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CHAI RMAN EVANS: Good morni ng, M.
Secretary.

The House Appropriations Comm ttee woul d
i ke to convene the hearing.

We have the Secretary of General Services
before us, but what is nmore exciting, M. Chairmn,
is this is the | ast week, isn't it?

CHAI RMAN CI VERA: That's right. l'"'m smling
on that one.

CHAI RMAN EVANS: M. Secretary, what we
basically do, we don't take testimny; we kind of
go right to the questions from members of the
commttee.

| would like to start off with, can you, in
a very specific way, talk about how your depart ment
has done savings relating to the Commonweal t h of
Pennsyl vania from things such as energy, other kinds
of ways, procurement, things of that nature? Can you
tal k about what kinds of savings have been to the
t axpayers?

SECRETARY CREEDON: Sur e. | woul d be happy
to do that, M. Chairman, and good morning, everyone.
l'mglad to kick off your |ast week.

The savings is really probably the nost

critical function for DGS, since we are sort of the
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back-room operation of the entire Comonweal th
government al busi ness.

We have the opportunity to save noney in
mul tiple areas. | will mention a few of them for you
this nmorning, and let me start with the energy side.

One of the things that the Governor has been
pursuing is an aggressive energy agenda, and one of
the requirements he asked of DGS is that we set an
exampl e and manage our energy very effectively and
al so reduce our costs in the process.

We have been successful in reducing the
consumpti on of energy in DGS-operated buil dings by
about a little bit over 10 percent now. Over goal is
to go to about a 20-percent reduction. That nmeans
about a $1.6 mllion per year operating savings just
from that reduction al one.

We are also in the process of doing a nunber
of what are called ESCO projects. Those of you who
may have offices in the--- | don't think there are
any House offices in the North Office Building, but
in the Irvis Office Building, we are starting to see
the real beginnings of the ESCO projects in your
of fices.

These are projects where we have energy

compani es come in and do things such as change out
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t he wi ndows and put in wi ndows that are insul ated.
They come in and they take water conservation
measures. They help us with lighting controls. And
we anticipate that we will save about $44 mllion

t hrough the devel opment of these ESCO projects.

Just to put this in perspective, too, beyond
dollars. The BTU consunption reduction alone is
equi val ent to enough BTUs to power about 23,000 hones
t hroughout the Commonwealth. And from an em ssions
reduction perspective, the fact that DGS, through
these initiatives, has been able to reduce our
consunption, it is equivalent to taking about 20, 000
cars off the road.

So there are, in addition to the hard-dollar
savings, there are also some very serious
environment al savings as well.

Anot her maj or area for savings for us is on
t he purchasing side. You have often heard the note
t hat the Conmonweal th has about $4 billion in our
procurement operation. W have been successful now
in saving about 212 and growi ng of dollars through
our smart buying, our strategic sourcing initiatives.

In addition, we have a COSTARS program,
whi ch takes the concept of the smart buying and

broadens it, opens it up not just to small businesses
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but also opens it up to nunicipalities and school
districts.

We have a little bit over 5,000 participants
in that program They did about $195 mllion worth

of spend in that program | ast year, and we estimte

that they saved about $15 to $20 mlIlion by operating
wi t hin our program
The other area of savings is on the public

wor ks si de. Probably the measure we are most proud

of is, in 2002 the Commonweal th was runni ng a

change-order rate on our construction projects that

was al most 20 percent, unheard of in the

construction industry. Through the hard work of the

folks in public works |ast year, our change-order
rate is now down to 4.5 percent.

It is avoided cost in capital dollars of
probably about $50 mllion. That is $50 mllion that
we either don't have to borrow or can be put into
ot her capital projects.

So those are just a few of the major cost
savings initiatives that we have been involved in.

CHAI RMAN EVANS:
comm tment toward m norit
talk a little bit about

things in terms of

what

procurement,

| know the Governor nmade a

y participation. Can you
exactly and where are

i nvol vement in terns
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of contracts? Things of that nature -- mnority
participation?

SECRETARY CREEDON: Sur e.

One of our goals was to take our |evel of
m nority- and women-owned business participation from
what we had said at the time, which was probably
about 2 percent, and actually as we have gone through
t he nunmbers, it probably was under 1 percent in 2002
and the early part of 2003.

We have now got over our goal of 10-percent
partici pation. Our m ssion now is to try to sustain
t hose nunmbers.

That participation rate is divided. About
60 percent of it is women-owned busi nesses and about
40 percent of it is mnority-owned businesses. And
interestingly, we track this quarter to quarter.

That 60/40 split al most stays right on each and every
quarter.

This 10- percent spending represents | ast
year about $45 mllion in spending directly to
m nority- and wonmen-owned businesses. And keep in
m nd, while we spend $4 billion through procurenment,
we have to | ook at those percentages based on what
t he annual avail able spend has been, what we have

been able to effect that year.
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So | ast year, actually the number of RFPs
that we issued was down a little bit. W only had
about $450 mllion worth of spend that we could
directly attribute to reach our 10-percent goal.

We have a |l ot more to go, though. A couple
of measures we have taken. We now have lifted the
points available in a procurement from about 10
percent for your NMBE/WBE participation to now 20
percent .

We are al so aggressively pursuing nore
participation by firms to participate in our program
because we find that as much as we want to see our
numbers grow, if we don't get mnority- and
women- owned busi nesses participating in our prograns,
we can't grow the program

We are also involved in inmproving our
enforcement capabilities so that when conmpani es say
there is going to be mnority- or women-owned
partici pation, that by the time they operate the
contract and conplete the contract, that the |evel
that they commtted to is there.

And al so, we are involved now with DCED in
| ooking at this, not so nmuch as how do you involve
compani es within the procurenment process, but how can

we tie in with DCED froma smll busi ness
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perspective, bond programs, business assi stance
programs, so that if you are fortunate enough to be
part of a Commonweal th contract, can we give you sone
assistance in business planning, maybe tax planning,
ot her areas, so that you are successful in the
contract?

And the last year, |I will mention quickly,
we are al so increasing our presence within the
Hi spanic comunity. This is an area within our MBE
spend that has been historically | ow.

We made sonme structural changes. Qur
eastern regional staff has recently opened up a 1- or
2-day-a-week office in the Lehigh Valley so that they
can be more involved with the Hi spanic comunity,
both in the Allentown and Bet hl ehem and Easton area
but al so over into Reading, and that we can start
seeing some nmore involvenment in the Hispanic
community in these prograns.

CHAI RMAN EVANS: Chai rman Ci ver a.

CHAI RMAN CI VERA: Thank you, M. Chairman.

Wel come, M. Secretary.

SECRETARY CREEDON: Good mor ni ng.

CHAI RMAN CI VERA: | was just wondering,
because | guess about 2 nonths ago or 3 nmonths ago an

announcement was made in regard to the State Buil ding
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in Phil adel phia, that it was sold. | visited that
buil ding many times, and | know that it wasn't in the
greatest condition, but | did notice that every part
of that building was occupied and it was nmostly all
State enpl oyees.

What happened to the State enployees in the
departnments that were in that in the southeast, and
what happened when you sold? Did you own the
property? Did the State own the property? What did
we do with the noney? | was just curious---

SECRETARY CREEDON: Sur e.

