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INTRODUCTION

My budget is centered around fhree priorities that will help to rebuild the middle class: Jobs that pay.
Schools that teach. Government that works.

JOBS THAT PAY

For too long, our economy has been headed in the wrong direction. Job growth has lagged our
national economy and we've lacked the vision and leadership to move our economy into the 21st century.
It's time that we make smart, targeted investments in proven programs to spur private business to create
jobs.

1 am a businessperson. | know It is fough for new businesses fo grow here. | want business to thrive
in Pennsylvania by making our corporate tax climate competitive and fair by immediately lowering our
corporate net income tax rate to 5.99%, zeroing out the capital stock and franchise tax, and implementing
cambined reporting.

Pennsylvania's renaissance will be driven by a thriving manufacturing sector. My budget will help
revive Pennsylvania’s manufaciuring economy by providing tax credits and targeted assistance fo
companies that increase the number of high paying jobs.

Pennsylvania is a national leader in higher education, and we must make better efforts fo partner with
our colleges and universities. Workforce development will be a priority for me. We'll work hard to match
our employers with students and my budget will encourage partnerships with community colleges to
improve education and training in high-growth occupation sectors.

Pennsylvania can and should be an energy leader. We must fake full and responsible advantage of
our rich Marcellus Shale resources. We need to partner with the industry and make Pennsylvania a
leader in energy manufacturing and development. It is not enough to take it out of the ground and ship it
to other markets; we need to build new businesses by using our natural gas as a feedstock as well as an
energy resource. That way we will be a leader in exciting industries like biotech, materials, chemicals and
life sciences.

We must not be limited in our energy approach. My budget will make Pennsylvania a national leader
once again in clean energy production like solar and wind and | will work to protect coal and continue
Pennsylvania's traditions of harvesting timber and hardwood.

It will not be easy to get our economy back on track and rebuild the middie class, hut by taking bold
steps and trying new things, we can grow our economy, create new jobs, and make Pennsylvania a
leader in the 21st century.

SCHOOLS THAT TEACH

For the past few weeks and throughout my campaign, | have traveled our state, visiting schools,
talking with teachers and parents, and sitting with students in classrooms. | have seen dedicated teachers
and committed students who simply do not have the resources they need. That is why | have proposed a
common-sense severance tax on natural gas exiracfion. It is also why this budget makes historic
investments in our schoals. My budget restores cuts to basic education with a four-year commitment to
increase funding by $2 billion and pursue a goal of universal pre-kindergarten instruction for all children.
My budget reforms cyber charter school funding, installing payment limits that will save scheol disfricts
more than $160 million annually. Further, | will require fully audited expenditures for all final charter
school payments. For higher education, my budget resfores cuts made to our institutions of higher
learning, with a two-year plan o fully restore those cuts.
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We must make our schools a fop priority, and we must seamlessly integrate our schools into our
pathways of economic development. it is not enough for a student to make it through our schools; they
must complete their education with the skills they need to fill the jobs of the 21st century. To help achieve
this, this budget commits new funds that are focused on workforce needs and coliaborative research

investment.

While my budget restores education funding, it also creates new accountability measures so that
schools must demonstrate that they are preparing students for success. We must ensure that all tax
dollars going to our schools — traditional public schools, charter schools and private schools — are being
spent wisely and effectively.

GOVERNMENT THAT WORKS

My budget plan will immediately repair a $2.3 billion structural budget deficit that has caused great
pain for our schools, our businesses, our communities, and taxpayers alike. Five downgrades by bond
rating agencies, including three this past year, should make it clear to all of us that business as usual is
no longer acceptable. We must take drastic steps to fix Pennsylvania's budget ilfs. Accordingly, this is a
no-gimmicks budgst. |tis balanced, responsible and it solves our fiscal crisis.

My budget strives to buiid a government that works for ali Pennsylvanians and effectively delivers
services. My Initiative, GO TIME, will save taxpayers more than $150 million in the next year. | will
continue to make govemment work better, and more efficiently. My budget will make effective
consolidations. It will merge the Department of Corrections with the Board of Probation and Parole so that
we eliminate duplicative administrative oversight and provide better outcomas after offenders return fo the
community. Already, | have reintegrated Medicaid into a single delivery system with a goal of realizing
$500 million in additional state savings next year.

This budget takes important steps to raform government wherever possible. This budget implements
pensicn reforms that work and save real money for taxpayers while ensuring retirement security for
workers who've faithfully paid their bill. By prioritizing retums and cost savings instead of paying
extravagant Wall Street fees, we can save hundreds of millions each year. Moreover, by stepping up and
paying our bills now, like families must do each month, we can reduce our obligations and get our
pension system back on track, i will do that by creating a dedicated revenue stream and depositing it into
arestricted account so politicians can no longer spand employees' pension savings at their whim, leaving
the bill for a future generation. All told, my plan will produce savings to reduce our total long-term lability
by more than $10 billion.

My budget gives our Liquor Control Board the tools it needs to grow profits and provide substantial
new taxpayer savings. Modernizing our liquor delivery system will make it sasier and more convenient for
customers, while maximizing profits. In my business, my success was dependent upon fully deploying
assets and fully realizing their value, and my plan does just that for the wine and spirits system. '

In addition to making state government work, we will collaborate with our local government partners
to strengthen communities and address the long-standing challenges they face, including infrastructure,
human services, and cost drivers such as municipal pensfons.

A government that works is a govemment that does right by its seniors. By lowering property taxes,
we wil make it easier for seniors to stay in their homes, and my budget will provide more home
healthcare options for seniors so they can live at home for as long as they want to remain there.

Since | took my oath of office, | have worked to change government and hold people to a higher
standard. On my first day in office, | banned all gifts and reformed legal contracting. | have strived to be
open and transparent in my actions as governor, posting my calendar on my website each week. And |
will keep looking for ways to instill confidence in our government.

This budget s different. It is bold, and It has big ideas that will help to rebuild Pennsylvania's middle
class. My budget makes historic investments in education, and it solves problems that have been
languishing without solutions for too long. It is time for Pennsylvania to do big things. It is time for all of us
to get to work and get Pennsylvania back on frack.
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To build an economy characterized by strong growth and shared opportunity, Pennsylvania must give
businesses the tools they need to succeed by fixing a broken and outdated fax structure, providing new
capital for econamic development, and establishing an education and training system for the twenty-first
century economy. This will challenge employers to create new, high-wage jobs fo help biild economic
prosperity for middle-class families.

First and foremost, Pennsylvania's tax climate puts it at a competitive disadvantage, and the 2015-16
Budget takes bold steps to solve this longstanding challenge. The budget completes the phase-cut of the
Capital Stock and Franchise Tax and proposes an immediate 40 percent reduction of the Corporate Net
Income Tax. It removes the competitive disadvantage for smaller businesses by proposing mandatory
combined reporting to level the playing field. And it enacts the largest property tax refief package in
Pennsylvania's history to save werking families and businesses money and strengthen communities.

These reforms and investments will allow Pennsylvania to shed its reputation for being last in job
growth nationally, and restore the commonwealth to its historic place with steady job creation and rising
incomes.

