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CHAI RMAN EVANS: | would like to reconvene
t he House Appropriations Comm ttee neeting.

We' Il have you introduce yourself for the
record.

SECRETARY YABLONSKY: Certainly.

Denni s Yabl onsky. |"m the Secretary of the
Department of Community and Econom c Devel opnent.

CHAI RMAN EVANS: You received high praise
today fromthe President of Penn State. He was
speaki ng highly of you, laying the groundwork for you
this afternoon. He said, give Dennis anything he
needs.

M. Secretary, as you know, what the rules
are is that we go right to the questioning. This is
your second time com ng before us, because you cane
before us and talked a little bit about the
Governor's econom c stimulus plan.

| would |like for you to take a few m nutes
to again talk about the inmportance of the economc
stimulus plan in conjunction with the redevel opment
assi stance.

We had Gl obal Insight that came before us.

SECRETARY YABLONSKY: Ri ght .

CHAI RMAN EVANS: They tal ked about that we

are a | ow-debt State.
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SECRETARY YABLONSKY: Ri ght .

CHAI RMAN EVANS: The Treasurer, in an
unofficial role as an investment banker, sonmebody
said to her, you're a former investnment banker. She
said, you know, once an investment banker, always an
i nvest ment banker. | put those words in there. She
also said there was | ow debt. And nmy understandi ng,
you know, we had a crucial point about kind of
protecting the progress that we have made in econom c
sti mul us.

|'d like for you just to kind of talk about
t he thinking and the recommendation that you made to
t he Governor in this budget about trying to keep
Pennsyl vania moving forward and why you think using
the RCAP, $750 mllion in shovel -ready projects, and
t he other kinds of things that you have recomended,
because the whole idea is how we mai ntain our
busi ness comunity and busi ness environment and
continue to grow jobs.

Can you take some time and talk a little bit
about that?

SECRETARY YABLONSKY: Certainly,

M. Chairman.
There are two of the three elements of the

proposed Protecting Our Progress stinulus package
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t hat DCED made recomendati ons on.

The first one that you nentioned are various
el ements of the program that are designed to address
t he pent-up demand for construction infrastructure
and brick-and-mortar-related projects, RCAP being one
of those; the energy bill another; the Rebuild PA a
third; the Business in Our Sites a fourth; and Jonas
Salk a fifth.

The thinking here is that in a current
downturn in the econony, we're trying to do things to
protect, as you said, the progress that we have made.
One of the best and fastest things we can do is get
brick-and-nmortar construction projects going.

Why? They create construction and
engi neering jobs immedi ately. They have to buy
supplies -- steel and cement and other things which
have an inmpact. And then they have a downstream
positive impact on the business climate in ternms of
site preparation -- roads, bridges, et cetera,
et cetera.

And in all of the reconmendati ons that we
made, we were able to identify a pent-up demand of
ready-to-go or what's been referred to as
shovel -ready projects that, if additional funding

were avail able, could get started this cal endar year
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and have an inmedi ate effect on the econony.

The ot her part of the stinulus that the
department made recomendati ons on were things to
incent Pennsylvania businesses to create jobs now
rat her than wait, and things to incent Pennsylvania
busi nesses to make investnments in equipment, in
wor ki ng capital, and in construction now rather than
| ate. And that includes the increase in the job
creation tax credit, the reduction in the rates on
busi ness | endi ng programs, and the extension of the
KOZ program

And all of those things are a part of the
final proposal that is in front of the General
Assembly now for your consideration.

CHAlI RMAN EVANS: Are you able, you or your
departnment, to give us some sense of what the
potential job opportunities that you just described
will mean? | mean, short tern? long tern? WII it
upgrade enploynment? WIIl it attract a nunber of
busi nesses? expand busi nesses? Are you able to kind
of qualify that in terms of numbers?

SECRETARY YABLONSKY: In a couple of cases.
| mean, the Salk initiative, for example, we've
specifically quantified about 12,000 jobs that would

be created as a result of that. And those are
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hi gh- payi ng jobs, typically $50, 000 and above per
year with benefits.

