


of DCED are critically important to the creation of jobs and economic opportunity
throughout the state and, therefore, must be allowed to continue, albeit at a reduced scale.

The taxpayers of this state, through the work of DCED, also have invested wisely in
strategic infrastructure, and those investments must continue as well and, if possible,
accelerated given the rising unemployment that confronts our state’s residents. We have
extended the reach of broadband throughout the state and are well on our way to complete
coverage. We have funded the remediation of brownfields, converting them from liabilities to
key assets in our communities’ effotts to attract new industries. We have supported our three
potts. In our role with the Commonwealth Financing Authority (CFA), we will work
collaboratively with the General Assembly in implementing the $800 million H20 PA program
and $650 million Alternative Energy Investment Act. Through such actions, Pennsylvania’s
national leadership in energy independence and renewable energy will be solidified, while -
building a promising 215t-centuty industry that will employ Pennsylvanians in well-paying jobs.

The Governor fully appreciates the importance of infrastructure to economic
development, as evidenced by his proposal to enhance our Business in Our Sites and
Infrastructure & Facilities Improvement programs. Further infrastructure improvements and
site-development work are necessaty if we ate to position the state for growth. Moreovet, the
dearth of credit and investment capital brought on by the current financial crisis, and the need
to create jobs for our unemployed and under-employed citizens, underscore the importance
and timeliness of these proposals. I urge this Committee to embrace the Govetnor’s
proposals.

We invest in human capital, too—in new ideas and in our entrepreneurs’ capacity to
take new, innovative products and setvices to market and, in the process, generate jobs and
opporttunities for others. Thanks in part to tools provided through the CFA, the Ben Franklin
Technology Development Authotity, and DCED, venture capital investments in Pennsylvania
have incteased dramatically during this Administration, to neatly $700 million a year, and new
company formations have increased significantly as well. Out state’s support of, and
partnership with, innovators and entrepreneurs have never been stronger. Thtrough our work
and collaboration with our pattner state agencies and authorites, as well as the four Bens, our
Life Sciences Greenhouses, reseatch universities, colleges, incubators, KIZs, and othets, we
have created an environment in this Commonwealth that is highly supportive of innovation
and entrepreneurship. These initiatives ate resulting in the creation of new businesses and
new jobs and simply must be continued, notwithstanding the short-term fiscal challenges
facing us. The state’s role is all the mote critical given the current unavailability of risk capital
from private sources.

Productivity and competitiveness also depend upon efficient and effective government.
DCED has been instrumental, wotking with the legislature—indeed, this very committee—
and with our partners in the business community and local government, in eliminating waste
and bringing efficiencies to local governmental operations by reducing the number of earned
income tax collectors from 560 to 69 statewide, a consolidation that is projected to save
Pennsylvania taxpayers over $230 million annually. That project is on pace and will continue
on schedule under the Governor’s proposed budget.
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~ Thank you, Chairtwoman Eatll and Chairman Fontana, for the opportunity to present
this testimony concerning the 2009-2010 budget for the Department of Community and
Economic Development (DCED).

Given the global recessionary climate in which we now find ourselves, our work at
DCED is more challenging than it ever has been since Govetnor Rendell took office. But the
importance of our work has not diminished. In fact, our work is more important than ever if
we hope to sustain the positive momentum we have established in recent years and position
the state for a strong recovery once the recessionary contraction runs its course. I appreciate
the opportunity to share with you this morning some of our thoughts on how best we can
fulfill our mission in the context of declining state revenue and budget cuts.

Our investment strategy, enabled by the leadetship of Governor Rendell and guided by
the collective wisdom of the General Assembly, has resulted in the investment of $3.2 billion
since 2003—state funding that has leveraged over $8.6 billion in new ptivate investment and
added nearly 300,000 jobs to our state's economy in the five-year period leading up to this
recession. As a result, we entered this downturn in far better shape, and are weathering the
storm better, than many of our sister states. That, of course, is little consolation to those
Pennsylvanians who are out of wotk, ot unable to obtain health care or pay their bills, or have
lost their homes. While we at DCED cannot reverse the macro-economic winds that created
the current conditions, we can, and do, pledge to use out talents and resources to help create
economic opportunity for the residents of this great Commonwealth, and to help build
vibrant, sustainable communities, notwithstanding the strong headwinds.

Economic opportunity is highly dependent upon the productivity and competitiveness
of our industries, businesses, and people. Enhancing that competitiveness is our ptime
objective, even during this recessionary petiod. Competition has never been as intense as it is
today. Trade battiers ate down, and technology has further eroded the natural battiers of time
and distance. Along with our partnets, the IRCs, SBDCs, local economic development
agencies and others, DCED works with our businesses and industries to ensute they can
compete successfully. For instance, we suppott out small and mid-sized manufacturers in
adopting best practices and lean manufacturing processes. We help our businesses adopt
sound management practices. We finance expansions. We help our small and mid-sized
businesses penetrate foreign matkets, an effort that has borne considerable fruit. Our state’s
exports have more than doubled durlng the Rendell Administration, totaling more than $34
billion in 2008. Remarkably, our state’s industties grew theit exports by 18 percent last yeat, a
rate significantly higher than the national average of 11.8 percent. The suppott the taxpayers
of this Commonwealth lends to our industries and businesses through the work and programs
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DCED will continue to work with municipalities to eliminate waste, redundancies, and
cumbersome and costly complexities inherent in our fragmented and layered system of local
government-—costs that the residents of this state can ill-afford at any time, but particularly
during times like this. We will encoutage and support shared service arrangements and
municipal consolidations, mindful that wasteful and unnecessaty governmental spending, and
an unnecessatily complex and inconsistent quilt wotk of county and municipal regulation,
cteate a drag on our businesses’ and citizens’ productivity and competitiveness and on our
state’s ability to spawn, attract, retain, and grow job-creating businesses and investments. A
significant increase in the number of municipal consolidations would be most welcome.

