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THE GOVERNOR February 6, 2001

To the People of Pennsylvania:

Pursuant to Article VIII Section 12 of the Constitution of Pennsylvania, and Section 613 of the Administrative
Code 0f 1929 (71 P.S. Section 233), [ am transmitting to your representatives in the General Assembly my proposed
budget for Fiscal Year 2001-02.

Six years ago, | asked the General Assembly to help me make Pennsylvania “a leader among states and a
competitor among nations.”

We have achieved what we set out to do.

Pennsylvania families and employers have saved nearly $15 billion through tax cuts, workers’ compensation
reform, electric competition and reduced red tape — helping to create more than 350,000 new jobs. We are the
first state to enable consumers to shop competitively for both electricity and natural gas. Our tax-free Keystone
Opportunity Zones were named the No. 1 state economic-development strategy in the nation.

We now have an Education Empowerment Act to help more than a quarter-million kids in our lowest-
performing schools. And we have made historic investments in reading through our landmark, four-year, $100
million “Read-to-Succeed” program, and record new investments in our public libraries.

Our nationally acclaimed Land Recycling Program has cleaned up more than 700 industrial sites — 20,000
people now work on these formerly abandoned sites. Our “Growing Greener” initiative is PA’s largest environmental
investment ever — nearly $650 million over five years; and “Growing Smarter” gives communities new land-use
tools to control sprawl while still respecting private property rights.

More than 100,000 Pennsylvania children now get free or low-cost health care through the Children’s Health
Insurance Program — a 145 percent increase since 1995. Pennsylvania’s welfare rolls are at their lowest point in
three decades. And juvenile crime is down sharply — thanks in large part to the dozens of new laws passed during
our Special Session on Crime.

We could fill many pages talking about what we accomplished by working together over the last six years.
Truly, Pennsylvania is now a leader among states and a competitor among nations.

Now, I believe our challenge is to reach for greatness. We can become not just a leader, but the leader — not
just a competitor, but the standard. This budget charts a course to take us there.

We will make record new investments and first-in-the-nation innovations to help our kids. We will cut taxes
for the seventh straight year; help more hardworking families through our expanded Working Family Tax Cut;
continue to eliminate the Capital Stock and Franchise Tax; build on last year’s phenomenal success with an expanded
“Tax-Free PC Plus” computer sales-tax holiday; and create new Education Tax Credits.

We will reverse Pennsylvania’s decades-long “brain drain” through our exciting new $10 million “Brain
Gain” initiative. We will earmark $100 million for our historic infrastructure — the “Pennsylvania Trail of History.”
And we will continue to protect the environment.

With each of these steps, we will help Pennsylvanians enjoy an even better, world-class quality of life. In
short, we will reach for greatness.

Very truly yours,

o A vt

Tom Ridge
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REeADER’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.
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Reader’s Guide

The Budget Process

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 Office of the Budget and
the Program Policy Guidelines by the Governor. The Program Policy Guidelines define major policy issues, spell
out priorities and provide policy direction to the agencies for budget preparation.

Agency budget requests are submitted to the Office of the Budget beginning in early October. Agencies
prepare and submit their requests using computerized systems. 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 Office of the Budget.

During December, the Governor meets with Legislative leaders to apprise them of anticipated spending and
revenue levels and to discuss 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 Governor’'s policy guidelines. The Agency Program Plan and the appropriation templates are used by the
Office of the Budget 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

Governor Submits

Agencies Submit Budgetto Legislature

Budget Request

Agencies
Budget Office Submit
Issuance of and Rebudget
Budget Instructions Governor’s Legislative Review and for
and PPG’s | Review | | Enactment of Budget | | Approval

Jul. | Aug.| Sep. |Oct. | Moy |Dec. | Jan. |Feh. | Mlar. | Apr. | May |.Jun. Jul. | Aug.

MNew
CURRENT FISCAL YEAR 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
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 Office of the Budget 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,
ie, personnel. The rebudgets are based primarily on the enacted appropriations. The Office of the Budget uses
the Integrated Central System to electronically enter 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 Office of the Budget informally reviews program and financial
performance and performs formal evaluations of selected programs. In addition, the Auditor General performs a
financial post audit.

PA Governor's Executive Budget 2001-02 Back to Contents
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The Capital Budget Process

The capital budget process in Pennsylvania is similar to the process for operating budgets. 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 Office of the Budget for consistency with the Governor’s priorities and policies. Projects approved
by the Office of the Budget 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.
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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 program/subcategory basis. Program/subcategory explanations, analyses and measures are
shown by individual departments. A summary presentation by Commonwealth Program shows program
costs according to seven 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. 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 and Communication
Recreation and Cultural Enrichment

Each of the seven 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 continues to be shown in all Commonwealth
Programs but is not merged with program expenditures. It is shown in a separate program category so
that direct program expenditures may be seen more clearly.

THE DEPARTMENTAL PRESENTATION

Recommendations for the continuation of current programs at essentially current levels of
commitment are shown within departmental program subcategories. Recommendations for major
program changes in 2001-02 are identified as departmental Program Revision Requests (PRRs) which
provide explanations and justification for the change.

Beyond 2001-02, the projections of financial data, as well as impacts and other program measures,
show the future implications of the 2001-02 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 2001-02 level of commitment.

To assist in understanding the individual agency presentations, descriptive information and detailed
samples are shown in 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, Milk Marketing, Racing
and Tobacco Settlement 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 are
an example of an augmentation.

“(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 Recommendations—Identifies 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 Element—Is used within a program narrative to identify sub-program components.

Program Measures—Indicate the expected impact of the proposed budget on services, costs,
etc., involved in the program.

Section H of this document provides brief descriptive and financial data for those special funds of the
Commonwealth not given an expanded treatment in other sections of the budget.
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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 is a Character of Expenditure
— A classification of appropriations according to their
general purpose. Other characters of expenditure are
institutional, grants and subsidies, capital improvements
and debt service.

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

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

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

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

PA Governor's Executive Budget 2001-02 XXiV

Summary by Fund

GENERAL FUND:
General Government:
General Government OPEerationsS ........ccccoccveevveeriieesiieesieeeseeesneeennes
(F) Historic Preservation ..........cccceccveeiieeesiieeenneesinnenns
(F) Intermodal Surface Transportation Safety Act
(F) Railroad Museum Improvement
(F) Erie Maritime Center ........ccccvevvvvercvvrennnenns
(A) Historic Preservation Fund
(R) KEYSIONE FUNG ....ooiiieeiiie et snae e s

SUBLOLAL ...
Records and Management Information ............ccccocveeiiieniiiiiiecnienne
MaintenanCe Program .........coceieiiiiiiiieniee et

Subtotal - State FUNAS .......oeviiiiiiie e
Subtotal - Federal Funds ....
Subtotal - AUGMENTALIONS ......veeeiieeeiiee e

Total - General GOVEIMMENT .......cccueeiiieeriieeieee e see s

Grants and Subsidies:

Museum ASSIStANCE GrantS ........cccoceeiiiiiriiieeniee e
University of Pennsylvania Museum ...........c.c..c.....
Carnegie Museum of Natural History .....................
Franklin Institute Science Museum
Academy of Natural Sciences ..............

Carnegie Science Center .......ccccoveeiieeeniieeniieenieeees
Afro-American Historical and Cultural Museum
Museum of Scientific DISCOVEIY ......ccceiiiieiiiieiiiieeiee e

Total - Grants and SUDSIAIES .........ccveeveieiiiiiiee e

STATE FUNDS ...
FEDERAL FUNDS
AUGMENTATIONS

GENERAL FUND TOTAL .ooiiiiiiii i

KEYSTONE RECREATION, PARK AND CONSERVATION FUND:
Grants and Subsidies:
Historic Site Development - Bond Proceeds ..........cccceevieeiiiieniieeeninen.
Historic Site Development - Realty Transfer Tax ....

Total - Grants and SUDSIAIES .........ccveeveeeiiiiiiie e

KEYSTONE RECREATION, PARK AND CONSERVATION FUND TOTAL

OTHER FUNDS:
GENERAL FUND:
Historic Preservation ACt 0f 1966 ........cccceeviiveiiiieniie e eee e siee s

HISTORICAL PRESERVATION FUND:
Historic Preservation FUN ........ccccoiieieiiiiiiie e

DEPARTMENT TOTAL - ALL FUNDS
GENERAL FUNDS

SPECIAL FUNDS ...............
FEDERAL FUNDS
AUGMENTATIONS
OTHER FUNDS ..o

TOTAL ALL FUNDS ...t

&% COMMONWEALTH OF PENNSYLVANIA
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al and Museum Commission

nd Appropriation
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02
ACTUAL AVAILABLE BUDGET NOTE: In some cases the budget may propose the
shifting of appropriations between agencies,
departmental reorganizations or the restructuring of
------- $ 151»823 $ 1‘;133 $ 121383 appropriations within or between departments. Usually,
o Vo a7 0 for ease of comparison, all columns in the budget
....... 312 1,312 0 presentation are shown consistent with the
------- 50 50 10 recommendation in the budget year. This means,
....... 435 400 400 i
_______ 0 230 232 however, that the amounts shown in the actual and
...... $ 17,262 $ 10,033 $ 23201 avallabl_e columns. may not be consistent 'Wl.th those
shown in accounting reports and appropriation acts.
------ $ 450 $ 444 $ 0 When this occurs, explanations have been included in
....... $ 944 $ 1,000 $ 1,000 the footnotes to the Summary by Fund and
....... $ 16,748 $ 18,238 $ 19,801 Appropriation.
....... 1,473 2,509 1,010
....... 435 630 632
....... $ 18,656 $ 21,377 $ 21,533
....... $ 4,930 $ 5,400 $ 4,000
....... 181 181 181
....... 181 181 181
....... 547 547 547
....... 335 335 335
....... 181 181 181
....... 256 256 256
....... 100 100 100
....... $ 6711 $ 7,181 $ 5781
....... $ 23,459 $ 25,419 $ 25672
....... 1,473 2,509 1,010
....... 435 630 632 " . _
s 25967 P—— s 27914 Identifies one of a group of special funds which are
"""" i : i presented fully in Section C: Summary by Fund. For
purposes of this presentation, State funds include the
....... $ 3403 $ 0 $ 0 Gen_eral, Motor L|cense,_ Banking Department, B(_)at,
....... 6,341 4,555 4,646 Environmental Stewardship, Farm Products Show, Fish,
....... s 9744 $ 4555 $ 4646 Game, Keystone Recreatiqn, Park and Conservation,
....... s o7a - s 2648 Lottery, Milk Marketing, Racing and Tobacco Settlement
funds.
Identifies selected restricted accounts and/or one of a
....... $ 930 $ 80 $ 80 group of special funds which are presented on a limited
basis in Section H: Other Special Funds.
....... $ 4301 $ 6,500 $ 5500
....... $ 23,459 $ 25419 $ 25672
....... 9,744 4,555 4,646
....... 1,473 2,509 1,010
....... 435 630 632
....... 5,231 6,580 5,580
....... $ 40,342 $ 39,693 $ 37,540
|
\Y GoverNOR'’s ExecuTive Bubcet 2001-02
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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 in 2001-02 are identified
as department Program Revision Requests
(PRRs) which provide explanations and
justification for the change.

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

General Government Operations — Identifies a
specific appropriation.

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

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

PA Governor's Executive Budget 2001-02

PROGRAM OBJECTIVE: To manage §
resources through a comprehensive histo
to interpret, research and preserve all are

Program: State Historic Preservatic

The State Historical Preservation Program administered by the
Historical and Museum Commission is comprised of four major elements.
These elements include Executive Direction and Administration,
Pennsylvania State and Local Records, Historic Site and Museum
Operations, and Historic Preservation.

Program Element: Executive Direction and Administration

This element provides general policy and direction for administering
the commission’s operations. It includes legislative and press relations,
personnel management, procurement, information technology, financial
grant administration, fiscal and revenue management, and other services.
In addition, it administers a Property Management and Lease Program
through cooperative agreements with management groups or profit and
nonprofit organizations to operate, maintain and utilize historic sites,
buildings and agricultural lands under the custody of the commission.

