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CHAI RMAN EVANS: | would like to bring the
House Appropriations Commttee to order.

We have the State Treasurer before us. As
you know, we get right to the discussion and
presentation.

| was talking to you a little bit off-Iine
about investment, and | know your background is as an
i nvest ment banker. In the Governor's speech, he
t al ked about econom c stimulus, you know,
infrastructure, debt, things of that nature, and you
are the State Treasurer. You know, are we a
hi gh- debt State? A |ow-debt State? You know, what
are we as a State, because that's a constant debate
in this General Assenmbly about debt and the
i mportance of using debt.

So can you talk about it from your
perspective, obviously as the State Treasurer and
obviously as a person who did a little invest ment
banking in your life.

MS. W ESSMANN: Certainly.

As a member of the Bond Conmm ttee, obviously
| take an interest in terms of what goes on in terns
of the debt of the Commonweal th, but the Treasurer's
primary role is to make sure that all of the payments

that are made for debt service are done judiciously
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and correctly in accordance with | aw.

As an investnment banker and as someone who
has foll owed the capital markets throughout my entire
career, | amvery, very thoughtful and careful about
the credit markets and what is important in the
credit markets, and the good news for Pennsylvani a
today is that Pennsylvania has been so conservative
in terms of its credit and the credit markets that it
has not been buffeted by the financial problens that
are existing in many sectors of government today.

Havi ng said that, there's a reason for that,
and that is that Pennsylvania has a very, very |ow
debt ratio. | think it's about 13 1/2 percent of its
debt ceiling, and the credit markets and the rating
agencies all have a very, very high view of
Pennsyl vania's credit.

So Pennsylvania is uniquely positioned to
invest in its infrastructure, invest in its capital,
unli ke many ot her places that do have credit issues
with too much ball ooning debt. A number of States
t hat we know that are close by, New Jersey, for
exampl e, is probably one of the most prom nent that
is really, really under water in terns of its
burgeoni ng debt factors, as well as New York

St at e.
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But Pennsylvania is uniquely positioned to be
able to take advantage of an opportunity with their
great credit and the credit markets to actually
invest in the future of the Commonweal th.

CHAI RMAN EVANS: Some people would argue,
when you use the word "conservative," sonme people
argue fromthe opposite side that it is good that
Pennsyl vani a has been conservative on its use of debt
and that this is something that we should not just do
it willy-nilly. But yet when you tal k about
infrastructure such as bridges, roads, and obviously
we woul d never have enough noney to pay as we go,
help this commttee understand a little bit of how
you think we can strike the bal ance, because, you
know, somebody is always constantly running around
sayi ng, you know, Rendell, and not that you, you are
an i ndependent elected official, not speaking for the
Governor, but running around saying that we are
ei ther spending or borrow ng.

So I"'mtrying to understand, how do we make
t hese investments for the future, you know, bridges,
roads -- and we do have sonme problems with our
bridges; we have a | ot of bridges, and roads and
t hi ngs of that nature -- as we | ook toward the

future? You know, how can you hel p us understand
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about striking the bal ance?

MS. W ESSMANN: | think the sinmplest anal ogy
that | have used with many people who do not know
much about the financial markets is the comparison to
t he home nortgage.

Home nortgages right now, as you can see,

t hey are great exanples of when there isn't enough
money, a down paynment or when people take on rates
that are too high, and there are appropriate

mort gages and there are inappropriate nortgages. But
basically you are financing an asset that should give
you benefits throughout your lifetime, and it's
certainly appropriate for you to undertake or take on
debt that is commensurate with the useful |ife of

what ever the asset is.

Havi ng said that, | would never say that debt
shoul d be taken on willy-nilly. | think you have to
make a very careful investment or a careful

assessnment and then | ook at the investment and the
return you will get.

The one caveat that | also would add, though,
in terms of debt issuance is that, an investment in
the future is that today's dollars, as we know,
particularly actually right now, today's dollars are

going to be |less expensive than tomorrow s doll ars,
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and it's always better to invest today and get the
compound benefit of your investment over the course
of many years as opposed to waiting until |ater when
you have to make up with a | ot nmore assets.

CHAI RMAN EVANS: Okay.

Representative Craig Dally.

REPRESENTATI VE DALLY: Thank you, M.
Chai rman, and good afternoon, Madam Treasurer.

Recently your office announced its
participation with 50 other U.S. and European
institutional investors in a climte change action
plan that will boost investments in clean energy and
energy-efficiency technol ogi es that require tougher
scrutiny about carbon-intensive investments that may

pose long-term financial risks, and | guess your

proposal is to invest $40 mllion total in this new
fund.

My question is -- and | think that's, you
know, that's a | audable goal -- nmy question is, how

does that comport with the Prudent |nvestor Standard
t hat you are obligated to foll ow pursuant to, you
know, State statute and regul ations?

MS. W ESSMANN: Well, et me first say that
t he Prudent -Person Investor Rule, which is a

relatively recent vintage in the State's history, is
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t he dom nant and primary guiding force for all of
Treasury's investments.

The Prudent-Person Rule is a principles-based
i nvesting assessnment, and when | came into office, we
made a determ nation, or | knew that | wanted to | ook
at all of our investment policy and all of our
i nvest ment procedures as it relates to governance,
how we manage our investments, how we actually
i nvest. It is a very, very dynam c process, and it
is continually changing.

