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PROCEEDI NGS
(10: 15 a.m)

REPRESENTATI VE DAVI D KEVDANSKY: Good nor ni ng.
| want to wel cone everybody, both nenbers and people
that are testifying in the audience to this neeting of
t he House Finance Commttee. M nane is David
Levdansky. I'ma legislator fromthe 39th District
down around C airton and Elizabeth and over into
Washi ngt on County, around New Eagle and Finleyville,
in that area. And we're having this hearing today on
House Bill 2250, which is legislation I think of vital
i nportance to Pennsylvania's business conmunity.

So much of our Pennsyl vani a busi nesses
operate in not just a national, but a gl obal
econony. And the key to our conpanies
conpetitive edge is their ability to invest in
research and devel opnent. And the technol ogies
and processes that conme out of that enable our
conpanies to stay conpetitive in the gl oba
mar ket pl ace.

This legislation that we're having a
hearing on today woul d i ncrease the research and
devel opnent tax credit fromthe present |evel of

45 mllion and increase it to 75 mllion. |t
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woul d al so increase the set aside for snall
busi nesses from8 mllion to 15 mllion. It would
make some ot her changes in the utilization of the
tax credits | think to nake them nore useful to
t he business community. So | want to thank you
all of you for being here.
Let me first call on the nenbers, and we
apol ogi ze for being a little bit late. W had a
coupl e of stragglers fromthe other end of the
state arriving a little bit late, and we
appreciate them being here. Let ne start by
havi ng nenbers introduce thensel ves starting from
the far left.
REPRESENTATI VE DAN FRANKEL: |'m Representative
Dan Frankel fromhere in the Gty of Pittsburgh. W
di strict just neighbors this area Second Avenue.
REPRESENTATI VE W LLI AM C. KORTZ: Good norni ng.
My nane is Bill Kortz from Al |l egheny County, the 38th
District, West Mfflin area.
REPRESENTATI VE TIM SEI P: Representative Tim
Seip. | represent parts of Berks and Schuyl ki |
Counties, the Cabela's and Yuengling district.
REPRESENTATI VE W LLI AM KORTZ: And Pott st own.
REPRESENTATI VE TIM SEI P. The Pottsville

Maroons, the real 1925 Wrld Champi ons.
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REPRESENTATI VE DANTE SANTONI:  |'m Dante
Santoni from Berks County, also the Reading area.

REPRESENTATI VE CHRIS SAINATO |I'm
Representative Chris Sainato. | represent the 9th
District in Lawence County, and |I have a small
section of Beaver County.

REPRESENTATI VE DARYL METCALFE: Good norni ng.
|"m State Representative Daryl Metcalfe fromButler
County. | represent the 12th D strict and Vice
Chairman fromthe Republican side of the commttee.
Yesterday | sat on Dave's very extrenme |left and was
introduced last, and today | sit on the extrene right,
t hought 1'd get introduced first, mssed it again.
But good to be with you. The token Republican to
your -- back here today.

REPRESENTATI VE DAVI D KEVDANSKY: Back where you
bel ong.

REPRESENTATI VE DARYL METCALFE: Good to be
her e.

REPRESENTATI VE DAVI D KEVDANSKY: That's
i nappropriate there. Let me thank Brian Kennedy and
the people at the Pittsburgh Technol ogy Council for
hosting this. | can't think of a nore appropriate
pl ace for us to be having this hearing on this

|l eagislation than here in the offices in the area where
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| think it's key to technol ogy and devel opnent here in
west ern Pennsyl vani a, Brian.
What |'d like to suggest is to
have Brian, if you could introduce the people from
your panel, have each of the nenbers give their
testinmony. And then | would ask that the nenbers
hol d their questions until all the panelists have
had a chance to offer their prospectus to us, if
t hat' s okay.
MR. BRI AN KENNEDY: Thank you, M. Chairman.
Just as a brief introduction of nyself, I'mBrian
Kennedy, and I'mthe Vice President of Governnent
Rel ati ons for the Pittsburgh Technol ogy Counci l
As a qui ck background, we are a trade
associ ation representing innovative conpanies in
sout hwest ern Pennsyl vani a, 1400 conpanies fromthe
13-county region. And | don't think we could have
assenbl ed a nore appropriate panel of testifiers
t hi s norni ng.
Wth ne today is the Chief Technol ogy
O ficer for Kennanetal. |It's a snall conpany
| ocated here in western Pennsylvania, WIIiam Hsu.
We al so have Sean Rol | man, the Chief
Technol ogy O ficer of an exciting conpany that's

maki na revel ations in the cl ean technol oai es space



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

call ed Pl extronics.