CHAI RMAN CI VERA: ---because, | nean, that
is a focal point, that that is the State Buil ding,
and there were certain different departnents there,
and now they are scattered, my understanding is
t hroughout the city. Coul d you give me some update
on that, please?

SECRETARY CREEDON: Sur e. They are not
scattered throughout the city. As a matter of fact,
they are still in the building. The building has an
agreement of sale but has not been sold yet. W
anticipate about this time next year we should be
movi ng.

We have an agreement of sale to sell the

buil di ng for about $25 mllion. | think it is a
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little bit over $25 mllion. W just signed a letter
of intent to move to | ease space at Ei ghth and MarKket
Street. Actually, two |ocations. One is at Eighth
and Arch and one is at Eighth and Market Street in
the center-city business district. The enployees who
are based in the Phil adel phia State Office Buil ding
will move to one of those two | ocations.

The Ei ghth and Market Street |ocation will
be primarily DPW as well as the Public Utility
Comm ssion, the Insurance offices, and really be kind
of the areas that are, with the exception of DPW
whi ch, by the way, is not a county assistance office
in this location, is not an area that has a | ot of
traffic fromcustomers, fromthe taxpayers.

The reason we are opening an additiona
facility at Eighth and Arch Street, that is going to
become the Customer Service Center. So that is where
t he Department of Revenue be will. That will be
Labor and | ndustry, workmen's conpensation offices
and hearing offices, the Department of Health for
Vital Records. So for the individuals, it will be a
little bit easier access, although both have great
public access within the city of Phil adel phi a.

The transaction you nmentioned about the

buil di ng needing a | ot of investnment, if you take the
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avoi ded i nvestment costs of renovating a building,
conbi ne the recovery, the $25 mllion in the sale
proceeds, and you take the fact that we have been
able to negotiate a very aggressive |ow market rate
based | ease at Eighth and Market Street. W

antici pate over a 20-year planning period. The
Commonweal th will save just about $30 m I lion.

So to answer your question, we have not
moved yet. They will still all be in one |ocation;
they will not be spread throughout the city, except
for the separation of the Custonmer Service Center and
t he base operations.

CHAI RMAN CI VERA: How are those | ocations
determ ned? The reason | asked the question is that
| represent Upper Darby.

Upper Darby Township is right next to the
city of Phil adel phia and has the transportation
system probably it is the hub of the southeast,
where you can get in and out of Del aware County or
Phi | adel phia by going on it, and |I was al ways
wondering--- Plus, we don't have a city wage;

Phi | adel phi a does.

How are those |locations prioritized and

pi cked? You know, is it the city versus the suburban

communities, or could you give me sone idea?
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SECRETARY CREEDON: Well, for the situation
i nvol ving both the Pittsburgh State Office Buil ding,
which will be happening shortly in the same nodel as
Phi | adel phia, we made the commtment to the city
officials that we are not going to | eave the
center-city area. And actually, through a | ot of
di scussions | had with the Philadel phia del egation,
both the House and the Senate, the view was that they
prefer we find a new | ocation within the central
busi ness district, even within the city of
Phi | adel phi a.

Both the sale and the | ease were conduct ed
t hrough an RFP process. The sale was authorized by
| egi sl ation, which the General Assembly passed, |
think, in July of last year, and it was a conpetitive
process. | think we had about five or six bidders
for the sale of the building, and we had about five
bi dders for the | ease space for the building.

But the comm tment was made that, we had
been in downtown Phil adel phia for as |long as we have
had offices in downtown Philly, we were going to stay
in downtown Philly.

Now, what we do, however, what we do | ook at
is when we are out in, let's call them the nore

subur ban areas or the suburbs, and it is tough to
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define that sometinmes in southeastern Pennsyl vani a,
we do make a comm tment, though, that we do, as much
as possible, put our facilities in downtown

| ocati ons. And | think it was 91 percent of the

| eases that were rebid or relocated | ast year by DGS
were placed in downtown | ocations.

But downtown can be defined, and it can be a
smal | town. What we are trying to avoid is going out
into greenfield devel opments, out into industrial
parks. Sonetinmes the agencies love it there because
there is plenty of parking, and as | always say, the
sun al ways shines and, you know, there is no snow and
everything is perfect. But we prefer to put people
in WIlliamsport and in Allentown and in Conshohocken
and in Erie and put people in downtown |ocations
where they can have an i npact.

CHAI RMAN CI VERA: Okay. Well, you need
transportation, and that is how you--- | agree with
t hat . Okay. Thank you.

CHAI RMAN EVANS: Representative Katie True.

REPRESENTATI VE TRUE: Thank you, M.
Chai r man.

Good norning, M. Secretary.

SECRETARY CREEDON: Good mor ni ng.

REPRESENTATI VE TRUE: Can we tal k about bids
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and no bids?

SECRETARY CREEDON: Sur e.

REPRESENTATI VE TRUE: My husband is a small
busi nessman. This is an inportant issue for us,
because he is a small general contractor and he has
to bid on everything, in order to, you know, bid
agai nst other folks, and it just seenms to work out
very well if you have the |low bid. And |I know under
di scussi on you have a project that you are going to
extend a bid without putting a bid out there for
ot her people to junp on board.

And | guess it is kind of convoluted here,
and |'m sorry about that, but when you did the
out sourci ng, when the Governor first came in and you
started outsourcing, we |ost a business in the city
-- they happened to be nmy constituents -- and they
were very concerned about how the bid process worked.
And this was a | ongstandi ng business that now is out
of business, and they are still unhappy about it, and
| hear fromthem on a regul ar basis.

But combining that whole mentality, | would
like to know how that is working, nunber one, and I
woul d I'i ke to know, you know, just to hear from you
on the record the way of doing business without

asking bids, other than it has a smooth transition
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and so forth and so on.

| personally believe that the bidding
process is a good thing, and |I would just Iike you to
comment about that.

SECRETARY CREEDON: And so do we.

The way you successfully run a procurement
operation is to have maxi mum conpetiti on possi bl e,
and | et me begin by talking maybe first about the
strategic sourcing initiative which you mentioned,
and then let me talk specifically, | believe it is
about the Unisys contract, which I think is really
t he questi on.

Let me begin on strategic sourcing. The
program continues to go very well, but | have to
enphasis, while it is called strategic sourcing, a
| ot of people have called it sole sourcing -- quite
frankly, incorrectly.

Strategic sourcing is an extremely
conmpetitive process that drives the cost of goods and
services down for the taxpayers. \What it does is it
| ooks at the Commonwealth as a whole, from how nmuch
do we buy altogether as opposed to having individual
buyi ng decisions made in very small groups of
agencies, or sometimes very small agenci es.

Let me give you an exanpl e. In the past, an
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agency that needed a copier basically could go out to
a series of contracts that had been bid, but had some
prices on them and had some requirements on them and
pi ck whichever one they could, quite frankly, afford.

Our approach has been to say, we expect to
buy across all our agencies 300 copiers this year or
a thousand copiers this year through a very
conmpetitive process to a number of different
conpani es: \What is your price going to be for
copiers? So we drive the price down for the nost
cost-effective copier available for the Commonwealth,
and then the agency nmust buy that type of copier.