So | have made the determ nation and
established something called the Pennsyl vani a
| nvest ment Principles, which are the basis for which
we invest in many of the investment opportunities
t hat we have. There are a number that have been
wel | established, as you may be aware of, but there
is also this newer initiative called Keystone
Green.

| think it's fair to say that one of the
primary reasons for the Prudent-Person Rule was to
enabl e the Treasury Department to obtain on a prudent
basis some al pha, some increased interest inconme that
was avail abl e when funds were invested in a very
prudent matter, and along that line, that included

equities and other opportunities.
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| think that there are a | ot of sectors, a
| ot of investment sectors, which are comng into
their own, and in fact | do think that environmental
investing is part of the next frontier of investing.

Because the investing environment has evol ved
dramatically over the past, even 10 years, but over
30 years and the number of i1investment products that
are available to investors have proliferated so nuch,
we have the opportunity to | ook at and assess many,
many different investments, and that's going to
conti nue. So we have to take advantage of those
i nvestments where we think they will provide sonme
al pha, and frankly, diversification to the portfolio,
and Keystone Green is one element of that.

| should also tell you, though, that | think
that it's not inconsistent to invest well and also to
invest good, if you will, and | think these are funds
t hat woul d ot herwi se be invested in much shorter term
securities, possibly, and | see no reason, so |long as
t hey uphold the suitability standard for us as a
| ong-terminvestment, | think they are very, very
appropriate, and hopefully ultimately they wil
benefit the residents of Pennsylvani a.

REPRESENTATI VE DALLY: At present, how nmuch

of these funds are invested in State and how nuch are
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i nvested out of State? Do you know?

MS. W ESSMANN: Keystone Green is an
initiative; there is a conponent that we hope to have
invested in conpanies in State. The initial
investments are with publicly traded funds. Sone of
t hose conpanies may be in State, sonme may be out of
State. They are not Pennsylvania directed. That's
anot her el ement of the investment plan that we hope
to initiate soon.

REPRESENTATI VE DALLY: And | woul d i magi ne
that these types of funds are fairly new.

MS. W ESSMANN: Actually, the funds we just
invested in, they run the ganmut.

Again, as | said, we live in a conmplex world.
The i nvestment options have proliferated so much,
there are many, nmany. Some may be new, but they wil
have to be suitable. But the funds that we just
invested in, many of them have 5- and 6-year track
records.

REPRESENTATI VE DALLY: | see.

MS. W ESSMANN: And they are publicly traded.
One is an exchange traded fund, which is considered
very |iquid.

REPRESENTATI VE DALLY: Okay.

And the first part of my question was, | just
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wondered how you benchmark the performance of these
funds, of this fund, you know, to some other fund as
far as rating, you know, your rate of return, which
guess goes back to my initial question about the
Prudent - Person I nvestor Standard, so.

MS. W ESSMANN: Yes. Well, we will | ook at
themrelative to the benchmarks that we use for all
of our other investments. They will definitely, they
will not be on a subsidized basis at all.

REPRESENTATI VE DALLY: Al'l right. And ny
| ast question, at least for this round.

| recall, and | apol ogize for not having the
information in front of me, but | believe the
Treasury provides a line of credit to---

MS. W ESSMANN: PHEAA.

REPRESENTATI VE DALLY: PHEAA, right. You
knew where | was headed.

Can you just explain a little bit about that
line of credit and whether it is fully extended at
present or not?

MS. W ESSMANN: Treasury has extended a |ine
of credit for many years now to PHEAA for operating
expenses and to enable them to purchase student | oans
and for whatever other purpose they have needed it.

We currently have a | oan of $700 million
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outstanding with them When | came into office, we
evaluated all of the ternms of the |loan and its i nmpact
on the General Fund, and we determ ned that $700
mllion is too significant a portion of the General
Fund to be outstanding to PHEAA.

We subsequently negotiated with PHEAA -- and
the interest rate was outdated as well . It was a
| aggi ng interest rate, which wasn't appropriate at
this point. So we renegotiated the | oan with PHEAA,
and we are expecting at the end of the month that
they will be paying down $200 mllion of it. And

t hey have indicated as recently as | ast week that

t hey are planning on paying down the $200 mllion, so
that we will have two pieces of a |loan but $500
mllion in total. One will be nmore |Iike a note, and
one will be a line of credit.

And t hey have had, of course, the financial
mar kets now are in a bit of disarray---

REPRESENTATI VE DALLY: Ri ght .

MS. W ESSMANN: ---but they have access and
t hey have had access to billions and billions of
dollars in the marketpl ace.

Our | oan may have been very necessary for
them at one point in time, but it's really dwarfed by

the scale of their operations at this point.
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And yet for the General Fund it's very, very
significant. As you know, we are cyclical, and there
are periods of times when our cash actually goes down
quite low, and that's the sensitivity; that's the
stress testing we have evaluated in terns of
appropriate sizing.

| woul d hope at some point that the General
Fund is not | ending PHEAA at all.

REPRESENTATI VE DALLY: Okay.

And t he purpose of my question -- | think you
got to it -- was just the turmoil in the capital
mar kets and the problemit is to raise dollars, you
know, in that arena. So it is comng at a difficult
time, | know, for PHEAA, but | understand your
rati onal e, too. So thank you.