Seasonally-Adjusted Total Nan-Farm Job Growth, Jan. 2011 to Dec. 2014 (Preliminary)
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A Competitive Tax Plan for More Jobs and Stronger Communities

The 2015-18 Budget establishes a competitive tax climate to aftract and retain jobs and new
investment, while making homeownership affordable for Pennsylvania families and building strong, stable
communities. This sweeping fax relief package achieves economic growth and improves the fairness of
the commonwealth’s tax structure.
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Creating a Pro-Growth Business Climate

Pennsylvania's economic prosperity has long been hobbled by an outdated tax structure that is a
disincentive to job growth. The 2015-16 Budget makes the commonwealth a place where buginesses will
want to come, invest and grow by lowering tax rates while feveling the playing field for all companies;

» Ending Pennsylvania’s Status as the Second-Highest Corporate Tax State. The 2015-18
Budget reduces the Corporate Net Income Tax (CNIT) from 9.99 percent fo 5.99 percent —
improving the commonwealth’s ranking from second-highest to fourteenth-lowest and bringing
Pennsylvania’s tax rate below the national average and below all of our neighboring states.
Within 2 years, the rate will drop to 4.99 percent—ranking tenth-lowest in the nation.

+ Finally Eliminating the Capital Stock and Franchise Tax. Seventeen years ago, Govemor
Ridge began the gradual phase out of the Capital Stock and Franchise Tax — but the tax’s
elimination has been delayed time and again. The 2015-16 Budget ends this process once and
for all by fully eliminating the Capital Stock and Franchise Tax, effective January 1, 2018.

» Leveling the Playing Field. Loopholes in current law enable large corporations to shelter income
— making it harder for small businesses to compete. With the 2015-16 Budget, Pennsylvania will
join 28 other states that require "combined reporting.” Combined reporting means that
corporations in a group will calculate their income for the entire group, making it harder to take
advantage of tax loopholes.

= Updating the Cap on “Net Operating Losses.” The budget proposes to decrease the cap on
net operating losses from $5 million or 30 percent of income to $3 million or 12.5 percent of
income. This change only affects approximately 290 corporations and allows the CNIT rate to be
reduced for all corporations subject to the tax.

Making Property Tax Relief a Reality

Pennsylvanians have been debating property tax relief for decades, but the tax bifls keep mounting.
The 2015-16 Budget enacts historic dollar-for-doliar tax relief to finally cut school property taxes
by $3.8 billion — more than a 50 percent average reduction in homeowner and farmstead property
taxes. This tax reduction will target greater relief to high-tax, high-poverty communities and will revitalize
communities across the commonwealth — creating ecenomic growth and transforming the fates of
boroughs, villages, towns and cities.

With $3.8 billion in property tax relief effective in the 2016-17 school year, homeowners in many
communities will receive the maximum reduction in their property tax bilis allowed by the Pennsylvania
Constitution, and the remaining funds will be used to reduce the property tax millage rate for both
homeowners and businesses. These dramatic property tax cuts will encourage homeownership and
business growth, protect senior citizens, and provide a lifeline to older, struggling towns and cities and to
fast-growing and suburban communities alike. A fotal of 270,000 senior households ~ nearly 30 percent
— witl have their school property taxes eliminated through this $3.8 billion initiative.

In addition, renters having $50,000 or less in household income will receive a rent rebate, capped at
$500.

School Property Taxes Have Skyrocketed
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To achieve this historic tax relief, the 2015-16 Budget recommends changes to the personal income
tax and sales tax based on proposals from the Generai Assembly. The personal income tax will rise to 3.7
percent — the third-lowest of all states with an income tax and significantly lower than all of
Pennsylvania’s surrounding states. In addition, a family of four earning up to 150 percent of the
poverty level (approximately $36,000} would pay no state income taxes.

Pennsylvania Will Have the Third-Lowest Income Tax Rate in the Nation

Maximum Personal Income Tax Rate (2015)
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Funds reserved for property tax and rent relief will be transferred from personal income tax revenues
into a restricted account. Beginning in October 2018, $3.6 billion will be transferred to the Property Tax
Reiief Fund and distributed to homeowners and renters.

Personal Income Tax (PIT) Reserved for Property Tax and Rent Reljef
(Dollar Armounts in Millions)

Beginning Balance 5 S 2,140 8§ 3070 § 3,070 § 3,070
PIT Restricted Revenue 2,140 4,586 3.666 3631 3,631
Total Funds Available ) 2,140 S 6736 S 6,736 S 6701 S 6,701
T[‘?. nif”e-r to Property Tax Relief Fund - (S,GEQ (3_,_666) (3,631) {§6§})
Ending Balance S 2,140 3§ 3,070 § 3070 § 3,070 § 3,070

Also based on legislative proposals, the sales tax will be expanded to be more consistent with the
modern economy and the rest of the nation. Pennsylvania’s sales tax rate will increase by 0.6 percentage
points, and exemptions for food, clothing and prescription drugs will remain in piace to protect the
most vulnerable citizens. The broadening of the sales tax o services reflects the growing shift to a
service-based economy. Likewise, outdated exemptions ~ often protected by special interests — will be
eliminated to make the tax system fairer and more consistent with other states.
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This property tax relief plan also incorporates more than $600 million in revenue from gaming that is
already being dedicated to property tax reduction.

An Economic Growth Plan for Pennsylvania Johs

The commonwealth can help set the table for robust private sector growth to create and retain icbs.
The budget recapitalizes critical public investment programs, builds on success, and takes advantage of
Pennsylvania's historic strengths in the energy and manufacturing sectors.

Building Pennsylvania’s Manufacluring Sector

Manufacturing has been at the heart of Pennsylvania communities and the growth of its middle class.
The 2015-16 Budget includes initiatives to build on that strength to create new, good-paying jobs:

» Made In Pennsylvania Job Creation Program. To further encourage job growth, the 2015-16
Budget includes a $5 million tax credit that will be distributed to manufacturing companies that are
creating good-paying, middle-class jobs. The commonwealth will provide cash payments of up to
5 percent of new taxable payroll to manufacturing companies that increase their annual taxable
payroll by at least $1 million over a four-quarter period. In order to qualify, these new jobs must
be ful-ime, have an average wage equal to or above the average county wage in which the
company is locating or expanding, and include competitive health benefits. Companies will be
required to maintain jobs for five years, and be accountable for wage and benefit standards. This
initiative is funded through the elimination of underperforming tax credits.

» IRC Manufacturing Initiative. The 2015-16 Budget provides $5 million for a new initiative that
combines the knowledge and experience of the state’s Industrial Resource Centers with the
breaking technolegical advances of our higher education sector. The IRC Manufacturing Initiative
will mobilize the talents of Pennsylvania's research universities to advance manufacturing
technology and commercialization. It is anticipated that the state investment will be leveraged by
a 3:1 ratio for federal and private investmant,
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Harnessing Marcellus Shale Resources to Support Economic Growth Statewide

The rich resources from Pennsylvania's natural gas deposits have brought employment and new
growth in Marcelius communities and can be harnessed to invest in our state’s overall economic future.
The 2015-16 Budget launches a $675 million bhond program, supported by revenue from the
severance tax on drilling, to support economic development initiatives that leverage private sector
funds to create jobs across the commonwealth:

¢ Recapitalize Revolving Loan Funds for Business Development. The transfer of $180 miillion
from the Machinery and Equipment Loan Fund and the Small Business First Fund, a one-time
measure to balance the 2014-15 Budget, has severely limited the commonwealth’s ability to
assist manufacturers and small businesses. The 2015-16 Budget provides $100 million to the
Pennsylvania Industrial Development Authority to address current and future business growth
needs.