So it did have some inpact on some
busi nesses t hroughout the Comobnweal th who had been
used to doing business on a small basis with some
nunmber of agencies, and actually the Senate is
completing a pretty comprehensive study on the inpact
of strategic sourcing on some of those businesses.

We have been working--- We supported the
study, supported the resolution, which was introduced
by Senator Wonderling. Our Deputy for Procurement,
Curt Topper, has been working with the commttee to
really help us get an understanding of it as well to
see if there are some structural changes we need to

make.
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As | transition over to Unisys, |let me be
very clear that the idea that the Rendel
Adm ni stration is not conmpetitively bidding projects
is completely incorrect, and let nme give you a
statistic, and | have a chart.

In 2001-02, there were alnmost a thousand
sol e source contracts authorized by the previous
Adm ni stration. | read in the paper this norning
t hat the previous Adm nistration was very, very, very

conservative in authorizing sole source contracts.

It was an anonynmous source, | believe. W are
averagi ng about 300 per year. So if they were very,
very, very conservative, | guess we must be very

Si x-times conservative.

The idea, the way we | ook at some of these
busi ness models is conpetition can come in two ways.
The first way conpetition can come is to make the
deci sion that based on the product or based on the
service that we need to acquire, that it makes sense
to do an RFP, or in some cases a strict bid, to a
nunmber of different companies, and we do that in,
woul d say, probably about 80 percent or 85 percent or
maybe even nore of our situations.

At other times, when you have a service such

as | T services, Prison Health Services, someti mes
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i nformati on technol ogy consulting, and you have an
infrastructure that is built up within the

organi zation that, quite frankly, is going to cost a
| ot of nopney to transition to a different system you
ask yourself whether you can create conpetition

wi t hout going out to the marketplace, where you m ght
get a different vendor, you m ght get a better price,
but you are going to spend a | ot of nobney
transitioning fromyour current vendor to a new
vendor .

In the case of Unisys, the analysis was done
with the investment that we have had since 1999 in
wor king with Unisys in the Data Power House. And if
you have ever had a chance to go out and see the
Dat a Power House, you would understand the |evel of

i nvestment that is there.

The deci sion was made, well, before we go to
t he market -- and again, keep in m nd what | said,
"before we go to the market" -- let us see whether we

can work with the existing vendor to get a price
reduction that will preserve the investment we have
made currently in that infrastructure, avoids the
very expensive transition costs, plus the disruption
to a very key systemto operate this Commonwealth,

and if we can get that |evel of savings that we want,
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which in the case of Unisys is $240 mllion over the
life of the contract, then let us move in that
direction.

In the case of Prison Health Services, it
was the same situation. To disrupt the health
network and the equi pment setups in all of the
prisons throughout the Commonweal th woul d be a cost
to the taxpayers. So the way we | ooked at it was,
does it make sense to negotiate a better contract
with Prison Health Services, save those transition
costs, and get a better price, which in the case of
Prison Health Services we will save $55 m | lion.

And keep in mnd, with Unisys, the contract
woul d not have ended for another 2 years, so what we
did was, we had two choi ces: If we were going to
rebid this, we would have to pay more noney than we
have to for 2 years under the contract, or we can
negoti ate a contract extension that would get us an
i mmedi ate $50 m I lion of savings over those first 2
years. So when we | ooked at that business model, the
"let's stick with Unisys and negotiate that contract"”
model won.

In some situations, you go back and you say,
no, we are willing to incur the transaction costs,

the transition costs to a new vendor, and we are
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going to go out and ask the marketplace for sonme
pricing. But we are certain that the savings and the
pricing that we are going to get from Unisys is well
wi t hi n what we woul d have received by going out into
t he mar ket pl ace.

We are not out here just to give this to a
company because it makes sense to stick with a
company; we want to make sure it makes the nost
econom c sense.

REPRESENTATI VE TRUE: Thank you for your
expl anati on. | appreciate it.

Thank you, M. Chairman.

CHAI RMAN EVANS: Representative Greg Vitali.

REPRESENTATI VE VI TALI : Thank you, M.
Chai rman, and thank you, M. Secretary, for com ng
here today.

| wanted to go back to your initial topic,
which was the ESCOs, the energy service conpanies,
and first | would like to congratul ate you and the
Governor for enploying these energy service
conmpani es. It is a progressive concept which 1|,
frankly, was not aware of until the current
| egi sl ation on conservation started to nove through
t he Legi sl ature.

As you mentioned, these are conpani es that
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go into government entities, schools, businesses, and
| ook for ways to save money by installing energy
efficient needs.

As chance would have it, | took a tour of
one of your contracts, the Plymouth Meeting arnory on
Thur sday, and an energy service company, Anmeresco,
| ed that tour and showed me some of the energy
savings they did in your arnories throughout the
St ate.

| bring this up because they frankly went on
and on, and there was a little bit of criticism of
DGS with regard to the negotiation of that contract.
The sense was that they were being undercut as far as
their ability to do an effective job. And I may be
getting my facts nuddl ed, but they talked, | believe,
about a facility in Coraopolis where they made the
poi nt that as we speak now, they were contracted to
do some work on that project, but the wi ndows are
still, you know, 6 inches open because that wasn't
part of the deal. So on a cold day, they weren't
acting in the most energy efficient fashion because
of, I think probably fromtheir perception, too hard
a negotiating with regard to the contract.

So that leads me to sort of two questions:

A, maybe hearing DGS's side of the story as far as
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contract negotiations; and B, if the fault lies with
the Legislature in not providing you enough nmoneys to
do this correctly, to enploy the ESCOs correctly,
maybe some suggestions for us as to how to fund this
very progressive concept.

SECRETARY CREEDON: Sur e. Let me begin with
your second question first, and then I'lIl come back
to the negotiating too hard, which | never really
m nd being criticized for.

But we don't need noney from the Legislature
to do ESCO projects. That is actually the key to
doi ng ESCOs, that we are able to do these. W pay
the contractor through the savings we receive through
the utility reductions. So we don't have to hit the
capital budget and we don't have to hit our operating
budget for those savings. So it is not that we need
alittle bit extra to do a little bit nore.

Getting back to the two arnmories, quite
frankly, | would have to do a little bit nore
research, | think, on those two negotiations. W did
del egate a nunber of projects to the Departnment of
Mlitary and Veterans Affairs to have them get
started to do them "' m not quite sure why they
woul dn't have included a maxi mum anount of projects.

The way the process works is that the
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compani es bid on a scope of services and show t he

| evel of savings that they anticipate that they can
achieve. So when we do the analysis, naturally our
first choice is to go for the maxi num amount of

savi ngs, but they have to be realistic projects that
are truly going to work and that can be guaranteed by
t he conpany.

As to why DWMVA woul d not have chosen to do
wi ndows or to be nore aggressive, |I'mnot really
sure, because as long as the conpany was willing to
guar antee the energy savings as a result of those
projects, you know, if it was a DGS negotiation on
t hat contract, we certainly would have done it to
maxi m ze that scope.

But if you can let me go back and talk to

DWA, talk to our energy officers, see if they are

famliar with those contract negotiations, | will see
what | can find for you.
REPRESENTATI VE VI TALI : It would be very

much appreci at ed.

