers special treatment

(3) Isincluded in the defined tax base

(4) Is not subjected to equivalent alternative taxation
(5) Can be altered by a change in state law

(6) Is not an appropriation
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Tax Expenditure Analysis

The following examples of several items not considered to be tax expenditures clarify the use of these
criteria:

Purchases made by commonwealth agencies are not subject to sales and use tax. Were these transactions not
exempted, tax revenues would increase but increased commonwealth expenses would offset revenues.
Therefore, no net budgetary change occurs. This item is not a tax expenditure.

The exclusion of a sale for resale from sales and use tax is not considered a tax expenditure because the tax is
imposed on each separate sale at retail of tangible personal property or services.

Financial institutions and insurance companies are exempted from corporate net income tax (CNIT) and capital
stock / foreign franchise tax (CS/FT). However, these corporations are subject to alternative taxes: the bank
and trust company shares tax, mutual thrift institutions tax, or insurance premiums tax. The exemption of these
corporations from the CNIT and CS/FT is not in itself a tax expenditure; however, to the extent that those taxes
may not impose proportionate tax burdens on the exempted companies, the overall tax structure may involve
some indirect tax expenditure.

The pro rata exclusion of U.S. securities from the bank and trust company shares tax was a state legislative
response to a federal prohibition against direct taxation of these obligations or income derived from them. As
this cannot be altered by changing state law, this exclusion is not a tax expenditure.

There are three primary limitations on the tax expenditure estimates. First, estimated revenue foregone due to
a tax expenditure should not be construed as the revenue that could be gained if the tax expenditure provision were
to be rescinded in legislation. The impact of any particular piece of legislation will vary depending on how the bill is
drafted, how its terms are defined, when it becomes effective, and how it relates to other parts of the tax law. In
contrast, tax expenditure estimates are often based on concepts that are defined by the way that government
statistics on the subject are made available to the Department. Furthermore, no attempt has been made to account
for changes in taxpayer behavior that may occur because of tax law changes. For example, if the sales and use tax
exemptions were rescinded for equipment and utilities directly used in manufacturing, it is possible that capital
investment in manufacturing would be reduced and that these sales and use tax receipts would be less than the tax
expenditure estimate.

A second limitation is that individual estimates are not additive. It is not always possible to estimate each tax
expenditure with regard to interactions with other provisions of that tax or other taxes. For example, certain exempt
items qualify under multiple tax expenditures. If gasoline were to be included in the sales and use tax base,
agricultural, political subdivision, and manufacturing/processing use would continue to be exempt under other
provisions. Therefore, no bottom line can be presented similar to that shown for total revenues or expenditures in
the current Governor's Executive Budget.

Third, these estimates are, in many cases, necessarily derived from data completely independent of taxpayer
returns. Minor differences in data collection techniques among the various data sources used could introduce a
small element of error into the estimates. Thus, these estimates are intended to represent the magnitude of each
tax expenditure, not to provide pinpoint accuracy.

All estimates appear in millions of dollars. The word “nominal” is used when the estimated impact is less than
$100,000. Estimates of revenue loss or beneficiary count and description that are not available are represented by
“NA.” Costs incurred to administer tax expenditures are estimated by major tax category or, if available, by specific
tax expenditure. Identified costs for a major tax category are provided at the beginning of the tax expenditure
group. No administrative costs are reported for tax expenditures that provide incentives to implement or continue
programs that replace or supplement efforts that would otherwise be the responsibility of state government.

This analysis is a general guide to tax expenditures in Pennsylvania. It is not intended to be a tax manual, and
statements within it should not be construed as interpretations of the law or regulations.
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General Fund Tax Expenditures

CREDIT PROGRAMS

NEIGHBORHOOD ASSISTANCE PROGRAMS

Authorization:  Article XIX-A of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: A tax credit is available to banks, thrift institutions, title insurance and trust companies, and
insurance companies (other than foreign fire/casualty insurance companies), corporations doing
business in Pennsylvania and subject to the corporate net income tax and the capital stock/foreign
franchise tax, and pass-through entities. In order to qualify, the business entity must engage in
certain assistance programs in impoverished areas or contribute to neighborhood organizations
which provide such activities. The credit is allowed for neighborhood assistance, job training,
education for individuals, community services, economic development, or crime prevention in an
impoverished area. The program must be approved by the Secretary of Community and Economic
Development.

Several parameters of the program were amended by Act 55 of 2007. Pass-through entities will
now be eligible for this credit. If the entity cannot use this credit, the entity may elect to transfer the
credit to its shareholders, members or partners. Therefore, taxpayers may also apply the credit
against personal income tax. The amount of credit that may be awarded to a taxpayer is 55
percent, increased from 50 percent, of the amount contributed by a business firm, or 75 percent,
increased from 70 percent, of the amount contributed to special program priorities defined by the
Department of Community and Economic Development in regulations. For private companies, the
amount is 25 percent, increased from 20 percent, of the amount of qualified investment, or 35
percent, increased from 30 percent, of the amount invested in special program priorities. A credit
equal to 75 percent of the contributions made by a business firm during a taxable year for
comprehensive service projects with a five-year commitment may be awarded. A credit equal to
80 percent of the contributions made by a business firm during a taxable year for comprehensive
service projects with a six-year commitment may be awarded. The amount of the credits awarded
annually cannot exceed $500,000, for contributions or investments for single projects or $1,250,000
for contributions or investments to four or more projects.

Act 55 of 2007 also provides that credits may now be sold or assigned to other taxpayers. The total
amount of credits awarded to all taxpayers remains $18 million in a fiscal year. However, $2 million
is to be allocated exclusively for pass-through entities. If the $2 million is not used, then the unused
portion is to be available for other taxpayers.

Act 48 of 2009 reduced the amount of tax credit that could be awarded per program in fiscal years
2009-10 and 2010-11 by 50 percent and 55 percent respectively.

The estimate for fiscal year 2008-09 reflects actual credits awarded under the program for that
period. The estimates for fiscal years 2011-12 forward reflect the program cap.

Purpose: This program encourages taxpayers to contribute to neighborhood organizations and engage in
activities that promote community economic development in impoverished areas.

Administrative Costs: Costs to administer the Neighborhood Assistance Program credits are borne by the
Department of Community and Economic Development and the Department of Revenue.
Estimated costs for both departments total $0.3 million per year.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 177 $ 9.0 $ 8.1 $ 180 $ 180 $ 180 $ 18.0

Beneficiaries:  Approximately 370 companies doing business in Pennsylvania benefit from this tax expenditure.
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General Fund Tax Expenditures

EMPLOYMENT INCENTIVE PAYMENTS

Authorization:  Article XVII-A of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: Any bank, thrift institution, title insurance and trust company, or insurance company, as well as any
corporation or person subject to the corporate net income tax or the personal income tax, employing
persons formerly receiving welfare benefits, may claim an employment incentive payment as credit
against any tax liability in selected taxes. The credit is for a portion of wages paid to a qualifying
employee in the first three years of employment. Employment incentive payment credits are
available for employees hired up to December 31, 2009. Additional credit is available for financing
associated day care costs. Total employment incentive payment credits authorized cannot exceed
$25 million in any fiscal year. Act 48 of 2009 reduced the amount of tax credit that could be
awarded per employer in fiscal years 2009-10 by 50 percent. The estimate for fiscal year 2008-09
reflects actual credits awarded under the program for that period.

Purpose: This program provides tax relief to taxpayers that hire persons previously receiving aid to families
with dependent children or classified as chronically or transitionally needy at the time of
employment and reduces state aid payments to those individuals.

Administrative Costs: Costs to administer the Employment Incentive Payments Credit program are borne by the
Department of Public Welfare, Department of Labor and Industry, and the Department of
Revenue. Estimated costs for all departments total $0.2 million per year.

(Dollar Amounts in Millions)

Estimates:  2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-2015
$ 250 $ 125 $ - $ - $ - $ - $ -

Beneficiaries: Employers of approximately 6,000 qualifying employees in Pennsylvania are expected to benefit
from this tax expenditure.

JOB CREATION TAX CREDIT

Authorization:  Article XVIII-B of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: A tax credit is available to businesses and individuals creating and sustaining jobs. The tax credit
equals $1,000 per job for each year in the approved term and may be applied to the corporate net
income tax, capital stock/foreign franchise tax, insurance premiums tax, gross receipts tax, bank
and trust company shares tax, mutual thrift institution tax, title insurance company shares tax,
personal income tax, or any combination thereof. The total amount of funds for tax credits available
in a year is $22.5 million. Act 48 of 2009 reduced the amount of tax credit that could be awarded
per job commitment in fiscal years 2009-10 and 2010-11 by 50 percent and 55 percent respectively.
The estimate for fiscal year 2008-09 reflects actual credits awarded under the program for that
period. The estimates for fiscal years 2011-12 forward reflect the program cap.

Purpose: This tax credit encourages job creation and preservation in the commonwealth.

Administrative Costs: Costs to administer the Job Creation Tax Credit are borne by the Department of Community
and Economic Development and the Department of Revenue. Estimated costs for both
departments total $0.2 million per year.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 204 $ 113 $ 101 $ 225 $ 225 $ 225 $ 225

Beneficiaries: Approximately 115 companies doing business in Pennsylvania benefit from this tax expenditure.
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General Fund Tax Expenditures

RESEARCH AND DEVELOPMENT TAX CREDIT

Authorization:  Article XVI1I-B of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: A Research and Development Tax Credit is available for performing qualified research in
Pennsylvania. Beginning in December 2007, total credits in any one fiscal year are capped at $40
million, with $8 million of the total earmarked exclusively for small businesses. For all credits
issued, prior to December 2006 the credit equals 10 percent of the increase in qualified research
expenses for the current taxable year over a base period. For credits issued beginning in
December 2006, the credit equals 20 percent of the increase in qualified research expenses for the
current taxable year over a base period for small businesses. The credit remains at 10 percent for
businesses that are not small businesses. Starting in December 2004, unused credits may also be
sold or assigned to other taxpayers. The credit may be applied against the corporate net income
tax, capital stock/foreign franchise tax, personal income tax, or any combination thereof. Unused
credits may be carried forward fifteen taxable years. Credits are available for tax years ending on
or before December 31, 2015. Act 48 of 2009 reduced the amount of tax credit that could be
awarded in fiscal years 2009-10 and 2010-11 to $20.0 million and $18.0 million respectively. The
estimate for fiscal year 2008-09 reflects actual credits awarded under the program for that period.
The estimates for future fiscal years reflect the program cap including the impact of Act 48 of 2009.