MS. W ESSMANN: Ri ght.

Well, the market that has been affected is
t he auction rate securities---

REPRESENTATI VE DALLY: Ri ght .

MS. W ESSMANN: ---and they have relied on
very, very low interest rates.

And the fact of the matter is that the world
is going to change. That's the only segnment of the
muni ci pal mar ket pl ace that has been really, really

adversely inpacted. They have access to conmmerci al
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lines of credit. They have access to, and what they
wi Il probably end up doing is converting some of
their debt into some other type of variable rate debt
that is not currently under pressure in the markets.

REPRESENTATI VE DALLY: Were they paying a
floating interest rate to the Treasurer?

MS. W ESSMANN: Yes, but it was a | agging
rate.

REPRESENTATI VE DALLY: Oh, | see.

MS. W ESSMANN: So if rates were going up,

t he General Fund was giving up funds, and they were
able to take advantage of it in the marketpl ace.

REPRESENTATI VE DALLY: Okay. Thank you.

MS. W ESSMANN: But we have been very
supportive and we have been working through this with
them but it is a |loan that should be repl aced.

REPRESENTATI VE DALLY: Very good. Thank you.

CHAI RMAN EVANS: Madam Treasurer, | have |ike
six nore people, and then | got the Secretary of
Banking, so I'"'mgoing to need you to be tight in your
answers.

MS. W ESSMANN: Okay. |'d be delighted to.

CHAI RMAN EVANS: To what Representative Dally
rai sed, tomorrow at 3:30, PHEAA will come before us,

at 3:30, as the result of my office working wth
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Mario Civera's office, and Chairman Adol ph will be
here at 3:30. So PHEAA will be here so we can have a
di scussion with them

| would like to go to Representative Josh
Shapiro.

REPRESENTATI VE SHAPI RO: Thank you, Chairman
Evans, and | have a few questions and I'll try and
move through them quickly.

Madam Treasurer, it is wonderful to see you
and thank you for your testinony today.

You recently took some steps, which you
alluded to in your conversation with Representative

Dal |y, about the Pennsylvania Investment Principles,

whi ch, | understand, resulted in Pennsylvania
di vesting from about $1.2, | think, $1.2, $1.5
mllion, in two particular conpanies that were doing

busi ness in the Sudan. Can you just briefly explain
the principles and why they resulted in that
di vest ment ?

MS. W ESSMANN: Certainly.

The Pennsylvania |Investnment Principles were
established to reflect the fact that as we invest, as
institutional investors invest in the marketpl ace,

t hey have to take other considerations into affect

beyond the traditional factors, such as earnings per
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share and price per earnings, that there are a | ot of
ot her factors, qualitative factors, that are now
being articul ated by many investors.

So this was a recognition that Treasury, in
order to invest prudently and judiciously and
consci ously, would have to take a | ot of other
factors into account.

The principles consider geopolitical risk,
which is not new to institutional investing, as well
as environmental as well as corporate governance,
which is extremely important. | f we do not know what
conmpani es are, how transparent conpanies are, or if
they are not transparent with us, we don't know what
we are invested in, and that's the most inportant
rule for investors.

So to be brief, that particular divestnment
t hat we undertook was really the first application of
t hese investment principles, and in that $1.2
mllion, there is actually one company, and there
were two that we determ ned we would engage with in
terms of whether or not we felt confortable with the
governance of the conpanies, and they were just the
first application of these principles.

REPRESENTATI VE SHAPI RO: And | certainly | aud

your efforts to divest fromthose conmpani es who are
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doi ng business in Sudan, and |

i ndeed the genocide in Darfur,

all care about.

But | want to make sure

you say it's the first
apply the new test, that
from ot her
exampl e, Iran. That

MS. W ESSMANN:
may di vest from any security.
i mportant to enphasize that
investment principles in order

protect Treasury's portfolio.

application,
could result
terror-sponsoring nations |ike,
could come.

The short

think the atrocities,

is somet hing we should

| under stand, when

t hat means as you
in divestment
for

| s that correct?

answer is, sure, we

think it's really

we have adopted these

to preserve and

There are very strong econom ¢ under pi nni ngs

to this policy. And when | say

i mpl ementation, it's because we

if you will, the screening, the

and the screening for potenti al

it was the first
are now ranpi ng up,
prospective screening

di vest ment from

securities or conpanies that we are not confortable
wi t h.

REPRESENTATI VE SHAPI RO: Okay.

MS. W ESSMANN: But | want to assure you that

any application that

we have will

be done very

carefully and very prudently with the interests of

the Treasury's funds first

and forenost.
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REPRESENTATI VE SHAPI RO: Okay.

And just so |I'mclear, you divested just
Treasury funds, and you don't have the authority
si ngl e-handedly to divest from PSERS of SERS, the two
primary pension funds. s that correct?

MS. W ESSMANN: That's correct. " m just a
board member of those two.

| am however, urging other entities inside
t he Commonweal th to adopt the principles, to make
sure of all of these extra financial factors, and it
is really an enhanced anal yti cal approach to
i nvesting.

REPRESENTATI VE SHAPI RO: Okay, and |
appreci ate that.