SECRETARY CREEDON: Sur e.

REPRESENTATI VE VI TALI : Because it was a DGS
negoti ation according to the representative,
Amer esco.

| f you could get at the Coraopolis project
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and the wi ndow i ssue, | would be curious, or maybe
get word through the Appropriations chair on it. It
woul d be interesting to get your perspective on this,
havi ng had the other side's perspective.

SECRETARY CREEDON: Okay.

REPRESENTATI VE VI TALI : Thank you.

SECRETARY CREEDON: Let nme | ook into that a
little bit for you.

REPRESENTATI VE VI TALI : Thank you.

CHAI RMAN EVANS: | would also like to
announce that this is a joint hearing held with the
State Government Comm ttee, the chairperson,
Representati ve Babette Josephs, who is here, and |
t hi nk- - - | s Matt Baker here? He is the chairperson.

What | would |ike to do, she has a question,
Represent ati ve Babette Josephs, the chairperson.

REPRESENTATI VE JOSEPHS: Thank you very
much, M. Chairman, and thank you for making it a
j oi nt hearing.

And wel come, M. Secretary. It is always a
pl easure to work with you, talk to you.

As you know, | have been very interested in
terms of contractors. The businesses we contract
with should |look |ike the people of the State, which

is to say we should be contracting with businesses
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t hat are owned by wonmen, owned by mi norities.

| know that we have made some progress in
t hat area. | have been involved in some conferences
with small business devel opnent centers that you were
very gracious to come and help us with, and | wonder
if you would talk to us a little bit about progress
in that area and what you see for the future.

SECRETARY CREEDON: Sur e.

We made dramatic progress in the area of
m nority- and women-owned business participation.

We had originally thought we started about 2
percent. We actually started at about a 1-percent
participation rate. W have taken that now up to
t hat we are sustaining an over 10-percent
participation rate. W reached a high of about
12-percent participation, | believe in one of the
gquarters in 2006.

About 40 percent of that spend is, alnost
every quarter consistently, about MBE conmpanies, and
about 60 percent is WBE conpani es. Over the | ast
year, we have increased our requirements froma
10- percent score to a 20-percent score for your |evel
of participation, and we have al so expanded now to
request participation in our real estate

opportunities as well as within the ESCOs, which we
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were just tal king about.

And the ESCOs, with being construction
projects, give considerable opportunity to mnority-
and wonmen-owned businesses. As a matter of fact, the
wi ndows that are being put in in the four buildings
behi nd the Capitol and also in the Labor and I ndustry
and Health and Welfare Building are all being managed
by women-owned conmpanies. They are doing a great
job. The papers don't blow off my desk anymore, so
if nothing else, | appreciate that.

So | think we have made tremendous progress.
There is a ot nore we can do. W have to find ways
to sustain these |levels of participation.

One of the things that some nmembers of the
caucuses have been talking to me about is, is there
| egi sl ati on perhaps necessary over the next several
years to put sonme of this, what has been DGS policy,
to place this in statute so that it becomes
institutionalized and it can't be something that gets
changed in the future and really becomes part of just
the way we do business here in the Comobnweal th.

REPRESENTATI VE JOSEPHS: | would be very
interested in |ooking at | anguage for |egislation.

SECRETARY CREEDON: I|f not this year, |

t hi nk next year we will probably have those




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

29

conversations.

REPRESENTATI VE JOSEPHS: Thank you, M.
Secretary.

Thank you, M. Chairman.

CHAI RMAN EVANS: Representative Fred
Mcl | hattan, please.

REPRESENTATI VE Mcl LHATTAN: | have no
guestions, M. Chairman. M ne has been answer ed.
Thank you

CHAI RMAN EVANS: Representative Scott Petri.

REPRESENTATI VE PETRI : Thank you, M.
Chai r man.

M. Secretary, | know that you tal ked a
great deal already about the utility savings, and |
certainly compliment you. One thing | amtrying to
under st and, though, you are | ooking in your budget
for about a 7.1-percent increase, or an al nmost
$1.4 mllion for utilities. How do you explain that
in light of all the significant savings?

SECRETARY CREEDON: The rates have gone up

REPRESENTATI VE PETRI : And how nmuch have the
rates gone up? So what you are saying is, the rates
have gone up enough to eat away all of those savings
by about $1.4 mllion?

SECRETARY CREEDON: Not all of them and
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keep in mnd that the impact of the ESCO projects in

particularly the four buildings -- the North Office

Buil ding, the Irvis Building, the Forum Buil di

ng, and

t he Finance Building -- they really will not kick in

until well into this year. So we have to anti

ci pate

t hat those buil dings are not going to be as energy

efficient as we would Iike themto be, as well
East W ng i nprovements. So we have to budget

think realistically is going to be our energy

as the
what we

costs.

In addition, the Judicial Center, which is

bei ng constructed just behind the Capitol, starts

full operation sometime in the summer of 2009.

So we

need to start anticipating some rate increases for

that as well.

REPRESENTATI VE PETRI : Okay.

Anot her area | would like to explore with

you is with regard to paragraph 508 of the History

Code. As you are probably aware, there are sone

i ssues that have popped up as a result of the

convention center and how it would be rehabil

t at ed.

But just generally and on a much broader

focus, paragraph 508 requires a number of things to

preserve our histories and our facades:

consul tation, seeking advice, initiating measures and

procedures, and then instituting procedures.

And
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subparagraph (5) of 508 specifically requires that

t hose procedures and policies that are described in
par agraphs (3) and (4), which are the initiation of

t he measures, and the description of the procedure to
be used in rehabilitating a property or changing a
property have to be submtted to PHMC for review and
comment .

Number one, are you aware, are nost of the
agencies in the State conplying with this provision,;
and nunmber two, has DGS itself submtted its
procedures and policies to PHMC for its review? And
the final question of that three-part question is, if
we are not conmplying, how can we expect private
people to conply when the general public and public
institutions aren't?

SECRETARY CREEDON: | will begin with your
first question, talking in general about conmpliance.

| believe that the agencies under the
Governor's jurisdiction are complying. DGS is
conplying. The State Systemis conplying.

| have to sign off on all of the denolition
approval requests from everything from an old
resi dence hall down to some bathroom facilities in
State parks, and | can tell you that each and every

one of those has a letter attached from PHMC aski ng
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for their review before there is demolition that
occurs.

Let me talk specifically about the PLICO
buil ding for the convention center in the city of
Phi | adel phi a, because | think that is a little b
a much different situation and perhaps the heart
your question.

The facility, DGS did consult with PHMC o
the denmolition of those buil dings. PHMC had a
different view in a consultant basis to us on the
condition of those buildings and felt that they
shoul d be preserved.

An agreement had been reached between the
Convention Center Authority and PHMC to save the
facades of those buildings. That agreement woul d
never have been signed by DGS. The Convention Ce
Aut hority signed it before they owned the buildin
before they had done any assessnment on the condit

of the buildings, and as a matter of fact, even

t of

of

n

nter

gsa

ion

bef ore we had even reached an agreement that we were

going to nmove ahead with the convention center
expansi on.