Purpose: This tax credit is intended to encourage businesses in the commonwealth to conduct research,
especially research of a technological or scientific nature.

Administrative Costs: Costs to administer the Research and Development Tax Credit are borne by the Department
of Revenue and the Department of Community and Economic Development. Estimated
costs for both departments total $0.2 million per year.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 400 $ 200 $ 18.0 $ 400 $ 400 $ 400 $ 400

Beneficiaries: Approximately 470 companies performing qualified research and development in Pennsylvania
benefit from this tax expenditure.
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General Fund Tax Expenditures

KEYSTONE OPPORTUNITY ZONE

Authorization:  Act of October 6, 1998 (P.L. 702, No. 92), as amended.

Description: The Department of Community and Economic Development has designated specific areas of
deteriorated property as Keystone Opportunity Zones (KOZs), Keystone Opportunity Expansion
Zones, and Keystone Opportunity Improvement Zones. The program was last amended by Act 51
of 2003. This Act added a lease-based option allowing companies relocating within Pennsylvania to
qualify for zone benefits.

Economic activity occurring in these zones is exempt from most local taxation for a period of up to
fifteen years beginning with the creation of the particular zone. In addition to benefiting from a
limited state sales and use tax exemption, zone residents and qualified businesses are exempt from
the following state taxes: personal income, corporate net income, capital stock/foreign franchise,
bank shares, and mutual thrift institutions taxes. In addition, qualified businesses may receive
credits against insurance premiums tax for jobs created in a zone. The tax expenditure is the value
of all the credits and the state taxes waived within the zone.

Act 72 of 2008 granted KOZs that are set to expire within the next five to ten years the option of
extending their associated benefits for seven to ten years. Act 72 of 2008 also allows the
department of Community and Economic Development to designate up to fifteen additional KOZs
beginning in January 1, 2010. Under this legislation, contractors, pursuant to a contract with a
qualified business, landowner or lessee, may purchase, exempt from sales and use tax any tangible
personal property or services for use in the zone by the qualified business.

Furthermore, the formula for calculating the taxable income of a corporation in a zone is now based
only on the payroll and property factors under Act 72. The sales factor has been eliminated from
the calculation.

Purpose: This program provides tax relief to economically distressed urban and rural communities in an
attempt to revive these areas.

Administrative Costs: Costs to administer the Keystone Opportunity Zone program are borne by the Department of
Revenue and the Department of Community and Economic Development. Estimated costs
for both departments total $0.5 million annually.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 589 $ 210 $ 1838 $ 187 $ 168 $ 163 $ 16.0

Beneficiaries: Qualified businesses and residents of the designated zones within this commonwealth benefit from
this tax expenditure.
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General Fund Tax Expenditures

COAL WASTE REMOVAL AND ULTRACLEAN FUELS TAX CREDIT

Authorization:  Article XVIII-A of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: A tax credit is available for qualifying capital expenditures on facilities producing fuels from coal,
culm, or silt. The credit can be used against sales and use tax, corporate net income tax, and
capital stock/foreign franchise tax. Unused credits may be sold or assigned to other taxpayers.
The total cost of the credit is capped at $18 million per year.

Purpose: This tax credit provides an incentive for taxpayers to develop facilities dedicated to the production of
synthetic fuels within this commonwealth while removing coal waste from the environment.

Administrative Costs: Costs to administer the Coal Waste Removal and Ultraclean Fuels Tax Credit are borne by
the Department of Revenue and are considered to be nominal.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
NA NA NA NA NA NA NA

Beneficiaries: A minimal number of corporate taxpayers are expected to benefit from this credit program.

COMMONWEALTH OF PENNSYLVANIA D10 GovERNOR’s ExecuTive BubceTt 2010-2011



General Fund Tax Expenditures

EDUCATIONAL IMPROVEMENT TAX CREDIT

Authorization:  Article XVII-F of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: A tax credit is available to banks, thrift institutions, title insurance and trust companies, and
insurance companies, as well as corporations doing business in Pennsylvania and subject to the
corporate net income tax and the capital stock/foreign franchise tax, that contribute to nonprofit
scholarship organizations or educational improvement organizations approved by the Department of
Community and Economic Development (DCED). A tax credit shall be granted to a business firm
providing proof of a contribution to a scholarship organization or an educational improvement
organization equal to 75 percent of the total amount contributed during the taxable year. The tax
credit must be applied in the taxable year the contribution is made. Any unused portion of the tax
credit may not be carried forward or back, nor is it refundable or transferable. A tax credit shall be
granted equal to 90 percent of the total amount contributed if the business provides a written
commitment to DCED to contribute the same amount for two consecutive tax years. A tax credit
shall not exceed the tax liability of a business for any given taxable year.

Act 61 of 2008 increased the annual limit per taxpayer from $200,000 to $300,000 for scholarship
and education improvement organizations and increased the annual credit limit for contributions to
pre-kindergarten scholarship organizations from $100,000 to $150,000. Act 61 also provided that S
corporations and other pass-through entities are eligible for the program.

Through fiscal year 2002-03, the total amount of tax credits approved for all taxpayers was limited
to $30 million in a fiscal year, with $20 million for contributions to scholarship organizations, and $10
million for contributions to educational improvement organizations. Beginning in fiscal year 2003-
04, the total amount of tax credits approved for all taxpayers cannot exceed $40 million in a fiscal
year, with $26.7 million for contributions to scholarship organizations and $13.3 million for
contributions to educational improvement organizations. Beginning in fiscal year 2004-05, an
additional $5.0 million per fiscal year is available for contributions to pre-kindergarten scholarship
organizations. Beginning in fiscal year 2005-06, the cap on credits awarded increased to $44
million per fiscal year, including $29.3 million for contributions to scholarship organizations and
$14.7 million for contributions to educational improvement organizations. Beginning in fiscal year
2008-09, the cap on credits awarded increased to $75 million per fiscal year, including $44.7 million
for scholarship organizations, $22.3 million for contributions to educational improvement
organizations, and $8.0 million for contributions to pre kindergarten scholarship organizations. Act
48 of 2009 reduced the amount of tax credit that could be awarded in fiscal years 2009-10 and
2010-11 to $60.0 million and $50 million respectively. The estimate for fiscal year 2008-09 reflects
actual credits awarded under the program for that period. The estimates for future fiscal years
reflect the program cap including the impact of Act 48 of 2009.

Purpose: This program encourages taxpayers to contribute to scholarship organizations or educational
improvement organizations in order to promote expanded educational opportunities for students in
the commonwealth.

Administrative Costs: Costs to administer the Educational Improvement Tax Credit program are primarily borne by
the Department of Community and Economic Development along with the Department of
Revenue and the Department of Education. Estimated costs for all departments total $0.2
million per year.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 750 $ 60.0 $ 50.0 $ 750 $ 750 $ 750 $ 750

Beneficiaries  Approximately 2,930 companies and 630 scholarship organizations, educational improvement
organizations, and pre-kindergarten scholarship organizations benefit from this tax expenditure.
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KEYSTONE INNOVATION ZONE

Authorization:  Act of February 12, 2004 (P.L. 99, No. 12).

Description: Act 12 of 2004 created the Keystone Innovation Zone (KIZ) program to foster growth in targeted
industry segments, namely research and development and other high technology businesses. The
zones are defined parcels and are operated by a partnership of business groups and institutions of
higher education.

Qualified businesses operating in a zone are entitled to priority consideration for assistance under a
number of state programs, as well as a tax credit. A KIZ company may apply to the Department of
Community and Economic Development for a tax credit equal to 50 percent of the increase in its
gross revenues from the previous year attributable to its activities in a zone. A KIZ company may
not claim in excess of $100,000 in tax credit per year. No more than $25 million in tax credits may
be awarded in any taxable year.

K1Z companies may apply KIZ tax credits against personal income tax, corporate net income tax, or
capital stock/foreign franchise tax liabilities.

KIZ companies may apply for KIZ tax credits beginning September 15, 2006, based on expenses
from the prior taxable year. The Department of Community and Economic Development began
awarding credits during fiscal year 2006-07. The estimate for fiscal year 2008-09 reflects actual
credits awarded under the program for that period. The estimates for future fiscal years reflect the
program cap.

Purpose: This tax credit provides a financial incentive to foster growth of research and development and other
high technology businesses in affiliation with institutions of higher education.

Administrative Costs: Cost to administer the KIZ program, including the review and award of KIZ tax credits, are
borne by the Department of Community and Economic Development. The Department of
Revenue is responsible for applying credits to taxpayer accounts. Estimated costs for both
departments total $0.2 million per year.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 9.6 $ 25.0 $ 250 $ 250 $ 250 $ 25.0 $ 25.0

Beneficiaries:  Approximately 125 taxpayers will benefit from this expenditure.
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FILM PRODUCTION TAX CREDIT

Authorization:  Article XVII-D of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: Act 95 of 2004 created a tax credit equal to 20 percent of qualified film production expenses
incurred in Pennsylvania after June 30, 2004. The total amount of tax credits that could be awarded
in any fiscal year was $10 million. Beginning in fiscal year 2006-07, the credit program was
replaced with a grant program. Act 55 of 2007 created a new film tax credit in the amount of 25
percent of qualified film production expenses incurred in Pennsylvania after fiscal year 2006-07.
The total amount of tax credits that can be awarded in any fiscal year is $75 million. The tax credit
may be used to offset capital stock/foreign franchise tax, corporate net income tax, or personal
income tax. To qualify, the expenses must have been incurred in the production of a film, television
commercial, or certain television shows intended for a national audience. At least 60 percent of
total production expenses must have been incurred in Pennsylvania. Act 48 of 2009 reduced the
amount of tax credits that could be awarded in fiscal years 2009-10 and 2010-11 to $42 million and
$60 million respectively.