= Business in Our Sites. Business in Our Sites is a financing tool with a proven track record of
allowing the commonwealth to compete effectively for business expansions and relocations.
Since 2004, 18,006 jobs have been created and $1.8 biflion In private investment has been made
at Business in Our Sites-funded projects. With new development projects already absorbing
previously developed sites, there is a need for new investment, and this initiative provides $250
tillien in Business in Our Sites growth.

* Energy Invesiment. The nation's first oil well was drilled in Pennsylvania, and the
commonwealth has beeh a leader in developing renewable energy technologies, including solar
and wind, that reduce our reliance on foreign oil. The budget includes a new $225  million
initiative to ensure a comprehensive energy portfolio that supports gas, coal, oil and renewables
and encourages conservation and clean technology alternatives. Major investments include:

o Combined Heat and Power (Cogeneration). The budget provides $30 million in competitive
grants to businesses that employ new technologies to produce heat and power on-site
from gas, biomass, coal, waste heat, il or a combination of fual sources.

o Wind Power. The slate will accelerate its successful wind generation program with a rew
competitive $20 million program to facilitate construction of new wind farms and support
interconnection to the grid. Proposals will be evaluated based on the level of private
financing, cost-effectiveness and commitment to create good-paying jobs with benefits.

o Green Agricuiture. Pennsylvania's large agricultural sector can play a significant role in
achieving our energy goals, through the implementation of clean and renewabls energy
technologies. The budget provides $20 million in competitive grants for projects designed
to make Pennsylvania farms more self-reliant, including through energy efficiency
upgrades, bio-digesters, and distributed wind generation.

o Pennsylvania Energy Development Fund. The budget provides $30 million to the
Pennsylvania Energy Development Authority to support its mission of expanding the
market for clean, advanced energy technologies, services and fuels.

o “Last Mile” Nalural Gas Distribution Line Fund. The budget provides $25 million in matching
grants to business parks and manufacturers to construct the fast few miles of natural gas
distribution lines. The program will make low-cost natural gas available to Pennsylvania's
manufacturing sector, establishing a significant competitive advantage in production costs and
boosting the commaonwealth's ability to attract new enterprises.

o Sofar Investment. The budget re-launches the PA Sunshine program, which will distribute $50
million in rebates on qualifying solar projects to homeowners and small businesses, and
expand eligible institutions to include municipalities, universities, schools and hospitals.
“Sunshine II" aims to stimulate the installation of 100 megawatts of new solar generation
capaeity in the first year.

o Energy Efficiency. In addilion to stimulating new, renewable sources of energy supply, the
budget provides $50 million in competitive grants to fund projects to improve energy
efficiency at small businesses, local government units, schools, and non-profits with larger
grants awarded for collaberative projects.
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e Technology Investments. Technological innovation puts new ideas into commercial use in the
economy to create new products and services and improves the performance of Pennsylvania’s
businesses to enable them to help build the middle class. As technological change and market
competition have intensified, state support has become increasingly important to ensure the
growth of this sector. The budget provides $100 miflion to support entrepreneurs, established
companies and manufacfuring innavation.

investing in Proven Job-Creation Programs

Successfut economic development requires partnerships between the public and private sectors. The
2015-16 Budget reinvests in programs that are proven o create jobs and iong-term economic growth:

* World Trade PA. World Trade PA is the state's program to help companies take advantage of
export markets and encourage foreign direct investment in Pennsylvania companies. The budget
provides a $1 millicn increase for this economic development initiative.

s Marketing to Attract Tourists. The budget provides a $2 million increase to encourage
tourism, which is one of the commonwealth's largest industries with $32.9 billion in total
economic activity and a 450,000-job impact on the state’s economy.

= Marketing to Attract Businesses. The budget provides a $1 million increase for business
attraction initiatives,

* PA First. The PA First initiative facilitates investment and job creation through three programs:
Opportunity Grants, Infrastructure Development, and Customized Job Training. The budget
provides an increase of $25 million to PA First for a total of $45 million, estimated to create at
least 11,000 jobs, retain 40,000 jobs, and leverage $1.9 billion in private sector investment.

» Keystone Communities. The Keyslone Communities program encourages partnerships
between the pubiic and privaie sectors to support joint local initiatives that foster growth and
stability in neighborhoods and communities, social and economic diversity, and a strong and
secure quality of life. The budget provides a $15 million increase for these programs, including
Main Street and Elm Street and the Core Communities Development Projects.

» Infrastructure and Facilities Improvement Program (IFIP). An additional $11 miilion is
allocated to IFiP, bringing the tofal appropriation to $30 million. This program uses future state
tax revenue increments to help pay for construction of hospitals, convention centers and hotels
adjacent to convention centers, manufacturing facilities, and infrastructure for large retail and
industrial projects. In 2014, IFIP generated $3 for every $1 invested.

« Base Realignment and Closure {BRAC). The budget provides $775,000 to help prevent base
realignment and closure actions by the federal government from affecting Pennsylvania’s
military communities. Base closures and the resulting job losses could have a significant impact
on Pennsylvania’s economy, with current military spending supporting 213,000 jobs and an
overall economic impact of $30 billion across the commonwealth.

Affordable Housing and Stable Communities

The 2015-16 Budget includes $15 million for a Mixed Use Development Program through the
Pennsylvania Housing Finance Agency to increase affordable housing and commercial corridor
development opportunities in areas of the commonwealth where significant need and potential impact are
identified. This program will provide financing to critical projects as part of an overall strategy for
community revitalization.
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Securing Our Future with Smart Infrastructure

infrastructure investments result in job creation, business growth and livable communities. The 2015-
16 Budget represents a $1 billion investment in transportation, water and sewer infrastructure:

= Transportation Infrastructure. Pennsylvania’s aging transportation infrastructure is an obstacle
to the creation of high-paying jobs in the commonwealth. To modernize the state's transportation
infrastructure and thereby spur job creation, the budget includes historic levels of new investment
in all modes of fransportation. Revenues generated by the bipartisan transportation bill, Act 89 of
2013, will be supplemented by $145 million in bonds scheduled to be issued in 2014-15 and
authorized under Act 89 of 2013. This new capital investment will total $500 million over the next
three years. These investments will be further enhanced by public-private partnerships as
authorized under Act 88 of 2012.

= WWater and Sewer Infrastructure. According to the 2008 Governor's Sustainable Water
Infrastructure Task Force Report, the anticipated capital needs of existing drinking water and
wastewater facilities totals $36.5 billion over the next 20 years. As part of the budget, the
commonwealth will leverage more than $500 million to address our deteriorating municipal water
and sewer systems through the issuance of revenue bonds through PENNVEST.

PA Rising: Higher Education and Workforce Development for Pennsylvania’s Future

An economic resurgence is within Pennsylvania’'s reach if we give our students and working families
the skills they need to succeed. Now more than ever, rebuilding the middle class and creating a better
future for the commonwealth’s residents depends on developing a skilled workforce and a business-
driven education and {raining strategy.