DGS owns the site that the convention cen
expansion will occur. W own the buildings that

in question, and our engineering analysis and the

ter

wer e
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analysis that | | ooked at told me we were dealing
with a very unsafe situation

We had al ready put protective measures up on
the Broad Street sidewal k to protect pedestrians, and

as we | ooked at the cost estimates, while we were not

a party to this agreenent, if we were to abide by the
agreenment, it would have cost the taxpayers another
$15 mllion to save two facades. Bet ween the safety

i ssues that we saw and the cost to the taxpayers,
froma DGS perspective, we did not feel we could go
forward and take PHMC' s advi ce.

There are some times where | have not taken
PHMC' s advice. The wi ndow change-outs in the four
bui | di ngs behind the Capitol here as well as Labor
and I ndustry and Health and Wel fare, PHMC wanted us
to use a higher-cost alternative. | elected not to
take PHMC's advice, and | think if you go and take a
| ook at the wi ndows, you can barely tell a
di fference, and we saved al most $12 million.

And on the PLICO situation, we felt we had a
safety issue. When we started demolishing it, we
found out we did indeed have a safety issue.
Seventy-five percent of the clip joints that hold the
facade in place on the one building had either failed

or were deteriorating, and when | | ooked at a cost of
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$15 mllion to save it plus the inpact that would
have on additional delays on PCCA, we felt that the
buil di ngs needed to be denoli shed.

REPRESENTATI VE PETRI : Thank you, M.
Chai r man.

CHAI RMAN EVANS: Representati ve Jake
Wheat | ey.

REPRESENTATI VE WHEATLEY: Thank you, M.
Chai r man.

Good norning, M. Secretary.

SECRETARY CREEDON: Good mor ni ng.

REPRESENTATI VE WHEATLEY: | wanted to go
back for a mnute, and | should say that | really
want to applaud the Adm nistration and you and your
| eadership team and Peter Speaks around the efforts
to really get your hands around this issue of
m nority- and women-owned businesses and how we make
this environment a fair ground for all to participate
in.

In saying that, | want to go back to the
nunbers that you cited, the 10 percent that you
reached, and how you capture those numbers, how you
moni tor those numbers. | know that we have talked in
t he past about the technology that is required to

hel p you do that in a nmore efficient and effective
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way. Can you talk to me about how you currently
capture those numbers and how we can better capture
t hese numbers and be able to nmonitor exactly what we
are doing and be able to tell the story, positively
or negatively, on what we are doing in this
Comonweal t h.

SECRETARY CREEDON: Sur e.

We currently capture the nunmbers by, when a
contract is awarded, our first benchmark is by noting
the |l evel of participation that that contractor has
agreed to place on the project. So that is our first
st ep.

We t hen, through our enforcement group
within our mnority- and women-owned busi ness office
t hrough the bureau, we then nonitor throughout the
contract whether those |evels of participation are
i ndeed being fulfilled.

And then we obviously put a great deal of
pressure on the vendor to comply with what they said
t hey were going to do.

There have been situations where, by mutual
busi ness agreenment, m nority-owned busi nesses have
actually dropped out, say 2 years into a 3-year
contract with a vendor, and what we have done is we

have said, obviously the business relationships have
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changed; you both have agreed that there needs to be
a break in your business relationship; however, we
expect that the vendor will be replaced with another
m nority or wonmen-owned business vendor.

You referenced the challenge we have
sometimes in technology. W have been | ooking for
about the |l ast year at whether we can afford to make
an investment into a dedicated software system wi thin
DGS that would allow us to do this in a, much |ike
some ot her States have, through a dedi cated software
system

It is about a $450, 000 expenditure. We | ook
at our |IT expenditures very frugally. W allocate a
certain amount of resources each year across each of
t he deput ates. It is an expense that we have not
really been able to afford yet. W are hoping we can
within the next fiscal year as we work through our
priorities within IT upgrades.

One of the things we have been able to do,

t hough, is identify at the Office of Adm nistration
with their IT resources that we use to run our |IT

operation, our |ooking at whether we can build this
type of system in-house using some type of database
platformthat is already in place that will be able

to allow us to catalog this and then al so conmpare the
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actual spend against the SAP system which captures
the invoices and then can tell us right away whet her
t he spend i ndeed did occur.

So we have the data. | feel very confident
about the data. | think it tells the picture of what
is occurring within the Commonweal th. Could we be
better with some dedicated IT resources? W
certainly could, but it is a case of bal ancing our
spendi ng available within the department agai nst
where those resources are.

We have a very tight discretionary operating
budget that we operate from and the deputies conpete
very vigorously for those IT dollars.

REPRESENTATI VE WHEATLEY: And | can
appreciate that, and seeing that this is the
Appropriations Commttee meeting and this is our
annual conversation around what are appropriate spins
for each departnment, it seems to me, in nmy opinion --
this is critical for me, and it has been since | came
in -- it seenms to me somehow a m ssed opportunity for
your department to request these types of upgrades
and the investment in these upgrades so that we nmake
sure the opportunities that we are trying to provide
are actually being provided in a very efficient way,

t hat you have not even asked for savings to be a
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m ssed opportunity in that capacity.

SECRETARY CREEDON: Well, | will note, Anne
Rung is our Deputy for Adm nistration. She said she
t hi nks we can buy it this year. It has been a case
of when we have the money avail able and then
prioritizing across the entire deputate wi thin our
exi sting budget.

We have made a commtment to the Budget
Office and to the Governor to keep our spending as
flat as absolutely possible, and I would not come to
this commttee and ask for additional funding if |
had not already asked for that additional funding to
t he Governor and to the Budget Office.

So | think we have just been in a time of
waiting until we had, much |ike we all do our own
budget, maybe we had to save a little bit and build
up the funds to do it. That is really the situation
we have here.

REPRESENTATI VE WHEATLEY: Sur e.

Now, one final train of questioning, and |
know we have to push on.

| have been told, and maybe you can help me
clarify this as it relates to the State process for
how it counts MBE/WBE in a project, it asks for

solicited participation and not necessarily actual
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partici pation. | s that how you count--- Help me
understand how you count the participation

percent ages. Is it that it is actual work being
performed with MBE/WBEs with our partners -- |I'm
tal ki ng about on a statewi de contract and so on and
so forth -- or is it the solicited action for MBE/ VWBE
participation?

SECRETARY CREEDON: Let me kind of walk
t hrough the process again.

When the proposals first come in, we have, |
guess, a solicitation basis. So if it is this month
t hat contract is awarded, that solicitation basis
woul d then go into our database and be part of our
numbers that have been reported this month. But as
we monitor the actual use within the contract, that
percentage which is being attributed from that
contract going into our totals will then vary on a
gquarterly basis to reflect the actual participation.

REPRESENTATI VE WHEATLEY: So |'mclear on,
when you say the 10-percent nunmber that you
consistently hit each month, is that 10-percent
solicited or 10-percent actual business?

SECRETARY CREEDON: It's a conbi nati on of
bot h, depending on which month we are in. | f there

is a month where a contract has just been solicited
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and awarded and we are not up and running yet, it
will include some solicitation; if it is a contract
t hat has been in place for 2 years, it will include

t he actual participation.

REPRESENTATI VE WHEATLEY: Okay. Thank you,
M. Chairman.

Thank you, M. Secretary.

CHAlI RMAN EVANS: Representative Brian Ellis.