The estimate for fiscal year 2008-09 reflects actual credits awarded under the program for that
period. The estimates for future fiscal years reflect the program cap including the impact of Act 48
of 2009.

Purpose: This tax credit provides an incentive for filmmakers to produce films and television shows in
Pennsylvania.

Administrative Costs: The Department of Community and Economic Development will incur the costs of awarding,
reviewing, and approving the sale or transfer of credit. Annual administrative costs are
expected to total $0.1 million.

(Dollar Amounts in Millions)

Estimates:  2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 743 $ 420 $ 60.0 $ 750 $ 750 $ 750 $ 750

Beneficiaries: Approximately 75 filmmakers that produce films and television shows in Pennsylvania will benefit
from this expenditure.
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ORGAN AND BONE MARROW DONOR TAX CREDIT

Authorization:  Act 65 of July 2, 2006

Description: Act 65 of 2006 created the Organ and Bone Marrow Donor Tax Credit for business firms subject to
personal income tax, corporate net income tax, capital stock/franchise tax, bank and trust company
shares tax, title insurance companies shares tax, or mutual thrift institutions tax. The amount of the
credit is equal to the employee compensation paid during the leave of absence, the cost of
temporary replacement help, and any miscellaneous expenses authorized by regulation incurred
with the leave of absence period. Credits cannot be applied against employer withholding tax under
Article 1ll. Credits can be carried forward for three taxable years; however, they cannot be carried
back to previous taxable years, and they are not refundable. The credit against personal income
tax may be passed through proportionately to the shareholders of S corporations, members of
limited liability companies, or partners.

Purpose: The purpose of these provisions is to create a greater willingness to donate organs and/or bone
marrow through employer tax credits and public education.

Administrative Costs: Costs to administer the Organ and Bone Marrow Tax Credit program are borne by the
Department of Revenue. Estimated costs are expected to total $0.1 million per year.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Nominal Nominal Nominal Nominal Nominal Nominal Nominal

Beneficiaries: A minimal number of taxpayers will benefit from this tax expenditure.

ALTERNATIVE ENERGY PRODUCTION TAX CREDIT

Authorization:  Act 1 of the Special Session of July 9, 2008

Description: Act 1 of the Special Session of 2008 created the Alternative Energy Production Tax Credit.
Taxpayers that develop or construct energy production projects located within the commonwealth,
which have a useful life of at least four years, may apply to the Department of Environmental
Protection for a tax credit beginning in September 2009. The amount of the tax credit may be up to
15 percent of the amount paid for the development and construction of alternative energy
production projects but may not exceed $1 million per taxpayer. Unused portions of the tax credit
may be carried forward for up to five taxable years from the year in which the credit is awarded.
Credits may not be carried back. Additionally, taxpayers may sell or assign unused portions of the
tax credit upon approval by the Department of Revenue and the Department of Environmental
Protection. The total amount of tax credit that can be awarded is from $2 million to $10 million per
fiscal year depending on the fiscal year. Act 48 of 2009 prohibits that any amount of tax credit be
awarded in fiscal years 2009-10 and 2010-11. The estimates for future fiscal years reflect the
program cap.

Purpose: The purpose of this tax credit is to create an incentive to develop alternative energy sources within
the Commonwealth.

Administrative Costs: Costs to administer the Alternative Energy Production Tax Credit program are borne by the
Department of Environmental Protection and the Department of Revenue.

(Dollar Amounts in Millions)

Estimates:  2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ - $ - $ - $ 5.0 $ 7.0 $ 100 $ 100

Beneficiaries: An unknown number of taxpayers will benefit from this tax expenditure.
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General Fund Tax Expenditures

STRATEGIC DEVELOPMENT AREAS

Authorization: Act 151 of November 20, 2006

Description:  The Strategic Development Areas (SDA) program was established in 2006 to provide incentives for
economic development in designated areas. Act 151 of 2006 created the program to provide tax
relief and tax credits to qualified companies within the SDA. The designation would be effective for
a 15-year period and must be approved by the political subdivision in which it is located. By waiving
these taxes for a series of years, the program hopes to foster growth in those areas. The
Department of Community and Economic Development administers the program for the
commonwealth.

Among the state taxes waived by the program are corporate net income, capital stock/foreign
franchise, and personal income. Insurance companies and certain regulated transportation
companies may earn tax credits based on the number of jobs created in a zone. Businesses
operating in a zone are exempted from paying sales and use taxes on items purchased for
consumption in the area. At the local level, property taxes, earned income and net profit taxes,
mercantile license tax, and local sales and use tax are waived for area businesses. Tax benefits
may not extend beyond December 31, 2022.

Purpose: This program provides incentives for economic development in designated areas to foster growth.

Administrative Costs: Costs to administer the Strategic Development Areas program are borne by the Department
of Community and Economic Development and the Department of Revenue. Estimated
costs for both departments total $0.1 million per year.

(Dollar Amounts in Millions)

Estimates:  2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
NA NA NA NA NA NA NA

Beneficiaries: A minimal number of taxpayers are expected to benefit from this credit program.
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RESOURCE ENHANCEMENT AND PROTECTION TAX CREDIT

Authorization:  Article XVII-E of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Description: Act 55 of 2007 created the Resource Enhancement and Protection (REAP) Tax Credit to encourage
the development of riparian forest buffers and the remediation of legacy sediment on
commonwealth farmland. Depending on the type of development, a taxpayer may receive a credit
of up to 75 percent of cost of a project. A maximum of $150,000 in tax credits may be awarded per
eligible applicant, and the total amount of credits awarded in one fiscal year cannot exceed $10
million. The tax credit may be used against personal income tax, corporate net income tax, capital
stock/foreign franchise tax, bank shares tax, title insurance company premiums tax, insurance
premiums tax, and mutual thrift institutions tax. Credits for legacy sediment cannot be issued prior
to July 1, 2008. Credits will first be awarded in fiscal year 2007-08. Act 48 of 2009 reduced the
amount of tax credits to be awarded in fiscal years 2009-10 and 2010-11 by 50 percent and 55
percent respectively.

The estimate for fiscal year 2008-09 reflects actual credits awarded under the program for that
period. The estimates for fiscal years 2011-12 forward reflect the program cap.

Purpose: This credit encourages private investment in the implementation of best management practices on
agricultural operations, the planting of riparian forest buffers, and the remediation of legacy
sediment.

Administrative Costs: Costs to administer the REAP Tax Credit are borne by the State Conservation Commission
and the Department of Revenue. Estimated costs total $0.1 million per year.

(Dollar Amounts in Millions)

Estimates:  2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 9.1 $ 5.0 $ 4.5 $ 100 $ 100 $ 100 $ 100

Beneficiaries:  Approximately 350 taxpayers will benefit from this tax expenditure.
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CORPORATION TAXES

Administrative Costs: Costs to administer various tax expenditures associated with the corporation taxes cannot be
separately identified. Tax expenditures are a significant factor associated with the need for
more compliance audits and increased complexity of such audits as well as legal rulings,
pronouncements, and bulletins. Tax expenditures also contribute significantly to the tax
appeals process.

(Dollar Amounts in Millions)

Estimates: Corporate Net Income Tax and Capital Stock/Foreign Franchise Tax:

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 2.3 $ 2.3 $ 2.3 $ 2.4 $ 25 $ 25 $ 2.6
Selective Business Taxes:

2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Nominal Nominal Nominal Nominal Nominal Nominal Nominal

CORPORATE NET INCOME TAX
Authorization:  Article IV of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

The Pennsylvania corporate net income tax is imposed on domestic and foreign corporations for the privilege of
doing business, carrying on activities, having capital or property employed or used, or owning property in
Pennsylvania. Certain corporations are exempt from the tax.

The tax is based on federal taxable income before net operating loss deduction and special deductions (line 28
of page 1 of federal IRS form 1120) modified by additions and subtractions to arrive at Pennsylvania taxable
income. Taxes based on income and certain tax items are added back to federal taxable income. The tax rate is
9.99 percent for tax years 1995 and thereafter.

Any deductions, exemptions, or types of special treatment that are reflected in line 28 on the IRS form 1120,
and not modified or adjusted by Pennsylvania statute, are not included below.

NONPROFIT CORPORATIONS

Description: Nonprofit corporations are exempt from the corporate net income tax. Act 7 of 1997 provided that
any nonprofit corporation or entity that is an exempt organization as defined by section 501 of
Internal Revenue Code of 1986 (P.L. 99-514, 26 U.S.C.) is exempt from the corporate net income
tax. Corporations organized as a nonprofit but not operating as a nonprofit are excluded from this
exemption. Act 4 of 1999 provided that insurance and travel agency activities carried on by an auto
club are subject to the corporate net income tax. The same act restored exempt status to
homeowners associations and membership organizations. The estimates below are based on
unrelated business income taxed by the federal government.

Purpose: This exemption provides tax relief to nonprofit corporations including religious, charitable,
educational, and scientific organizations that are perceived as providing social benefits.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 253 $ 255 $ 257 $ 26.0 $ 262 $ 265 $ 268

Beneficiaries: Approximately 1,200 nonprofit corporations operating in Pennsylvania with unrelated business
income benefit from this tax expenditure.
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SALES FACTOR APPORTIONMENT WEIGHT

Description: Beginning in tax year 1995, corporations apportioned their net income using a three-factor formula
(payroll, property, and sales) that double-weighted the sales factor. The sales factor in the
numerator of the corporate net income tax apportionment formula was multiplied by two and the
denominator was four. Act 4 of 1999 provided for the sales factor to be triple-weighted beginning in
tax year 1999. Therefore, the sales factor in the numerator is multiplied by three and the
denominator is five. Act 116 of 2006 provided for the sales factor to be weighted 70 percent of the
total beginning in tax year 2007. Therefore, the sales factor in the numerator is multiplied by 70, the
property and payroll factors are multiplied by 15, and the denominator is 100. Act 48 of 2009
provided for the sales factor to be weighted 83 percent of the total beginning in tax year 2009. The
sales factor in the numerator is multiplied by 83 percent, the property and payroll factors are
multiplied by 8.5 percent and the denominator is 100. For tax year 2010 and beyond the sales
factor will be weighted as 90 percent of the total. The sales factor in the numerator is multiplied by
90 the property and payroll factors are multiplied by 5 and the denominator is 100.