The path forward is clear. greater levels of education and training, aligned with employer needs, lead
to more economic opportunity for Pennsylvanians.
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Yet today, just 48 percent of Pennsylvanians have a coliege degree or industry-recognized
certification. By 2025, fully 60 percent of good-paying, reliable Pennsylvania jobs will require
these credentials. Pennsylvania will close that gap — making a college degree or high-value
industry-recognized certification available to at least 650,000 additional commonwealth residents
over the next decade.

Pennsylvania is rising to the challenge. With higher ievels of education and training, mafched to the
needs of our employers, we will create an economy based on opportunity, innovation and success — and
leave the next generaticn of Pennsylvanians the vibrant commenwealth they deserve.
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The 2015-16 Budget launches the PA Rising education and training initiative:

Buitding a Bridge from High School to College and Careers

Preparation for high-skill careers starts long before most students begin to think about coliege and
jobs. The 2015-16 Budget invests in programs that help prepare students for success after high school:

+ Career and Technical Education. As the first step in transforming and modernizing Career and
Technical Education, the state will provide $15 million to support the establishment or
enhancement of programs that prepare students for success in today’s high-skill econamy.
Schoo! districts and Career and Technology Centers, higher education institutions, employers
and labor organizations will be able to establish public-private partnerships to train students for
high-demand, high-growth occupations that pay a living wage and offer a career ladder for growth
opportunities. Students will have the opportunity to earn college credit and industry credentials
and will participate in work-based learning. Approximately 30 grants of up to $500,000 each wili
be awarded, with at least one in each Workforce Investment Area.

* Career and Technical Education Equipment Grants. The budget includes $5 million for GTE
equipment grants, with priority for Career and Technical Education grant applicants that show an
in-kind or monetary contribution from employers or other partners.

¢ Dual Enroliment Grant Program. Students who eam college credit in high school are more
likely to enroll and succeed in post-secondary education. The budget recommends $9 million
from PHEAA proceeds to re-establish the state’s Dual Enroliment Grant Program, which pays the
cost of tuition, textbooks and other expenses so that high school students can enrall in college
classes and participate in Early College and Middle College High School programs.

» Career Counselors. Students and their families must begin preparing for college and careers
long before the end of high school. The budget provides $8 million to schoot districts to offer
college and career counseling in middle and high schools in order to develop pathways for
students to pursue high-skill careers.

Reinvesting in Collsge Success

The 2015-16 Budget reinvests in higher education and commits to fully restore the cuts to colleges
and universities over the next two years. In addition, the state will also go much further as Pennsylvania
works to achieve the goal of 60 percent of residents with a degree or high-value certificate by 2025: we
will leverage our investment to dramatically improve college completion rates, boost innovation and
strengthen alignment with real-world economic opportunities and the needs of employers.

As part of the 2015-16 Budget, the state will work with community colleges and the Pennsylvania
State System of Higher Education (PASSHE) to develop individual college pians that address
performance, affordability, student completion and transformation through structured career pathways
and parinerships with employers:

¢ Community Colleges. The budget provides a $15.1 million {7.0 percent) increase fo
community colleges fo achieve these policy goafs — restoring 75 percent of the community
colleges’ cuts since 2011.

+ PASSHE. The budget provides a $45.3 million (11.0 percent) increase to the Pennsylvania
State System of Higher Education o achieve these policy goals.

Pennsylvania's world-class colleges and universities also play a critical role in research, innovation
and invention. The 2015-16 Budget invests in the success stories of the future;

» State-Related Universities. As part of the state’s commitment to restoring higher education cuts
over the next two years, the budget provides a $80.9 million increase to Penn State University,
the University of Pittsburgh, Temple University and Lincoln University. These resources will
encourage innovation by helping the four public universities translate research into job creation.
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Making Higher Education Affordable for All

The massive state cuts to colleges and universities over the last four years have led to tuition hikes
that imperil the promise of higher education for working families. At PASSHE alone, state budget cuts
resulted in tuition increasing by nearly 18 percent since 2010-11. The 2015-16 Budget makes higher
education more affordable for Pennsylvanians:

¢+ Community College and PASSHE Tuition. The budget calls on the community colleges and
State System universities to freeze tuition for the next academic year. As the state reinvesls,
Pennsylvania families deserve a break.

» STEM Scholarship Initiative. The budget recommends $7.5 million from PHEAA proceeds to
enhance incentives for students to pursue careers in fast-growing Science, Technology,
Engineering and Math (STEM) fields.

¢ Ready to Succeed Scholarships. The Ready to Succeed Scholarship Program was launchad in
the 2014-15 Budget to provide financial assistance to middle-class students who maintain strong
grades. Due to limited funding, 8,000 qualified students were unable to receive grants. The
budget provides a $10 millicn (200 percent) increase to offer additional scholarships.

» Institutional Assistance Grants. The budget provides a $5 million {21 percenf) increase for
grants to independent colleges and universities to make college more afferdable on behalf of
students who qualify for PHEAA Stafe Grants.

» Bond-Hill Scholarships. The budget provides a $466,000 (87 percent) increase for
scholarships for graduates of Lincoln and Cheyney Universities who pursue graduate and
professional degree programs at state-related universities.

« Cheyney Keystone Academy. The budget pravides a $475,000 {31 percent) increase for
grants to offset tuition, mandatory fees, books and supplies, and living expenses for gifted
students who attend Cheyney University.

+ Loan Forgiveness for Primary Care Physicians. The budget recommends $8.5 million from
PHEAA proceeds to support current grant recipients and to expand the state's successfui ioan
forgiveness program to recruit and retain doctors to work in medically underserved areas.

Crealing Workforce Partnerships for Economic Success

Pennsylvania’s educational and job training systems are too often disconnected from the state’s
economy. Training programs frequently do not train workers for real jobs that offer family-sustaining
wages, while employers who offer those jobs have trouble finding workers who have the skills they need.
As a result, Pennsylvania faces a critical skills gap that nharms both workers and employers. The 2015-16
Budget takes bold steps to address this challenge:

s [Industry Partnerships. Pennsylvania’s Industry Partnerships program, the first of its kind in the
nation, enables companigs in the same industry group or cluster to come together to identify their
common skill needs and develop fraining pregrams to meet those needs. The budget provides a
$10 million increase fo enable workers to earn industry-recognized credentials and move up into
better jobs. Since their inception, Pennsylvania’s Industry Partnerships have trained more than
105,000 workers.

s Workforce and Economic Development Network of Pennsylvania (WEDnetPA). WEDnetPA
responds directly to the needs of employers and designs customized job training programs to
meet their priorities in partnership with colleges and universities. The budget provides at least $8
million in funding through the PA First initiative for additional employer-driven training to behefit
rmore than 40,000 incumbent workers, included in the Economic Growth Plan described above.
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s Specialized Technical Education. The budget provides significant increases to two of
Pennsylvania’'s most successful, in-demand public post-secondary programs that work to meet
the needs of regional and statewide employers — a $1.2 million (7 percent) increase for the
Pennsylvania College of Technology and an $863,000 {7 percent) increase for the
Thaddeus Stevens College of Technology.

e Adult & Family Literacy. The development of basic literacy skills is a major hurdle for many
adults working to climb up the career ladder and earn a living wage. The budget provides a $4.6
million (38 percent) increase for job-linked adult literacy programs that build both literacy and
employment skills,

¢ Vocational Rehabilitation. The budget provides a $5 million {12 percent} increase for
vocational rehabilitation programs that help persons with disabilities prepare for, obtain and
maintain employment. This increase will enable the state to maximize available federal funds,
drawing down an additional $18.5 million to support these important programs.