Simlarly, on the energy proposal, we've
quantified about 13,000 new jobs, once again,
hi gh- paying jobs that would be associated with that.

On construction in general, construction
j obs are good jobs. They have benefits associ ated
with them

So in some cases, we've got very specific
guantification; in other cases, the quantification
will come project by project when we take
applications and review these things on a conpetitive
basi s. But there's no doubt in my mnd that there
will be a significant measurable return on the
i nvest ments here.

And as you also mentioned, | do believe that
whil e some of these programs require debt, debt has
an appropriate role, particularly when you're
investing in long-term assets. | mean, one sinmple
accounting principle is you match benefits with
costs, and these kinds of assets have nultiple-year
life. And all of the numbers that |'ve | ooked at
i ndi cate that Pennsylvania is in a debt position that
is able to absorb this additional debt without

pushing us out of the definition of a | ow-debt State.
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CHAI RMAN EVANS: For years, there's al ways
been a constant debate over our conpetitiveness as a
State, our business climte over the debate of
i nvest ment versus tax reductions. And | should say
up front, generally | have had a feeling that it
doesn't necessarily need to be an either/or kind of
proposition but in a holistic and conpetitive
situation.

Obvi ously when we | ook at New Jersey and
New York with their deficit types of situations and
California way over to the West and Massachusetts up
to the Northeast, we seemto be like right in the
m ddl e from our financial situation, which, from what
| ' ve al ways understood in terms of the business
community, is if there is predictability and
stability, and not where you're tal king about raising
taxes all the time or making the environment nore
over-regul ated in terms of business growth and
busi ness devel opment, we're in a pretty sound
conpetitive position.

You have been in your position now 5 years,
and you started with the econom c stimulus and you're
movi ng out. How do you kind of see Pennsylvania's
busi ness climate at this particular point and where

are we? Because, you know, you constantly have these
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ki nds of exaggeration swi ngs back and forth. I
personally think we're in a good, decent position for
opportunity.

You tell me, you know, how do you see it?

SECRETARY YABLONSKY: Well, | would say that
as a result of the econom c stinulus package that we
all put together and approved and that our department
was primarily responsible with inplementing, as well
as other things, | think our business climte has
i mproved relative to our conpetitors in particular,
and there are a nunber of ways to measure that.

| also believe that, as you indicated, |
think the whole issue of business taxes versus
i nvestments in programs |ike infrastructure, | don't
think it's an either/or discussion. | think that you
need to do both.

| do believe and this Adm nistration
believes in business tax cuts. | mean, we've had
busi ness tax cuts in every budget that we have
passed, and | think the total is somewhere in the
$1.2, $1.3 billion range. And we have inproved our
tax conpetitiveness now to, | believe, 27th on the
Nati onal Tax Foundation. And certainly relative to
our surrounding States, we've inproved our position

Vi s-a-vis our business tax climte.
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But busi ness taxes alone or primarily as an
econom c¢ devel opment strategy, in my opinion, is not
the right way to go. | think they need to be a part
of an overall package that includes the other things
t hat busi nesses | ook at when they make deci sions,

i ke infrastructure, which recently on a very

i mportant national survey ranked to number one;
i ke energy costs; |like health-care costs; |ike
wor kf or ce.

Those are all things that come into play
when busi nesses make decisions. And taxes, while
it's typically in the top six or seven factors, it's
never the first nunber-one factor and it's certainly
never the only factor.

So | think prudent business taxes as a part
of an overall strategy is the right approach.

CHAI RMAN EVANS: Chai rman Ci ver a.

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

Wel come, M. Secretary.

SECRETARY YABLONSKY: Thank you
M. Chair man.

CHAI RMAN CI VERA: M. Secretary, in the
Governor's budget that we have in front of us, his
proposal has called for the Department of Community

and Econom c Devel opment to receive $507 mllion
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in State funds. That total includes nore than
$136 mllion in cuts in existing State prograns,
whi ch represents a 21-percent reduction in the
current budget.