Program Measures:

Historic Preservation
Objects maintained and conserved

(in thousands) ..........ccceerieeeniieeniee e 2,000 2,000
Commission buildings undergoing
IMProvemeNt .........cocveeeieeeiee e 88 76

The measure “Commission buildings undergoing improveme
because 1) all bond funds under the Keystone Recreation, Par|
June 30, 1997 and 2) revised approach to managing maintena|

; :
. Program Recommendations: This budget

General Government Operations

—PRR — Administrative Support for Historic
Sites. To provide administrative support
necessary to open the Erie Maritime
Museum, and for the expansion of the
Railroad Museum of Pennsylvania, and the
Somerset Historical Center. See the
Program Revision following this program for
additional information.

230  —to continue current program.

$ 1,230  Appropriation Increase

$ 1,000

Appropriations within this Program:

1999-00 2000-01
Actual Available
GENERAL FUND:
General Government Operations .............. $ 15,354 $ 16,794 9
Records and Management Information ..... 450 4444
Maintenance Program .........ccccccceevveeerennnnn 944 1,000
TOTAL GENERAL FUND ......ccccceeennne $ 16,748 $ 18,238 §
@. COMMONWEALTH OF PENNSYLVANIA EOO




ical and Museum Commission

and safeguard Pennsylvania’s historic
tory and museum program to educate and
reas of Pennsylvania history.

[ion

Program Element: Historic Preservation

This element is responsible for the identification, protection and
enhancement of buildings, structures and districts of historic and
architectural significance within the Commonwealth. It provides for the
infusion of Federal funds from the Department of the Interior to enhance
the economic base of many communities in Pennsylvania; provide al
survey and National Register nomination program; maintain an
information network providing direction and assistance to local
preservation organizations; administer an archeological program to
improve policies and procedures and provide direction to the professional
and advocational community; and preserve and protect endangered
historic public and private buildings, structures and landmarks through a
nonprofit Statewide revolving fund.

0 2,000 2,000 2,000 2,000 2,000

6 50 50 50 50 50

ment” has been reduced substantially from last year's budget
Park and Conservation Fund are anticipated to be expended by
Enance projects.

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

Records and Management Information

$ -6  —to continue current program.
Maintenance Program
$ 56  —to continue current program.

(Dollar Amounts in Thousands)

2005-06
Estimated

2002-03
Estimated

2003-04
Estimated

2004-05
Estimated

2001-02
Budget

$ 18,891 $ 19,916 $ 20,262 $ 20,610 $ 20,973
0 0 0 0 0
1,000 1,020 1,040 1,061 1,082

$ 19,891 $ 20,936 $ 21,302 $ 21,671 $ 22,055

|
00.0

GoVERNOR'’s ExecuTive BubceT 2001-02

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
guantifiable 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, etc.,
involved in the program.
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Budgetary Basis of Accounting

The Commonwealth’s 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 Commonwealth’s budgets are prepared essentially on a modified cash basis. Total appropriations enacted
by the General Assembly may not exceed the ensuing fiscal year's estimated revenues, as developed by the
Governor, plus (less) the unappropriated fund balance (deficit) of the preceding fiscal year, except for
constitutionally authorized debt service payments.

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. Unencumbered and
unexpended appropriations return to the fund balance at fiscal year end and become available for appropriation in
the subsequent year. On the budgetary basis of accounting, certain estimated tax revenue accruals are recorded
at fiscal year end for the General Fund and the Motor License Fund, a special revenue fund. Accruals include
sales and use taxes and personal income taxes, both applicable to the General Fund, and liquid fuels taxes
applicable to the Motor License Fund, which are estimated to be owed to the Commonwealth but not collected at
fiscal year end. Also, estimated encumbrances are established for all funds at fiscal year end to pay direct
expenditures such as salaries, wages, travel, and utility costs payable against prior year appropriation authority
but expended in the subsequent year. Over-estimates of prior year encumbrances 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, Lottery, Milk Marketing, Motor License, Workmen’s Compensation Administration, Emergency Medical
Services Operating, Energy Conservation and Assistance, Hazardous Materials Response and Ben Franklin/IRC
Partnership. Budgets are also statutory adopted for the administration of the State Employees’ Retirement and
Public Employees’ Retirement Funds.

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.

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

GAAP Basis of Accounting

The budgetary basis financial information maintained by the Commonwealth to monitor and enforce budgetary
control is adjusted at fiscal year end to reflect appropriate accruals for financial reporting in conformity with
generally accepted accounting principles (GAAP). The use of GAAP requires a modified accrual basis of
accounting for governmental and certain fiduciary fund types whereby revenues are recognized when they
become both measurable and available to finance expenditures and whereby expenditures are generally
recognized and recorded when a liability to make a payment, regardless of when the cash disbursement is to be
made, is incurred. For proprietary and certain fiduciary fund types, GAAP requires a full accrual basis of
accounting.

Financial statements of the Commonwealth prepared under GAAP differ from those traditionally prepared on a
budgetary basis for several reasons. Among other differences, the GAAP statements (i) generally recognize
revenues when they become measurable and available rather than when cash is received, (ii) report expenditures
when goods and services are received and a liability incurred rather than when cash is disbursed, (iii) include a
combined balance sheet for the Commonwealth presented by GAAP fund type rather than by Commonwealth
funds, and (iv) include activities of all funds in the reporting entity, including agencies and authorities usually
considered as independent of the Commonwealth for budgetary and financial reporting purposes. Budgetary
basis revenues and expenditures required to conform to GAAP accounting generally require including (i)
corporation tax accruals and audit adjustments for other accrued taxes, (ii) tax refunds payable and tax credits,
and (iii) expenses not covered by appropriations.

PA Governor's Executive Budget 2001-02 Back to Contents 1.12
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Terms Used in the Budget Process

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.

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.

Deficit: A fiscal condition 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 an expenditure pursuant to a contract, a purchase
order, or a known invoice but where an actual disbursement has not been made. In accrual accounting it is
treated as a debit against the appropriation in the same manner as a disbursement of cash.

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 Tax Anticipation Notes interest and Sales Tax
refunds.

Expenditure: As contrasted with disbursement, an accounting entry which is both the payment of cash or any
encumbrance, as in accrual accounting.

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, 2000 to Sept. 30, 2001 would be FFY 2001.

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.
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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. Referred to by the year in which the fiscal year begins,
for example, July 1, 2001 to June 30, 2002 would be 2001.

= Actual Year — Includes all expenditures and encumbrances chargeable to that fiscal year as of June 30 of
the previous year plus any supplementals 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.

= Available (Current) Year — For State funds, includes amounts appropriated to date and supplemental
appropriations recommended in this Budget. In the case of Federal funds, the best estimate currently
available is used. 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.

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 Bill: A single piece of legislation containing numerous individual appropriations. The
General Appropriation Bill 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 bills
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.

Iltem 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 impact
indicators. Ideally accomplishments are intended effect (impact) upon individuals, the environment and upon
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.
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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.

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 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 Measure: A general term applied to any of the substantive measures found in the agency programs.
Included are impacts, outputs and need and/or demand estimators.

Program Revision Request (PRR): A PRR is submitted to support new programs or major changes in existing
programs. The PRR reflects the guidance provided by the Governor’'s Annual Program Policy Guidelines, results
obtained from special analytic studies, and needs or demands considered relevant by the Governor.

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

Program Subcategory: A subdivision of a program category. The subcategory focuses upon objectives 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 condition 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 year.
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Federal Funds Identification

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

ADA
ARC

BG
CCDFBG
CSBG
DCSI
DFSC
DOE
EDA
EEOC
EPA
EPCA
ESEA
FEMA
FFY
FHWA
FTA
HHS
HUD
JAIBG
JTPA
LIHEABG
LSTA
LWCF
MA
MAGLOCLEN
MCH
MCHSBG
MH/MR
MHSBG
NEA
NPDES
NSF
OEP
OSM
PHHSBG
RSAT
SABG
SCDBG
SDA
SSA
SSBG
SSI
TANFBG
USFWS
VA

WIA
WIC
YDC

PA Governor's Executive Budget 2001-02

Americans with Disabilities Act

Appalachian Regional Commission

Block Grant

Child Care and Development Fund Block Grant
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
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 and Human Services

Department of Housing and Urban Development
Juvenile Accountability Incentive Block Grant

Job Training Partnership Act

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

National Endowment for the Arts

National Pollutant Discharge Elimination System
National Science Foundation

Office of Emergency Preparedness

Office of Surface Mining

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

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

Workforce Investment Act

Women, Infants and Children Program

Youth Development Center
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OVERVIEW

Six years ago, Governor Ridge challenged both government and citizens to restore
Pennsylvania’s leadership role in the nation and the world. Simply stated, we would need to work
together to become a leader among states and competitor among nations, while providing an
enhanced quality of life for our families and communities. This challenge frames the Mission and
Goals of the Ridge Administration.

GOVERNOR’S MISSION STATEMENT

To make Pennsylvania a leader among states and competitor among nations,
while providing an enhanced quality of life for Pennsylvania’s families and
communities.

GOAL: STRENGTHENING OUR FAMILIES AND COMMUNITIES

To strengthen families and communities by reestablishing individual
accountability and responsibility, and empowering citizens to exercise greater
control over their own lives for the well-being of themselves, their families and
their communities.

GOAL: REINVENTING GOVERNMENT
To provide quality government that is user-friendly and customer-focused,
responsive and accountable to the citizens it serves.

GOAL: CREATING ECONOMIC OPPORTUNITY

To create a “job-friendly” and “entrepreneur-friendly” Pennsylvania that
enables employers and communities to provide all citizens with unmatched
economic opportunities and an unsurpassed quality of life in an increasingly
competitive global market.

GOAL: LIFELONG LEARNING

To create a quality, results-oriented educational system of lifelong learning
which provides all Pennsylvanians with the skills and abilities to succeed and
excel in the new “knowledge-based economy”.

GOAL: PROTECTING OUR HOMES AND COMMUNITIES

To protect our homes and communities through a comprehensive and
cooperative approach to addressing crime that restores safety and security to
our families and neighborhoods and a sense of community to our
Commonwealth.

GOAL: BUILDING AN ENVIRONMENTAL PARTNERSHIP

To build a new environmental partnership to protect Pennsylvania’s
environment and the public health, using sound science and technology to
secure compliance assistance, pollution prevention and the effective use of
Pennsylvania’s natural and human resources.

GOAL: ESTABLISHING A FIRST-RATE INFRASTRUCTURE

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 communities and the global marketplace.

To accomplish these goals, Governor Ridge, in his annual budget proposals, has pursued a
conservative, disciplined strategy of fiscal management which includes targeted tax cuts for
individuals and business, controlled State spending and personnel complement levels, managed
long-term debt, and increased Rainy Day reserve funds.
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The annual budget proposal not only is the single most important policy and planning
document of the Administration, but also is an effective vehicle to communicate the Governor’s
vision, mission and goals to the citizens of Pennsylvania. Governor Ridge repeatedly has said that
government does not have any money of its own, that every dollar it spends and every resource it
manages belongs to decent, honest and hard-working Pennsylvanians. This philosophy, that
money belongs to the taxpayers, and that people, not government, know better how to spend their
hard-earned money, is reflected in the Administration’s tax reduction efforts which have resulted in
substantial tax cuts for both businesses and/or individuals in each of the past six budgets.
Business and individual tax reductions, coupled with comprehensive reform of the workers’
compensation system, competition initiatives like electricity and gas deregulation, and reforms to
the State regulatory process have allowed the Commonwealth to make significant progress toward
creating economic opportunity, family sustaining jobs and a positive business climate.

This Administration recognizes that government cannot be all things to all people. What
government can do for individuals is limited, but there is no limit to what individuals can do for
themselves. Therefore, the appropriate role of government is to provide individuals the opportunity
for, and remove the barriers to, individual achievement. Complementary to this is the concept of
partnerships between government and businesses, service providers, individuals and
communities. Given the opportunity, businesses, service providers, individuals and community
organizations can serve admirably in finding their own solutions to problems and creating their own
opportunities. Government, in turn, is most effective when called upon to respond by its citizens. In
some cases, government can be the catalyst to finding solutions; in others, government must
simply remove itself as an obstacle. This Administration will continue to look beyond its statutory
duties and program responsibilities for ways to use the resources and energies of State
Government to foster and mobilize non-governmental efforts to address and meet challenges and
create opportunities.