Together, these investments and reforms will set the commonwealth on the path to higher education
and training levels, better wages and economic prosperity.

Making Work Pay: Increasing the Minimum Wage

Pennsylvanians who work full time at the current minimum wage eam $15,080 annually, below the
poverty level for a family of four and not enough to pay for basic necessities. The current minimum wage
of $7.25 purchases one-quarter less than the minimum wage did in 1968, although low-wage workers
now are better educated and have betier skills. The productivity of workers has grown, which has
increased business efficiency and competitiveness, but wages have not kept pace with these gains in

productivity.

The 2015-16 Budget proposes to raise Pennsylvania's minimum wage from $7.25 io $10.10 and tie it
to inflation to maintain its purchasing power over time. This change would benefit 1.265 million
Pennsylvania residents. Six hundred economists, seven of them Nobel Prize winners in economics, have
signed a letter of support for raising the minimum wage to $10.10 by 2016. The minimum wage increase
supports local businesses, creates new jobs and everyone wins.
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Schools that Teach

This budget makes historic investments in education.

Pennsylvania’s future depends on providing évery child with a world-class education and the skills to
succeed in the global economy of the twenty-firsi century. [n order to rebuild the middie class and re-
establish Pennsylvania as an economic leader, the qualily of education the commonwealth’s children
receive car no longer be dictated by the ZIP code where they live,

A high-quality education is the birthright of every Pennsylvanian — from pre-kindergarten through
college graduation. To fulfill this promise, the state must start by recognizing that resources, results and
responsibility go hand-in-hand; the success of our schools relies on adequate and equitable public
invesiment, accompanied by strong and fair accountability.

" Pennsylvania has seen what happens when the stale fails to fulfill this fundamental responsibility..
According to surveys conducted by the Pennsylvania Association of School Business COfficials and the
Pennsylvania Association of School Administrafors, 93 percent of Pennsylvania school districts reporied
staff reductions in the last five years — totaling 23,000 education jobs lost through 2012 alone — and
nearly three-quarters of school districts cut academic programs. As a result of state budget cuts, 91
percent of school districts have raised taxes. Meanwhile, student achievernent fevels have fallen.
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The 2015-16 Budget repositions public education as a centerpiece of Pennsylvania’s strategy for
economic growth and opportunity. After all, when cur students thrive, so does our commonwealth.

$1 Billion Restoration for Education

The 2015-16 Budget sets Pennsylvania on a path to fully meet the state’s responsibility for education
funding.

The budget increases education funding and implements cost-saving reforms totaling $1 billion for the
- 2015-16 school year. This investment inciudes:

o A $400 million (7.0 percent) increase in the Basic Education Subsidy. This increase — the
largest in Pennsylvania history — will fully restore the Accountabilily Block Grant and Educational
Assistance Program funds that were previously cut. in addition, as part of the Basic Education
Subsidy, schooi districts will receive a reimbursement for approximately 10 percent of their
mandatory charter school fuition payments. Additional resources will be provided fo help close
the funding gap based on Basic Education Subsidy cuts instituted since the 2G10-11 school year.
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+ A $100 million (9.6 percent) increase in the Special Education Subsidy. This increase will
continue Pennsylvania's transition to the formula enacted in 2014 reflecting the work of the
bipartisan legislative Special Education Funding Commission. The budget incorporates that
formula as a permanent component of the state’s education law, known as the Public School

Caode.

s A $120 million (87.9 percent) increase in high-quality early childhood education to enroli
"inore than 14,000 additional children in Pennsylvania Pre-K Counts and the Head Start
Supplemental Assistance Program, described in further detail below.

Looking to the Fufure: A Gommitment for Ongoing Investment

The 2015-16 Budget is the first phase of a four-year goal to increase overall pre-k—12 investment
by $2 hillion in order to meet the state’s education commitments and provide all children with a quality

public education.

Achieving this goal will be made possible by enactment of the Pennsylvania Education
Reinvestment Act. This will raise needed new revenue for our staie’s public education system by
imposing a reasonable tax — in line with our neighbors — on the exiraction of natural gas within the state.
The tax proposad in the Educafion Reinvesiment Act will be modelled after the severance tax in
neighboring West Virginia, which like Pennsylvania has seen a recent boom in production of natural gas
from unconventional drilling. Implementing a similar structure to West Virginia will ensure that
Pennsyivania is competitive with neighboring states. In addition, this approach has the benefit of being
field tested. West Virginia offers proof that a state can build a thriving unconventional natural gas industry
while simuftanecusly using a portion of the proceeds to help make a beiter future for its citizens.

Education Classroom Funding
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Pennsylvania currently ranks 45th in the nation in the percentage of funding the state provides for
public education. With Pennsylvania sitting on one of the largest deposils of natural gas in the world, it is
up to us to use this resource wisely so it benefits all Pennsylvanians and helps to fund our schools.
Pennsylvania is currently the only major gas producing state in the country that does not charge a tax on
oil and natural gas extraction ~ and the state is failing to tax this resource at a fime when our schools

need more funding.

A key component of the sfate’s education investment strategy is the enactment of a feal basic
educatfon funding formula, which is currently being developed by a bipartisan Basic Education Funding
Comrmission established by the General Assembly. The Commission is expected to complete its work by
June 10, and this budget envisions that a new funding formula will be enacted by June 30, 2015, to take

effect for the 2018-17 school year.

Wpennsyivarﬁa A1-20 GovernoRr's Executive Bupaer 2015-2016



Theme: Schools that Teach

Pennsylvania is one of only three states in the nation that does not have a school funding formula -
which has left the state without a long-term strategy for financing its schools and, increasingly, shified the
burden to local property taxes. In finalizing a funding formula for Pennsylvania's future, the state must
achieve four critical goals:

« Adequacy: School districts need sufficient resources to prepare all students for college and
careers. Schools that educate students with the greatest needs — including low-income sfudents,
hoineless students and students who are English language learners — require additional
resources in order fo help all students succeed,

« Equity: The state’s funding formula must distribute funds fairly so that communities with the
greatest needs and least local wealth receive the most assistance from the state. An equitable
formula also addresses factors such as tax burden, sparsity, regional cost differences and the
challenges of fast-growing communities where the fax base may not be keeping up with
increases in enroliment.

¢ Predictability: School districts should be able to reliably project the amount of state funding they
will receive in the future so that they can be responsible stewards of taxpayer dollars and studant
achievement.

» Accountability: Along with increased resources, there must be accountability for how school
districts invest these funds and for the ulimate impact on student [earning and success. This
issue is described in greater detail in the sections that foilow.

Reaching a Historlc Milestone

Combined with the landmark $3.8 billicn property tax reform plan included in the 2015-16 Budget, this
renewed investment in public education will finally bring Pennsylvania’s state share of education
funding over the 50 percent threshold.