REPRESENTATI VE ELLI S: Thank you, M.
Chai r man.

M . Secretary, thank you for com ng today.
Just a couple of questions, real quick.

The energy efficiency standards that you
have applied to some of the buildings -- North
Office, Irvis, Capitol, Finance, Forum and so on --
how did we pay for those?

SECRETARY CREEDON: We paid for those by the
ESCO project. The ESCO contractor, what we do is we
pay that contractor back for the costs of those
i mprovenents.

REPRESENTATI VE ELLI S: Okay. So did we
borrow noney to pay for these?

SECRETARY CREEDON: No, we did not borrow.
Under the Procurement Code, it is not considered a

borrowi ng when you use operating dollars or avoided
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operating dollars to make the payment back to a third
party.

REPRESENTATI VE ELLI S: Okay.

And then my second question, with the sale
of the Phil adel phia Office Building, you are nmoving
those folks into a | eased buil ding. Have you
consi dered across the board | ooking at public-private
partnerships for some of the buildings that you guys
operate to save costs?

SECRETARY CREEDON: Yes. As a matter of
fact, the Pittsburgh State Office Building, the RFP
for the sale of the Pittsburgh Building will be
rel eased this nonth, probably very shortly, by the
RFPs for the | eased space to replace the space that
is in that building.

We have not | ooked at it in Scranton or
Readi ng. They are very small buil di ngs. As a matter
of fact, | think the Scranton building we just bought
back. It had been a public-private partnership over
a long-term | ease, and we just made the final
payments on it up in Scranton.

We are | ooking at some facilities here in
Harrisburg, the former Harrisburg State Hospital
property, which is now called the DGS Annex, which

was added to our inventory responsibilities | think
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2 budget years ago now. We are |ooking at whether
there is an opportunity there to do some type of
public-private partnership where we sell part or all
of the facility and perhaps |ease it back.

It is interesting to me, when | was told we
were going to take on the operation of a closed State
hospital, | kind of expected a closed State hospital.
It's a pretty active facility up there with a | ot of
Commonweal th facilities, Gaudenzia drug and al cohol
treatment, Catholic Charities. The Department of Ag
runs a dairy operation on the site.

But we have, a couple of fol ks have
approached us and said that they m ght be interested
in some type where they take on the devel opment, but
we continue to | ease part of it. So we are al ways
| ooking at all those types of opportunities, and if
t hey make econom c sense, we will pursue them

REPRESENTATI VE ELLI S: Do you have any kind
of initial numbers on the cost savings in the
Pittsburgh | ocation?

SECRETARY CREEDON: No, | don't. The
difficulty in Pittsburgh is, let me just walk you
t hrough the econom cs as we see themright now.

The building will not---  Well, | shouldn't

say it is not. | woul d encourage people to bid
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$25 mllion for the building in Pittsburgh, but I
think I1"mbeing a little bit unrealistic. It is not
going to command the same market price that Broad and
Spring Garden did in the city of Philadel phia. The
econom cs are different.

We do know, however, that the building does
require about $50 to $60 mllion of capital
i nvestments, so we are going to be able to avoid that
i nvestment, and we certainly hope that our |ease
costs in the city because of the size and, you know,
the quality of the | essor, where sonmebody pays our
| eases -- we are going to be there for awhile once we
move into your buildings -- that we are going to be
able to get some bel ow mar ket rates.

So |''m hoping, while our savings on the
20-year net present value basis in Philadelphiais
about $30 mllion, |I'm hoping we will probably see
about 15, maybe 17 in Pittsburgh, but it's really
just a rough estimte at this point. Until we get
out in the marketplace, we are not going to know what
t hose nunmbers are.

REPRESENTATI VE ELLI S: Thank you very nuch,
M. Chair man.

CHAI RMAN EVANS: Representative Dally.

REPRESENTATI VE DALLY: Thank you, M.
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Chai r man.

Good norning, M. Secretary.

SECRETARY CREEDON: Good mor ni ng.

REPRESENTATI VE DALLY: Earlier in this
hearing you di splayed a chart that provided sonme
information on sole source contracts, and | was
wondering if you had the dollar amount of the
difference. And | know those are nunbers of
contracts; I'"mjust curious as to difference in
dol |l ar amounts as far as sole source.

SECRETARY CREEDON: | don't believe |I have
that with me, but it is certainly something that we
can put together for you.

REPRESENTATI VE DALLY: Okay. | woul d
appreci ate that.

SECRETARY CREEDON: Sur e.

REPRESENTATI VE DALLY: And | think you
addressed the question to Representative Wheatl ey
bef ore, or he addressed the question to you and you
addressed the answer, about mnority- and women-owned
contracts.

We had a hearing, and it doesn't have
anything to do with DGS, but we had a hearing | ast
week on the Gam ng Comm ssion, and they had hired a

m nority contractor to give them an overvi ew of
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gam ng regul ations and how to start in that business.

They intend to delegate a | ot of that
authority to a subcontractor that was not a
m nority-owned business in that respect with gam ng.
They made recommendati ons to the Gam ng Comm ssi on,
or to the prime contractor, and the Gam ng Comm ssi on
actually just disregarded all those recommendati ons.

But that is beside the point. | " m just
wonderi ng, how do you nonitor when a contract is
awarded to a mnority-owned business that it does
i ndeed remain that way? | mean, it seenms to me that
there is mschief that could occur there in ternms of,
you know, subcontractors comng in and the |ike.

In this instance, with the Gam ng
Comm ssion, is that the prime mnority subcontractor
had no experience in the job that was entailed with
the contract, so obviously they had to | ook el sewhere
for expertise.

SECRETARY CREEDON: Ri ght .

We have a certification group within our
MBE/ WBE office as well as an enforcement group, and
their job is to ensure that what was said in the
proposal occurs, to handle any disputes that are
occurring between the prime, whether the prime is a

m nority vendor or the sub is a mnority vendor.
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Quite frankly, our problemis not mnority
MBE firms subbing to non-mnority subcontractors.
Our problemis non-MBE prime contractors changi ng
their relationships with the MBE and WBE

subcontractors. | wish we had nore MBE and WBE

primes, but because of the basis of our construction

i ndustry and a | ot of our procurement, we are not
seeing as much as we would Iike to.

But we do have an enforcenment group, and
that is their job, to nmonitor that each and every
day, to take complaints, to investigate conpl aints
to nonitor paynments, to make sure people are being

paid timely, particularly if they are a

subcontractor. So they are the group that does that.

REPRESENTATI VE DALLY: Okay. Thank you.

Thank you, M. Chairman.

CHAI RMAN EVANS: Representati ve Reichl ey.

REPRESENTATI VE REI CHLEY: Thank you, M.
Chai r man.

Sorry; we're a little cramped for space up
here. There we go.

| will try to be as concise as possible.
know we are pushing up against the next group of
testifiers.

M . Secretary, your responses to




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

a7

Representative True's answers, the | onger you spoke,
the more intriguing it became to nme, so | just want
to get back to that for a second.

And | think in followi ng up on
Representative Dally's point, you mentioned about the
| arger nunmber of contracts you showed with your bar
graph, but you didn't come in today with any doll ar
estimation as to what the value of the contracts is
t hat you rel eased as opposed to what was in the
Adm ni stration prior to that. | s that correct?