Emerging and existing technologies provide greater opportunities for government to work
more effectively and efficiently. This Administration’s vision is to create an integrated and agile
organization using information technology to deliver innovative and timely solutions, and seamless
and responsive services. By utilizing innovative management techniques to improve customer
service and increase efficiency in the workplace, this Administration has been able to control State
spending and personnel complement levels while improving governmental service levels. This has
allowed the Administration to focus on achieving its mission and goals while being responsible
stewards of Commonwealth resources and taxpayers’ money. Through strategic partnerships and
investments, the Commonwealth can continue to maximize customer services, achieve cost
savings and position itself to proactively embrace progress and change.

The Administration’s efforts to keep long-term debt issuance within levels that are affordable
in the future and its success in improving the Commonwealth’s financial position led to, in 1997,
the first increase in the bond rating in 11 years. Since that first rating increase, all of the other
major Commonwealth’s municipal bond rating firms have raised their ratings on the
Commonwealth’s bonds. For the first time in nearly 30 years, the Commonwealth’s bond ratings
from all the major bond rating firms are in the double-A category of ratings.

Through conservative and disciplined fiscal management, the Commonwealth has ended
each of the past six years with a budget surplus. A total of 15 percent of the annual General Fund
budget surplus is earmarked for deposit into the Rainy Day Fund, a reserve fund which can be
accessed to stabilize the Commonwealth budget during severe economic downturns. Between
1994-95 and 2001-02, the balance in the Rainy Day Fund will increase by over $1.2 billion from
$66.3 million to nearly $1.3 billion.

Over the past six years, the Administration has made significant progress in achieving its
mission and goals. Commonwealth budgets and programs have reflected the vision of this
Administration and have provided real and productive change for State Government and its
citizens. Key to the successes to date and vital to future achievements is the Administration’s
desire to continually improve efforts to serve the needs of our customers, the citizens and
taxpayers of Pennsylvania.
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The reader is referred to the 2001-02 Program Policy Direction and Budget Themes portion of
the Overview and Summaries Section for a discussion of the budget direction given agencies and
for a summary of Program Revision Recommendations included in the 2001-02 Governor’s
Executive Budget. The reader is also referred to the 2001-02 Budget in Brief, a separate booklet,
for summary information on the Governor's Executive Budget, including recommended tax
reduction proposals for individuals and business and recommended program changes and funding
amounts in pursuit of the Administration’s mission and goals for the Commonwealth.

ECONOMIC OUTLOOK

The economic assumptions used to produce many of the tax revenue estimates in this
budget were obtained from WEFA, Inc., Eddystone, Pennsylvania, a private economic forecasting
and consulting firm. Projections from WEFA's national baseline forecast were used for the revised
2000-01 estimates and estimates for the budget year and other future fiscal years in this
document. WEFA'’s baseline scenario represents the economic forecast that, in WEFA's opinion, is
the forecast most likely to occur. Economic forecast scenarios available from WEFA other than the
baseline forecast are described by WEFA as low-growth, high-growth, and recession.

Recent Trends

An economy that has produced the longest U.S. economic expansion and an astounding
performance of high growth and low inflation for the three years ending in 1999, now is slowing
decidedly. For calendar year 2000, gross domestic product adjusted for inflation expanded at the
remarkable annual rate of 6.1 percent through the second quarter. Monetary policy, directed by the
Federal Reserve Board through six interest rate increases, has sought to slow the rapid growth
and avoid rising inflation. Chart 1 displays recent actual annual growth rates for inflation adjusted
gross domestic product. Historically, the levels of growth achieved during the years through 1999
are exceptional for a period late in the typical economic recovery cycle. The almost universal
expectation for slower economic growth frequently anticipated throughout this period of strong
growth, appeared quickly in the second half of 2000. The most recent estimate for growth during
the third quarter of calendar year 2000 was 2.4 percent, a reduction of more than half from growth
during the first six months of the year. Compared to growth in the most recent years, this
represents a swift and dramatic slowing by the national economy.

Most recent economic indicators portray an economy that continues to slow. Besides the
actions taken by the Federal Reserve Board to restrain economic growth, a jump in energy prices,
especially oil and natural gas in response to high demand and tightened supply, has siphoned
spending power from consumer’s pockets, raised business production costs, and contributed to a
softening of consumer confidence. Also, at the same time, the stock market began to experience
declining equity prices. No bnger are wealth and incomes growing by means of a rise in stock
market prices. Once stock
prices stopped rising and

began to trend downward, Chart 1

consumers and businesses REAL GROSS DOMESTIC PRODUCT
reacted by cutting back their Annual Growth

spending. At the same time, 6%

banks and the bond market
have become more selective in

who is able to borrow capital. 4%

The U.S. economy has entered 39 -

a transition period toward

slower economic growth, likely 2% A

ending a highly unusual time of 106 -

strong economic growth, low

inflation and overall good 0% - ; ; ; ; ;

times. How this transition 1997 1998 1999 2000 2001 2002
proceeds is a significant Projected
unknown for the next several

guarters. As a result, forecasts for a wide range of economic outlooks have been promoted by
various organizations, from those where the economy takes a short respite from growth, to
forecasts that include a severe recession.

5%
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Forecast Outlook

The U.S. economy for the balance of the 2000-01 fiscal year is expected to maintain real
growth at an annualized rate of 3.4 percent. The slowing in the economy that has occurred during
the second half of 2000 is not expected to result in a recession. The economy’s shift to a lower
rate of growth has appeared so dramatic, in part, because it has followed an exceptionally long
period of continuous economic gains capped by four consecutive strong years with low inflation.
Chart 1 displays the actual and forecast annual growth rate for real GDP for the years 1997
through 2002.

. Table 1

Baseline Forecast US Economic Indicators
The WEFA baseline forecast Annual Percentage Growth

al_wticipates that consumers and business Indicator 1999 2000p 2001p _2002p
ywll be spending less freely than they have Nominal GDP 58 74 54 50
in recent years. Table 1 presents actual
and WEFA forecast date for several | RealCDP 42 %2 32 35
national economic indicators. Large Real Personal 53 53 3.2 2.9
investments by consumers such as for Consumption
housing and spending on motor vehicles Corporate Profits 104 139 0.9 4.3
have been trimmed during the second half (After Tax)
of 2000. Business spending on capital Unemployment Rate 4.2 41 4.4 45
goods will also be slower as lower sales (Rate)
volume and rising inventory trims profit and CPI 292 34 27 25
its growth. Busmess capital spendlr_ng will Federal Funds (Rate) 5.0 6.2 6.5 6.4
also be restrained by more stringent
lending standards by banks and a volatile p=projected
and weak stock market that will impact the

ability of business to raise new equity capital.

The perils of the

Chart 2 stock market are also

PERSONAL CONSUMPTION EXPENDITURES expected to affect consumer
Annual Average Growth spending. With the stock

6.0% market, as measured by the

— — Wilshire 5000 Index, down 20
— percent since September
4.0% 2000, the stimulus to
— consumer spending that was
provided by its prior rise has
2.0% likely been played out. The
recent downward spike in
consumer confidence is likely

5.0%

3.0% A

1.0% A

0.0% f f f f f a response, in part, to the
1997 1998 1999 2000 2001_ 2002 stock market's change in
Projected direction. Chart 2 displays the

sharp reduction expected for
consumer spending on consumption items over the next two years. From recent year’s levels of
5.3 percent annual increases, spending is expected to achieve annual growth in the area of three
percent. One large component of this decline will come from sales of motor vehicles. Sales of
automobiles and light trucks in 2001 are projected to decline by almost 10 percent from sales in
2000. Despite these lowered expectations for consumer and business spending, the pace of
economic activity forecast, from the perspective of usual rates experienced over a full economic
cycle, can be considered modest and reasonable.

Relative weakness in consumer and business spending is expected to ease some of the
tightness in the labor markets. The number of weekly hours worked has declined recently and will
cause employment growth to slow. Slower hiring will push unemployment compensation claims
higher and force an increase in the unemployment rate. Those trends will filter through the
economy and hold down income growth. The consequence of this loss of income could be a
further slowdown for consumer spending.
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Fortunately, the Federal Reserve Board and the Federal Government have a deep
capacity to prevent the current economic slowdown from turning into a recession. The Federal
Reserve Board has already reversed one-half percentage point of their previous interest rate
increases. The persistent lack of significant inflation provides the Board with considerable
maneuvering room in which to make additional interest rate cuts. Action to further stimulate the
economy in the coming months is highly likely. Additionally, the current Federal Government
surplus provides considerable available fuel for fiscal stimulus to the economy through tax cuts.

Pennsylvania Outlook

The softening in the national economy has ended the recent period of growth in the
number of jobs in Pennsylvania. Since March 2000, the number of non-agricultural jobs has
retreated from its record level of that month. Softness in the retail trade, construction and
manufacturing industries in the State are largely responsible for lack of current employment
growth. The strongest areas of the Commonwealth’s economy are in the financial services,
business services and transportation industries. The Commonwealth’s unemployment rate,
however, has remained low and remains very close to the national rate.

Over the long-term, service oriented industries will be the major source of new jobs.
Increasingly, Pennsylvania is becoming a service-producing economy, shifting from its previous
dependence on manufacturing for employment and growth. High technology industries are also
expected to contribute significantly to employment growth in the coming years. Although these
high-tech industries and new employers will provide new employment opportunities in
Pennsylvania, manufacturing employment within the State will not be growing. Industries such as
primary metals, industrial machinery, electronic equipment and apparel that supply many jobs to
Pennsylvanians, are facing intense import competition in the face of weaker global demand. The
result will be very little job expansion in these industries.

The short-term outlook for Pennsylvania’s economy remains heavily dependent on trends
in the national economy. Economic growth in Pennsylvania has a high correlation with that of the
U.S. economy. It is estimated that 95 percent of Pennsylvania’s employment growth is associated
with U.S. employment changes.

Historically, Pennsylvania has had above-average business costs. When compared to its
competitors for business and jobs, Pennsylvania is shown to present a higher level of costs to
business than many competitor states, especially for energy costs. The deregulation of the electric
generation industry in Pennsylvania is intended to increase competition in this industry and gain
economies of scale from some consolidation in the industry. The result is lower energy rates that,
together with recent State
business tax cuts, bring

Chart 3
Pennsylvania’s business costs
PA AND US UNEMPLOYMENT RATE close to average. Due to
5.50% fundamental differences in its
approach to the deregulation of
5.00% ~\_ the electric utility industry,

Pennsylvania does not expect
to experience electric power
supply shortages as have
3.50% recently occurred in California.
An improved competitive
position for new and retained
2.50% - — jobs will be created by these
2 00% efforts.
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Projected
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Despite the difficulties in

its heavy industry and its Chart 4
competitive position, PA REAL PERSONAL INCOME
Pennsylvania has been able to Annual Percent Growth

maintain a jobless rate on par
with that of the nation. Chart 3 4%

displays actual and forecast 4%

unemployment rates for 3%

Pennsylvania and the U.S. 304 |

through 2002. While the near- 2% -

term outlook for Pennsylvania 204 -

and the U.S. is for continued, 19 |

though slower, economic growth, 19 |

this projection shows a modest 0% A , , , , ,

rise in the unemployment rate 1997 1998 1999 2000 2001 2002
both in the nation and in Projected

Pennsylvania. The projection for

Pennsylvania’s unemployment rate to be below that of the nation in 2000 and 2001 is more the
effect on the rate of expected slow growth in the Commonwealth’'s labor force than a larger
expansion of employment compared to the nation. The effect of the slowing economy forecast for
the nation and the State is also shown in changes in personal income. Chart 4 plots actual and
forecast personal income annual growth for Pennsylvania the years 1997 through 2002.

SUMMARY OF MAJOR OPERATING FUNDS

The total 2001-02 operating budget for the Commonwealth is $42.6 billion. It includes
$20.8 billion in the General Fund, $2 billion in the Motor License Fund, $12.8 billion in Federal
funds and $5.3 billion in fees and other special funds revenues.