As | know you know, | have sponsored three
bills, HBs 1085, 86, and 87, which indeed Chairman
Evans has cosponsored, along with, | think, 50 or 60
Denmocrats and Republicans in the House, to try and
force Pennsylvania's two primary pension funds, PSERS
and SERS, which invest $116 billion annually, of
whi ch they claimtheir number is approximtely $10
billion of that which makes its way into conpanies
doi ng business with terror-sponsoring nations |ike
Iran, like in Sudan, and |I fundanentally believe we

shoul d be getting those dollars out of that process.
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And | just ask, as | close, perhaps for your
expert opinion, your thoughts, on that type of an
approach, certainly going beyond what you are able to
do as Treasurer, being constrained, appropriately so,
by the Prudent-Person Standard, about taking into
consi deration the | arger geopolitical issues when we
| ook at our broad range of investing practices in
PSERS and SERS primarily.

MS. W ESSMANN: | think there are two ways
for me to respond to that.

One is, | would suggest that Treasury's
investments and, frankly, the Comonweal th's overall,
however it relates, should be principles based. I
think it is very difficult to make an
across-the-board judgnment about particul ar sectors.
| think you have to | ook at the investnents
i ndi vidually.

However, having said that, | do think these
principles should be applied, frankly, to other areas
of the government, and | would certainly applaud them
for considering establishing this principle-based
i nvesting.

REPRESENTATI VE SHAPI RO: Al'l right. Thank
you, Madam Treasurer.

Thank you, Chairman Evans.
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CHAI RMAN EVANS: Representative Brian Ellis.
REPRESENTATI VE ELLI S: Thank you very nuch,
Chai rman Evans, and, Madam Treasurer, for com ng
t oday.
If I can follow up just real quick on
Chai rman Evans's remarKks. It seenms we are on the
same page today.
One of my maj or concerns is the debt issuance
t hat we have experienced in the Commonwealth in the
| ast few years. Now, | realize that your depart ment

doesn't dictate the policy as far as debt managenent,

but you were a former investment banker. s that
correct?
MS. W ESSMANN: | am an investment banker.
REPRESENTATI VE ELLI S: You still are.

MS. W ESSMANN: Yes.

REPRESENTATI VE ELLI S: Exactly; sorry.

I n your opinion, is it wise for our debt
i ssuance to so far outpace our debt retirement? We
are not tal king about natural disasters or
emergenci es here; we are just tal king about new debt
that we are incurring.

MS. W ESSMANN: | want to preface my comments
by indicating to you that | have been a very

i ndependent officer of the Commonwealth, and | do not
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represent, | am not part of the determ nation from
t he Governor's Office about how much debt should be
i ssued. | have not been privy to those
conversations, so | don't represent that.

| will respond to you as an invest nment
banker, and | think, as an investment banker, as |
menti oned before, you have to be very concerned about
your capacity to repay, but the Conmmonweal th's
capacity to repay is very, very strong.

It has been reflected. There are a nunber of
el ements that are considered, and one is where you
rank relative to other States, and | think the
Comonweal th ranks 24th out of 50, and that is
certainly a much |l arger State than 24th. The rating
agenci es have given the Commonwealth a AA rating as
well as, | think that the debt service as a
percentage of the debt ceiling is so low that you
really do have capacity to move and invest in
t hi ngs.

And | note on your comment about them not
bei ng emergencies, | think what you want to do is
make sure that you don't ever end up with
emergencies, and that's the preventative. That's why
proper investing is appropriate.

REPRESENTATI VE ELLI S: You know, Madam
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Treasurer, | agree with that statement. | do have a
coupl e of problems, though.

MS. W ESSMANN: Sur e.

REPRESENTATI VE ELLI S: One, you talk about
t he number, and the same nunber that the Governor has
been propagating to the media, that we are 24th right
now, that is our ranking, and in all due respect,

t hat doesn't include a |ot of the other debt that the
ot her States have. That is specifically our debt.

It doesn't take school district debt or anything into
consi der ati on.

So we are not really conparing apples to
apples there; it is apples to oranges whenever we are
tal ki ng about that debt, and over the next few days,
certainly this is going to be a more preval ent part
of the conversation to get the real picture.

But, | mean, essentially what |'m asking is
and as | | ook at the Governor's budget, we are going
to be outpacing the retirement of debt by about $3.5
billion. Now, can we afford to do that? You as an
expert said yes, but nmy question is, is it good
fiscal policy? Because isn't that just |ike saying,
we are going to borrow $3.5 billion more than our
home is worth and then pay it off, because we can

afford to do it.
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MS. W ESSMANN: On the home conmment, | would
say that is assum ng that you don't ever keep it up
or make further inprovements to it. The value should
increase over a period of time. And in fact we do
know t hat over a period of time, everything
generally, we have ebbs and flows in the marketpl ace,
but generally our investments in hard capital do give
heal t hy returns.

| understand your comment about debt
capacity. MWhen the rating agencies |ook at the
capacity of any entity to issue debt, specifically
the States, they do | ook at all of the other
over | appi ng debt.

And | have not currently been | ooking at how
t he Commonwealth's is, but nmy guess is that even with
any overl apping debt -- and there is no direct call
on this debt; a lot of it is for student |oans, a | ot
of it is for housing, things that are quite
self-sustaining -- that | just have to say
respectfully that | really do think there is a |ot of
roomto nmove in the Commonweal th.