SECRETARY CREEDON: Correct. But keep in
m nd, the Unisys contract was also sole sourced by
t he previous Adm nistration.

REPRESENTATI VE REI CHLEY: Okay.

SECRETARY CREEDON: | think you are going to
see, we will see when we submt the nunmbers, but
think you are going to see some pretty simlar
numbers.

REPRESENTATI VE REI CHLEY: Well, is that the
first time that contract had been let, though, for
t he Data Power House situation?

SECRETARY CREEDON: 1999, | believe, was the
first time.

REPRESENTATI VE REI CHLEY: Ri ght, and then---

SECRETARY CREEDON: And it was extended in
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2002.

REPRESENTATI VE REI CHLEY: Al'l right. And
you have now extended this again, wthout any
requests for conmpetitive bids. Is that correct?

SECRETARY CREEDON: That is correct.

REPRESENTATI VE REI CHLEY: | guess |I'm
curious, because this does not seemto be the only
situation where this has happened within the
Adm ni stration. | wonder if you can coment, because
there was an article posted just |ast night, | guess,
with the Patriot-News that discussed this very
contract, that it is worth $240 mllion over 5 years.

It also references the one for medical
services for inmates, which I think you mentioned,;
al so another one for telecomunications services.

Are you able to tell us who the big wi nners of those
contracts are and what the value of those contracts
are?

SECRETARY CREEDON: Let us see if | have the
total value of the Prison Health Services with ne. I
believe | do.

The val ue of the tel econmunications services
was $50 mllion. That was awarded, | believe, about
3 or 4 years ago.

The Prison Health Services contract--- [ ' 11
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have to get you that, Representative Dally -- or
Rei chl ey. ' m sorry.

REPRESENTATI VE REI CHLEY: | ' m Rei chl ey.
We're often confused; | know.

SECRETARY CREEDON: You're all fromthe
Lehigh Valley; that's why I'"m all confused.

REPRESENTATI VE REI CHLEY: That's right. "' m
the one with the mustache, if it is easier to keep
track.

SECRETARY CREEDON: You're the one with the
must ache. Sorry about that.

We will get you the value of the Prison
Heal t h Servi ces.

REPRESENTATI VE REI CHLEY: Sur e. And t he
names of the wi nners of those contacts.

SECRETARY CREEDON: Prison Health Services.

REPRESENTATI VE REI CHLEY: Oh, Prison Health
Services. And the telecommunications one was?

SECRETARY CREEDON: Tel co.

REPRESENTATI VE REI CHLEY: Tel co; okay.

| guess the question | have is, in a
contract with such a | arge ampbunt as that, | was
curious as to how that comports with the requirements
of the Procurement Code.

The article in the Patriot-News says there
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seems to be three rather specific situations in which
you can avoid going through an RFP situation, those
bei ng when only a single supplier is capable of
providing the service, when Federal or State |aw
exempts the contract from conpetitive process, or
when the contract is in the best interests of the
State, and |I'm wondering if you are able to
articulate for us today why the Unisys contract in
particular met any of those requirements?

SECRETARY CREEDON: Well, it met the best
interests of the State requirements, and so did the
Prison Health Services contract.

And | believe, as | said earlier, our

analysis was if we were able to negotiate a $240

mllion reduction in the cost and a $50 mllion
reduction in the cost of the next 2 years -- and we
woul d have paid an additional $50 mllion if we went
out to bid on this project -- and if we took in the
i mpact of the transition out. And did we believe

t hat by going to the marketpl ace we were going to get
a better deal? We did not believe that we would, and
if we could capture $50 mllion of reductions in an
existing contract, we were going to go and try to
capture those reductions.

So that was the determ nati on nmade on the
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best interests of the Comonwealth.

REPRESENTATI VE REI CHLEY: Did you even
solicit inquiries or make inquiries to other firnms
that could offer the same services as Unisys as to
what they were going to potentially offer the State
in terms of savings?

SECRETARY CREEDON: If you | ook at the scope
of the Unisys contract, it is not something that you
could just call up and say, how much do you think you
woul d charge us? Quite frankly, | don't think any of
t hose conpetitors would have given us an honest
answer. And quite frankly, they probably would have
told us it was all going to be extremely |ow, because
t hey want to have the conpetition, and then when the
conpetition would occur, we would probably find
ourselves with some numbers that maybe we woul dn't
i ke.

| spent about 6 years of nmy career in the
wat er and wastewater industry, where we bid on
billion-dollar contracts to run water and wast ewater
systems, and | can tell you, when | was conpeting
agai nst an incumbent, my price was always going to be
very, very low, and when | was the incunbent, what I
wanted to do was be able to give reductions out 3, 4,

5 years to avoid that conpetition, because the cost
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to my client of making that change was going to be
traumati ¢ and was going to be huge as far as changi ng
potentially technol ogy, changing staff, changing
personnel, doing that transition.

So | think, you know, OA, who manages
procurenment and worked very closely with DGS and the
procurenment staff on this, |I'"'msure did market tests

with the consultants that they enployed to say, are

we where we think the market will be? where some of
t hese other competitors will be? \Whether they talked
to other vendors or not, | don't have that type of

specific information.

REPRESENTATI VE REI CHLEY: Al t hough it may
not be required by the Procurement Code, does your
of fice make any inquiry or evaluation into whether
principles of the company that you are anticipating
extending a no-bid contract to have made canpai gn
contributions to the Adm nistration?

SECRETARY CREEDON: No, we do not. That is
not a matter of interest to us.

REPRESENTATI VE REI CHLEY: Well, | think it
is a matter of interest to the general public,
because as you know, |I'm sure, back on February 25,
t here was an Associated Press article that ran a

story that Deloitte Consulting had received nmore than
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$400 mllion in State contracts over the last 5 years
and detailed the fact that there had been significant
campai gn contributions nmade by Deloitte enpl oyees.
And in fact in sort of, | guess, a turnstile fashion,
there were some former Deloitte enmployees in the

Adm nistration or related to folks in the

Adm ni stration, and | think if you proceed with these
no-bid contracts, it raises that question.

SECRETARY CREEDON: Del oitte was not a
no-bid contract. Ni nety-nine percent of the business
given to Deloitte was conpetitively bid. It is not
the same as Unisys or Prison Health Services at all.

REPRESENTATI VE REI CHLEY: The bul k of the
noney, $360 mllion, went for work at one departnment,
t he Department of Public Welfare. The contracts were
obt ai ned t hrough conmpetitive bids, but this is
t hrough a company that did conpetitive bids and they
still are receiving a bulk of nmoney---

SECRETARY CREEDON: And |- --

REPRESENTATI VE REI CHLEY: Well, hear me, M.
Secretary. You know, | had asked you | ast year if
there was a conmpany that felt it had been boxed out
because of connections to Deloitte by the
Adm ni stration, and when you then proceed to nmake a

no-bid contract of such a |arge anount to a conpany
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i ke Unisys, it raises other specul ations.

We have seen this, we are going to hear
about it later this afternoon fromthe Department of
Educati on, where two computer vendors were identified
as the sole source -- | know that is outside of your
departnment; that is with Education -- for these
| aptop computers, but again, it raises questions as
to the integrity of the process, and certainly this
performance has been a buzzword around this Capitol
in the |last 2 years. It would seem to behoove the
Adm nistration to take that to heart as well.