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 97 percent of annual General Fund
revenue. Three taxes account for the majority of General Fund tax revenue. The corporate net
income, the sales and use, and the personal income taxes together provide approximately 80
percent of annual General Fund revenue. For non-tax revenue, the largest single source is interest
earnings on invested fund balances. Another important source of non-tax revenue is the statutory
transfer of amounts from special funds of the Commonwealth. The largest of these is the transfer
from the State (Liquor) Stores Fund.

Recent Revenue Trends: For the five fiscal years ending with 1999-00, total General
Fund revenue grew by 24.0 percent, an annual rate of 5.5 percent. The rate of growth for revenue
during the period understates the actual growth in the tax base due to the enactment of several tax
rate and tax base changes that reduced receipts. The fastest growing major tax revenue sources
during this period were the realty transfer tax, the inheritance tax, the personal income tax, the
sales and use tax, and the capital stock and franchise tax. All had five-year increases of over 20
percent. Revenue from several tax sources declined over the period. Receipts from the public
utility realty tax, the gross receipts tax and the cigarette tax fell. The decline of public utility realty
tax receipts was a consequence of the beginning of competition in the electric generating industry
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in Pennsylvania. Non-tax revenue sources during this period increased by over 22.9 percent,
slightly smaller than the 24.0 percent increase in tax revenue. Miscellaneous receipts, led by
interest earnings on General Fund investments, rose 22.0 percent during the period. Generally,
larger available cash balances due to improved financial performance were responsible for the
increase in interest earnings.

Receipts from the personal income tax in recent fiscal years have been helped by a
growing Pennsylvania economy. Personal income tax collections over the past four completed
fiscal years have averaged 7.1 percent annual growth and have exceeded each year’s estimate.
The unanticipated strength of receipts from the personal income tax continues in the current fiscal
year. Current fiscal year estimates have been increased $202.4 million, raising the anticipated
growth rate for the fiscal year to 7.0 percent from a 1.9 percent growth projected at the time of the
adoption of the budget. For 2001-02 the personal income tax growth is anticipated to rise 4.8
percent. Estimates for the personal income tax are developed from a regression equation that
uses forecasts of national wages, salaries, interest, dividends and rents.

The sales and use tax is levied on property and services used by consumers and by
businesses. Recently, annual growth rates for this tax have varied significantly from a high of 7.9
percent in 1994-95 to a low of 1.9 percent in 1997-98. A large category of taxable property is
motor vehicles. The growth rate for the motor vehicle component of the tax varied over an even
larger range that included a 0.6 percent decline in 1995-96. Economic patterns for consumer
purchases are a significant determinant of sales and use tax receipts. For 2000-01 through
December, sales and use tax receipts are slightly below estimate. Sales tax receipts from motor
vehicle sales transactions are 1.9 percent over-estimate while receipts from non-motor vehicle
sales transactions are 1.1 percent below their estimates. Anticipating smaller tax receipts than
anticipated due to a slowing of consumer and business spending in the remaining portion of the
fiscal year, the estimate for sales tax receipts has been lowered from 4.4 percent growth to 3.4
percent. For 2001-02, the expectation for modest gains in consumption spending is estimated to
produce a growth rate of 3.7 percent. Estimates for the sales and use tax are developed from a
regression equation that uses forecasts of national consumer expenditures on durable goods,
national consumption on new and used motor vehicles and the Pennsylvania unemployment rate.

The largest single General Fund tax on business is the corporate net income tax. The
robust gains in corporate profits during the middle portion of the 1990’s allowed 1999-00 receipts
from the corporate net income tax to exceed the amount of receipts in 1992-93, despite enacted
reductions in the tax rate from 12.25 percent in 1993 to the current rate of 9.99 percent. 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 variations 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.
Receipts for 2000-01 are projected to increase by 0.4 percent over receipts in the prior fiscal year.
Current fiscal year-to-date receipts are below the official estimate by 16.7 percent. Most of this
shortfall in receipts occurred in the month of December. The estimate for 2000-01 has been raised
by $80.1 million. Receipts for 2001-02 are estimated to increase minimally by 0.6 percent.
Expected softness in corporate profits is anticipated to restrain receipts from the tax. Estimates for
the corporate net income tax are developed from a regression equation that uses forecasts of
national before-tax corporate profits.

Proposed Tax Reductions: The Governor's proposed 2001-02 budget includes tax reductions
totaling $44.6 million for the fiscal year. The components of the proposed tax changes are:

- Expansion of Tax Forgiveness — The eligibility income limit for each dependent to qualify
for full tax forgiveness under the special tax provisions is proposed to be increased from
$7,500 to $8,500, effective January 1, 2001. A qualifying family of four with two claimants
and two dependents will owe no tax on taxable income up to $30,000. The estimated 2001-
02 cost is $17.8 million.

- Personal Computer Plus Sales Tax Holiday — The 2000-01 sales tax holiday for qualifying
purchases of personal computers and connected equipment is proposed to be continued
and expanded to include personal computer peripherals purchased separately from a
personal computer and for internet access devices. Purchases by individuals for non-
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business use will be exempt from the sales and use tax if purchased during the designated
time periods. The estimated 2001-02 cost is $10.7 million.

- Repeal of Nuisance Taxes — Three minor taxes whose revenues constitute less than one-
one hundredths of a percent of General Fund revenue are proposed to be repealed. A
$0.50 tax on the issuance of a marriage license and the writ tax imposed on documents
filed with a county will be repealed effective July 1, 2001. The 1 percent gross receipts tax
levied on private bankers is proposed to be repealed effective January 1, 2001. The total
estimated 2001-02 cost is $1.6 million for all three taxes.

- Increase Job Creation Tax Credits — The total amount of tax credits that may be awarded
in a fiscal year will be increased by $2.5 million to $22.5 million.

- Education Tax Credits — Business firms making qualified donations for qualified
educational purposes may apply to receive tax credits under the Neighborhood Assistance
Tax Credit Program. An annual cap on the amount of such credits to be awarded is $15
million. The total annual cap on neighborhood assistance tax credits is proposed to be
increased by $12 million to $30 million, effective July 1, 2001.

Expenditures

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

The total General Fund budget proposed for 2001-02 is $20.8 billion, an increase of $793
million or 4 percent. Major program expenditures occur in the area of State correctional
institutions, economic development, education, and public health and welfare.

State Correctional Institutions: The 2001-02 budget recommends $1.2 billion, a 4.2
percent increase for the State correctional institutions. This area has shown a constant upward
trend in cost in recent years. From 1994-95 to 2001-02, total costs have grown from $721 million
to $1.2 billion, an increase of 66 percent. This is due to the continuing rise in inmate population in
the State correctional institutions which has grown from 28,302 inmates in 1994-95 to an
estimated 36,999 inmates in 2001-02, an increase of 8,697 or 31 percent in seven years.

Basic Education: The financial responsibility for public education in Pennsylvania is
shared by the Commonwealth and 501 local school districts. Funds provided by the
Commonwealth supplement the funds raised locally. State aid to local school districts is provided
through various school subsidy payments for basic instruction, vocational education, debt service,
pupil transportation, employee retirement programs including social security and various special
education programs.

The largest such subsidy is the Basic Education Funding subsidy, which provides 59
percent of all Commonwealth aid to local schools in 2000-01. The Governor’'s 2001-02 Executive
Budget proposes over $3.9 billion for Basic Education Funding. This is an increase of $151.7
million or 4 percent.

The proposed budget for 2001-02, detailed in the Department of Education presentation in
Section E, includes over $6.4 billion in direct support of public schools, an increase of 3.7 percent.

Higher Education: Higher education in Pennsylvania is provided through 239 degree-
granting institutions which include the fourteen universities of the State System of Higher
Education (SSHE), four State-related universities, community colleges and various other
independent institutions. The recommended budget for 2001-02 proposes nearly $1.9 billion for
higher education, including $8.2 million for the third year of the SciTech and Technology
Scholarships Grant Program.

Public Health and Welfare. The Commonwealth provides temporary 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 2000-01, the total public
health and human services expenditures from all sources is $17.8 billion. For 2001-02, $18.5
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billion has been proposed for these programs, an increase of 4.0 percent. In 2001-02, the amount
from the General Fund will be $7.1 billion which is an increase of $240 million or 3.5 percent.

The Medical Assistance Program is the largest component of the public health and welfare
expenditures. It continues to grow but at a slower rate. This reduction is a result of the
implementation of policies and initiatives during this Administration designed to restrain costs and
limit eligibility. Expenditures increased during the period from 1989-90 through 1999-00 by an
annual average rate of 22.1 percent. The rate of growth from 1994-95 to 2001-02 is only 8.2
percent. The 2000-01 General Fund amount available is $ 3.36 billion and the 2001-02 budget
proposes appropriations totaling $3.38 billion. The increase for 2001-02 reflects normal inflationary
increases for the fee-for-service programs and long-term nursing home care. The managed care
appropriation reflects the higher rate increases experienced in the health care market.

Income maintenance, including cash assistance payments to families in transition to
independence and self-sufficiency totaled $ 1.91 billion from all sources for 2000-01. The 2001-02
budget proposes a total budget of $ 1.95 billion. The Commonwealth’s General Fund appropriation
is reduced from $ 826 million to $ 802 million. The budget provides a total of $393 million for child
care services. This represents an increase of 100 percent since 1994-95. The waiting list for
service for low-income families has been eliminated and the number of children served from
low-income families increased by 215 percent.

The 2001-02 budget continues the policy of supporting independence for people with
mental retardation and mental health disabilities. In June 1994, the State supported 10,223
institutional beds. By June 2001, that will be reduced to 5,583, a reduction of 45 percent. Over that
period, the community budgets will have grown by $ 828 million in total funds, an increase of 47.6
percent.

These General Fund revenue and expenditure decisions emphasize Governor Ridge’s
ongoing commitment to policies and programs that support public security, improved education,
strengthening the family, increased individual self-sufficiency and economic development.

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 Fund are from motor fuels taxes, vehicle
registration fees, license taxes, operators’ license fees and other 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.

Liquid fuels taxes will provide approximately 54 percent of total Motor License Fund
revenues in 2000-01. Revenue from liquid fuels taxes has increased only slightly over the past
three fiscal years. For the three-year period ending with 1999-00, liquid fuels tax revenues
increased at an annual average of 1.5 percent. The budget for 2001-02 projects a 0.9 percent
increase.

Licenses and fee revenues represent the other major source of revenues for the Motor
License Fund. Annual growth of receipts from these sources is small. For the three-year period
ending with 1999-00, license and fee revenues increased at an annual average of 7.2 percent.
This large increase is due to increased registration fees for various vehicles effective in 1997 and
1998. For 2001-02, a 0.3 percent increase is projected.

For the fourth year in a row, the budget for 2001-02 recommends over a billion dollars for
highway maintenance. More importantly, revenue enhancements have permitted a shift in highway
maintenance from the least costly and least effective “oil and chip” patch repairs to more
substantial and desirable resurfacing and reconstruction methods. At the same time, the additional
revenues have allowed more miles of roads to be repaired and safety enhancements to be made
in all of the Commonwealth’s counties.
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In addition to the above, improvements continue to be made in customer services at the
Department of Transportation. The issuing of licenses and registrations continues to be
decentralized, making it easier for the citizens of the Commonwealth to use these services. In
addition, the time needed to issue licenses and registrations continues to be reduced.

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.

Environmental Stewardship Fund

The Environmental Stewardship Fund is a special fund of the Commonwealth, created in
December 1999 by Act 68 of 1999, the Environmental Stewardship and Watershed Protection Act.
This is the primary source of funding for the broad “Growing Greener” initiative that addresses
environmental issues such as farmland preservation, open space protection, maintenance in State
parks, abandoned mine reclamation, watershed protection and restoration, recreational trails, local
parks, land use planning, and local drinking water and sewer systems.

This fund is composed of monies received from the General Fund, the Hazardous Sites
Cleanup Fund and the Recycling Fund, plus landfill fees and interest earnings. In 2000-01, this
fund will receive $100 million from the General Fund. It is the intent of Act 68 that this fund
receives an annual appropriation of $100 million from the General Fund for the next three fiscal
years. In addition, the intent of Act 68 is that the fund receives a combined maximum total of $30
million annually for five fiscal years, beginning in 1999-00, from the Hazardous Sites Cleanup
Fund and the Recycling Fund. The fund also receives 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 68
continues this fee until 2004.