As a recent study by the American Institutes for Ressarch concluded, Pennsylvania “is consistently
among the most regressively funded education systems in the nation” and *has among the region's
lowest state aid contributions to public school districts.” In fact, according to the U.S. Department of
Education, Pennsylvania's state share of total K-12 education funding is currently the sixth-lowest In the
couniry.

The state's failure fo adequately fund schools for more than a generation has had two damaging
consequences. Shifting the burden to local schoot districts has meant dramatic property tax hikes for
Pennsylvania homeowners, threatening economic security for middle-ciass families and seniors, and
damaging communities. In addition, stark disparities in local wealth have led to dramatic schook funding
inequities — often leaving the students with the greatest needs in the worst-funded schools.

By reversing these damaging trends, Pennsylvania will strengthen both its communities and its public
education system ~ laying the groundwork for student success and economic revitalization.

Strengthening Pennsyivania's Accountability System

It is time for a renewed focus on strong and fair accountability at all levels - for students, educators
and schools. To improve these accountability systems, the state must start by listening to key
stakeholders and developing an accountability framework that will improve and support the success of
our public education system, reduce over-testing and ensure public confidence in the parformance of our
schools,

As part of the 2015-16 Budget, appropriate accountability measures should be enacted by the end of
June In concert with the state’s new basic education funding formula and in partnership with the Basic
Education Funding Commission and other members of the General Assembly. This process should
address both academic and fiscal performance and must recognize that school and district leadership are
the lynchpin of effective transformation strategies.
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In addition, as one component of this larger accountability agenda, the 2015-16 Budget includes new
accountability provisions o ensure the public’s return on investment and maximize the impact of new
funding to increase student achievement. School districts that receive significant Basic Education
Funding increases will be required to invest in their choice of evidence-based programs, in addition to
restoring other cuts to programs and personnel that school districts were forced to make as a result of
state budget cuts. These school districts will also be required to demonstrate the impact these
investments have on quantifiable student performance goals.

Investing in High-Quality Early Childhood Education

Children who participate in high-quality pre-kindergarten perform better in school, graduate at higher
rates and earn more throughout their lives compared to peers who do not have access to early learning

programs.

Since 2003, Pennsylvania has joined the ranks of states that offer full-day pre-kindergarten to 3- and
4-year-olds and, today, approximately 30 percent of Pennsylvania children in families earning up to three
times the federal poverty level — or $71,550 for a family of four — are enrclled in high-guality pre-k
programs. The evidence shows that the commanwealth's hallmark pre-k program — Pennsylvania Pre-K
Counts — is warking. In 2013-14, when children who were enrolled in Pre-K Counts in 2008-10 reached
third grade, they out-performed their economically disadvantaged peers in both math and reading.
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The future success of Pennsylvania’s children depends on dramatically expanding access while
continuing to emphasize quality. The 2015-16 Budget represents a down payment on the goal of
universal high-quality pre-kindergarten for Pennsylvania’s 3- and 4-year-olds. By investing an
additional $100 million in Pre-K Counts and $20 mililon in the Head Start Supplemental Assistance
Program, Pennsylvania will increase enrollment in these high quality programs by at least 75

percent.

In addition to this historic expansion, the 2015-16 Budget will take importani steps fo continue to
modernize the commonwealth's child development and early learning system -~ which is already
recognized as a national leader — fo further enhance quality and improve services to families. The state
will:

s Ensure the allowable use of Head Start Supplemental Assistance Program funds for home-based

pre-school, helping fo ensure that rural families can access high-quality pre-k;

» Clarify that pre-kindergarten providers may use a portion of their funds for transportation,
eliminating a major barrier for many families;
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» Establish a workgroup with state officials and outside stakeholders fo develop strategies to build
an integrated licensing, program monitoring and quality improvement system modeled after other
states: streamline data tracking; and develop an integrated payment model for providers serving
children in multiple programs; -

+ Give highest priority to special populations such as teen parents, siblings of children in care,
wraparound child care for children In Pre-K Counts and the Head Start Supplemental Assistance
Program, and children in foster care, to the extent funds are available;

» Explore the use of direct contracts to Pre-K Counts and the Head Start Supplemental Assistance
Program providers to meet the full-day, full-year care and education needs of their families;

o Examine the impact of the current early childhood certificate as a qualification for teachers in Pre-
K Counts in order to ensure that alf children in pre-k are taught by effective, skilled and caring
educators;

s Partner with the Department of Labor and Industry o conduct an early leaming workforce
analysis to identify and address gaps in preparing, recruiting and retaining early childhood
educators; and

s Allow counties to submit proposals to the Department of Human Services to fund Nurse-Family
Partnership programs as part of the Needs Based Plan and budget to expand the program in the
county.

Cyber Charter Funding Reform

Cyber charter schools are fundamentally different from traditionai brick-and-mortar charter schools,
and the 2015-16 Budget advances cyber charter funding reform fo reflect these struciural realities.
School districts spent $421 million on mandatory cyber charter tultion payments in 2013-14; under this
reform plan, school districts would have realized more than $162 million in savings to reinvest in the

classroom.

Pennsylvania's 14 cyber charter schools enroll fewer than 40,000 students and — unlike brick-and-
mortar charter schools or traditional public schools — do not have many of the same facility costs and
face-to-face service delivery costs. The 2015-16 Budget establishes a rational funding formuia specifically
for cyber charter schools:

s Regular Education Tuition: To better reflect the cost structure of online learning, the state
iooked to the programs currently offered by Pennsylvania’s Intermediate Units that provide fuil-
time online learning opportunities for students. Based on the highest-cost of several high-
performing, comparable 1U online education programs - and then further enhanced by 10 percent
to refiect administrative and overhead costs that cyber charter schools could reasonably incur -
the 2015-16 Budget sets the regular education tuition rate for cyber charter schools at $5,950.
This rate would be annually adjusted to reflect inflation.

« Special Education Tuition: The budget applies the formuia recommended by the Special
Education Funding Commission to cyber charter schools. In the first year, the special education
tuition rates would provide an additional $3,035 for special education students who are identified
as Category 1 (representing approximately 95 percent of all cyber charter special education
students); an additional $16,482 for Category 2 students; and an additional $38,437 for Category
3 students.
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The 2015-16 Budget also recommends two additional reforms for both cyber charter and brick-and-
mortar charter schools:

» Making the pension “double dip” prohibition permanent. The General Assembly previously
enacted bipartisan reform to stop charter and cyber charter schools from being paid twice for the
same employee pension costs. The budget makes this reform a permanent part of education faw
as described further in the Government that Works theme.

» Reimbursement based on audited costs. By the end of the 2013-14 school year, charter and
cyber charter schools had amassed undesignated, unreserved fund balances of more than $156
million because they callected more in tuition revenue than they aciually spent on students. The
budget includes a requirement for an annual reconciliation whereby charter and cyber charter
schools will refund money to their sending school districts i the charter school's audited
expenditures are less than its tuition revenue.

Maximizing Tax Dollars to Invest in the Classroom

Pennsylvania school districts spend more than $3 billion each year on administrative staff, back-office
operations, transportafion and other central office costs. While these functions are of course necessary,
school districts should work to maximize the resources that are invested directly In teaching and learning.