REPRESENTATI VE ELLI S: Okay. Wel |,
certainly, you know, the Governor believes that we
can continue to issue the debt. | mean, he has laid

t hat position out quite clearly.
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And when | tal ked about the $3.5 billion,
wasn't including the Jonas Salk or the Energy
| ndependence Fund. So these are some borrow ng
schemes where the Governor and a certain handful of
people in this Commonwealth will be able to--- It is
i ke a hedge fund al nost, where they are going to be
able to go out there and pick winners and | osers of
how we spend that noney.

| don't think there's anybody on the
Appropriations Comm ttee or throughout the entire
chamber of the House of Representatives that doesn't
agree that we have an infrastructure problem and
that is something that we have to take a | ook at, but
do you see a difference between debt issuance for
stuff like infrastructure or for, you know, these
hedge bets on what is going to happen down the future
in a certain industry?

MS. W ESSMANN: Well, one coment | will make
is that obviously with $3.9 billion, you are talking
about | arge dollars, and everybody al ways is
concerned about | arge dollars, but the scale of the
State operations is large and it's all relative and
proportionate.

"' m not sure it's appropriate in ny

Appropriations hearing to really start discussing the
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financi al
all that

equi pped

mar kets. The conversation on hedge funds,
is really, really not something that |I'm

or prepped for for today.

REPRESENTATI VE ELLI S: Okay.

MS. W ESSMANN: | would be happy to discuss

it with you at some other tine.

REPRESENTATI VE ELLI S: Fair enough.

MS. W ESSMANN: But | just think it is such a

| ong conversation---

REPRESENTATI VE ELLI S: It certainly is.

MS. W ESSMANN: ---and | have been advi sed

that we don't have that much ti me.

REPRESENTATI VE ELLI S: Okay. Well, thank you

very much.

And if | could just--- M. Chairman, just

i ndul ge me for a second here. | would just like to

say that

in my opinion, and certainly I'"m going to be

payi ng attention as we nmeet with the Budget Secretary

on Wednesday and the Finance Commttee to try to get

an understanding of this a little bit better, but to

me it seems |ike bad fiscal policy at this point

whenever

rate.

you are borrowing so much at such a fast

The amount of nmoney that was borrowed before

this Adm

nistration versus the noney that has been
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borrowed since this Adm nistration has taken over is
astronom cal, and | think that it is certainly going
to be part of the conversation for the next few
mont hs.

Thank you very much, M. Chair man.

CHAI RMAN EVANS: Thank you.

Representative John Siptroth.

REPRESENTATI VE SI PTROTH: Thank you very
much, M. Chairman.

Treasurer W essmann, good to see you again.

MS. W ESSMANN: Thank you

REPRESENTATI VE SI PTROTH: Representative
Shapiro had tal ked about some divestment, and |
understand that the State has divested the $1.2
mllion in holdings in the China Petroleum & Chem cal
Cor poration. Can you tell us why specifically you
did that and what inmpact that m ght have on the
State?

MS. W ESSMANN: | ' m going to answer the
second question first.

It will not have any inpact on the returns
for the General Fund. One thing that people often
i gnore when they tal k about divestment is the fact
t hat asset managers or investors on a continuing

basis invest and disinvest. It's just a small,
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little piece of a very, very, very big pie. And

t hi nk people also tend to forget that you aren't just
elimnating an investment; you are reinvesting in
sonmething else. There are alternative investments.

So the short answer is, there will be no
i mpact what soever, and the reasons for it are
compounded. They are col ored, obviously, by the fact
that this is a company that is operating in a country
which is war torn, and | think it is accepted that
it's fostering genoci de.

But from Treasury's perspective, we need to
make sure that the conpanies we invest in are going
to be stable, that they will give us a good return,
and that they will be transparent and tell us how
t hey are governing their conpanies. These are public
conmpani es.

It's conmplicated in China because there's so
much, and in many of the other parts of the world,
there is such an interplay between the government and
t he conpani es thensel ves. But suffice it to say that
it is a conbination of factors in terms of the |ack
of transparency, the lack of willingness to negoti ate
-- well, not negotiate but communicate -- and al so
concern about the efficacy of the conmpany operating

in that particular country.




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

25

29

REPRESENTATI VE SI PTROTH: Thank you very
much.

Thank you, M. Chairman.

CHAI RMAN EVANS: Representati ve David Reed.

REPRESENTATI VE REED: Thank you, M.

Chai rman, and thank you, Madam Treasurer, for com ng
before the commttee this afternoon.

Madam Treasurer, according to your hearing
book notes, the Office of the Budget granted a waiver
for your department to | apse funds in the anmount of
$509, 276 of 2006-07 fiscal year funds that had been
appropriated for those sheets' program Your hearing
book al so notes that this dollar anmount, the
$509, 000, would be available for use in '07-08.

My question would be, and it is a couple of
very quick questions initially, first, was there sonme
type of information technol ogy project related to
t hat $509, 000 that was not completed in '06-07?

MS. W ESSMANN: Wbul d you give me your other
guestions as well about this so that | can put it in
context ?

REPRESENTATI VE REED: Sur e. Was t here any
litigation related to that $509, 000? Were there any
construction or econom c devel opment projects

associ ated with that progrant




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

25

30

And the reason | asked those particul ar
guestions, statutorily, those are the reasons
permtted for the granting of a waiver that would
permt those funds not to be | apsed into the next
fiscal year, and if that waiver was granted w thout
t hose types of costs being associated, my question
woul d be to your department, what statutory authority
did you use to request that waiver?