The Commonwealth agencies involved with the “Growing Greener” programs are the
Department of Conservation and Natural Resources, the Department of Environmental Protection,
the Department of Agriculture, and the Infrastructure Investment Authority. Implementation of all
programs began in 1999-00. For additional details, please see the Environmental Stewardship
Fund in Section C.

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 property tax and rent assistance, community care programs, mass transit fare
subsidies, and assistance in the purchase of pharmaceuticals.

The Pennsylvania State Lottery has reached a state of maturity where significant growth in
sales cannot be expected. Participation in the online games has been decreasing. Only when
there are unusually large jackpots of several million dollars in the online games do ticket sales
spurt higher. This decrease is partially offset by the increased sales of popular Instant Game
tickets, where games are changed often. To counter the trend of slipping revenues, retail points of
sale will be increased with the goal of maintaining and eventually increasing the level of ticket
sales.

The total costs of programs funded through the Lottery Fund continue to increase, a total
of 41.9 percent compared to 1994-95. The largest program in the Lottery Fund is the
Pharmaceutical Assistance Contract for the Elderly (PACE) Program. This program provides
pharmaceutical benefits to qualified older Pennsylvanians who face a growing burden from the
cost of drugs required to maintain healthy, productive lives. For 2001-02, $359 million will provide
pharmaceutical assistance to 232,500 older Pennsylvanians. This is a $142 million (65.4 percent)
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increase compared to 1994-95. The second largest program in the Lottery Fund is the
PENNCARE appropriation that provides in-home and community-based services to older
Pennsylvanians to enrich their lives and enable them to delay or avoid institutionalization. For
2001-02, $203 million is provided for the PENNCARE Program. This is a $44.9 million (28.4
percent) increase compared to 1994-95. Combined, these programs account for approximately 68
percent of total Lottery Fund program expenditures. There are two primary factors in the rising
costs of programs: the increasing number of eligible older Pennsylvanians; and the rapidly rising
costs and utilization of pharmaceuticals. There is a continual search for ways to control costs.

Tobacco Settlement Fund

On December 17, 1999, Pennsylvania finalized its contractual agreement with the five
major tobacco companies under a Master Settlement Agreement (MSA). The MSA provides a
perpetual reimbursement to states for the costs incurred as a result of tobacco use.
Pennsylvania’s share of the MSA funds for the first 25 years of the agreement is in excess of $12
billion, with annual payments ranging between $322 million and $589 million from 1999 to 2025.

The Tobacco Settlement Fund is the proposed special revenue fund that will receive the
proceeds from the MSA for the Commonwealth. Pending legislative approval, it will provide
funding for proposed programs such as health care insurance for the uninsured, home and
community-based care, tobacco use prevention, cessation, broad-based health research, venture
capital, biotechnology research centers and uncompensated care.

The fund will also maintain a proposed 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 end. The initial payment from the
MSA will be deposited into this endowment. Similarly, five percent of the annual payment from the
MSA will be deposited here.

For more information on the Master Settlement Agreement and the Governor’s proposed
program, see the separate presentation in this section entitled Health Investment Plan.

Rainy Day Fund

The Tax Stabilization Reserve Fund, commonly referred to as the Rainy Day Fund, was
created by Act 32 of 1985 to promote greater continuity and predictability in the funding of vital
government services. It also minimizes the need to increase taxes to balance the
Commonwealth's budget during periods of economic distress. Revenue is provided through an
annual transfer of 15 percent of the General Fund's fiscal year ending surplus and other
nonrecurring transfers from the General Fund surplus and other funds as approved by the General
Assembly. Appropriations out of the fund require approval by two-thirds of the members of each
House of the General Assembly.

The Rainy Day Fund balance is projected to be nearly $1.3 billion after the 2001-02
transfer is completed. The Rainy Day Fund balance will then represent 6.0 percent of General
Fund revenues.

Rainy Day Fund Rainy Day Fund Balance as Percentage
Ending Cash Balance of General Fund Revenue
hufllions
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During this Administration, the balance in the Rainy Day Fund has increased nearly
twenty-fold and now exceeds the three percent of General Fund revenues goal established in the
original legislation in 1985. It also exceeds the five percent reserve that the bond rating agencies
have indicated to the Commonwealth that they view favorably.

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 major objective of
this Administration has been to maximize the use of current complement levels and, where
possible, to reduce the number of positions through improved efficiency and the use of technology.

Pennsylvania has been very successful in achieving this goal. The total authorized FTE
salaried complement has been declining since the Administration took office, from 86,854 in
January 1995 to a proposed level of 85,717 by June 30, 2002, a decrease of 1,137 positions. This
overall decline in FTE salaried complement has been achieved during a period of significant
growth in staff for the State correctional institutions, the probation and parole system and the State
Police. From January 1995 to June 2002 it is anticipated that the FTE salaried complement for the
Department of Corrections will grow from 10,768 to 15,067, an increase of 4,299 or 40 percent, the
Board of Probation and Parole will grow from 666 to 1,033, an increase of 367 or 55 percent, and
the State Police will grow from 5,336 to 5,792, an increase of 456 or 9 percent. This is the result, in
part, of the Governor’s priority to strengthen public safety and law enforcement.

Authorized Salaried Complement

22,400 75,000

20,000

70,000 —

17 500

55,000 —

12,500

50,000 —

Jan. 1925 June 2002 Jan. 1985 June 2002
Corrections, All Other Agencies
Board of Probation and Parole,
State Police

This budget proposes a net increase of 225 positions. Excluding new public safety and law
enforcement positions necessary for the State correctional institutions, the probation and parole
system and the State Police, the complement decreases by 164 positions.
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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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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 1999-00 actual year, 2000-01 available year, 2001-02
budget year and future year estimates. Additional information on revenues and expenditures is
detailed in subsequent tables and in Section C of this budget.

General Fund

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance®......................... $ 447536 $ 610,536 $ 312,769
REVENUES. .....cooveviirieieieieieisiseens $20,256,727 $20,680,700 $21,441,300 $22,256,400 $22,977,200 $ 23,748,100 $ 24,402,900
AUSIMENtS®. ..o -690,684  -1,031,000 -976,640 -1,071,040 -1,153,540 -1,243,340 -1,340,140
Funds Available...........c.c.ccceoevueunnn. $20,013,579 $20,260,236 $20,777,429 $21,185,360 $ 21,823,660 $ 22,504,760 $ 23,062,760
EXPENditures........c.cccevevevereeceennans 19,295,301  -19,892,272  -20,772,314  -21,181,895 -21,816,494 -22,376,284  -23,010,506
Closing Balance............ccoceuevvanan. $ 718278 $ 367,964 $ 5115 $ 3,465 $ 7,166 $ 128,476 $ 52,254
Less Transfer to Tax Stabilization

Reserve Fund........c.cccooveuevennnnn. -107,742 -55,195 -767 -520 -1,075 -19,271 -7,838
Ending Balance®...........ccccovvvrvrirenns $ 610536 $ 312,769 $ 4348 $ 2,945 $ 6,091 $ 109,205 $ 44,416

aEnding balance not carried forward after 2001-02.

b " __—
Includes net revenue accruals, refunds, lapses and adjustments to beginning balances.
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Seven Year Financial Statements By Fund

Motor License Fund?

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 89,454 $ 112,136 $ 95,220 $ 7,751 $ 8,475 $ 7,566 $ 6,438
ReCeipts.....ccuveieeiiiiiieee e 1,988,170 1,977,740 1,971,980 1,982,450 1,998,000 2,007,430 2,015,620
Funds Available..............c.ccocueee. $ 2,077,624 $ 2,089,876 $ 2,067,200 $ 1,990,201 $ 2,006,475 $ 2,014,996 $ 2,022,058
Less Expenditures............ccoeeenn. -1,965,488 -1,994,656 -2,059,449 -1,981,726 -1,998,909 -2,008,558 -2,015,111
Ending Balance...........c.cccoecvueeeenn. $ 112,136 $ 95,220 $ 7,751 $ 8,475 $ 7,566 $ 6,438 $ 6,947
Banking Department Fund
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 11,466 $ 15,061 $ 17,106 $ 18,049 $ 21,072 $ 24,168 $ 27,333
RECEIPLS.....ovviviiieiiiiieiiee e 12,665 12,583 13,089 13,371 13,650 13,929 14,227
Funds Available..............ccccoeenee. $ 24,131 $ 27,644 $ 30,195 $ 31,420 $ 34,722 $ 38,097 $ 41,560
Less Expenditures........................ -9,070 -10,538 -12,146 -10,348 -10,554 -10,764 -10,979
Ending Balance.............ccccocueeenen. $ 15,061 $ 17,106 $ 18,049 $ 21,072 $ 24,168 $ 27,333 $ 30,581
Boat Fund
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 7,993 $ 8,929 $ 8,156 $ 6,868 $ 5473 $ 3,970 $ 2,351
ReCeipts.....ccuveieeiiiiiieee e 11,647 9,895 9,972 9,877 9,952 10,021 10,082
Funds Available..............c.ccocueee. $ 19,640 $ 18,824 $ 18,128 $ 16,745 $ 15,425 $ 13,991 $ 12,433
Less Expenditures............ccceeenne -10,711 -10,668 -11,260 -11,272 -11,455 -11,640 -11,828
Ending Balance...........cccccoecuueeeenn. $ 8,929 $ 8,156 $ 6,868 $ 5473 $ 3,970 $ 2,351 $ 605

# Excludes restricted revenue.
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Seven Year Financial Statements By Fund

Environmental Stewardship Fund®

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 0 $ -1,165 $ 1853 $ 0 $ 0 $ 0 $ 0
RecCeipts.....cccuvvieiiieiieie e 84,804 137,000 137,000 137,000 137,000 0 0
Funds Available..............c.ccocueeee. $ 84,804 $ 135,835 $ 138,853 $ 137,000 $ 137,000 $ 0 $ 0
Less Expenditures............ccoeeeenne -85,969 -133,982 -138,853 -137,000 -137,000 0 0
Ending Balance..........c.cccccceveennn. $ -1,165 $ 1853 $ 0 $ 0 $ 0 $ 0 $ 0

Farm Products Show Fund

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 2579 $ 1,951 $ 1,071 $ 151 $ 86 $ 21 % 56
ReECEIPLS.....oeviviiieiiiiieiieieeee 4,900 4,950 4,940 4,940 4,940 4,940 4,940
Funds Available..............ccccoeenee. $ 7479 $ 6,901 $ 6,011 $ 5091 $ 5026 $ 4961 $ 4,996
Less Expenditures...........ccceeenneee. -5,528 -5,830 -5,860 -5,005 -5,005 -4,905 -4,905
Ending Balance............cccccocueeenee. $ 1,951 $ 1,071 $ 151 $ 86 $ 21 $ 56 $ 91
Fish Fund
(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 13,632 $ 14,503 $ 10,650 $ 5421 $ 915 $ -3,909 $ -9,102
RecCeipts.....cccuvvieiiieiieie e 41,602 40,531 40,184 40,055 40,514 40,927 41,318
Funds Available..............c.ccocueeee. $ 55,234 $ 55,034 $ 50,834 $ 45,476 $ 41,429 $ 37,018 $ 32,216
Less Expenditures............ccoeeeenn. -40,731 -44,384 -45,413 -44,561 -45,338 -46,120 -46,913
Ending Balance...........c.cccoecuueeeenn. $ 14,503 $ 10,650 $ 5421 $ 915 $ -3,909 $ -9,102 $ -14,697