DCED also will have the capacity undet the proposed budget to continue its work
with distressed communities, helping them adopt sound financial management practices and
decision-making processes. As fot those 18 distressed communities already under Act 47, or
those on its dootstep, we will renew our efforts to implement plans for restoration of their
fiscal health and mote vigorously prod them to confront their issues, aggressively implement
the necessary changes, and get on with life as viable, vibrant communities grounded in currens,
and not past, realities. Concrete goals and milestones will be set, with the objective of
shepherding municipalities out of Act 47 within a reasonable time period.

Turning to DCED’s wotk with specific industries, while our resources will be severely
constrained, we will continue to promote our vital toutism industry and propose new ways of
doing business so scarce resoutces can be stretched and more efficiently and effectively
deployed. The recession has and will continue to take a toll on this industry, but it is cleatly
an important industry for Pennsylvania that watrants out continued support. Our objective
will be to sustain the program with limited resources untl revenues recover to the point where
more substantial suppott for our regional partners, and more extensive marketing and
advertising, can be resumed.

We also will continue to support and noutish our budding film industry, which brings
millions of dollats of outside money into the state, generates hundreds of millions of dollars
of new economic activity (including tourism), supports a wide vatiety of Pennsylvania
businesses and craftsmen, and creates thousands of jobs, as well as career opportunities for
artists, wtiters, production crews, and our college graduates, such as those individuals coming
out of programs like the Entertainment Technology Center at Carnegie Mellon University—a
program that attracts some of the best and brightest talent from around the countty.
Pennsylvania is home to over 20 secondary and post-secondary educational programs that
prepare graduates for careers in the film industry. Providing opportunities for them at home
helps stem the migration of our youth that has plagued Pennsylvania for years—a migration
that has resulted in Pennsylvania having the second-oldest population in the nation. The film
industty also brings investment dollats and dedicated, permanent jobs into the state. Five
sound stages have been or are in the process of being constructed, with Pennsylvania
construction labor, and additional investments ate all but certain on the part of major studios
provided the present course is maintained.

I realize there are those who think this tax credit program—which, on a net basis,
could cost the state treasury about $55 million a year when fully subscribed—should be scaled




back or eliminated. I would urge caution. The industty is particulatly attractive to the state at
this juncture because the industty is counter-cyclical, that is, it does well during recessionary
periods. Morteover, we have established sttong momentum. All of that could be jeopardized
by scaling back the program, thereby undermining the prospects for future capital investments
by major studios. Finally, and most importantly, thete is the issue of jobs. A reduction ot
elimination of the tax credits most certainly would result in the loss of jobs and a significant
dectease in economic activity in the state—troughly $600 million a year. If there wete a time
to pull the plug ot scale back this progtam, it is not now. Our citizens desperately need the
jobs, and our state’s economy desperately needs the substantial sums of money flowing into
the state from this industry. I urge you to stay the course and wait until we are on the other
side of this recession before revisiting the issue.

Now I would like to turn to the opetations of DCED itself. DCED will handle the
consttraints imposed on it by the shortfall in revenue just like our state’s businesses are
handling their predicament: we will do mote with less. We will become more efficient, and
we will become mote disciplined and smartet in the way we prioritize, devoting our time and
resources to projects and investments that promise to yield the greatest return and have the
highest impact and suppotting entities and developers who have demonstrated the capacity to
deliver—that is, to achieve project objectives and make a significant impact on their regional
economies and communities.

We will continue aggressively to pursue ptivate investment and job creation. Our
Governor’s Action Team and Center for Direct Investment will work hard at landing new
investment and job cteation projects and, further, will take a strategic approach to identifying
and developing industties for which Pennsylvania has unique strengths or capabilities. The
proposed budget has sufficient resources for this important work to continue.

In addition to becoming more efficient and effective, we also intend to become more
tesponsive, transpatent, and accountable. DCED will increase the speed at which we operate
and process grant and loan applications, and will make mote information available on our web
site so our citizens can have better visibility into how and where their money is being spent
and to what end. Less patience will be extended to grant recipients who neglect their
accountability commitments. For instance, the flow of public funds will be cut off promptly
to grantees who fail to file, in a timely manner, acceptable close-out repotts and audits, ot
otherwise demonstrate theit unsuitability to be recipients of public funds, and public funds
will be recouped when commitments have not been honored. We will contractually prosctibe
any grant recipient from using public funds to benefit elected state officials, employees of
DCED, family members of such elected officials or employees, or any entity owned or
controlled by any such official, employee, or family member. In short, we will take very
setiously our fiduciary obligations to the taxpayers of this state and will expect out grantees to
do the same.

We will do all of this with less, just like our taxpaying-businesses are managing their
opetations. As you know, the Governor’s proposed budget contains some very significant
cuts and program eliminations. The Govetnor has tendered a proposed DCED budget that
reflects his ptiorities and judgments about how best to meet the challenge of declining




revenues while continuing to pursue our common agenda for vibrant communities and new
economic opportunity. I am sure you will have some ideas of your own. I can assure you,
however, that no mattet what DCED’s final budget may be fot the next fiscal yeat, we will
work hard at fostering conditions that are conducive to job and business creation, a strong,
diverse economy, and vibrant and fiscally sound communities. We will do all this with fewer
resoutces than we would like, but we are determined not to let those constraints undermine
our mission. The people of DCED are 2 talented, committed, hard working bunch. We are
up to the challenge.

Again, T appreciate the opportunity to provide this testimony, and I look forward to
answering any questions you might have and to working with you in developing a budget that
reflects the needs and priotities of the people of this great Commonwealth. Thank you.