MS. W ESSMANN: And what were the three
el ements? Devel opment, technol ogy, and---

REPRESENTATI VE REED: Litigation or
t echnol ogy.

MS. W ESSMANN: And litigation.

Well, I'"mgoing to answer briefly, but | am
going to ask my counsel to conme up. You are asking a
very technical question---

REPRESENTATI VE REED: Yes.

MS. W ESSMANN: ---that | think I have a
general understanding, but | don't know that | can
answer it conmpletely accurately for you.

My understandi ng about waivers is that it is
a fairly well established protocol, and that there is
justification given and it is appropriate, and we all
know t hat spending has timng i ssues associated with

it.
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| understood it to be correctly, you know,
correctly approved, and subsequently, that fund has
been utili zed. But | would Iike to ask my counsel to
join me here.

REPRESENTATI VE REED: Well, that would be
fine, because | think it has certainly beconme a
standard practice under the current Adm nistration
and the current Secretary of the Budget, and | guess
what we are | ooking at is whether that practice has
been used according to the actual statutory authority
granted to the Office of the Budget. So |I would be
anxious to hear your Chief Counsel's interpretation
of that particular waiver.

MR. PANDELADI S: Along the Iines of the
justification---

CHAI RMAN EVANS: Could you identify yourself,
pl ease, for the record?

MR. PANDELADI S: ' m Leo Pandel adis with the
Pennsyl vania Treasury Department, |egal office.

Al ong the lines of the waiver request, |
believe it is subsection (m of that section of the
Adm ni strative Code, the standard in the provision,
the statutory provision, indicates that it is in the
best interests of the Commonweal th, which was the

justification that was provided to the Budget Office,
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whi ch then Secretary Masch had provided to the chairs
of the various commttees. And while it's not
actually in the statutory provisions, | believe the
Secretary indicates a 10-day period to hear a
response fromthe Legislature when they are actually
requesting or notifying about a waiver.

So the actual request that the Treasury
Department submtted was in accordance with that
subsection (m, which the standard is actually the
best interests of the Commonweal th.

| think along the lines of the three areas
t hat you referenced are various areas where nmoney
doesn't actually automatically | apse. If there's an
area where there's one of those three that you
mentioned, it carries forward. But the actual
standard that we submtted to the Secretary of the
Budget was in accordance with that best interests of
t he Commonweal t h.

And with the specific waiver in question,
there was a new statutory provision that was
i mpl emented requiring | egal advertising for unclai med
property. So it was in contenplation of the change
in the statute and just anticipation of the
possibility of conmplying with the new statutory

provi sion, because when that statute was enact ed,
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there wasn't an appropriation attached to it, but the
departnment had a cost associated with it.

REPRESENTATI VE REED: Now, in actually
| ooki ng at the waiver request that a M. Keith Wel ks,
Acting Deputy Treasurer for Fiscal Operations, sent
to the Secretary of the Budget, it would appear that
those funds were initially appropriated for personnel
-- hirings, salary, and benefits, for those personnel
deci sions -- but under the waiver request, you are
proposing to shift those funds from those personnel
operations to advertising operations, and if we are
reading the Adm nistrative Code correctly, that
shifting is not actually permtted statutorily.

If you were granting a waiver for the
original intent of those funds, that waiver is
correct, but it is when you start shifting those
dollars to other expenditures, that waiver becomes
guesti onabl e statutorily.

MR. PANDELADI S: My understanding is that the
line itemin the original General Appropriations Act,

that was the basis of the waiver, wasn't that

specific in that it didn't -- at least it wasn't
broken out as to personnel. It was, | believe, the
general government operational line item and that

what the purpose of the waiver was requested fell
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within the original line item but |I'm not positive
on that.

MS. W ESSMANN: | think one thing to bear in
mnd is that, now that counsel has rem nded me of the
facts and circumstances surrounding it, is that
Treasury was facing an unfunded mandate if it didn't
obtain some funding for something that the General
Assenmbly was requesting, and | think that was
i mportant for Treasury to fulfill.

REPRESENTATI VE REED: Well, | guess just a
general response to that.

' m not sure that is--- That may very well
be true, but |I'm not sure that that's justification
for eluding the practices or the interpretation of
the Adm nistrative Code. If that's the case, perhaps
what we would need to do is reevaluate that from an
appropriations standpoint through a suppl emental
appropriation to the Department of the Treasury as
opposed to through---

MS. W ESSMANN: Wt also did have to request a
suppl ement al appropriation.

REPRESENTATI VE REED: Yes; | suppose through
t he wai ver process.

CHAI RMAN EVANS: Can we have one person

talking at a time? Go ahead.
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REPRESENTATI VE REED: | apol ogi ze.

And just two quick followup questions, just
about general practices.

Has the Treasurer's Office ever declined to
issue a check in response to an expense associ ated
with a waiver that you deemed i nappropriate? Now,
that may be a nmore historical question, because |
know you have only been Treasurer for over a year,
give or take. So that may be nmore of a historical
guestion for your staff, but has that ever
happened?

MR. PANDELADIS: To ny know edge, no, but |
woul d request--- We will get back to you just to
make sure we are not giving bad information, but |
don't believe so, as long as the procedure that is in
the Adm nistrative Code has been foll owed.

| believe that the nmoney is set aside, but we

wi || have staff check on that and make sure that if
it has been denied, we will notify you of that, or if
it has never been denied, we will notify you of that
as wel | .