# Excludes restricted revenue.
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Game Fund
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 20,307 $ 25,126 $ 24,188 $ 24,171 $ 23,222 $ 21,323 $ 18,455
ReECEIPLS.....oeviviiieiiiiieiieeeieee 60,970 56,306 57,833 57,833 57,833 57,833 57,833
Funds Available............c.ccccoeenee. $ 81,277 $ 81,432 $ 82,021 $ 82,004 $ 81,055 $ 79,156 $ 76,288
Less Expenditures....................... -56,151 -57,244 -57,850 -58,782 -59,732 -60,701 -61,690
Ending Balance.............ccccocueeenen. $ 25,126 $ 24,188 $ 24,171 $ 23,222 $ 21,323 $ 18,455 $ 14,598
Keystone Recreation, Park and Conservation Fund
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 72,011 $ 80,754 $ 47,779 % 49,018 $ 51,030 $ 53,227 $ 55,444
ReCeipts......cuvvieieieiiieee e 83,119 84,825 52,160 54,485 57,025 59,589 62,089
Funds Available..............c.ccocueee. $ 155,130 $ 165,579 $ 99,939 $ 103,503 $ 108,055 $ 112,816 $ 117,533
Less Expenditures............ccoeeeenn. -74,376 -117,800 -50,921 -52,473 -54,828 -57,372 -59,928
Ending Balance...........c.cccoevueeeenn. $ 80,754 $ 47,779 $ 49,018 $ 51,030 $ 53,227 $ 55,444 $ 57,605
Lottery Fund
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 112,828 $ 200,965 $ 210,348 $ 152,420 $ 38,445 $ -187,704 $ -493,117
Add Reserve From Prior Year...... 190,000 190,000 160,000 100,000 28,000 5,000 0
ReECEIPLS.....oeviiiiieiiiieeiieec e 942,709 925,648 933,019 937,342 938,977 949,085 962,888
Funds Available..............ccccoeenen. $ 1245537 $ 1,316,613 $ 1,303,367 $ 1,189,762 $ 1,005,422 $ 766,381 $ 469,771
Less Expenditures...........ccceeenneee. -854,572 -946,265 -1,050,947 -1,123,317 -1,188,126 -1,259,498 -1,338,395
Less Reserve for Current Year..... -190,000 -160,000 -100,000 -28,000 -5,000 0 0
Ending Balance............cccccocueeenen. $ 200,965 $ 210,348 $ 152,420 $ 38,445 $ -187,704 $ -493,117 $ -868,624
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Milk Marketing Fund

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 1582 $ 1,487 $ 1,344 $ 1,112 $ 830 $ 1,285 $ 1,688
ReECEIPLS.....oeviviiieiiiieeiieee e 2,264 2,289 2,273 2,273 3,061 3,061 3,061
Funds Available............c.ccccoeenee. $ 3,846 $ 3,776 $ 3,617 $ 3,385 $ 3,891 $ 4,346 $ 4,749
Less Expenditures...................... -2,359 -2,432 -2,505 -2,555 -2,606 -2,658 -2,711
Ending Balance.............ccccocueeenen. $ 1,487 $ 1,344 $ 1,112 $ 830 $ 1,285 $ 1,688 $ 2,038
Racing Fund
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 10,332 $ 11,478 $ 10,169 $ 12,023 $ 11,827 $ 11,626 $ 11,421
ReCeipts......cuvvieieieiiieee e 19,832 19,763 21,826 21,826 21,826 21,826 21,826
Funds Available..............c.ccocueee. $ 30,164 $ 31,241 % 31,995 $ 33,849 $ 33,653 $ 33452 % 33,247
Less Expenditures.............c....... -18,686 -21,072 -19,972 -22,022 -22,027 -22,031 -22,035
Ending Balance...........c.cccoevueeeenn. $ 11,478 $ 10,169 $ 12,023 $ 11,827 $ 11,626 $ 11,421 $ 11,212
Tobacco Settlement Fund
(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Beginning Balance....................... $ 0% 306,178 $ 322,071 $ 403,803 $ 407,798 $ 358,292 $ 363,642
ReECEIPLS.....oeviviiieiiiiierieee s 306,178 322,071 403,803 407,798 358,292 363,642 369,074
Funds Available............c.ccccoeenen. $ 306,178 $ 628,249 $ 725,874 $ 811,601 $ 766,090 $ 721,934 $ 732,716
Less Expenditures...........ccceeeneee. 0 -306,178 -322,071 -403,803 -407,798 -358,292 -363,642
Ending Balance............cccccocuveenee. $ 306,178 $ 322,071 $ 403,803 $ 407,798 $ 358,292 $ 363,642 $ 369,074
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Overview and Summaries

Seven Year Department Summary by Fund

The following is a summary by department of 1999-00 actual expenditures, the 2000-01 amounts available, the 2001-02 amounts budgeted
and future year estimates as presented in the 2001-02 Governor's Executive Budget for the General Fund and selected Special Funds.

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Actual Available Budget Estimated Estimated Estimated Estimated

Governor's Office

General FUNG........c.coviiieisces s $ 7,441 $ 7,793 $ 8,027 $ 8,188 $ 8,352 $ 8,519 $ 8,689
Executive Offices

GENETAl FUNG......covvvrrerreseineeeeeneneesesssssssssseessssenssssss s $ 180,710 287,565 $ 317,134 $ 277,404 $ 279,105 $ 280,813 $ 245,158

MOLOT LICENSE FUN..ovrrerrvvvvveererneressssssssseessnneesessssssssesssseees 4,063 4,998 5,445 5,600 5,713 5,827 5,942
Department Total ..........cccccvviiimiiiiiiiiiieceeeeeceeeeee $ 184,773 $ 292,563 $ 322,579 $ 283,004 $ 284,818 $ 286,640 $ 251,100
Lieutenant Governor

General FUNG........c.ovviiicneeeee s $ 1,277 $ 1,377 $ 1,416 $ 1,444 $ 1,473 $ 1,502 $ 1,533
Attorney General

General FUNG........c.ovviiicneeeee s $ 70,175 $ 71,756 $ 73,611 $ 75,080 $ 76,578 $ 78,107 $ 79,666
Auditor General

General FUNG........c.ovveicneeeee s $ 44,422 $ 46,073 $ 47,513 $ 48,454 $ 49,413 $ 49,913 $ 50,912
Treasury

General Fund. $ 656,169 $ 413,503 $ 758,710 $ 802,268 $ 839,292 $ 853,813 $ 863,597

Lottery Fund... 18 100 100 100 100 100 100

Racing Fund 17 10 10 10 10 10 10

MOtOr LICENSE FUND......oovvveerriiirceerieiereseienisessesessinnane 109,452 93,978 73,870 63,214 53,302 35,529 35,179

Game Fund 0 5 5 5 5 5 5

Fish Fund 0 5 5 5 5 5 5

Banking Department FUN..........ccovreeinencrnernineeneieenees 0 5 5 5 5 5 5

Milk Marketing Fund.......... 0 10 10 10 10 10 10

Farm Products Show Fund 0 5 5 5 5 5 5

Boat Fund 0 5 5 5 5 5 5
Department Total ...........euvueiieiiiiiiiiiiiiiiiiieeieeeeeeeeen $ 765,656 $ 507,626 $ 832,725 $ 865,627 $ 892,739 $ 889,487 $ 898,921
Aging

General Fund $ 34,116 $ 36,505 $ 38,701 $ 36,952 $ 37,294 $ 37,641 % 37,996

Lottery Fund.........c.cc..e. . 446,452 482,684 562,121 628,103 685,428 748,900 819,522

Tobacco Settlement FUNG...........cc.oeeivneeneineenenreeeiieeene 0 10,240 33,166 36,220 52,631 46,875 47,185
Department Total ...........eevueiiiiiiiiiiiiiiiiiiiieeieeeeeeeeen $ 480,568 $ 529,429 $ 633,988 $ 701,275 $ 775,353 $ 833,416 $ 904,703
Agriculture

General FUNG........c.oviieeces s $ 198,810 $ 81,363 $ 75,368 $ 72,576 $ 73,349 $ 74,137 $ 74,942

Racing Fund 18,453 20,840 19,734 21,779 21,779 21,778 21,777

Environmental Stewardship Fund. 0 19,828 20,550 20,276 20,276 0 0

Farm Products Show Fund 4,728 5,080 4,855 4,000 4,000 3,900 3,900
Department Total .........cevieeeiiiiiiiiiiieeeeeee e $ 221,991 $ 127,111 $ 120,507 $ 118,631 $ 119,404 $ 99,815 % 100,619
Banking

Banking Department FUNG............cooueemenrmernemeseecnenes $ 8,745 $ 10,191 $ 11,801 $ 9,997 $ 10,197 $ 10,401 $ 10,609
Civil Service Commission

General Fund $ 1% 1% 13 13 1% 1% 1
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Seven Year Department Summary by Fund

(Dollar Amounts in Thousands)
1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Actual Available Budget Estimated Estimated Estimated Estimated

Community and Economic Development
General Fund
Tobacco Settlement Fund

$ 430,299 $ 490,649 $ 376,359 $ 378,025 $ 379,724 $ 355,061 $ 356,832
0 101,378 16,951 21,253 0 0 0

Department Total ..........ccceevviiiiiiiiiiiccecis $ 430,299 $ 592,027 $ 393,310 $ 399,278 $ 379,724 $ 355,061 $ 356,832

Conservation and Natural Resources

General Fund $ 99,755 $ 115,896 $ 109,281 $ 108,673 $ 110,324 $ 112,417 $ 114,551

Environmental Stewardship Fund. . 24,415 32,290 33,464 33,017 33,017 0 0

Motor License FUNG.........c.cooevvevvevnivnernnenes . 1,000 1,000 1,000 1,000 1,000 1,000 1,000

Keystone Recreation, Park and Conservation Fund................. 54,426 89,721 32,973 33,904 35,416 37,067 38,733
Department Total ... $ 179,596 $ 238,907 $ 176,718 $ 176,594 $ 179,757 $ 150,484 $ 154,284
Corrections

GENETAl FUNG......oiveiiniiiiciicieis it $ 1,129,638 % 1,175,884 $ 1,225010 $ 1,256,789 $ 1,302,087 $ 1,358,421 $ 1,407,352
Education

GENETAl FUNG......oiveiiniiiiciicieis it $ 7,640,461 % 8,051,656 $ 8,291,559 $ 8,301,132 $ 8,297,596 $ 8,312,990 $ 8,335,093

MOtOr LICENSE FUNG......coviririrciiieiisiseiesses s 1,178 1,639 1,620 1,620 1,620 1,620 1,620

Keystone Recreation, Park and Conservation Fund................. 10,412 14,613 11,353 11,789 12,329 12,892 13,448
Department Total ... $ 7,652,061 $ 8,067,908 $ 8304532 $ 8,314,541 $ 8,311,545 $ 8,327,502% 8,350,161
Emergency Management Agency

General FUNG........c.ccovveieviieiecis e $ 21,367 $ 39,401 $ 12,941 $ 11,042 $ 11,261 $ 11,484 $ 11,712

Environmental Protection

General Fund $ 275,931 $ 346,649 $ 348,361 $ 341,399 $ 344,619 $ 248,111 $ 251,671

Environmental Stewardship Fund. 37,569 50,110 51,931 51,238 51,238 0 0

Motor License Fund 4,000 4,000 4,000 4,000 4,000 4,000 4,000
Department Total ...........cccccoeiiiiiiiniiiiiii, $ 317,500 $ 400,759 $ 404,292 $ 396,637 $ 399,857 $ 252,111 $ 255,671
Fish and Boat Commission

General Fund $ 10% 1 $ 11 % 1 $ 11 % 1% 11

Fish Fund 23,500 27,342 27,905 27,428 27,962 28,507 29,062

Boat Fund 8,145 8,590 9,094 9,262 9,433 9,608 9,786
Department Total ... $ 31,655 $ 35943 $ 37,010 $ 36,701 $ 37,406 $ 38,126 $ 38,859
Game Commission

General FUNG........c.coiiieeces s $ 0$ 80 $ 0s$ 0% 0% 0% 0

GAME FUNG.....ooiiiiiie e 47,905 48,971 49,577 50,509 51,459 52,428 53,417

Keystone Recreation, Park and Conservation Fund.................. 19 33 0 0 0 0 0
Department Total ...t $ 47,924 $ 49,084 $ 49,577 $ 50,509 $ 51,459 $ 52,428 $ 53,417
General Services

General FUNG........c.coviiiieece e $ 204,785 $ 105,848 $ 110,092 $ 112,465 $ 113,441 $ 115,886 $ 117,965

Motor License Fund....... . 20,252 20,245 20,240 20,243 20,248 20,253 20,258

Banking Department FUNG...........ccoouueieneiiieineieissieeseiens 325 342 340 346 352 358 365
Department Total ...........cccccoeiviiiinniiiiiic, $ 225,362 $ 126,435 $ 130,672 $ 133,054 $ 134,041 $ 136,497 $ 138,588
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Seven Year Department Summary by Fund