We have Joseph Jacobson. He's also the
Chi ef Financial Oficer of Akustica, and
Akustica' s doing sonme great things in the MEMS
space.

And I'"mal so very pleased to have with us
this norning Larry Sweeney who's one of the
founders of Vocollect, which is one of the fastest
grow ng conpani es, technol ogy conpanies here in
sout hwestern Pennsylvania. He's going to tell you
about sone of the great things going on at that
conpany.

W're really pleased to have each of
these people. | think you' re going to be excited
to hear about sone of the things going on in the

conpani es, about the jobs that they're creating,
and really about the real -world technol ogy
chal | enges that their conpani es are sol ving.

You' re going to know t hese conpanies in sone way
or anot her and use sone of their products for
sure. So wth that, if you'd like ne to begin ny
t esti nony.

On behal f of our CEOQ Audrey Russo, and
our 1400 nenber conpanies, I'd like to bring you

ar eeti nas. |'m particularly pleased this nprnina
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to wel cone you to sout hwestern Pennsyl vania, which
was recently recognized in the MoneyTree Report,
whi ch was done jointly by the National Venture
Capital Association and Price \Waterhouse Coopers,
and they ranked sout hwestern Pennsyl vania as the
second fastest growng region in the country for
venture capital activity.

And that's just fantastic news. It's in
no small part because of sone of the things that
the state | egislature has done in supporting the
availability of venture capital and supporting
groups |ike Innovation Wrks and the Pittsburgh
Life Sciences G eenhouse and sone of the other
t hi ngs you have done.

Pittsburgh is really turning around, and
let me just tell you a little bit. Pennsylvania
ri ght now has 700, 000 enpl oyees working in
vent ure-backed firns across Pennsylvania. In
terns of raw enpl oyees, we're behind only Texas
and California in terns of enpl oyees working for
vent ur e- backed conpani es.

Here i n sout hwestern Pennsylvania in 2006
19 firns raised nearly a quarter of a billion
dollars in venture capital to help fund their

commercialization efforts. So, there are sone
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great things going on across the state,
particularly here in southwestern Pennsyl vani a.

| nnovation, which is what we're here to
tal k about today, plays a key role in that. There
is alot of work remaining though.

Before | start nmy testinony, |I'd just
again like to thank you, Chairnman Levdansky, for
hol ding this commttee here in Pittsburgh. 1'd
like to thank each of the commttee nenbers for
traveling here to tal k about how the public sector
and the private sector can work together to help
make Pennsylvania the world' s strongest econony.

To be sure, the benefits of pronoting the

i nnovati on econony are clear. Here in
sout hwest ern Pennsyl vania we're now honme to nore
than 7,000 technology firms in various fields,
i ncl udi ng advanced manufacturing, |life sciences,
i nformation technol ogy, environnental technol ogy,
whi ch, by the way, is one of our fastest grow ng
clusters, and the advanced materials cluster.

Conbi ned those firnms now represent nore
than 10 percent of all businesses in the region,
but they enploy 17 percent of all enployees, and
at $11 billion they account for alnbst a quarter

of our annual pavroll.

10
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Let nme say that again. W're 10 percent
of all businesses in the region, but al nost a
quarter of the payroll. These are sone great
jobs. As you m ght inmagine, enployees that
support this industry are anong the region's
hi ghest pai d.

For exanple, in the software industry,
9300 enpl oyees are earning an annual salary in
excess of $75,000 annually. So, when we're
tal ki ng about fam |l y-sustaining jobs here in
Pennsyl vania increasingly we're really tal king
about i nnovati on econony jobs.

As we | ook to the future of the role
innovation is going to play in our econony, it's

going to determ ne the outlook for our citizens

and really for our governnent. To understand this

let me talk alittle bit about the manufacturing
i ssue and sone of the challenges that face now
Pennsyl vani a' s manuf acturi ng econony and how

i nnovation inpacts that.

You m ght know that in 2004

Pennsyl vania's I ndustrial Resource Centers joined
forces with Team Pennsyl vani a, and they
comm ssioned Deloitte to do really one of the nost

exhaustive studies that's ever been done on the

11
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state of Pennsyl vani a's manufacturing econony.

One of the problens that they identified
and sonething that really kind of surprises you
and you really have to |l ook into was the
productivity of our workers was actually | ower
here in Pennsyl vania. Now, when you | ook at it by
gross product produced per worker it was at
$86, 000 per worker and is sonewhat bel ow $96, 000,
which is the national average.