Purpose: Corporations with a higher percentage of property and payroll invested in Pennsylvania (compared
to their percentage of sales in Pennsylvania) will have less taxable income apportioned to the
commonwealth. Therefore, those corporations will have a reduced tax burden. This encourages
business investment in Pennsylvania in the form of property and employment.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 186.7 $ 210.0 $ 2255 $ 230.2 $ 2322 $ 2334 $ 2346

Beneficiaries: More than 34,100 corporations are affected by this expenditure. Of those, 12,000 benefit (i.e., have
their taxable income reduced) from the expenditure. The estimates shown above reflect the net
impact and represent the change in corporate net income tax from corporations who have their
taxable income reduced, as well as the impact on corporations that have their taxable income
increased as a result of this tax expenditure.

FICA TAX ON TIPS

Description: Eating and drinking establishments can claim a deduction from their Pennsylvania taxable income
equal to the amount of FICA (Federal Insurance Contributions Act) tax on employees’ tips.

Purpose: This deduction corrects for a change in federal law. In 1993, a credit for the amount of FICA tax
paid on employees’ tips was created in the Internal Revenue Code. Taxpayers taking the federal
credit may not also take a deduction for tax paid. Pennsylvania does not permit the credit and
instead allows this additional deduction from federal taxable income.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 2.1 $ 2.1 $ 2.1 $ 2.2 $ 2.2 $ 2.3 $ 2.3

Beneficiaries: Approximately 2,000 taxpayers representing eating and drinking establishments could benefit from
this tax expenditure.
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NET OPERATING LOSS CARRYFORWARD

Description: Corporations may deduct from current taxable income the net losses from previous years to arrive
at their tax liability.

Act 45 of 1998 increased the three-year carryforward period to ten years for tax years 1995 and
thereafter. This act provided a phase-in schedule of net loss deductions making the first ten-year
carryforward available in tax year 2005. Suspended losses from 1988 through 1994 could be used
variously against 1995 through 1997 tax years. Act 4 of 1999 increased the annual cap on
deductions to $2 million in each of the ten years following the loss, effective January 1, 1999. Act
89 of 2002 increased the ten-year carryforward period to twenty years for losses incurred in the
1998 taxable year and thereafter. Act 116 of 2006 increased the annual cap on deductions to $3
million or 12.5 percent of taxable income, whichever is greater, in each of the twenty years following
the loss, effective January 1, 2007. Act 48 of 2009 increased the annual cap on deductions for tax
year 2009 to $3 million or 15% of taxable income, whichever is greater, in each of the twenty years
following the loss, effective January 1, 2009. For tax year 2010 and beyond, the annual cap on
deductions is amended to $3 million or 20% of taxable income, whichever is greater, in each of the
twenty years following the loss.

Purpose: This deduction reduces the tax burden for a period of time after an operating loss period thereby
aiding a corporation that has returned to economic viability as measured by taxable income.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 326.9 $ 2701 $ 2845 $ 310.6 $ 3424 $ 3746 $ 407.6

Beneficiaries:  Approximately 22,700 businesses per year benefit from this tax expenditure.

NON-PROFIT NONSTOCK COMMODITY OR STOCK EXCHANGE

Description: Act 40 of 2005 excluded non-profit nonstock commodity or stock exchanges from the definition of a
corporation for corporate net income tax purposes. This provision applies retroactively to taxable
years beginning after December 31, 1997.

Purpose: This exemption provides tax relief for non-profit nonstock commodity or stock exchanges.
(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
NA NA NA NA NA NA NA

Beneficiaries: A minimal number of corporate taxpayers benefit from this tax expenditure.
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PENNSYLVANIA S CORPORATIONS

Description: Corporations with a valid Pennsylvania S corporation election in effect for the taxable year are
subject to corporate net income tax only to the extent that they have net recognized built-in gains.
Pennsylvania S corporation shareholders must include their distributive share of Pennsylvania S
corporation income for Pennsylvania income tax purposes. The tax expenditure is the difference
between what is paid by the shareholders under the personal income tax and what the corporations
would have paid had they been fully subject to the corporate net income tax. Act 7 of 1997
provided conformity with the federal Small Business Job Protection Act of 1996 by allowing an
increase in the number of shareholders from 35 to 75, effective January 1, 1997. Act 7 also
permitted S corporations to have qualified subsidiaries. The subsidiary can be either an S ora C
corporation. Act 4 of 1999 eliminated the 25 percent passive income test and waived the five-year
waiting period with respect to corporations whose S election was terminated for exceeding the
passive income limitation. Act 67 of 2006 requires a federal S corporation to be a PA S corporation
unless it files an election. If a small corporation opts out, then its choice shall remain in effect for
five years. The Act also links the Pennsylvania definition of an S corporation more closely to the
federal law, permitting Pennsylvania S corporations to have as many as 100 unrelated shareholders
(formerly 75).

Purpose: Sub-chapter S corporations are closely-held corporations and are believed to be major job creators.
This provision allows tax treatment that is similar to that of the Internal Revenue Service and most
other states for these businesses.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 7788 $ 7117 $ 701.9 $ 704.9 $ 7120 $ 7191 $ 726.3

Beneficiaries: Approximately 165,000 sub-chapter S corporations doing business in Pennsylvania could benefit
from this tax expenditure.

LIMITED LIABILITY COMPANIES (LLCs)

Description: Limited liability companies (LLCs) are hybrid business entities that combine the corporate
characteristic of limited liability for all owners (members) with the tax treatment of a partnership.
LLCs that are not taxed as corporations for federal purposes are exempt from the Pennsylvania
corporate net income tax. Act 45 of 1998 clarified that LLCs and business trusts classified by the
federal government as “disregarded entities” are not subject to the Pennsylvania corporate net
income tax. Members of the LLC must include their share of the LLC’s income for Pennsylvania
personal income tax purposes or corporate net income tax (if a corporate member). The tax
expenditure is the difference between what is paid by the members under the personal income tax
and corporate net income tax and what the LLC entities would have paid under the corporate net
income tax. Act 124 of 1998 provided that a bank or banking organization may organize as an LLC
for the sole purpose of marketing and selling title insurance. An insurance agency may also be
organized as an LLC.

Purpose: LLCs are a preferred type of business entity for start-up companies. They combine the limited
liability of a corporation with the flexibility of a partnership. This provision allows tax treatment that
is similar to that of the Internal Revenue Service and most other states for these businesses.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 300.5 $ 287.7 $ 295.6 $ 307.6 $ 321.3 $ 3351 $ 349.0

Beneficiaries: As many as 125,500 companies doing business in Pennsylvania benefit from this tax expenditure.
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POWDERED METALLURGY NEXUS

Description: Act 55 of 2007 created a nexus exemption for the out-of-state customers of Pennsylvania powdered
metallurgy parts manufacturers. This nexus exemption applies retroactively to taxable years

beginning after December 31, 2004, as well as taxable years to which there is an appeal prior to the
effective date.

Purpose: This nexus exemption ensures that Pennsylvania powdered metallurgy parts manufacturers will not
lose business due to a concern that out-of-state customers may be unduly subject to Pennsylvania
taxation only for contracting with such a company.

(Dollar Amounts in Millions)
Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

$ 04 $ 04 $ 04 $ 04 $ 04 $ 04 $ 03

Beneficiaries: A minimal number of corporate taxpayers benefit from this tax expenditure.
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CAPITAL STOCK/FOREIGN FRANCHISE TAX
Authorization:  Article VI of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

The capital stock tax is a property tax imposed on every domestic corporation with capital stock, every joint-
stock association and limited partnership, and every other company organized or incorporated in Pennsylvania. The
franchise tax is a privilege tax imposed on foreign corporations, joint-stock associations, limited partnerships, and
other companies doing business and liable for taxation within Pennsylvania or having capital or property employed
or used in Pennsylvania. Certain corporations are exempt from these taxes, and some corporations are afforded
special treatment.

The capital stock/foreign franchise tax is based on capital stock value which is defined as one-half of the sum of
the average net income capitalized at the rate of 9.5 percent plus 75 percent of the net worth, less $150,000. Act 67
of 2006 authorized the increase of the valuation deduction from $125,000 to $150,000. Act 89 of 2002 modified the
Act 23 of 2000 phase-out schedule by reducing the 2001 rate to 7.24 mills in 2002, further reducing the rate to 6.99
mills in 2003, and by reducing the rate by 1 mill per year thereafter until the tax is eliminated. Act 89 of 2002 also
suspended the automatic transfer of 0.25 mill of the tax to the Hazardous Sites Cleanup Fund (HSCF). Beginning in
fiscal year 2002-03, the HSCF transfer will only occur if the balance in the HSCF is expected to fall below $5 million.
Act 46 of 2003 further modified the phase-out schedule by setting the 2003 rate to 7.24 mills, the 2004 rate to 6.99
mills, and then reducing the rate by 1 mill per year thereafter until the tax is eliminated. Act 67 of 2006 modified the
Act 46 of 2003 phase-out schedule by reducing the 2006 rate to 4.89 mills, and then reducing the rate by 1 mill per
year until the tax was to be eliminated for all tax years beginning after December 31, 2010. Act 48 of 2009 modified
the Act 67 of 2006 by freezing the rate of tax years 2009 through 2011 at 2.89 mills, and then reducing the rate by 1
mill per year beginning in tax year 2012 until the tax is eliminated for all tax years beginning after December 31,
2013.

Act 77 of 2007 amended the HSCF transfer, setting it at $40 million per fiscal year, beginning in fiscal year
2008-09. The estimates in this analysis include only the General Fund portion of the tax and reflect the current
phase-out of the tax.

Various types of assets are exempt from tax. The valuation of capital stock is not affected by these exemptions,
but the exemptions are reflected in apportionment formulas used to compute the percentage of the capital stock
value base actually subject to tax.