REPRESENTATI VE REED: | f you could also just
include in that information that you provide for us
what procedures your departnment goes through to

verify that they do meet the statutory authority, or
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whet her you rely upon the Office of the Budget to
make that decision
MS. W ESSMANN: We have an entire department

dedi cated to fiscal review.

REPRESENTATI VE REED: Okay. Well, we would
just like to see the procedures that you use.
Thank you

MS. W ESSMANN: Sur e.

CHAlI RMAN EVANS: \Whatever you submt, you
subm t through the Chairman's office. | would
appreciate it.

MS. W ESSMANN: Certainly.

CHAI RMAN EVANS: Representati ve Gordon
Denl i nger.

REPRESENTATI VE DENLI NGER: Thank you, M.
Chai rman, and good afternoon---

CHAI RMAN EVANS: | apol ogi ze, Gordon.

REPRESENTATI VE DENLI NGER: Ah, it was a good
attenpt. | have heard it all, believe ne.

A question, Madam Treasurer, if | can, on the
tuition, the TAP program the tuition assistance.

MS. W ESSMANN: Yes.

REPRESENTATI VE DENLI NGER: In | ooking over
your budget, | notice your plans for advertising call

for the expenditure of a mllion dollars from
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earnings off of the fund and a mllion dollars from
General Fund revenues.

| know that we went back out to parents and
partici pants some time ago to ask for additional
payments to bring some fiscal solidity to the system
In Iight of the fact that we had to do that, do you
think it is appropriate to spend earnings to
advertise the programto the extent that we may draw
in participants who are not currently involved?

MS. W ESSMANN: Li ke all the other operations
of Treasury, we have taken a very, very careful | ook
at the Tuition Account Program and are enjoying
increased enroll ments, positive financial results,
and very good adm nistration with the rebrandi ng of
it.

To that end, we think inproving, continuing
to improve the solvency of the fund will depend on
its growing, and its growth is contingent on nore
contributions as well as nmore participants.

So we do think it's very important to
advertise, make it nmore relevant to the residents of
Pennsyl vani a, make sure they are aware of it, make
sure they are aware how nmuch it can make coll ege nore
af f ordabl e.

The other thing I should say is that this is




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

25

38

a programthat really should beconme sel f-sustaining
and to the extent that it needs to advertise, which
think it does. It should be able to advertise within
its own resources. It's not inconsistent with any
ot her type of investnment fund. They should carry,
just |like mutual funds carry their own expenses, and
you try and keep that down as | ow as possi ble, but
you certainly are justified in doing that.

And the other comment | should make is that
we are constantly monitoring the performance and the
actuarial status of the Tuition Account Program and
to the extent that we were concerned about there
bei ng any deterioration, we certainly would pull back
and |l ook at it. And we are also evaluating the
reserve that we have on a continuing basis.

REPRESENTATI VE DENLI NGER: Very good.

Thank you, M. Chairman.

CHAI RMAN EVANS: Represent ati ve Dougl as
Rei chl ey.

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

Madam Treasurer, I'll try to make the
guesti ons as succinct as possible.

Al t hough Chairman Evans has conducted the

hearings so far in a way that would |ead one to
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believe that things are going to go swimmngly this
spring for the budget and everything is going to work
out in a very hunky-dory way, |ast year we had a bit
of a hiccup in that in that we weren't able to get

t he budget done by July 1.

And it sort of remnds me, there was a bit of
a disagreenment within the building on the issue as to
whet her you were legally able to issue paychecks to
the State enpl oyees. There was some controversy as
to whet her, when the Governor said, |'ve got to |ay
people off, even for temporary periods of time, if
that was a situation in which you were able to pay or
had to suspend payment.

So | guess ny question is, |looking into the
future this year, conme July 1, if the Legislature and
t he Governor have not reconcil ed any disagreenents on
t he budget and the budget docunment has not been
signed as of mdnight, July 1, are you able to
continue to issue paychecks to the State
enpl oyees?

MS. W ESSMANN: No. W thout an
appropriation, Treasury constitutionally cannot make
payments.

And | want to just step back for a mnute to

| ast year, |ast year's process. Treasury wanted to
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be as responsive as possible and actually went

t hrough quite some Hercul ean efforts to make sure

t hat when the inpasse was over, that enployees were
pai d as quickly as possible. That is why you heard
all of the information that came out of Treasury, was
because we wanted to be able to pay, make payment as
soon as it was feasibly possible after enactment of a
budget .

But the short answer is -- and | am aware of
the legislation that is going through the Assenmbly --
t he short answer is no.

REPRESENTATI VE REI CHLEY: And just to refresh
everybody's recollection, is there a set period of
time in which after July 1, State enployees can
continue to be directed by the Governor to show up
for work? Because the paychecks are sort of 2 weeks'
post after the period of enployment that they are
being paid for, | think. Ils that correct?

MS. W ESSMANN: Yes, although I'm going to
ask my Deputy of Fiscal Operations. It's a compl ex
question, so if you would |ike further clarification
of it in terms of how long there actually is from--
| will tell you that fromthe time we receive the
requisitions, if you will, for the enployees'

payroll, it takes us about 10 days, and we did it in
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about, you know, through and round the clock, | don't
know if it was 2 1/2 or 3 days the last tine.