So, it was kind of puzzling. W couldn't
really get our arns around what that neant. And
what really Deloitte concluded is it has nothing
at all to do with the workers thenselves. It has
a whole lot nore to do with the products that the
wor kers are produci ng.

I n Pennsyl vani a, our manufacturing sector
really tends to be focused on commodity
industries. Comopdity industries, as you know,
conpete largely on price and are particularly
vul nerable to gl obal conpetition. And as prices
go down and manufacturers don't find nore
efficient ways to produce their products their

productivity rates as neasured are going to al so
decline. And this |leaves themin difficult

positions and with difficult decisions to nake.

12
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So to conbat this dilema and avoid the
so-called "race to the bottom" manufacturers
must, and in many cases are, working to devel op
bot h i nnovative new products that are |ess
susceptible to | owcost conpetition and innovative
new manuf acturi ng processes that increase their
ability to remain conpetitive in their existing
mar kets as well as the energing market.

Pennsyl vani a' s econony has al ready nade
sonme great progress in noving towards a nore
i nnovat i on-focused econony. In fact, according to
a report conpiled by the State Sci ence and
Technol ogy Institute, SSTI, there was nore than
$7 billion, there was nore than $7 billion of
annual industrial research and devel opnent
activity going on in Pennsylvania, so not

university research, industrial-funded research.

When you | ook at that in gross dollars
t hat ranks Pennsylvania ninth in conparison to the
rest of the states. When you normalize that,
however, when you | ook at states on their gross
products, their gross state products and you
conpare it to their R&D spending, we fall to 19th.

Qoviously still that's above average, but

there's considerable roomr to arow in terns of
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encouragi ng nore industrial research and

devel opnent, to inprove their process to becone
nmore efficient and to devel op new products so they
can increase topline revenues and grow here in
Pennsyl vani a.

So as we | ook to accel erate the inportant
transition to reverse the | oss of manufacturing
enpl oynent, there are nmany roles that the state
can play. As it relates to the tax code, for
exanpl e, we nust quickly renove sone of the
conponents of our tax clinmate that are harnful to
the grow h of manufacturers. And on those issues,
we' re maki ng sone progress, including capital
stock and franchi se tax.

We're on track to have that tax
elimnated by 2011. W really think we need to
keep on track and get rid of that unconpetitive
tax. Also net operating | osses, we're one of the
only states that caps NOL's. Those are two things
that are just making us unconpetitive, and we have
to fix that.

To enhance our conpetitiveness and to
actually give us an edge on sone of our
conpetitors, the tech council is actually

pronotina two other ideas: One, nove to a sinale

14
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sales factor for the CNI; and, two, to create a
very strong research devel opnent tax credit.

There will be plenty of opportunities to
di scuss the single sales and NOL i ssues, and
perhaps the council will talk about those whenever
we get an opportunity. But today |I'mgoing to
[imt my testinony to the inportance of inproving
and expandi ng Pennsylvania's R& tax credit.

As a brief background, for those of you
who m ght be newto the credit, it was originally
created in 1997 as a way of keeping pace with
other states in their efforts to capture increased
i ndustrial research and devel opnent activity
within their borders and the great jobs and the
results, of course, that that R& results in for
t heir manufacturing econony.

Pennsyl vania's credit was nodel ed cl osely
after the federal governnent's policy,
particularly in that it rewards conpanies. It
does not reward conpanies nerely for investing in
R&D.

So just because you do an R&D does not
mean you get a credit. 1In fact, only conpanies
that increase their expenditures on research and

devel opnent tax credits are eliagible. And, in

15
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fact, only that increased anmount is what's
eligible for the credit.

Ri ght now when it was created it was
intended to be a 10 percent tax credit. So, for
exanple, if you increased your R&D expenditures by

a mllion dollars over your historical spending

| evels, you in theory would be eligible for a

10 percent tax credit on that one mllion dollar
i ncrease, even though you m ght have been spendi ng
ten mllion and you increased it to 11 mllion
you're only eligible for a tax credit on that one
mllion dollar increase.

And the General Assenbly has done sone
pretty creative things in the |ast few years, and
"1l talk about themlater, but small businesses
are actually eligible for a 20 percent tax credit.

Now, what's happening is that because
Pennsyl vani a caps the anmount of credits at
$40 mllion per year, conpanies are not actually
receiving a 10 percent tax credit. So this year
the state received qualified applications in
excess of $95 million for the R& tax credit.