Do you believe this is a fair proposal? And
can your department live with $136 mllion in cuts
t hat the Governor has proposed? And the $136 million
that is proposed, would you say it would have a
negative effect on Pennsylvania' s econony?

SECRETARY YABLONSKY: The budget that the
Governor proposed is something that | submtted and
that | agree to. And we were asked not only to make
cuts this year, but particularly in our case, we
decided to go back and zero budget.

What | mean by that is, go back and really
| ook at every single program which ones are
necessary; which ones are not; which ones could
we trima little bit; which ones need nore noney.

And there's a long list of cuts and changes in

t he budget, including elimnation of certain
prograns.

So would I like to have all that money back?
Of course. | mean, could |I put it to good use? |

believe | could. W're in a tight budget period

right now, and | think that I did what | was asked to
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do, which is to prioritize where things should go.

CHAI RMAN CI VERA: So basically what |I'm
hearing fromyou then is that you support the
Governor's proposal and the $136 mllion in cuts?

SECRETARY YABLONSKY: | do.

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

CHAI RMAN EVANS: Representative Gall oway.

REPRESENTATI VE GALLOWAY: Thank you,

M. Chairman.

Thank you, M. Secretary, for being here.

|'d i ke to speak briefly about your effort
to extend the KOZ/ KOl Z program

SECRETARY YABLONSKY: Certainly.

REPRESENTATI VE GALLOWAY: | represent one of
t he nost successful KO Z sites in the State, in
Fairless Hills, especially when it comes to
alternative energy and things like that. That's been
a huge success.

My question specifically is, how does it
affect existing sites? 1Is the extension for new
sites? Is it for existing sites? |Is the tax-exenpt
status going to be extended to the sites that are
al ready there and the conpanies that are already in
the sites?

Thank you
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SECRETARY YABLONSKY: You' re wel come.

The basic proposal is, the KOZs that are out
there, there's a percentage of the land that was
designated to KOZ that has been devel oped; businesses
have moved in; they've taken advantage of the tax

breaks. We're not proposing extending any deal for

an exi sting business. If they've noved in, they got
their deal. When their time comes to an end, it
expires.

But there's a percentage of these zones that
have never been devel oped. They're still empty, and
not hi ng has been devel oped on them It's that
percent age of zones, that undevel oped property, that
we are proposing should be extended by 7 years.

The KOZs -- and there are KOZs, KOEZs, and
KOl Zs -- but some of them expire this year, sone
expire in 2010, sonme expire in 2013, and sone expire
in 2018, and we're proposing to extend all of them by
7 additional years.

REPRESENTATI VE GALLOWAY: Thank you.

And just a quick follow-up, M. Chairnman;
one | ast question.

Coul d you speak to the success of the KO Zs
across the State in relation to the amount of

econom ¢ devel opment noney that's been put into
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t hent?

SECRETARY YABLONSKY: | can partially answer
t hat question, and what | nmean by that, | have a
report that we get regularly that shows how many jobs

have been created, how many jobs have been retained,

how much capital has been invested, and there are

3,552 compani es who have taken advantage of the KOZ

programin the State.

And | can tell you that there are literally

dozens of projects where we have conpeted with other

States that offer aggressive tax cut benefits, that

wi t hout the KOZ program we would not have been able

to win those deal s.

The part of your question |I can't answer isS

how much it has cost us. That is a number that the

Revenue Departnment keeps that is not shared with our
depart nment. So | don't know the answer in ternms of
t he cost.

REPRESENTATI VE GALLOWAY: Okay.

Thank you, M. Chairman.

CHAI RMAN EVANS: Representative Siptroth.

REPRESENTATI VE SI PTROTH: Thank you,
M . Chairmn.
M. Secretary---

SECRETARY YABLONSKY: Representative, how
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are you today?

REPRESENTATI VE SI PTROTH: M. Secretary, how
are you today?

SECRETARY YABLONSKY: " m wel | . Thank you

REPRESENTATI VE SI PTROTH: Good.

| have a question regarding the shift of
funds fromthe TPAs to the rural marketing program

SECRETARY YABLONSKY: Ri ght .