NONPROFIT CORPORATIONS

Description: Nonprofit corporations are exempt from the capital stock/foreign franchise tax. Act 7 of 1997
provided that any nonprofit corporation or entity that is an exempt organization as defined by
section 501 of Internal Revenue Code of 1986 (P.L. 99-514, 26 U.S.C.) is exempt. Act 4 of 1999
provided that insurance and travel agency activities carried on by an auto club are subject to the
capital stock/foreign franchise tax. The same act restored exempt status to homeowners
associations and membership organizations. The estimates below are based on unrelated
business income taxed by the federal government.

Purpose: This exemption provides tax relief to nonprofit corporations including religious, charitable,
educational, and scientific organizations that are perceived as providing social benefits.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 9.5 $ 9.3 $ 9.2 $ 8.4 $ 5.7 2.7 0.5

Beneficiaries: Approximately 2,590 nonprofit corporations benefit from this tax expenditure.
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FAMILY FARM CORPORATIONS

Description: Family farm corporations are exempt from the capital stock/foreign franchise tax. A family farm
corporation is one that devotes at least 75 percent of its assets to agriculture and at least 75
percent of its stock is owned by members of the same family.

Act 45 of 1998 specifically defined LLCs and business trusts as corporations for capital
stock/foreign franchise tax purposes. As a result, LLCs and business trusts are eligible for the
family farm exemption, if appropriate.

Purpose: This exemption provides tax relief to family farm corporations thereby recognizing the importance of
family-owned farms.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 0.1 $ 0.1 0.1 0.1 0.1 Nominal Nominal

Beneficiaries: Approximately 540 family farm corporations operating in Pennsylvania could benefit from this tax
expenditure.

ASSETS USED IN MANUFACTURING, PROCESSING, AND RESEARCH AND DEVELOPMENT

Description: Corporations (except those which enjoy the right of eminent domain, i.e., utilities) organized for
manufacturing, processing, or research and development purposes may claim an exemption for
capital stock invested in such activities within Pennsylvania. Pollution control assets are included
for these corporations. This exemption is reflected in computing the percentage of the capital stock
value actually subject to tax and applies to both single-factor and three-factor apportionment.

Act 63 of 1999 modified the manufacturing exemption by disallowing the exemption provided for
manufacturing, processing, or research and development activities from the numerator of the sales
factor and expanding the exemption by excluding property and payroll attributable to manufacturing,
processing, or research and development activities outside of the commonwealth from the
numerator of the property and payroll factors.

Purpose: This exemption encourages investment in manufacturing, processing, and research and
development activities that improves the commonwealth’s economic position.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 2625 $ 256.2 $ 253.9 $ 230.3 $ 157.1 $ 749 $ 141

Beneficiaries: Approximately 5,500 corporations operating in Pennsylvania benefit from this tax expenditure.
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APPORTIONMENT FORMULA

Description: Corporations that have multistate operations have the option of using either a single-factor or a
three-factor formula to compute the portion of the capital stock value that is subject to tax. The
single-factor formula is based on the ratio of the book value of taxable assets to the book value of
total assets. The three-factor formula is based on property, payroll, and sales within and without
Pennsylvania. Historically, only domestic corporations were permitted to choose the single-factor
apportionment method until the Pennsylvania Supreme Court ruled that foreign corporations must
be allowed the same option.

Purpose: This option provides tax relief to those corporations with considerable tangible investment in the
commonwealth and thereby encourages corporate investment in Pennsylvania.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 176.3 $ 1721 $ 170.6 $ 1547 $ 1055 $ 503 $ 9.5

Beneficiaries: Approximately 6,075 corporations doing business in Pennsylvania benefit from this tax expenditure.

POLLUTION CONTROL DEVICES

Description: Equipment, machinery, facilities, and other tangible property used during the tax year within
Pennsylvania for water or air pollution control or abatement devices utilized for the benefit of the
general public are exempt from the capital stock/foreign franchise tax. This exemption is reflected
as an exclusion from the numerator of the single asset apportionment fraction or the numerator of
the property factor when the three-factor apportionment formula is used. However, for
manufacturing, processing, or research and development corporations, these assets are included
as exempt equipment and shown in the expenditure for assets used in manufacturing, processing,
and research and development.

Purpose: This exemption provides tax relief to corporations required to install pollution control devices and
encourages investment in pollution control assets.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 0.1 $ 0.1 $ 0.1 $ 0.1 Nominal Nominal Nominal

Beneficiaries: Approximately 20 companies doing business in Pennsylvania benefit from this tax expenditure.
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DEDUCTION FROM THE FIXED FORMULA

Description: Act 48 of 2009 establishes that for tax years beginning in 2010 and thereafter, corporations may
deduct $160,000 from the capital stock value which is then subject to apportionment to determine
the taxable base. The valuation deduction was $150,000 for tax years 2007 through 2009. The
valuation deduction for tax years 1997 through 2006 was $125,000. The valuation deduction was
$100,000 for tax years 1995 and 1996.

Purpose: This exemption provides a tax-free portion of capital stock value for corporations, particularly
beneficial to new businesses realizing little or no profit during their early years.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 588 $ 618 $ 643 $ 59.8 $ 410 $ 194 $ 3.7

Beneficiaries: Approximately 224,100 corporations doing business in Pennsylvania benefit from this tax
expenditure.

HOLDING COMPANIES

Description: Holding companies may elect, in lieu of a standard apportionment formula, a special apportionment
formula that computes the taxable portion of capital stock value by taking 10 percent of the total
capital stock value. The single-factor apportionment formula was used as the standard
apportionment formula in the estimating process. Holding companies are corporations (1) which
derive at least 90 percent of their income from stock or securities and the rendering of
administrative or management services to subsidiary corporations and (2) whose assets are at least
60 percent comprised of securities or indebtedness of subsidiary corporations. Act 45 of 1998
clarified that limited liability companies and business trusts are eligible to receive holding company
tax treatment.

Purpose: This special treatment is intended to provide tax relief to those holding companies with considerable
intangible assets that otherwise are not exempt under the single assets apportionment fraction.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 163.2 $ 159.3 $ 157.9 $143.2 $ 97.6 $ 465 $ 8.8

Beneficiaries:  Approximately 440 companies doing business in Pennsylvania benefit from this tax expenditure.
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REGULATED INVESTMENT COMPANIES/REAL ESTATE INVESTMENT TRUSTS

Description: Regulated investment companies (RICs) are subject to special valuation for capital stock/foreign
franchise tax purposes. Their tax is computed by adding the net asset value multiplied by $75 and
divided by one million to the apportioned undistributed personal income multiplied by the personal
income tax rate. Undistributed taxable personal income is apportioned to Pennsylvania by a
fraction, the numerator of which is all income distributed during the taxable year to resident
shareholders and the denominator of which is all income distributed to all shareholders.

There is a potential revenue loss from regulated investment companies and real estate investment
trusts (REITs) organized as business trusts. These entities are not subject to capital stock/foreign
franchise tax. No cost estimate is available.

There is also a potential revenue loss associated with corporations that conduct Pennsylvania
business activity through an investment in business trust RICs, REITs, and certain other related
entities. Generally, a corporation’s interest in an entity that is not a corporation is considered to be
a direct ownership interest in the assets of the entity rather than an intangible interest. Act 232 of
2002 created exceptions to this general rule for RICs, REITs, and certain other related entities that
are organized as business trusts. No cost estimate is available.

Purpose: RICs are corporations that derive at least 90 percent of their income from dividends, interest, and
gains on disposition of stock and securities. REITs are corporations that own real estate
investments and must distribute at least 90 percent of their income as dividends. This special
treatment provides tax relief to these companies thereby allowing them to earn higher rates of
return on their investments that, in turn, are passed on to their shareholders. The higher earnings
rates may result in higher investment in the economy that is channeled through these companies.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 0.1 $ 0.1 $ 0.1 $ 0.1 $ 0.1 Nominal Nominal

Beneficiaries: At least 120 RICs, REITs, and other related entities doing business in Pennsylvania benefit from
this tax expenditure. In addition, an unknown number of corporations may benefit from the
provisions of Act 232 of 2002.
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RESTRICTED PROFESSIONAL COMPANIES

Description: Restricted professional companies (RPCs) are limited liability companies (LLCs) performing
restricted professional services. LLCs are hybrid business entities that combine the corporate
characteristic of limited liability for all owners (members) with the tax treatment of a partnership.
Restricted professional services include chiropractic, dentistry, law, medicine and surgery,
optometry, osteopathic medicine, podiatry medicine, public accounting, psychology, and veterinary
medicine. These types of businesses give members the protection of limited liability for the neglect
of another member. RPCs are exempt from the capital stock/foreign franchise tax. However, an
annual fee of $380 per resident member is imposed under the Associations Code, $25 of which is
credited to the Corporation Bureau’s restricted account. Act 67 of 2006 eliminated single member
restricted professional companies from being subject to the capital stock and franchise tax unless
they are classified as a corporation for federal income tax purposes, effective for tax years
beginning after December 31, 2005.

The cost estimates shown below only reflect the cost of the single member RPC exemption.

Purpose: RPCs perform valuable professional services for citizens of the commonwealth.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 8.8 $ 8.6 $ 8.5 $ 7.7 $ 53 $ 25 $ 0.5
Beneficiaries: Approximately 2,270 companies doing business in Pennsylvania benefit from this tax expenditure.

EXEMPTION FOR STUDENT LOAN ASSETS

Description: Act 45 of 1998 provided that student loan related assets owned or held by a trust or other entity
formed for the securitization of student loans are exempt from capital stock/foreign franchise tax.
This provision is effective for tax years beginning on or after January 1, 1998.

Purpose: This program exempts student loan related assets held by loan securitization trusts from the capital
stock/foreign franchise tax to conform with the commonwealth public policy of promoting higher
education.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
NA NA NA NA NA NA NA

Beneficiaries: A minimal number of business trusts and other entities formed for the securitization of student loan
assets benefit from this tax expenditure.
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FINANCIAL INSTITUTION BUSINESS TRUSTS

Description: Act 23 of 2000 created an exemption from tax for a domestic or foreign business trust that is
created or managed by an entity subject to bank shares or mutual thrifts tax, or an 80 percent
affiliate thereof. The trust must also be created and managed to facilitate the securitization of
intangible assets. For federal tax purposes it is classified as a partnership or disregarded entity.
This exemption applies to taxable years beginning after December 31, 1999.