With 500 scheol districts, two of the strategies that have held the most promise for achieving cost-
savings are the use of shared services and joint purchasing. Many school disiricts and Intermediate Units
already participate in these efforis — covering expenses like energy, health care and building supplies.

Consistent with the state's GO TIME savings and productivity initiative, the state will challenge school
districts to work together and with their Intermediate Unit partners to achieve $150 million in additional
savings through shared services and other efficiency strategies.
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Government that Works

Public trust in the integrity of government has continued to erode in recent years and the
commonwealth's first order of business is to restore that trust.

We have learned from experience that cutling government is not synonymous with improving
government. This budget ooks for efficiencies and innovations to transform the way we do business
without sacrificing our fundamental commitment to provide high-quality services to our citizens. It
identifies new tools and approaches for the delivery of public services.

The 2015-18 Budget takes immadiate steps to put the state's fiseal house in order. It eliminates our
structural budget deficit and responsibly funds our pension obligations. Our pension plan reduces debt
obligations, while providing savings to the state and school districts to manage future cost increases.
Government must work for all our citizens. Qur plan expands access to affordable health care,
strengthens our health care delivery system, and saves hundreds of millions in state costs during the next
fiscal year. It provides answers to the challenges for senior citizens who want to remain in their homes as
they age, so they can do so safely and securely.

Finally, our budget plan improves public safety, while reducing the growth in our prison population
and making prisoner reentry Into the community more successful and permanent.

Ethics Reform

The citizens of the commonwealth must be able to trust in the integrity of their government, and this
budget reflects a commitment to transparency and good governance.

The Governor's first Executive Order amends the Governor's Code of Conduct for Commonwealth
Employees to establish a strict gift ban, clarifying that no employee may accept giits, favors or other
things of value from any person doing or seeking to do business with the commonwealth. This high
standard will help fo build public trust by removing even the appearance of impropriety.

The Governor's second Executive Order requires the Office of General Counse! to award coniracts
for legal services, in circumstances where outside counsel is rieeded, through the use of competitive
bidding. Requiring submission of proposals both makes the selection process more open, and ensures
that the most qualified candidate will be selected.

Improving Govemment Efficiency

This budget will deliver services more efficiently, eliminate unnecessary and redundant programs,
reduce costs and change the way business is conducted to assure taxpayer dollars are spent wisely.

The Governor’s Office of Transformation, Innovation, Management and Efficiency (GO TIME}),
established to bring forward-thinking and best management practices to state government, will save
taxpayers more than $150 million in the next year. Substantial savings have already been identified in
just a few short weeks. The public will be able to monitor its progress and track savings through an online
database.

In 2015-16, the Office of Administration and Department of General Services will implement
efficiencies which include: '

e Reviewing $3 bilion in existing state contracts and applying commercial best practices to save
more than $100 million in procuremeant in 2015-16.

s Reintroducing reverse auctions, an innovation started in Pennsylvania, to negotiate supply
contracts, which will help the commonwealth to receive the best price in the markefplace and
save tens of millions of dollars in the next year.
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+ Modernizing the technology used fo manage $1 billion in building and infrastructure projects
administered by the Department of General Services to generate $§3 miflion in annual savings.
Pennsylvania will move away from its current paper-based construction management process
and employ an up-to-date contract enablement system to reduce costs and improve timeliness of
projects for both contractors and the commonwealth.

Since the launch of GO TIME, agencies and state employees have submitted more than 150 ideas fo
make government work more efficiently, and modernization strategies that will transform agency
operations have heen identified that will save milions annually. For example, cansolidation of the
commonwealth's 28 disparate mailrooms will result in $5 million in annual savings.

Pay for Success Performance Contracts

Decades of research have demonstrated that public investiment can improve the lives of
Pennsylvanians while simultaneously strengthening the stafe’s bottom fine. From pre-kindergarten —
where every $1 in public funding generates more than $7 in government savings and benefits — to public
safety — where reducing recidivism avolds costs of $42,281 per inmate each year — there are
opportunities for evidence-based investments across state government.

Pay for Success performance contracts — also known as "Social Impact Bonds” — provide an
innovative strategy to finance these proven programs. Pay for Success contracts are rigorous, binding
agreements based on a straightforward proposition: taxpayers will only pay for services that actually get
results and save money in the long-run. The straiegy enables the state to fund programs and services
that improve economic opportunity, health and safety that it otherwise might not be able to afford in the
short-term, and it requires strict limitations based on which programs have a strong evidence base and
record of effectiveness.

Under Pay for Success, the state selects the pregrams and seis the targets, private investors raise
the funds, and payment only occurs if and when savings are realized:

Pay for Success projects on homelessness, early childhood education and recidivism are currently
underway in six states, counties and cities across the country, and many mare are in development. This
budget enables Pennsylvania to enter into Pay for Success contracts in five high-priority areas:

» Early childhood care and educaticn, including pre-kindergarten education and services that
‘address maternal and child outcomes from pregnancy through age 2;

e Education, workforce preparedness and employment, including school-to-work programs and
alternative education services;

» Public safety, including programs that reduce recidivism,;

¢ Health and human services, including addiction treatment, chronic homelessness, supportive
housing and child welfare; and

+ Long-term living and horne- and community-based services.

These public-private partnerships will be selected on a competitive basis, and payment will anly occur
after validation by an independent, third-party evaluator.
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Real Pension Solutions to Profect Taxpayers and Safeguard Retirement Security

Plotting an effective pension reform sfrategy first requires a fundamental understanding of how we
fund our current pension plans for state employees through the State Employees Retirement System
(SERS) and school employees through the Public School Employees Retirement System (PSERS).
During the past several years attention has appropriately been focused on a growing unfunded liability
now totaling more than $50 billion. This unfunded liability, a state debt we owe to our state employees
and public school employees, is a legal and constitutional responsibility that we must pay.

Multiple factors are responsible for the rapid escalation of this debt. Two economic recessions,
including the great recession, are one root cause. However, the overwhelming factor allowing this debt to
grow has been repeated decisions by policy makers to delay making the reguired confribution to fund our
future pension obligations. The full required payments have not been made for more than 15 years.
Rather than dwelling on that past history to affix blame or responsibility, we must chart a path to fully fund
these obligations, remove any temptation to further shirk this employer debt, and pay down this looming
liabiiity. The 2015-16 Budget plan outlined below provides a prudent approach to meet this challenge.
The three part strategy would first instifute pension investment reforms to significantly reduce excessive
management fees and overreliance on high risk investment strategies. The plan eliminates “double dip”
payments to charter schools permanently by amending our school code, and guarantees all actuarially
required employer obligations are paid in full.

The strategy provides the state and local schoo! districts with a manageable plan to fully fund their
employer contributions while maintaining the ability to mest all other obligations. The recornmended
initiatives will produce savings to reduce our total long term liability by more than $10 billion. More
immediate savings will reduce employer obligations by nearly $1.3 billion during the next five yéars,
including nearly $370 million in savings for school districts and more than $300 million for the state. Most
importantly, beginning in the 2016-17 fiscal year, future empioyer payments to SERS and PSERS will
fully fund employer obligations and will begin to reduce the outstanding unfunded liability. Annual
payments for both systems will continue to increase, but only modestly, and not beyond normat
inflationary amounts.