REPRESENTATI VE SI PTROTH: And | have sone
very deep concerns about the conpetitiveness and the
di stribution of funds through the RMP versus the TPA
program and wonder whether it m ght not be best to
allow TPAs to join resources and use their dollars in
a regional initiative, if they would be so inclined
to do, rather than have, you know, this pushed at
t hem

The other thing that | understand -- and
correct me if I'"'mwong -- through the TPA program
that is required to have matching | ocal funds as well
where as the RMP does not. So in essence, there will
be even a greater |loss of dollars for the pronmotion
of tourism

So if you could help nme out there, | would
certainly appreciate that.

SECRETARY YABLONSKY: Certainly,
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Represent ati ve.

The line item the tourist pronotion
assistance line item frequently referred to as the
mat chi ng funds for the TPAs, we've proposed a
$3 mllion reduction there this year and a
corresponding $4 mllion increase in the regional
mar keting initiative line item

The phil osophy behind that is that when the
mat ching fund TPA [ine item was established 20,

25 years ago, it was established as a formul a-driven
approach and entitlement, if you will, for the TPAs.
It was before there was any hotel tax avail able, and
there has been a significant increase in marketing
and promoti on money avail able for the TPA since that
hotel tax was enact ed. So | think the bill was put
in place with an intent prior to the current set of
ci rcunst ances.

OQur phil osophy is, we believe in the current
environment that regional -- as you suggested; |
agree with you -- regional approaches to marketing
and tourism are better than county-by-county
approaches. So what we're proposing is a shift
gradual ly, or hopefully even faster than gradually, a
shift away fromthe formul a-driven funding for the

TPAs to a conpetitive, regional approach, and that is
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embodied in this particul ar budget.

And | will tell you that we're working wth
the commttee chairs, Representative Tangretti and
Representative Nailor, and their commttee to work on
a revision to the bill, the actual statute, that
woul d reflect some of these things.

Regardi ng the match, you're correct. The
TPA line requires matching, which the RM doesn't
require. We typically get matching in the
applications, but it's not technically required.

REPRESENTATI VE SI PTROTH: Okay. So in your
opinion, will there actually be a net |oss of funds
by instituting the RM program over the TPA
progr anf?

SECRETARY YABLONSKY: No, there would not.

| mean, overall, there would be a net
increase of funding to themby $1 mllion with nore
money going to the regions that come together and
| ess money probably going to regions that go it
al one.

| mean, I'd like to point out also that
frequently people equate the TPA line with the
tourismline, and there are actually a number of
lines in the budget that affect tourism And there's

a major programin the stimulus, the First Industries
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Fund, that has $50 mllion carved out for tourism
projects. W' ve had 66, | think 66 projects funded
t hrough that program

So over the last 5 years, there has actually
been a relatively significant increase in the amount
of money that the Commonwealth is putting into
promoting tourism and the nunbers reflect that in
terms of hotel rooms sold, revenue, et cetera,
et cetera.

REPRESENTATI VE SI PTROTH: Okay. One ot her
guestion concerning ny particular district.

The Mountain Laurel Center for the
Performng Arts is, again, under financial straits,
and | was just wondering if you were aware of that,
number one; and nunber two, if there may or may not
be any additional funds to again |ook at funding that
particular facility?

SECRETARY YABLONSKY: | " monly vaguely aware
of it, Representative, but we would be happy, of
course, to sit down. Any of those types of
destinations, we'd be happy to sit down and anal ysi s
their situation to see what, if anything, we can do
to help them

REPRESENTATI VE SI PTROTH: Okay. Thank you

very much.
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Thank you, M. Chairman.

CHAI RMAN EVANS: M. Secretary, you just
hel ped Professor/ Representative Tangretti's stock go
up when you nmentioned his nane.