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Actual Available Budget Estimated Estimated Estimated Estimated
Health
General Fund $ 220,924 $ 239,710 $ 244,268 $ 243,774 $ 245,118 $ 245977 $ 247,581
Tobacco Settlement Fund 0 56,889 84,756 106,263 107,314 94,288 95,696
Department Total ..........cccccvvveiiiiiiiiriiiieeceecececeeeeee $ 220,924 $ 296,599 $ 329,024 $ 350,037 $ 352,432 $ 340,265 $ 343,277
Higher Education Assistance Agency
GENETal FUND.......vvuviriinricrierie i $ 353,218 $ 385,981 $ 402,975 $ 411,309 $ 411,309 $ 411,309 $ 411,309

Historical and Museum Commission

General Fund $ 28,243 $ 32,928 $ 33,021 $ 33,565 $ 34,097 $ 34,639 $ 35,191

Keystone Recreation, Park and Conservation Fund 9,519 13,433 6,595 6,780 7,083 7,413 7,747
Department Total ... $ 37,762 $ 46,361 $ 39,616 $ 40,345 $ 41,180 $ 42,052 $ 42,938
Infrastructure Investment Authority

Environmental Stewardship Fund............ccccoveenneninnininens $ 23,985 $ 31,754 $ 32,908 $ 32,469 $ 32,469 $ 0% 0
Insurance

General Fund $ 19,094 $ 56,438 $ 58,610 $ 63,578 $ 75,895 $ 87,963 $ 90,783

Tobacco Settlement Fund 0 73,728 109,843 137,718 139,081 122,196 124,021
Department Total ...t $ 19,094 $ 130,166 $ 168,453 $ 201,296 $ 214,976 $ 210,159 $ 214,804
Labor and Industry

GENETAl FUNG.......vvuiiniiciiciiciie s $ 90,419 $ 108,521 $ 104,044 $ 103,632 $ 103,502 $ 104,332 $ 104,897
Military and Veterans Affairs

GENETAl FUNG.......vvuiiniiiiciieiis st $ 87,727 $ 86,575 $ 97,384 $ 98,664 $ 100,470 $ 102,312 $ 104,189
Milk Marketing Board

Milk Marketing FUNG............ovuerieeiineinnineisisesee s $ 2,359 $ 2,422 $ 2,495 $ 2,545 $ 2,596 $ 2,648 $ 2,701
Probation and Parole

GENETAl FUNG.......vvuiiniiiiciieiis st $ 86,001 $ 91,268 $ 102,464 $ 99,353 $ 100,941 $ 102,562 $ 104,212
Public Television Network

GENETAl FUNG.......vvuiiniiiiciieiis st $ 17,228 $ 15,416 $ 13,116 $ 9932 $ 10,000 $ 10,069 $ 10,139

Public Welfare

General Fund $ 6,189,163 % 6,493,398 $ 6,699,791 $ 7,072,814 $ 7,584,380 $ 8,139,553 $ 8,691,507

Tobacco Settlement Fund 0 63,943 77,355 102,349 108,772 94,933 96,740
Department Total ..........cevieeeiiiiiiiiiiie e $ 6,189,163 $ 6,557,341 $ 6,777,146 $ 7,175,163 $ 7,693,152 $ 8,234,486% 8,788,247
Revenue

General Fund $ 319,543 $ 250,591 $ 242,186 $ 234,145 $ 239,915 $ 245,858 $ 251,977

Lottery Fund... . 302,622 387,230 363,251 365,375 367,797 370,390 373,160

Racing Fund...... . 216 222 228 233 238 243 248

Motor License Fund 19,183 19,722 22,157 22,420 22,688 22,962 23,241
Department Total ... $ 641,564 $ 657,765 $ 627,822 $ 622,173 $ 630,638 $ 639,453 $ 648,626
Securities Commission

General FUNG........c.ccvveieiiieieceis s $ 2,163 $ 2,199 $ 2,256 $ 2301 $ 2,347 $ 2,394 $ 2,442
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Seven Year Department Summary by Fund

State
General FUNG........cociveieicieicess s

State Employees' Retirement System
General FUN..........curiiiiiiiessse e

State Police
General Fund..... .
MOtOr LICENSE FUNG.......cvvverrericieiieeircieissiese s

Department Total ..........vvieieiiiiiiiiiiee e

Tax Equalization Board
General FUNG........c.ovvieiecneees s

Transportation
General Fund
Lottery Fund... .
MOtOr LICENSE FUNG....... v sseeseesnesnens

Department Total ............uvuuiiiiiiiiiiiiiiiieiiieeieeeeeeeeenn

Legislature
General FUNG........c.cciveieviieieeeis s

Judiciary
General FUNG........ccciveieiieieeeis s

COMMONWEALTH TOTALS:

General FUNd ......ccoovviviiiiiie e
Lottery Fund ....
Racing Fund ................ .
Motor License FUuNd .........ccooeeviviiiiiiieieniiiiiiieeeeeees
Game FUND ...ooviiiiii e
Fish Fund
Banking Department FuNd .........ccccooevvvivieeeenininnnnnn.
Milk Marketing Fund ..........c.ooooviiiiinieeiieeeeeeeee
Farm Products Show Fund .
Boat FUNd ...
Keystone Recreation, Park and Conservation Fund .

Tobacco Settlement Fund..............oovvviiiiiiinieeenennnn,
Environmental Stewardship Fund.............cccccceveeeenn.

GRAND TOTAL oottt

1/250% %\(E‘{mr's Executive Budget 2001-02

(Dollar Amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Actual Available Budget Estimated Estimated Estimated Estimated
3,615 $ 5,976 $ 16,683 $ 8,324 $ 8,463 $ 8,558 $ 8,680
6% 10 $ 0% 7% 7% 7% 7
144,780 $ 158,890 $ 170,652 $ 173,214 $ 176,622 $ 178,030 $ 181,575
301,091 326,508 350,591 356,774 363,787 366,548 373,844
445871 $ 485,398 $ 521,243 $ 529,988 $ 540,409 $ 544,578 $ 555,419
1,319 $ 1,349 $ 1,388 $ 1,416 $ 1,444 $ 1,473 $ 1,502
301,537 $ 317,325 $ 315,841 $ 315,720 $ 315,733 $ 315,892 $ 316,055
105,480 118,348 125,475 129,739 134,801 140,108 145,613
1,505,269 1,524,316 1,580,526 1,506,855 1,526,551 1,550,819 1,550,027
1,912,286 $ 1,959,989 $ 2,021,842 $ 1,952,314 $ 1,977,085 $ 2,006,819% 2,011,695
220,411 $ 239,545 $ 245,429 $ 245,556 $ 245,656 $ 245,788 $ 245,892
214,543 $ 221,142 $ 228,111 $ 232,688 $ 236,675 $ 240,741 $ 244,887
$ 19,295,301 % 19,979,272 $ 20,772,314 $ 21,181,895 $ 21,816,494 $ 22,376,284 $ 23,010,506
854,572 988,362 1,050,947 1,123,317 1,188,126 1,259,498 1,338,395
18,686 21,072 19,972 22,022 22,027 22,031 22,035
1,965,488 1,996,406 2,059,449 1,981,726 1,998,909 2,008,558 2,015,111
47,905 48,976 49,582 50,514 51,464 52,433 53,422
23,500 27,347 27,910 27,433 27,967 28,512 29,067
9,070 10,538 12,146 10,348 10,554 10,764 10,979
2,359 2,432 2,505 2,555 2,606 2,658 2,711
4,728 5,085 4,860 4,005 4,005 3,905 3,905
8,145 8,595 9,099 9,267 9,438 9,613 9,791
74,376 117,800 50,921 52,473 54,828 57,372 59,928
0 306,178 322,071 403,803 407,798 358,292 363,642
85,969 133,982 138,853 137,000 137,000 0 0

$ 22,390,099 $ 23,646,045 $ 24,520,629 $ 25,006,358 $ 25,731,216 $ 26,189,920 $ 26,919,492
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Overview and Summaries

General and Special Funds

This table shows a summary by Commonwealth Programs of 1999-00 expenditures, the 2000-01 amounts
available, the 2001-02 amounts budgeted and future year estimates as presented in the Governor's 2001-02
Executive Budget for the General Fund and selected Special Funds.

Seven Year Commonwealth Program Summary

(Dollar amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Commonwealth Program Actual Available Budget Estimated Estimated Estimated Estimated
Direction and Supportive Services............ $ 1,140,357 $ 1,144965 $ 1,207,388 $ 1,180,312 $ 1,193,873 $ 1,206,467 $ 1,181,649
Protection of Persons and Property.......... 2,873,653 3,082,437 3,280,226 3,333,261 3,420,892 3,319,593 3,396,256
Education........cccovveiniiiieiiie e 8,156,101 8,486,982 8,792,947 8,815,276 8,817,481 8,838,975 8,861,393
Health and Human Services.................... 7,210,824 7,792,726 8,167,697 8,661,822 9,261,944 9,853,709 10,487,077
Economic Development..........ccccceeecieeeenn. 730,165 814,240 706,738 727,930 722,418 669,863 671,918
Transportation and Communication.......... 1,853,922 1,816,438 1,902,223 1,829,849 1,851,418 1,870,835 1,884,281
Recreation and Cultural Enrichment......... 425,077 508,257 463,410 457,908 463,190 430,478 436,918
GENERAL FUND AND SPECIAL
FUNDS TOTAL.....ooiiiiiiiiiienie e $ 22,390,099 $ 23,646,045 $ 24,520,629 $ 25,006,358 $ 25,731,216 $ 26,189,920 $ 26,919,492
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Overview and Summaries

Distribution of the Commonwealth Dollar

GENERAL FUND AND
SPECIAL FUNDS

2001-02 Fiscal Year

(Dollar Amounts in Thousands)
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Education $8,792,947 35.9%

Health and Human Services $8,167,697 33.3%

Protection of Persons and Property $3,280,226 13.4%

Transportation and Communication $1,902,223 7.7%

Direction and Supportive Services $1,207,388 4.9%

TOTAL $24,520,629 Economic Development $706,738 2.9%

Recreation and Cultural Enrichment $463,410 1.9%

This presentation shows the amount and portion of the total General Fund

and selected special funds allocated to major program areas.
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Overview and Summaries

General Fund

This table shows a summary by Commonwealth Program of 1999-00 expenditures, the 2000-01 amounts available,
the 2001-02 amounts budgeted and future year estimates as presented in the Governor's 2001-02 Executive Budget

for the General Fund.

Seven Year Commonwealth Program Summary

(Dollar amounts in Thousands)

1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06
Actual Available Budget Estimated Estimated Estimated Estimated

Commonwealth Program
Direction and Supportive Services............ $ 855,302 854,866 $ 922,298 $ 891,257 $ 900,604 $ 908,820 $ 879,452
Protection of Persons and Property.......... 2,376,412 2,440,097 2,572,216 2,597,774 2,675,259 2,658,957 2,727,806
EdUCALION. ...covvieiiieiiie e 8,146,329 8,476,027 8,782,003 8,803,953 8,805,711 8,826,744 8,848,709
Health and Human Services..........c.cc.c...... 6,587,252 6,905,122 7,144,824 7,520,548 8,035,784 8,592,763 9,147,838
Economic Development..........ccccecevvneenn. 706,180 681,108 656,879 674,208 689,949 669,863 671,918
Transportation and Communication.......... 369,496 340,472 393,321 400,233 413,546 426,963 439,994
Recreation and Cultural Enrichment......... 254,330 281,580 300,773 293,922 295,641 292,174 294,789
GENERAL FUND TOTAL....ccovreieirreieiene $ 19,295,301 $ 19,979,272 $ 20,772,314 $ 21,181,895 $ 21,816,494 $ 22,376,284 $ 23,010,506

PA Governor's Executive Budget 2001-02

Back to Contents

1.41



Overview and Summaries

Distribution of the Commonwealth Dollar

GENERAL FUND

2001-02 Fiscal Year
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Education 42.3¢

Health and Human Services 34.4¢

Protection of Persons and Property 12.4¢ —

Direction and Supportive Services 4.4¢ —!