SECRETARY CREEDON: | think we do, and
think you are relying on newspaper articles that
relied on anonymous sources and were intended to give
a message that was incorrect.

| submtted an op-ed piece to the
Patri ot-News on Friday afternoon, which | sincerely
hope they publish, which gives the facts about how
seriously we take procurement in the Rendell
Adm ni stration, and these are not being awarded on
t he basis other than conpetition or in the best
interests of the Commonwealth.

And | think this afternoon when you talKk
about the computers, DGS was very much involved. As

a matter of fact, | was involved in sonme of the
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negoti ati ons personally. That was a very fierce
conpetition. Yes, there are two providers who won a
competition.

REPRESENTATI VE REI CHLEY: Getting into
the--- Now you have raised the interests of the
Commonweal t h.

Since you are the sole, not sole, but the
maj or proprietor, let's say, of Commonwealth | and,
what is your position on the city of Philadel phia
i ssuing the perm ssion to the one slots venue for
riparian land in the Del aware River in Philadel phia
that is owned theoretically by the Conmmonweal t h?

SECRETARY CREEDON: | have testified before
the State Government Commttee on this issue. Our
position is that the courts will determ ne whether
the city had the right to do that.

We were certainly prepared to deal with the
issue as a riparian rights bill, as we would, and a
number of other riparian rights bills which have been
adopted recently by the General Assenbly, and | guess
t he Supreme Court will give us a ruling on whether
the city had the right to grant that |license for the
ri ghts or not.

| nterestingly, the Mayor has w thdrawn those

rights, so that made it an even nore confusing
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situation.
REPRESENTATI VE REI CHLEY: | understand that
Mayor Nutter has done that, because | guess I'm
curious as to whether your department had taken a
position on what the previous Adm nistration in
Phi | adel phia did with the State-owned riparian | and.
SECRETARY CREEDON: Our position was, if
that was a yet to be determ ned | egal transaction and
that it would nmove the opportunity for the gamng to
proceed within the city, we were in favor of it, and
we will defer to the Supreme Court to make that
deci si on.
REPRESENTATI VE REI CHLEY: So DGS did not
enter any objections to the city transferring
St at e-owned | and?
SECRETARY CREEDON: No, we did not.
REPRESENTATI VE REI CHLEY: Okay. Thank you.
CHAI RMAN EVANS: Representative Bill Keller.
REPRESENTATI VE KELLER: Well, Representative
Rei chl ey just---
SECRETARY CREEDON: ---bid you right out.
REPRESENTATI VE KELLER: That's correct. You
knew what was com ng.
And | wunderstand, you know, that subject of

riparian rights, it is subject to a |awsuit, so there




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

57

are very few comments we can make. But | woul d be
remss if | didn't take this opportunity to get it on
the record that the Legislature continues to
reiterate, even with the passage of Acts 4 and 5 of
this year, |ast week, that the only way that riparian
| ands can be transferred is through an act of the
Legi sl ature.

As we said, the Supreme Court will determ ne
that finally within the com ng nonths, but it is, and
| have said it a nunber of times, that the
Legi sl ature hol ds that. Only the Legislature can
grant riparian rights.

Thank you

CHAI RMAN EVANS: Representati ve Denlinger.

REPRESENTATI VE DENLI NGER: Thank you, M.
Chai r man.

You're getting better with my nanme every
time. Thank you

M. Secretary, | just want to kind of go
back to sonething that Representative Reichley was
keying on, and it is a fact of history that in State
government where States put out a | ot of
St at e-sponsored econom ¢ devel opnment, that in the
out-years of Adm nistrations, sooner or later it is

friends of the Adm nistration that tend to benefit
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fromthe procurement system

| don't ask this question to inpugn you; in
fact, | respect what you have done very, very highly
and appreciate it. But what protections do you put
in place within your department to make sure that it
is not just "Friends of Ed" that end up getting the
key contracts?

SECRETARY CREEDON: First of all, | think
"' m going to extend an offer that | don't know if |
made to this commttee but perhaps to the State
Government Comm ttee -- | know | made it over in the
Senate -- | encourage anyone who wants to understand
our procurenment process to come and spend a half a
day or a day with our procurement team who aren't at
t he Deputy Secretary |l evel or even at the bureau
| evel . They are the individuals who put together
procurenments, evaluate procurements, and make
recommendations and ultimtely award those
procurenments and then nonitor the results of them
And | think you will find a group of people who have
a goal to save noney for the taxpayers, to provide
good, effective services for the taxpayers, and to
make sure agencies get the type of products that they
are paying for.

Sonmetimes | think it is easy when the |ights
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go out here to forget about that offer, but | would
encourage you this year, if you get a chance, for
people to come and to | earn how the process truly
wor ks.

Also, | will talk about the concept of
ethics within the departnment. It is something that |
take very seriously and our executive management team
t akes very seriously.

We have once and sonmetimes twice a year a
program that we offer, and actually it is required
for division | evel and above, for all enployees to
have ethics training from our Chief Counsel's Office,
where they wal k through case studies of how to handl e
this situation, what are the rules in this situation.

We al so have in place for our top management
a protection to avoid any type of conflict of
interest, where we have to indicate to our Chief
Counsel any famly member, conflicts that m ght be in
pl ace, | believe going out to brothers and sisters
and even to brothers- and sisters-in-law, for where
we establish a preset method of recusing ourselves
from any type of decisionmaking process that may
occur relative to that company. That goes to the
deputy |l evel and | believe even into the bureau

| evel .
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So that is already automatically in place.
So if you see sonmething com ng across your desk or
you see you have a conflict in place, there is a
preset set of conditions. For exanple, if | would
see a conflict that would come across ny desk, it
woul d i medi ately be sent over to Deputy Secretary
Rung. | would be conpletely removed fromthe
situation, and Deputy Secretary Rung woul d manage the
deci si onmaki ng process.

So we realize we have a |l ot of trust from
the public in procurement and in public works and in
real estate and in all the functions that we do. W
take it very seriously, and we put the best
protections we can.

But | do encourage you to |l earn about how
t he procurement process works, and | think you wil
find it is a group of individuals who are, and a | ot
of times they have been recruited fromthe private
sector and are com ng here and, you know, trying to
do a very good job for the taxpayers, and they are
not out to benefit one group of friends over another.

REPRESENTATI VE DENLI NGER: Thank you, M.
Chai r man.

CHAI RMAN EVANS: Thank you.

| would |like to thank you, M. Secretary,
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one, for what you and all of your staff does for the
peopl e of the Commonweal th of Pennsyl vania, and I
appreci ate your responsiveness to this commttee
every time you come before this commttee. And |
t hank the State Government Comm ttee.

We are going to take no more than a 3-m nute
break, then we're going to bring the Turnpike
Comm ssion before us, and then we will start back up.

Thank you very much.

(The hearing concluded at 10:05 a.m)
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| hereby certify that the proceedi ngs and
evi dence are contained fully and accurately in the
notes taken by me on the within proceedi ngs and that

this is a correct transcript of the sane.

Debra B. M Iler, Reporter