Purpose: This exemption acts as an incentive for these trusts to form and operate in the commonwealth.
(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
NA NA NA NA NA NA NA

Beneficiaries:  The number of taxpayers benefiting from this expenditure is unknown.

NON-PROFIT NONSTOCK COMMODITY OR STOCK EXCHANGE

Description: Non-profit nonstock commodity or stock exchanges are excluded from the definition of a corporation
for capital stock/foreign franchise tax purposes. This provision applies to taxable years beginning
after December 31, 1997.

Purpose: This exemption provides tax relief for non-profit nonstock commodity or stock exchanges.
(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
NA NA NA NA NA NA NA

Beneficiaries: A minimal number of corporate taxpayers benefit from this tax expenditure.

POWDERED METALLURGY NEXUS

Description: Act 55 of 2007 created a nexus exemption for the out-of-state customers of Pennsylvania powdered
metallurgy parts manufacturers. This nexus exemption applies retroactively to taxable years
beginning after December 31, 2004, as well as taxable years to which there is an appeal prior to the
effective date.

Purpose: This nexus exemption ensures that Pennsylvania powdered metallurgy parts manufacturers will not
lose business due to a concern that out-of-state customers may be unduly subject to Pennsylvania
taxation only for contracting with such a company.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Nominal Nominal Nominal Nominal Nominal Nominal Nominal

Beneficiaries: A minimal number of corporate taxpayers benefit from this tax expenditure.
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GROSS RECEIPTS TAX
Authorization:  Article Xl of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

The gross receipts tax is imposed on the following companies conducting business in Pennsylvania: pipeline,
conduit, steamboat, canal, slack water navigation and transportation companies; freight or oil transporters;
telephone and telegraph companies; express service, palace car or sleeping car companies; and electric light, water
power and hydroelectric energy companies and managed care organizations. The tax collected from managed care
organizations is not deposited in the General Fund. Municipalities are entitled to exemptions.

A tax is levied at 50 mills on gross receipts from passengers, baggage, freight, and oil transported within the
state; as well as intrastate and interstate telephone and telegraph messages transmitted on land line or cellular
systems. A tax is levied at 44 mills on the sale of electric energy. The 44 mill tax rate on sales of electric energy
was subject to change based on the revenue neutral reconciliation (RNR) tax rate calculated annually pursuant to
Act 138 of 1996, which governs the restructuring of the electric utility industry in Pennsylvania. Act 89 of 2002
established the permanent RNR tax rate at 15 mills for tax years beginning January 1, 2003 and thereafter. The
sale of natural gas was subject to the gross receipts tax before Act 4 of 1999 repealed these provisions, effective
January 1, 2000.

MUNICIPALLY-OWNED PUBLIC UTILITIES

Description: Gross receipts of public utilities owned or operated by a municipality are exempt from tax to the
extent the gross receipts are derived from business done inside the limits of the municipality. The
figures for this expenditure are at the statutory utilities gross receipts tax rates applicable to the
appropriate tax year.

Purpose: This tax relief encourages municipalities to develop and invest in public utility services and
supplemental energy sources including cogeneration facilities. It also benefits residents to the
extent the tax relief is reflected through lower utility rates.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 9.3 $ 107 $ 11.0 $ 115 $ 122 $ 129 $ 136

Beneficiaries: The 31 municipally-owned utilities operating in the commonwealth benefit from this tax expenditure.

NUCLEAR GENERATING FACILITY DAMAGE

Description: Gross receipts derived from the sale of electricity by an electric light company which are attributable
to the recovery of purchased energy costs, clean-up costs, and investment write-off costs due to
damage to a nuclear generating facility are exempt from tax.

Purpose: This tax relief alleviates the financial hardship faced by the public utility as a result of damage
caused by an accident or natural disaster. It also benefits consumers to the extent the tax relief is
reflected in lower utility rates.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
NA NA NA NA NA NA NA

Beneficiaries: 45 electric suppliers could potentially benefit from this tax expenditure.
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ELECTRIC COOPERATIVES

Description: Gross receipts of electric cooperatives are exempt from the tax. The figures for this expenditure are
at the statutory utility gross receipts tax rates applicable to the appropriate tax year.

Purpose: These cooperatives are nonprofit corporations organized to engage in rural electrification and are
perceived to provide public benefit. This exemption permits this service to be rendered at a
reduced cost to the rate payers.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 186 $ 195 $ 200 $ 211 $ 223 $ 235 $ 2438

Beneficiaries: The 13 cooperatives in the commonwealth benefit from this tax expenditure.
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PUBLIC UTILITY REALTY TAX
Authorization:  Article XI-A of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

The public utility realty tax (PURTA) is imposed on public utilities furnishing services under the jurisdiction of the
Pennsylvania Public Utility Commission or a regulatory body of another state or the United States.

Act 4 of 1999 fundamentally overhauled PURTA for tax year 1998 and thereafter. The tax rate is annually
calculated by the Department of Revenue in order to raise an amount of tax revenue equal to the realty tax
equivalent. The commonwealth imposes this tax on public utility realty in lieu of local real estate taxes and
distributes revenue to local taxing authorities based on the realty tax equivalent.

Beginning with PURTA tax year 1998, utilities are taxed on the basis of the property’s fair market value, which is
the local assessed value adjusted by the common level ratio. After December 31, 1999, assets used in the
generation of electricity are excluded from the PURTA tax base and the realty tax equivalent.

For fiscal years prior to 2003-04, an additional 7.6 mills of the PURTA tax base was transferred to the Public
Transportation Assistance Fund. Beginning in fiscal year 2003-04, the additional 7.6 mills of the PURTA tax base
remains in the General Fund. The estimates in this portion of the analysis include the variable tax as well as the
additional 7.6 mill levy.

PROPERTY SUBJECT TO LOCAL TAXATION

Description: Property subject to local real estate taxation under any law in effect on April 23, 1968, is excluded
from the PURTA base.

Purpose: The Constitution of Pennsylvania was amended April 23, 1968, to provide for state taxation of public
utility realty property; however, any law in effect which subjected real property of a public utility to
local real estate taxation was left in full force. This provision prevents the double taxation of such

property.
(Dollar Amounts in Millions)
Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 3.2 $ 3.3 $ 35 $ 3.7 $ 3.8 $ 4.0 $ 4.2

Beneficiaries: The 320 public utilities could benefit from this tax expenditure.

EASEMENTS
Description: Easements or similar interests are excluded from the PURTA base. An easement is an interest in
land owned by another entity that entitles the public utility company to limited use related to the
provision of utility service.
Purpose: PURTA is intended as a tax on real property and not as a tax on property such as these rights.
(Dollar Amounts in Millions)
Estimates:  2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 2.8 $ 3.0 $ 3.1 $ 3.2 $ 3.4 $ 3.5 $ 3.7

Beneficiaries: The 320 public utilities could benefit from this tax expenditure.
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RAILROAD RIGHTS-OF-WAY

Description: Railroad rights-of-way and superstructures thereon are excluded from the PURTA base. Railroad
rights-of-way are limited ownership of land to be used exclusively for the provision of rail
transportation service.

Purpose: PURTA is intended as a tax on real property and not as a tax on property such as these rights. This
tax relief may encourage the development of our railroad network that benefits the economy.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 6.6 $ 6.9 $ 7.2 $ 7.5 $ 7.9 $ 8.2 $ 8.6

Beneficiaries: The 76 railroad public utilities could benefit from this tax expenditure.

SEWAGE SERVICES

Description: Public utilities furnishing sewage services are exempt from tax.

Purpose: This provides tax relief to companies that are in the business of sewage treatment and encourages
investment in sewage treatment facilities that provide public environmental benefits. It also benefits
consumers to the extent the tax relief is reflected in lower utility rates.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 5.8 $ 6.1 $ 6.3 $ 6.6 $ 6.9 $ 7.3 $ 7.6

Beneficiaries: The 64 public utilities that provide sewage services benefit from this tax expenditure.

MUNICIPALITIES

Description: Municipalities or municipal authorities furnishing electric, natural gas, telephone, or water public
utility services are exempt from tax.

Purpose: The realty used for municipally-furnished utility services is public property used for public purposes.
Moreover, taxing such property would result in the municipal government funding the realty tax
equivalent distributed to local taxing authorities.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 3.6 $ 3.7 $ 3.9 $ 4.1 $ 4.3 $ 4.5 $ 4.7

Beneficiaries: The 542 municipal authorities and the 35 municipal public utilities benefit from this tax expenditure.
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ELECTRIC GENERATION FACILITIES

Description: After December 31, 1999, land and improvements indispensable to the generation of electricity are
subject to local real estate tax and are excluded from the PURTA tax base and the realty tax
equivalent.

Purpose: Electric generation facilities were removed from the PURTA tax base because electric generation is

no longer regulated as a public utility function. The electric competition statute, Act 138 of 1996,
changed the definition of public utility, and generation facilities can be owned by unregulated
entities. This exemption allows a level playing field for participants in electricity supply.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 262 $ 276 $ 288 $ 301 $ 315 $ 329 $ 344

Beneficiaries: The 22 electric utilities owning generating assets in Pennsylvania benefit from this tax expenditure.

TRANSITION CREDIT

Description: During the transition years 1998 through 2001, the liability of a public utility under PURTA is limited
to 250 percent of its immediate prior year’s liability with any reduction in the liability capped at
$100,000 per taxable year. The cost of the transition credit in current fiscal years depends on the
calculation of the compensating adjustments for the affected tax years.

Purpose: The PURTA transition credit provides limited relief to taxpayers having a significant increase in their
PURTA tax base as a result of Act 4 of 1999.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
Nominal Nominal Nominal Nominal Nominal Nominal Nominal

Beneficiaries:  Approximately 70 taxpayers benefit from this tax expenditure.
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INSURANCE PREMIUMS TAX
Authorization:  Article IX of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

The insurance premiums tax is imposed on domestic and foreign insurance companies that transact business in
Pennsylvania. Certain types of insurance companies are exempt from the tax.