Economic Development  3.2¢ —

Transportation and Communication 1.9¢ ——

Recreation and Cultural Enrichment 1.4¢ —

This presentation shows the portion of each General Fund dollar spent in

each major program area.
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Overview and Summaries

General Fund

The following is a summary by Commonwealth Program of the 2000-01 amounts available and the 2001-
02 amounts budgeted and the percent each program represents of the General Fund total as presented in
the 2001-02 Governor's Executive Budget.

Commonwealth Program

Direction and Supportive Services..........cccccuveveeeenne.
Protection of Persons and Property..........ccc.cccccuueee.
EdUCALION.......viiieiiiic e
Health and Human Services..........ccccocevvvieiniieennn.
Economic Development...........cccuvveeieieeeiiiiiiineeaeeen,
Transportation and Communication..................c.......
Recreation and Cultural Enrichment...............c.........

GENERAL FUND TOTAL.....coociiiiiieeiiieeiee e

PA Governor's Executive Budget 2001-02

Program Summary

(Dollar Amounts in Thousands)

2000-01

$ 854,866 4.3%
2,440,097 12.2%
8,476,027 42.4%
6,905,122 34.6%
681,108 3.4%
340,472 1.7%
281,580 1.4%

$ 19,979,272 100.0%

2001-02

$ 922,298 4.4%
2,572,216 12.4%
8,782,003 42.3%
7,144,824 34.4%
656,879 3.2%
393,321 1.9%
300,773 1.4%

$ 20,772,314 100.0%
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Overview and Summaries

GENERAL FUND

: i o T L
ok s e, e o

Sales $7,525,200 35.1%J
Personal Income $7,920,400 36.9%

Other Business $2,055,000 9.6%
Corporate Net Income $1,877,600 8.8%
Other Revenues $1,290,000 6.0% -
Inheritance $773,100 3.6% —

Outgo

(Dollar Amounts in Thousands)

TOTAL OUTGO .......... $ 20,772,314
Tax Stabilization

Reserve Fund ......... 767
Ending Surplus ........... 4,348
TOTAL ..o, $ 20,777,429

2001-02 Fiscal Year

|

lf_l!-;"pt_'t‘;j Ko

Education $8,782,003 42.3% J

Health and Human Services $7,144,824 34.4%

Income

(Dollar Amounts in Thousands)
TOTALINCOME............ $21,441,300
Refunds.........coeevennee. —-932,000
Less Tax Reduction ...... —44,640
Beginning Balance........ 312,769
TOTAL ..o, $20,777,429

J

Protection $2,572,216 12.4%

Direction $922,298 4.4%

Other Programs $694,094 3.3%
Economic Development $656,879 3.2% —

This presentation shows the amount and proportion for the major revenue

sources and major program areas for the total General Fund.

PA Governor's Executive Budget 2001-02
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Overview and Summaries

USE OF THE
GENERAL FUND
DOLLAR

2001-02 Fiscal Year

Grants and Subsidies 73.5¢

General Government 12.8¢ J

Institutional 10.2¢

Debt Service Requirements 3.5¢ —

Almost 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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2001-02
ProGrAM PoLiCY DIRECTION
AND
BUDGET THEMES

The Governor's 2001-02 Program Policy Guidelines, issued in August
2000, defined major policy issues, stated priorities and provided direction to
Commonwealth agencies for the preparation of 2001-02 agency budget
requests. The 2001-02 Program Policy Direction section immediately following
this page presents the program and financial goals and policies that guided
the development of the Governor’'s Executive Budget.

This section summarizes the Governor’'s recommended Program
Revisions for the 2001-02 fiscal year within the following five budget theme
presentations: Creating Economic Opportunity, Preparing for Our Future,
Promoting Self-Sufficiency and Enhancing Services, Ensuring Public Health
Safety and Information Technology for Pennsylvania. Theme topics may vary
year to year based on the funding priorities established by the Governor. Each
budget theme begins with an introduction that briefly summarizes all Program
Revision budget recommendations contained in that theme. The remainder of
the theme then presents information on each Program Revision, including the
departments or agencies responsible for implementing the Program Revision,
the funding sources and appropriations supporting Program Revision
implementation, and a brief summary description of Program Revision
components. Detailed Program Revision presentations, including full
discussion of the Program Revision and its associated program measures,
funding recommendations and costs by appropriation can be found in Section
E. Department Presentations in the agency responsible for leading the Program
Revision implementation.
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2001-02 Program Policy Direction

This section presents the program and financial goals and policies that guided the development of the 2001-
02 Governor's Executive Budget. The Governor’s 2001-02 Program Policy Guidelines, issued in August 2000,
defined major policy issues, stated priorities and provided direction to Commonwealth agencies for the preparation
of 2001-02 agency budget requests. Budget planning was predicated on a modest overall increase in agency
spending. Agencies were directed to continue to evaluate current programs and recommend changes that would
improve program management and operations, reduce costs, and maximize direct services.

The Governor stated that the 2001-02 Budget would seek to build on the solid foundation of past
accomplishments demonstrated by a strong economy and record low unemployment rates. The healthy economy
and low unemployment presented tremendous opportunity for State Government to build on its record tax cuts, to
continue to transform Pennsylvania’s business climate and taxes so that additional businesses would want to call
Pennsylvania “home”. To sustain Pennsylvania’s position as a leader among states and a competitor among
nations, State Government must support the demands of “new economy” businesses and employees. Agencies
must maintain a first rate infrastructure to ensure that it supports our overall goals of economic development,
community and family empowerment, public safety, and environmental, educational and government reform. To be
a leader in technology and job creation, the Commonwealth also must be a national leader in education.
Pennsylvania’s schools must produce a workforce that can support the Commonwealth’s emerging high-tech
industry base. The direction provided by the 2001-02 Program Policy Guidelines will allow the Ridge
Administration to continue to fulfill its pledge to empower individuals, families and communities to control the
issues that affect them most, including their personal and financial self-sufficiency, health and well being. By
remaining focused on the strategic vision, goals and objectives first set forth by his Administration in 1996, State
Government and its citizens will succeed in efforts to forge an new Pennsylvania -- a Pennsylvania that
recognizes the “Commonwealth “ of its people, communities, businesses, infrastructure, heritage, and environment,
and a Pennsylvania that seeks to preserve and enrich the wealth so that it can be enjoyed and nurtured by
generations to come.

The 2001-02 Program Policy Guidelines noted that Pennsylvania, like most other states, was participating in
and benefiting from robust national economic growth, but that some economic indicators appeared to be showing
that growth in the economy as a whole would slow to levels believed to be more sustainable. The Guidelines noted
that the gains in employment and incomes accompanying the recent period of strong economic growth have
produced higher tax revenues — particularly for the personal income and the sales taxes. However, with much of
the forecast economic slowdown anticipated to be concentrated in consumer spending and income, planning for
the 2001-02 Budget should not include an expectation for tax revenues to increase at rates similar to those in
recent fiscal years.

The Governor also stated that he would not seek a tax increase in the 2001-02 Budget, and directed
agencies to plan on a very modest overall budget increase. Increases would be allowed only in those areas
considered high priority and which would produce results otherwise not attainable without the expenditure of
additional resources. Agencies were directed to establish clear priorities and objectives among programs,
services and activities within the framework of a strategic plan., and were to submit proposals that would improve
efficiency and accomplish program changes through the effective reengineering of programs. In addition, agencies
were to develop operating budgets based on the amounts necessary to carry forward current programs at minimum
cost. Proposals for new or expanded programs were to be offset by keeping cost increases of other programs
below the rate of inflation, or by reducing funding in other programs. Most importantly, agencies were to carefully
review all programs to ensure they are accomplishing desired results and are consistent with the strategic
direction identified in the Administration’s mission and goal statements.

Program direction to agencies focused on maintaining continued progress toward meeting the Administration’s
mission, goals and strategic direction for the future through efficient and effective program operations. Just as
previous budgets had clearly reflected the Administration’s mission and goals, so to must the 2001-02 Budget. All
agencies were expected to submit budget requests consistent with the mission, goals and priorities presented in
the Program Policy Guidelines. Agency budget requests were to focus on solidifying the Administration’s
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successes and ensuring that new initiatives undertaken over the past six years were operating at maximum
efficiency, were responsive to the Commonwealth’s customers (citizens and business) and were achieving or
exceeding the projected results. Agencies were directed to build upon their successes to continuously add value to
the functions and activities that are core to a government’s responsibilities to its citizens.

The Program Policy Guidelines also emphasized the importance of monitoring and assuring program
performance consistent with the Administration’s mission and goals, and directed agencies to focus on the long-
term fiscal management of their programs and operations. Agencies that planned to request Program Revisions as
part of their budget requests were directed to do sufficient planning to show the results that would be achieved with
the implementation of the Program Revision. Agencies were directed to submit a plan demonstrating how each
Program Revision addresses the Commonwealth’s mission and goal statements, how it would be implemented,
how funding would be used and the expected return on the public’s investment. The implementation plan was to
include a description and rationale for the Program Revision, as well as milestones, tasks, and responsibilities for
tasks, and how program outcomes would be measured and evaluated.

The following pages presents Program Revision recommendations consistent with the direction of the
Governor’s 2001-02 Program Policy Guidelines.
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Creating Economic Opportunity

Pennsylvania's economic development strategy over the past six years to lower taxes, expand and enhance
traditional economic development and spur technology development has positioned the Commonwealth and its
businesses and entrepreneurs to excel in the digital economy of the 21st century.

Taxes continue to be reduced for Pennsylvania citizens and employers. Last year's historic $775 million in tax
cuts will continue to have a lasting and dramatic effect on the economy. In particular, the phase-out of the Capital
Stock and Franchise Tax (CSFT) means that Pennsylvania employers will have more to invest in new jobs,
facilities and equipment. This Program Revision continues Pennsylvania's recent tradition of tax cuts, by
recommending $203.3 million in tax reductions for 2001-02. This year, the CSFT will be reduced to 7.49 mills
and in January 2002 to 6.49 mills, saving employers $172.3 million. The tax will be completely eliminated in 2009.
Once again, the Commonwealth will conduct two Tax Free PC Holidays, enabling thousands of Pennsylvanians
to purchase home computers and peripheral equipment sales tax free. This budget also increases the amount of
discretionary income for working families by expanding the Personal Income Tax poverty exemption by $1,000 per
dependent. This will raise the income exemption for a family of four to $30,000, saving Pennsylvania families a
total of $17.8 million. This budget will also increase the Job Creation Tax Credits by $2.5 million.

The economy of the 21st century bears little resemblance to that of the industrial past. The new economy is
based on the move from the production of physical goods to the production and application of knowledge, and has
created fundamental changes affecting nearly every business sector. These changes result largely from
technological advances and require unique approaches to ensure that Pennsylvania continues to excel in the new
digital economy. To ensure continued success within this new economic framework, this budget recommends
the consolidation of the Ben Franklin and Pennsylvania Technology Investment Authority programs into a new Ben
Franklin Technology Development Authority.

Changing demands of the digital economy require strong initiatives to educate and retain knowledge-based
workers. This budget recommends increased funding for the WEDnNetPA training program component of the
Customized Job Training program, in order to meet the growing demand for this popular guaranteed training
program, and to ensure that Pennsylvania employers maintain a competitive advantage. In addition, to ensure
that the Commonwealth keeps its best and brightest young adults, this budget recommends $10 million for a
Brain Gain program to showcase Pennsylvania's opportunities and encourage young adults to live and work in
Pennsylvania.

This budget also recommends merging the Commonwealth's two core community development initiatives to
create a new program better aligned with the digital economy. The existing Main Street and Enterprise Zone
programs will be consolidated into a New Communities program to create a more flexible and technology-focused
tool, and to enable the Commonwealth to integrate the revitalization of downtowns with that of
industrial/manufacturing areas. Additional funding is recommended to enable the Commonwealth to participate in
exceptional investment opportunities throughout the State. This investment will provide opportunities for
extraordinary job creation while building on existing workforce, infrastructure and intellectual strengths of the
Commonwealth. This budget also recommends additional funding to reinforce Pennsylvania's dedicated network
of local and regional economic development agencies. Finally, expanding Pen