He's here with all his students, so we want

to make him | ook good. So when you mentioned his

name -- Tomis the Chairman of the Oversi ght
Comm ttee of his department. | don't know if he told
you t hat. Now | did. | just gave a little teaching

moment, Tom

Representative Dave M Il ard.

REPRESENTATI VE M LLARD: Thank you
M. Chair man.

M. Secretary, with the formula that is used
with specific inplementation to TPAs, with any change
-- and you alluded to this, that you're in
di scussions with Chairman Tangretti and Chairman
Nail or on this -- will the net result at the end of
t he day be more noney, nore of a percentage, for
Phi | adel phia and Pittsburgh? And this is my concern,
because | represent a rural area that |ast year,
if it had gone through with the fornmula change,
woul d have been at the short end of the receiving
line.

So my question is very specific: ls it more
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for Phil adel phia and Pittsburgh and |l ess for the
rural areas?

SECRETARY YABLONSKY: The answer is, | don't
know, because until we work through the particulars
with the commttee and the commttee chairs and how
t hey want to handle this, it's inmpossible for me to
specul ate how the fornula would affect any one area
or any one TPA.

REPRESENTATI VE M LLARD: Okay. Thank you.

SECRETARY YABLONSKY: You' re wel come.

REPRESENTATI VE M LLARD: Thank you
M. Chairman.

CHAI RMAN EVANS: Representative Scott
Conkl i n.

REPRESENTATI VE CONKLI N: Thank you,

M. Chairman.

Thank you, M. Secretary. ' m hiding over
in the corner over here.

SECRETARY YABLONSKY: Yes?

REPRESENTATI VE CONKLI N: Actual ly, | just
have a couple of questions for you.

One, could you give me a little insight on
t he PennTAP funding, where it's going to be at for
this year?

SECRETARY YABLONSKY: As | recall, we zeroed
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out the PennTAP funding in this year's budget, and it
is not -- don't take that as disrespect or in any way
a lack of confidence in that program We happen to
think it's a good program But in a budget year |ike
this where we're trying to effect priorities, we felt
that this is a programthat could conpete for funds
in other areas.

For exanple, the Ben Franklin Technol ogy
Devel opment Authority has a technol ogy pot of noney
t hat we take conpetitive proposals every year and the
board deci des where it goes. And we have funded
PennTAP out of that line before, and |I think that's
our intention going forward, is to |let them continue
to compete.

REPRESENTATI VE CONKLI N: Thank you.

And my second has to do with the First
| ndustries Fund.

SECRETARY YABLONSKY: Okay.

REPRESENTATI VE CONKLI N: One of the
gquestions that | have for you, one is, can you tell
us a little bit more about the Governor's initiative
on the First Industries Fund as a stimulus? But nost
of all, I1'd really like to equate that to the
agricultural and tourist community.

One is, what can we | ook for? Two is, how
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much has it really brought back since 2004? And what
are the major projects that fol ks such as myself can
| ook at that we can use in our communities?
SECRETARY YABLONSKY: Sure. That's a good
gquesti on.
The First Industries Fund, as the name
i mplies, was designed to support two of our, what I
t hink of as |egacy industries, tourism and
agriculture, which historically, particularly
agriculture, had gotten very little access to State
econom ¢ devel opnment noney. W changed that in 2003.
The Governor directed me to open up all of our
programs to ag, and we did that right away.

But with your support, we were able to put

an additional $150 mllion -- $10 mllion in grants
for planning projects and $140 million in
| ow-i nterest | oans and | oan guarantees -- that are

avai |l able for ag and tourism projects.

| would have to say that this program has
been an unqualified success. W've commtted
$86 mllion of the $150 mlIlion, so there's still
money left. There have been 228 agriculture projects
all over the State. There have been 66 tourism
proj ects.

And these nmoneys go directly to farnms and to
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tourism operators for working capital, for their --
if it's a tourism operator, maybe they need to buy
equi pment to upgrade or add roons to a bed and

br eakf ast.

We've had a | ot of interest on Route 6. All
t he advertising we did for the Pennsylvania WIds
resulted in an overwhel med situation for roons up on
Route 6, and so we've been trying to put nore
restaurants and nmore hotel roonms up there, as an
exanpl e.