The tax is levied on gross premiums received from business done within Pennsylvania during each calendar
year. A retaliatory tax is also imposed on taxable insurance companies incorporated in other states that impose a
higher burden on Pennsylvania companies doing business there.

The basic tax rate is 2 percent of gross premiums plus any retaliatory tax. A 3 percent rate is imposed on
insurance premiums for policies written with unlicensed insurers by a surplus lines agent. Marine insurance
companies are subject to a 5 percent tax on their underwriting profits in lieu of the insurance premiums tax.

The estimates in this analysis include the full amount of revenues and the retaliatory charges that would be
received from affected insurance companies.

MUTUAL BENEFICIAL ASSOCIATIONS

Description: Purely mutual beneficial associations, whose funds benefit members, families, or heirs and are
made up entirely of member contributions and accumulated interest, are exempt from the insurance
premiums tax. For the purpose of this tax expenditure, these associations are treated as life
insurance companies.

Purpose: Mutual beneficial associations are charitable and benevolent organizations that provide life,
accident, and health benefits for their members. The exemption indirectly benefits subscribers to
the extent that it is reflected in reduced premiums.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

$ 7.7 $ 7.9 $ 8.9 $ 9.8 $ 100 $ 105 $ 110

Beneficiaries: The 63 mutual beneficial associations doing business in Pennsylvania benefit from this tax
expenditure.

NONPROFIT HOSPITAL AND MEDICAL CARE SERVICE ORGANIZATIONS

Description: Companies organized under the Nonprofit Hospital Plan Act (Act of June 21, 1937, P.L. 1948, No.
378) and the Nonprofit Medical, Osteopathic, Dental and Podiatry Service Corporation Act (Act of
June 27, 1939, P.L. 1125, No. 399) are exempt from the insurance premiums tax. Those exempt
include, for example, Capital Blue Cross, Hospital Service Association of Northeastern
Pennsylvania, Highmark Inc., Geisinger Health Plan, and Inter-County Health Plan, Inc.

Purpose: These companies are deemed to be charitable and benevolent institutions that provide hospital
and/or medical care to their subscribers. The exemption provides indirect tax relief to subscribers to
the extent that it is reflected in lower premiums.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 1043 $ 109.0 $ 113.0 $ 118.1 $ 1246 $ 131.0 $ 137.2

Beneficiaries: The 12 nonprofit hospital and medical care service organizations doing business in Pennsylvania
benefit from this tax expenditure.
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EXTRAORDINARY MEDICAL BENEFIT

Description: An exemption is allowed for premiums collected by automobile insurance companies for optional
extraordinary medical benefit coverage from $100,000 to $1,100,000. This exemption applies only
to premiums collected in association with policies written after June 1, 1989.

Purpose: This exemption benefits private insurance companies that are required to provide the extraordinary
medical coverage as a result of the repeal of Pennsylvania’s Catastrophic Loss Trust Fund. This
exemption also indirectly benefits subscribers to the extent that it is reflected in reduced premiums.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 0.2 $ 0.2 $ 0.2 $ 0.2 $ 0.2 $ 0.2 $ 0.2

Beneficiaries: The 806 automobile insurance companies licensed to do business in Pennsylvania may benefit
from this tax expenditure.

LIFE AND HEALTH INSURANCE GUARANTY ASSOCIATION CREDIT

Description: A tax credit is available to companies that are members of the Pennsylvania Life and Health
Insurance Guaranty Association. These companies may offset a proportionate part of assessment
payments made to the association against the insurance premiums tax. The credit is for the portion
of the assessment that is unrecoverable through premiums and must be taken over five years.

Purpose: The Pennsylvania Life and Health Insurance Guaranty Association protects policyholders and
claimants by providing for the payment of benefits and the continuation of coverage under life,
health, and accident, and annuity policies under certain circumstances. Members are assessed to
provide funds to carry out the purpose of the association. This credit provides relief to member
companies by allowing them to recoup a portion of their assessment payments in the form of tax
credits. This credit also provides indirect relief to subscribers to the extent that lower premium rates
are maintained.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

Nominal Nominal Nominal Nominal Nominal Nominal Nominal

Beneficiaries: The 466 life, accident, and health insurance companies doing business in Pennsylvania may benefit
from this tax expenditure.
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PROPERTY AND CASUALTY INSURANCE GUARANTY ASSOCIATION (PP&CIGA) CREDIT

Description: A tax credit is available to companies that are members of the Pennsylvania Property and Casualty
Insurance Guaranty Association (PP&CIGA). Companies may claim a credit for assessments paid
to the association in a calendar year that exceed one percent of gross premiums collected from
policyholders. The credit must be taken proportionately over five years, beginning the year after the
assessment is paid. This tax credit was enacted as part of Act 23 of 2000 to allow member
companies to recoup a portion of assessments paid to the association in the form of tax credits.

Purpose: The Pennsylvania Property and Casualty Insurance Guaranty Association protects policyholders
and claimants by providing for the payment of benefits and claims for property and casualty policies
under certain circumstances. Members are assessed to provide funds to carry out the purpose of
the association. This credit also provides indirect relief to property and casualty policyholders to the
extent that lower premium rates are maintained.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 6.6 $ 6.5 $ 7.7 $ 8.9 $ 102 $ 116 $ 130

Beneficiaries: Approximately 1,050 property and casualty insurers doing business in Pennsylvania benefit from
this tax expenditure.
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BANK AND TRUST COMPANY SHARES TAX
Authorization:  Article VIl of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

The bank and trust company shares tax is imposed on every bank and trust company having capital stock and
doing business in Pennsylvania.

This tax is imposed annually on the value of shares as of January 1. The value of shares is a six-year average
calculated by dividing the total number of shares into the average of each of the previous six years’ quarterly
average value of shares adjusted to exclude the value of United States obligations. The tax rate on the dollar value
of each taxable share of stock is 1.25 percent.

GOODWILL DEDUCTION

Description: Act 55 of 2007 allows for goodwill generated by a combination to be subtracted from a bank’s book
value of total equity capital when calculating its shares history.

Purpose: This deduction is intended to avoid the artificial inflation of a bank’s tax liability simply because it
has combined with another bank.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 285 $ 284 $ 286 $ 286 $ 284 $ 303 $ 307

Beneficiaries:  Any Pennsylvania bank involved in combination activity could benefit from this tax expenditure.
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MUTUAL THRIFT INSTITUTIONS TAX
Authorization:  Article XV of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

The mutual thrift institutions tax is imposed on the net income of savings institutions, savings banks without
capital stock, savings and loan associations, and building and loan associations conducting business in
Pennsylvania.

The tax is based on net income determined in accordance with generally accepted accounting principles with
the following major exceptions: income earned from United States obligations or Pennsylvania state and local
obligations is excluded; the interest expense associated with tax exempt interest income is disallowed as a
deduction; and net operating losses from previous years may be carried forward for a maximum of three years.
Taxable net income is apportioned to Pennsylvania by a three-factor formula comprised of payroll, receipts, and
deposits.

The current tax rate is 11.5 percent.

NET OPERATING LOSS CARRYFORWARD

Description: Thrift institutions may deduct from current taxable income the net losses from previous taxable
years. A net loss for a taxable year may be carried over three years and must be carried to the
earliest allowable tax year. There is no carryback of losses to prior years.

Purpose: This deduction reduces the tax burden for a period of time after an operating loss period thereby
aiding the thrift institution after it has attained economic health as measured by its taxable income.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 0.8 $ 0.8 $ 0.8 $ 0.8 $ 0.8 $ 0.8 $ 0.8

Beneficiaries: The 115 mutual thrift companies could benefit from this tax expenditure.

CREDIT UNIONS

Description: Credit unions are exempt from taxation. The tax expenditure is determined by applying the
appropriate mutual thrift institutions tax rate to their net earnings.

Purpose: Credit unions are cooperative associations incorporated to promote thrift and to provide a source of
credit for their members. This program provides tax relief to credit unions as well as their members
to the extent that it is reflected in higher rates earned on savings and lower rates charged for loans.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 176 $ 118 $ 118 $ 122 $ 126 $ 130 $ 135

Beneficiaries: The 565 state and federal credit unions operating in Pennsylvania benefit from this tax expenditure.
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SALES AND USE TAX

Authorization:  Article Il of the Tax Reform Code of 1971 (P.L. 6, No. 2), as amended.

Administrative Costs: Costs incurred to administer the multiple tax expenditures associated with the sales and use
tax cannot be separately identified. Tax expenditures are a significant factor associated with
the need for more compliance audits and the increased complexity of compliance audits.
These audits contribute significantly to the volume of appeals processed by the Department

of Revenue.
(Dollar Amounts in Millions)
Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 13.0 $ 132 $ 134 $ 136 $ 138 $ 140 $ 142

Beneficiaries: Information provided under the sales and use tax “Beneficiaries” heading represent an actual or
estimated number and description of Pennsylvania residents, households, or businesses benefiting
from that specific tax expenditure. An unreported number of non-Pennsylvania entities may also
benefit from the tax expenditure.

GENERAL/PERSONAL EXPENDITURES

FOOD

Description: Generally food and beverages intended for human consumption are exempt from taxation. These
foods may be purchased from a bakery, pastry shop, donut shop, delicatessen, grocery store,
supermarket, farmer's market, convenience store, or vending machine. Sales of ready-to-eat foods
are not exempt from tax and include the sale of meals, sandwiches, food from salad bars, hand-
dipped or hand-served iced based products including ice cream and yogurt, hot soup, hot pizza and
other hot food items, brewed coffee, and hot beverages. In addition, the exemption does not apply
to soft drinks, alcoholic beverages, or food purchased from an establishment from which ready-to-
eat food and beverages are sold.