Plan Design Specifics

Management reforms for the operation of both retirement boards must also be adopted. These
commonsense reforms would significantly reduce taxpayer costs for professional fund managers, seek
less costly passive investment approaches where appropriate, and prudently maximize future investment
returns through cost effective investment strategies.

Building upon comprehensive bi-partisan reforms previously enacted in 2010, the plan is respeciful of
legal and constitutional constralnts to protect future refires benefits.

Financial reforms inciude establishing a restricted account to guarantee all future employer
obligations are paid in full. A portion of the current unfunded liability for PSERS would be refinanced to
take advantage of historically low interest rates, with all savings reinvested 1o reduce that liability.

Building upon Past Reforms

Bi-partisan pension reforms enacted in 2010 created a new retirement plan for empioyees hired after
the bill became law. Those reforms reduced future retirement benefits by more than 25 percent for newly
hired employees. Given these design changes, the employer cost fo fund future benefits for teachers has
been reduced to 3 percent annually, a rate below the cost of most private employer pension plans. In
fight of these prior reforms, further plan design changes would have limited impact on the unfunded
lizbility.

Guaranteeing Future Employer Contributions

State payments for PSERS obligations would be guaranteed from annual General Fund tax receipts
in the full amount actuarially determined by the PSERS board and certified by the Budget Secretary.
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A portion of the current unfunded liability, $3 billion, will be refinanced with all proceeds reinvested
into PSERS to reduce the future unfunded liability by an estimated $8 bilion. Begining in the 2017-18
fiscal year and all subsequent years thereaiter, the full cost of debt service for the refinancing will be paid
with new revenues generated from enhanced profits generaied by our wine and spifits system. This
initiative would initially fund direct payments to PSERS to reduce local scheol district employer payments
during 2016-17, before refinancing savings begin to reduce school district and state obligations in the
following year.

Modernizing Pennsylvania’s Wine and Spirlt System

Pennsylvania's Wine and Spirits system is an asset to the staie and its taxpayers, now providing
$550 million annually in profit and {ax revenue to support enforcement, drug treatment, and General Fund
obligations.

Rather than selling the system for short term gain, the budget plan provides the Liquor Control Board
with the tools it needs to modernize our wine and spirits system. Reforms include adding Sunday hours,
identifying the most convenient locations for customers and competitive pricing. This will result in
improved customer convenience and significantly increase the profitability of the existing system.

New revenue fram modernization will be allocated to help school districts and the state address their
future pension obligations. tn 201516, $80 million in new profits from fiquor modernization will be
allocated to school districts to reduce pension payments.

Beginning in 2017-18, $185 milion in increased profits from our LCB system will be transferred
annually to pay the full cost of debt service on a $3 billion bond to refinance part of the unfunded PSERS
liability.

Caring for our Most Vulnerable

With one of the oldest populations in the nafion, the commonwealth must identify successful
programs that allow our seniors to age with dignity. A 2010 survey by AARP-Pennsylvania found that 95
percent of aging Pennsylvamans would prefer to receive care in their home. The 2015-16 Budget reflects
a commitment to incresse opportunities for seniors to age in place and to strengthen the homecare

workforce.

s Expand Services for Older Pennsylvanians. The budget expands home and community-based
long term care programming by directing an additional $31 million to the Departmant of Human
Services (DHS) and $7.3 million to the Department of Aging (PDA} to enable more than
5,500 additional individuals to obtain care in their homes this year. With this expansion, the
commonwealth will hit a major marker — more than 50 percent of residents receiving long term
care will do so in a home or community setting. Not only is this expansion essential to respecting
residents' preference on where 1o receive care, but if is also a fiscally responsible move for the
commonwealth. For every month a resident receives care in the community as opposed o a
nursing facility, the state is able to save $2,457, offsefting more than $162.2 million in nursing

_care costs.

« Implement Managed Care Long Term Care within Three Years. DHS, in partnership with PDA,
will pursue the implementation of managed long term care through engaging stakeholders to
ensure that the system is person-centered, breaks down barriers and fills in the gaps that
currently exist in the long term care services and supports system. This initiative, which was
recommended by the Pennsylvania Long Term Care Commission, will result in a more strategic
care delivery system and improve health outcomes for seniors.

« Implement an Online Homecare Registry. Not only do we need to expand programs that allow
geniors to remain in their own homes when possible, we also need to ensure that we are growing
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and professionalizing the homecare workforce. According to PHI PolicyWorks (PHI),
Pennsylvania's direct care workforce in 2013 consisted of 194,670 workers. Between 2012 and
2022, the direct care workforce is projected to grow by 33 percent. PDA is currently working to
develop an online tool, which will make it easier for workers fo find stable employment
opportunities and for consuimers to find competent care.

¢ Reduce waiting lists for individuals with physical and intellectual disabilities. The 2015-16
Budget includes a total of $45.9 million to reduce waiting lists and expand services for vulnerable
Pennsylvanians. Included is an additional $19.3 million to provide home and community-hased
care to 1,050 individuals with intellectual disabilities and autism, and $12.8 million to fully
annualize the 2014-15 program expansion.

Closing the Health Care Coverage Gap — Medicaid Expansion

This budget expands Medicaid into a single consolidated system, closing the coverage gap for hundreds
of thousands of working adults, and reducing state General Fund costs by more than $500 millioh next
year. The consolidation plan will streamline delivery of health care services to alleviate confusion and
remove unnecessary red tape to ensure that individuals experience no loss of coverage, and move
toward befter health outcomes for Pennsyivania residents.

« Covering More Kids. Pennsylvania led the natior: in establishing the Children’s Healt!t Insurance
Program, which today provides health coverage fo 147,000 children from birth to age 21. This
budget expands coverage to an additional 15,881 children, while requiring fewer state dollars, as
federal matching rates grow from 66 percent to 89 percent, providing $63 million in additiona!
federal assistance to support program expansion.

+ Treatment to Combat Increase in Heroin Use. Law enforcement, treatment professionals and
families have all expressed alarmed at the growth in heroin use and cpioid addiction. This budget
provides a $2.5 million increase to Behavioral Health Services for a total of $46.2 million, and a
$5 million increase to the Department of Drug and Alcohol Programs te launch new inifiatives
aimed at addressing this epidemic.

Make Pennsylvania Safer

The Pennsylvania Department of Corrections and the Board of Probation and Parole have a common
vision: to ensure public safety by successfully reintegrating offenders into the community. This budget
will consolidate the two agencies, creating a new department, to eliminate duplicative administrative
oversight and provide better outcomes. A unified approach will offer a seamless transition from facility io
the community and reduce recidivism rates resulting in lower crime rates and safer Pennsylvania
communities. The cansolidation, which will occur by the end of the 2015-16 fiscal year, will not impact the
Board of Probation and Parolfe’s independent parole granting authority.

The budget funds four classes of Pennsylvania State Police Troopers, or 350 new cadets, to maintain

the complement at full strength despite expected refirements and turnover. By year end, the resulting
graduates will increase the estimated filled Trooper complement ievel to the highest point in fen years.

Filled Trooper Levels
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