But if you would |like nore clarification, |
wi Il have nmy Fiscal Deputy come up.

REPRESENTATI VE REI CHLEY: If you don't m nd.
| mean, | don't think anybody is trying to take your
office to task on this.

MS. W ESSMANN: | didn't say that.

REPRESENTATI VE REI CHLEY: We're just trying

MS. W ESSMANN: |"mtotally confortable with
t hat .

REPRESENTATI VE REI CHLEY: So that we don't
get m sl ead- - -

MS. W ESSMANN: |"mtotally confortable with
t hat .

REPRESENTATI VE REI CHLEY: ---m sl ead by the
Governor or something like that, so.

MR. WELKS: Good afternoon.

REPRESENTATI VE REI CHLEY: Hi .

MR. WELKS: ' m Kei th Wel ks. ' mthe
af orementi oned Fi scal Deputy.

REPRESENTATI VE REI CHLEY: Congratul ati ons;
okay.

MR. WELKS: Exactly.
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| was slinking as nmuch as | coul d---

REPRESENTATI VE REI CHLEY: That's all right;
sorry.

MR. WELKS: ---but it looks |ike your request
got me here.

REPRESENTATI VE REI CHLEY: Sorry.

And | think as Ms. W essmann indicated, there
is a period of time that el apses in which the
Treasury can continue to forward the paychecks for
enpl oyees. But | guess the question comes down to,
if we are chastised, scol ded, threatened, whatever
word you m ght choose, that enpl oyees are going to
have to be laid off fromthe State if a budget is not
adopted by a certain date, what is the |egal
circumstance under which the Treasury can conti nue
to pay enployees after a budget is not settled on
July 1?

MR. WELKS: Yeah; as the Treasurer said, this
is actually a fairly conmplicated area. There's a
compl ex interplay here between State |law, the State
Constitution, the Federal Labor Standards Act, and
t he Federal Constitution and the Supremacy Cl ause,
all of which are, to sonme extent, crashing around
this particular issue.

The response to the direct question you asked
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| believe would be, so Iong as enpl oyees are getting
paychecks that are attributable to activity they
conducted in the prior fiscal year, and therefore, if
t he appropriations dollars that are being expended
are also attributable to the prior fiscal year, they
can be paid.

As the Treasurer suggested, the Constitution
l[imts our ability to make payments only where there
i's an appropriation authorizing them So long as the
payments come out of that prior year appropriation,
we are fine.

How | ong that takes us into a new fiscal year
tends to be a function of the cal endar and where
t hose respective pay dates fall in any given cal endar
year.

REPRESENTATI VE REI CHLEY: But | take it then
t hat enpl oyees can continue to go to work on July 1,
July 2, July 3, because they are going to be paid as
of, say, July 10 for work prior to July 17

MR. WELKS: Well, at that point, and |I don't
want to get out nuch further on this ice before |
fall through it---

REPRESENTATI VE REI CHLEY: Okay.

MR. WELKS: ---but certainly their pay into

July may rel ate back to dates and work done prior to
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July 1.

It is my understanding that the convention
has been, so long as there is going to be a budget
passed, that they will get paid for July 1 forward,
and that is what we are operating on. At some point,
t hat convention is no |l onger observed.

REPRESENTATI VE REI CHLEY: Okay.

Well, | appreciate your frankness in this
di scussi on, and hopefully you will keep in touch with
the Legislature, because we woul d appreciate an
i ndependent | egal advisory as to what the ability is
for the State enployees to continue to go to work
after the constitutional deadline for the budget.

And the last point I will make to the
Treasurer is---

MS. W ESSMANN: Thank you

REPRESENTATI VE REI CHLEY: Yes; thank you, M.
Wel ks.

| heard Representative Shapiro reference you
to his legislation to request divestiture fromlran
and lraq, and | think there may be one other country.
| think, frankly, that's the | ow-hanging fruit, and I
have put an amendment on each one of those bills
whi ch would call for the Commonweal th and ot her

agencies to divest from conmpani es which have
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investments in Mainland Communi st China, because |
beli eve they pose as nmuch of a threat to this nation
based upon any nunmber of different circumstances,
whet her it is |lead-tainted toys, whether it is
persecuti on of people of various religious sects,
whether it is the use of Chinese steel to construct
the wall along the southern U.S. border instead of
American steel and the inmpact on American workers.

So | would hope that in your encouragenent of
State agencies to use a principles-based policy
toward those kinds of investments, you would take
t hat same approach toward those investments from
Communi st China as well.

MS. W ESSMANN: | will be utilizing the
principles on all of the investments of Treasury.

REPRESENTATI VE REI CHLEY: Okay. Thank you.

CHAI RMAN EVANS: | hoped to have it done
earlier, Representative; take my word for it. If it
was up to me---

| would like to thank the State Treasurer.
Thank you for com ng before this commttee and
answering our questions. W appreciate that.

This meeting is now adj ourned, and we can
now take 1 m nute and nove the Secretary of Banking

in.
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MS. W ESSMANN: Thank you very much. I will
enj oy working with you this com ng year.

CHAI RMAN EVANS: Thank you very nuch.

(The hearing concluded at 1:49 p.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.

Jean M. Davis, Reporter
Not ary Public
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