Purpose: Food is considered to be a basic necessity of life. Additionally, this provision reduces the
regressive nature of the tax and eases the tax burden on families who spend a disproportionate
share of income on these products.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$1,198.1 $1,220.9 $1,266.7 $1,308.2 $1,339.8 $1,368.2 $1,399.0

Beneficiaries:  Virtually all 4.9 million households benefit from this tax expenditure.
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CANDY AND GUM

Description: The purchase at retail or use of candy and gum, regardless of where sold, is exempt from taxation.

Purpose: Candy and gum are considered to be food. Exempting candy and gum regardless of where sold
provides for uniformity in the taxation of these items.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 880 $ 897 $ 931 $ 96.1 $ 985 $ 100.5 $ 102.8

Beneficiaries: NA

PERSONAL HYGIENE PRODUCTS

Description: The purchase at retail or use of disposable diapers, incontinence products, toilet paper, feminine
hygiene products, toothpaste, toothbrushes, and dental floss are exempt from taxation.

Purpose: These products are considered essential for maintaining a basic standard of life.
(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 409 $ 404 $ 4138 $ 432 $ 443 $ 453 $ 467

Beneficiaries:  Virtually all 4.9 million households benefit from this tax expenditure.

NEWSPAPERS

Description: The purchase or use of newspapers or publications containing information of general interest and
reports of current events that qualify as a “newspaper of general circulation qualified to carry a legal
advertisement,” not including magazines, is exempt from taxation.

Purpose: The purpose of this tax exemption is to encourage citizens to be well informed.
(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 529 $ 523 $ 523 $ 525 $ 527 $ 53.0 $ 536

Beneficiaries: The number of taxpayers benefiting from this expenditure is unknown.
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MAGAZINES

Description: The purchase at retail or use of subscriptions for magazines is exempt from taxation. A “magazine”
is a periodical published at regular intervals not exceeding three months and circulated among the
general public. The exclusion includes any printed advertising material circulated with the
periodical. This tax expenditure became effective July 1, 1994, under Act 48 of 1994,

Purpose: The purpose of this tax exemption is to encourage citizens to be well informed.

(Dollar Amounts in Millions)
Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 9.4 $ 9.3 $ 9.4 $ 9.5 $ 9.6 $ 9.8 $ 100

Beneficiaries: Approximately 2.5 million households benefit from this tax expenditure.

CLOTHING AND FOOTWEAR

Description: The purchase at retail or use of wearing apparel, footwear, and other articles of clothing worn on the
human body is exempt from taxation. Additionally, the purchase at retail or use of clothing patterns
and other items that are to be a component part of clothing is exempt from tax. Accessories,
ornamental wear, formal day or evening apparel, furs, and sporting goods are taxable.

Purpose: Clothing and footwear are considered essential for maintaining a basic standard of life. This
provision reduces the regressive nature of the tax and eases the tax burden on families who spend
a disproportionate share of income purchasing these products.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 742.6 $ 7354 $ 745.7 $ 755.1 $ 763.7 $ 7747 $ 7923

Beneficiaries:  Virtually all 4.9 million households benefit from this tax expenditure.

PRESCRIPTION DRUGS AND ORTHOPEDIC EQUIPMENT

Description: The purchase at retail or use of prescription drugs and orthopedic equipment is exempt from
taxation. Such equipment includes crutches, wheelchairs, false teeth and dental materials,
eyeglasses, artificial limbs and eyes, hearing devices, braces, and supports. Also included are
devices to alleviate a physical incapacity such as a hospital bed or dialysis machine.

Purpose: Prescription drugs and orthopedic equipment are considered essential for maintaining a basic
standard of life. This provision reduces the regressive nature of the tax and eases the tax burden
on families who must spend a disproportionate share of income on these products.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 589.1 $ 610.2 $ 648.2 $ 697.6 $ 7478 $ 797.6 $ 855.8

Beneficiaries: The number of taxpayers benefiting from this expenditure is unknown.
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NON-PRESCRIPTION DRUGS

Description: The purchase at retail or use of non-prescription drugs such as antiseptics, aspirin, milk of
magnesia, castor oil, cold capsules, eyewashes, and vitamins is exempt from taxation.

Purpose: Non-prescription drugs are considered essential for maintaining a basic standard of life. This
provision reduces the regressive nature of the tax and eases the tax burden on families who spend
a disproportionate share of income on these products.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 544 $ 56.4 $ 60.0 $ 64.6 $ 693 $ 739 $ 794

Beneficiaries:  Virtually all 4.9 million households benefit from this tax expenditure.

LIQUOR OR MALT BEVERAGE PURCHASED FROM RETAIL DISPENSER

Description: Alcoholic beverages purchased in a drinking place or bar are exempt from taxation. Purchases
from a state liquor store or a beer distributor are taxed, despite the wholesale nature of a portion of
these sales. The estimates represent the difference in the tax that would be collected at the retail
level and the tax presently collected on the bulk sale.

Purpose: Taxing container sales rather than per drink sales reduces overall administrative and reporting
burdens for vendors and audit efforts by the Department of Revenue.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 148.6 $ 153.0 $ 160.6 $ 168.2 $ 1748 $ 180.6 $ 186.9

Beneficiaries: Approximately 4.9 million people benefit from this tax expenditure.

CHARGES FOR RETURNABLE CONTAINERS

Description: Separately stated deposit charges for returnable containers are excluded from the purchase price
and are exempt from taxation.

Purpose: Deposit charges usually represent a security in the event a container is not returned. For this
reason, a true exchange of property is not considered to have occurred.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 8.1 $ 8.2 $ 8.4 $ 8.5 $ 8.7 $ 8.9 $ 9.1

Beneficiaries: Approximately 273,800 business establishments and an unknown number of households may
benefit from this tax expenditure.
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CASKETS AND BURIAL VAULTS

Description: The purchase or use of caskets, burial vaults, markers, cremation urns, and tombstones for human
graves, including foundations, is exempt from taxation.

Purpose: These items are considered to be the final basic necessity of life. Additionally, this exemption
reduces the regressive nature of the tax and eases the burden on low-income families.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 155 $ 157 $ 16.1 $ 16.7 $ 173 $ 179 $ 185

Beneficiaries: As many as 124,000 households benefit from this tax expenditure annually.

FLAGS

Description: The purchase or use of Pennsylvania and United States flags is exempt from taxation.

Purpose: The exemption of flags may be based on the perception that governmental support of national and
state symbols is a worthy public policy objective.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 2.0 $ 1.9 $ 2.0 $ 2.0 $ 2.1 $ 2.1 $ 2.2

Beneficiaries: Approximately 2.5 million households and numerous businesses and organizations benefit from this
tax expenditure.

TEXTBOOKS

Description: The purchase or use of textbooks for use in schools, colleges, and universities is exempt from
taxation. The purchase must be on behalf of or through schools recognized by the Department of
Education as institutions of learning.

Purpose: The education of the commonwealth’s citizens is a major policy objective of state government. This
exemption helps to reduce the overall cost of obtaining an education.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 254 $ 252 $ 251 $ 252 $ 253 $ 254 $ 257

Beneficiaries: As many as 703,100 college students may benefit from this tax expenditure.
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FOOD STAMP PURCHASES

Description: The purchase at retail or use of tangible personal property in accordance with the federal Food
Stamp Act of 1977 is exempt from taxation. Primarily, exempt items are soft drinks, certain drink
mixes, vegetable and fruit seeds and plants, and certain prepared cold foods.

Purpose: This provision is mandated by federal law for continued state participation in the federally funded
food stamp program.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 5.2 $ 5.6 $ 6.1 $ 6.6 $ 7.2 $ 7.8 $ 8.4

Beneficiaries: Approximately 551,100 households benefit from this tax expenditure.

GRATUITIES

Description: Any amount paid, in excess of charges and tax, for service relating to the purchase of food or
beverages or hotel or motel accommodations is an exempt gratuity.

Purpose: Gratuities or tips are not included in the cost of the meal or accommodation acquired by the
purchaser but are considered costs of the accompanying non-taxable services.

(Dollar Amounts in Millions)

Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 612 $ 63.0 $ 66.1 $ 693 $ 719 $ 743 $ 769

Beneficiaries: Approximately 4.4 million households and an unknown number of businesses benefit from this tax
expenditure.

FUELS AND UTILITIES

COAL

Description: The purchase or use of coal is exempt from taxation.

Purpose: This exemption provides special tax treatment of coal versus alternative energy forms. Other major
energy sources are exempt only when used directly by the purchaser for residential use.
Encouragement of coal consumption may have been perceived as providing or preserving
employment when mining was a major employer within the commonwealth.

(Dollar Amounts in Millions)
Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15

$ 129.9 $ 127.0 $ 116.2 $ 1195 $ 1235 $ 126.7 $ 128.9

Beneficiaries: Approximately 121,000 households and 6,800 businesses benefit from this tax expenditure.
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FIREWOOD

Description: The purchase or use of firewood cut into lengths for burning or wood pellets is exempt from taxation
when used as fuel for cooking, or for heating water or residential dwellings.

Purpose: Alternative energy sources such as heating oil, natural gas, coal, and electricity are exempt when
used for residential purposes. The extension of this exemption to firewood provides consistency
among all major energy sources.

(Dollar Amounts in Millions)
Estimates: 2008-09 2009-10 2010-11 2011-12 2012-13 2013-14 2014-15
$ 0.2 $ 0.2 $ 0.2 $ 0.2 $ 0.2 $ 0.2 $ 0.2

Beneficiaries: Approximately 901,900 households that use firewood or wood pellets as their primary heat source
benefit from this tax expenditure. Also, there are an estimated 859,300 households with usable,
wood burning fireplaces that may benefit from this tax expenditure.

RESIDENTIAL UTILITIES

Description: As defined by law, “tangible personal property” specifies taxable items. Specifically omitted from
this definition are electricity, steam, natural, manufactured and bottled gas and fuel oil, basic local
telecommunications service when purchased directly by the user solely for his residential use, and
charges for coin-operated telephone calls. Court decisions have expanded the electricity exemption
to include purchases for residential use through an agent, where there is no commercial interest.

Purpose: Residential utilities are considered essential for maintaining a basic standard of life. Additionally,

this provision reduces the regressive nature of the tax and reduces the tax burden on families who
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