On the agriculture front, people have been
able to protect farm and, bring nore cattle in,
expand their barns, buy new equi pnment, a whole range
of things. Li ke | said, 226 projects. We work very
carefully with the Department of Agriculture on this
to vet all these things.

And | think if you were to go out and ask
anybody about this, you would hear a very positive
bit of feedback on this particular program

REPRESENTATI VE CONKLI N: Thank you,

M. Secretary.

SECRETARY YABLONSKY: You' re wel come.

CHAI RMAN EVANS: Representati ve Dan Frankel.

REPRESENTATI VE FRANKEL: Thank you, M.

Chai r man.
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Good afternoon, M. Secretary.

SECRETARY YABLONSKY: Good afternoon.

REPRESENTATI VE FRANKEL: Secretary
Yabl onsky, we're back at the table of year three,
Jonas Sal k Fund, you know, something |'ve supported
and many ot her menbers have supported noving forward.
During these past 2 years, you know, | and | think
probably many nenmbers have been approached by
research institutions throughout Pennsylvani a about,
you know, nmoving this forward and getting prepared to
put some shovels in the ground to build some
facilities.

Do you have a sense at this point -- | mean,
| have a sense. Certainly | know of some projects in
Pittsburgh that are on the verge of taking place, and
Phi | adel phi a. |'ve been at Fox Chase. They are
anxious to nove forward.

Do you have some sense of how much pent-up
devel opment in ternms of research institutions is
waiting there for us to nove forward with this
proposal ?

SECRETARY YABLONSKY: | do, Representative.

That was part of, when we were putting the
stimulus together, the question was asked, if we were

to spend this nmoney or make this noney avail abl e,
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woul d somet hing actually happen? And we went through
a pretty detailed process with all the institutions
and identified $750 mllion worth of new construction
projects that would start this cal endar year.

REPRESENTATI VE FRANKEL: Okay.

SECRETARY YABLONSKY: Some in Pittsburgh,
some in State Coll ege, some in Philadel phia, and a
coupl e of others that would start this cal endar year.
There's another $750 mllion that will probably start
next year. But there's $750 mllion ready to go
right now if we had the funding.

And I will tell you that the pressure on
these institutions i s growi ng. The NI H budget | ooks
like it is going to be flat next year. That's
effectively a cut in an inflation-oriented
environment. The conpetition for those NI H funds
will increase, and the universities will tell you
that hiring the faculty and having the facilities and
equi pment for themto be conpetitive is what they
need.

So we're ready to go, and hopefully Salk's
time has conme.

REPRESENTATI VE FRANKEL: Well, | certainly
hope so. | mean, you know, it's one of those

proposals that's very hard for me to understand




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

25

27

saying no to. | t

research institutions have agreed to,

di verting some of

Those who don't

SOmMe reassurances. |

the University of

concerns, but

doesn't

t he CURE funds.

want

Pittsburgh,

i nvol ve tax doll ars.

to do it

whi ch had some

The

you know,

have gotten

know | ' ve worked closely with

initial

t hose have been addressed as wel .

| certainly hope that we're prepared to get
this done this year.

Thanks very much.

SECRETARY YABLONSKY: Thank you
REPRESENTATI VE FRANKEL: Thank you,

M. Chair man.
CHAI RMAN EVANS: M. Secretary, I'd like to

t hank you for com ng before the House Appropriations

Commttee with your questions. And 1'd like to thank

you for the last 5 years, you know, what you've given

to the people of the Componweal th of Pennsyl vani a,

and | know | personally appreciate working with
you.

SECRETARY YABLONSKY: Thank you

CHAI RMAN EVANS: Again, to the menbers,

we're going to recess until 3:30. W have PHEAA

comng to us at 3:30, and | encourage all nmembers to

come back at 3:30.
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much.

We'll recess until 3:30.

SECRETARY YABLONSKY: Thank you very much.

(The hearing concl uded at

Thank you very

3:00 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