Now, right off the top, 8 mllion of the
40 mllion is set aside for small business, and

we're verv happv about that. But what that neans
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is that on average not snall businesses, the

m d- si ze conpani es and the | arger businesses are
getting only 37 percent this year of what they
applied for.

So instead of having a 10 percent tax
credit what we really have is a 3 percent,

3.7 percent tax credit, effective tax credit,
unl ess we address the cap.

You' ve done sone great things for snal
busi nesses. You've created a set-aside pool of
$8 mllion, you' ve let themclaima 20 percent tax
credit, and you also allow themto sell unused tax
credit. So there are a |lot of small businesses
who are just in their start-up node who don't have
tax liabilities.

But they can now get this tax credit. |If
they can't use it they can sell it. It puts that
nmoney right back into the comrercialization of
their products and their growh here in
Pennsyl vani a.

As a result, these changes have resulted
in strong growh and participation fromsmall
busi nesses. In fact, from 2004 to 2007, their
participation increased from81 firns who cl ai ned

over just over $1 mllion to 193 firns | ast vear

1/



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

who clained alnost $7 million in tax credits.

So you're looking at a pretty sizeable
increase in both the nunber of firnms participating
and the anmount of credits they're claimng, and
this is great news for our econony.

Again, as | said, the smaller, not small
busi nesses didn't fair as well because of the cap.
So for this reason and a few others |I'm here today

to ask you to support House Bill 2250 introduced
by Representative Levdansky before your commtt ee,
as we speak.

Anmong ot her changes, this |egislation
woul d increase the cap from$40 mllion to

$75 mllion. It's going to bring us a whole |ot
closer to neeting the actual demand for credits,
and it's going to create a nmuch stronger incentive
for conpanies to consider further increases in the
credit or in the research and devel opnent.

So, let me just sinplify this. Wat
we're trying to do with the R& tax credit is
we're trying to give conpanies a greater reason to

take a risk here in Pennsylvania. The nature of
R&D i s you don't know what's going to cone from
R&D. It's very high risk and the processes often

take a lot of tinmes. But we want, as a

18
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Commonweal th, to encourage nore of it.

The problemwi th our R&D tax credit right
nowis that it's not reliable. Dr. Hsu cannot go
to his fell ow managenent team and say, listen, if
we spend a mllion dollars next year nore on R&D
at Kennenetal, we can expect to get a $100, 000 tax
credit.

As a matter of fact, he doesn't have any
i dea how nuch he's going to get because the state
can't tell himuntil all the conpani es have
applied, and they then award the extra credits
proportionately.

So we really need to help Dr. Hsu nmake
his case and give himthe tools that really we
intended to give himwhen we created this credit
back in 1997.

| mght nmention quickly that the credit
this legislature has done many things to inprove
the credit over the past five years. Just five
years ago the credit was at 15 mllion. It was
capped at $15 million, but good bipartisan
support, we increased it, we doubled it to
30 mllion, and then three years |later we
increased it to 40 mllion.

So there's definitely a precedent and

19
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there's strong bipartisan support to increase the
cap on the credit.

| want to tal k about a couple of the
other things the |egislation does that we consi der
to be nore technical, of a nore technical nature.
One of the things is that conpanies who are
allowed to sell the credit, they are now being
asked to hold the credit for one year fromthe
date that it's awarded before they're allowed to
sel I.

Let ne tell you how this works. |n 2007,
t hese conpani es are doing research and
devel opnent. They apply for the credit for the
work they're doing this year in Septenber of next
year. They're awarded the credits in Decenber of
20009.

So smal | businesses who want to sell the
credit, they have to wait until Decenber of 2010
to sell the credits. Now, renenber, they're doing
their R&D now. The budget for their R&D was nade
in 2007, not 2008.

So, there's a three-year |apse really
fromthe decision-making tinme to i ncrease R&D
expenditures to the tine where the credit can

actual |y have benefit.

20
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This legislation that elim nates that
one-year hold. W're very pleased with that. W
think it makes a ot of sense. | think if you
ook at it, |I think you'll agree that it's a
common sense policy that probably has outlived its
usef ul ness.

The other thing we'll ask you to take a
| ook at, not in this legislation, but we'd like
you to take a look at is the definition right now
of small businesses. Right now small business,
for the purpose of this set aside, is defined as a
conpany with $5 million or less in net assets, and
that's it. Nothing about their enploynent,
not hi ng about their revenues. And this is a
really unorthodox approach to defining and
characterizing small busi nesses.

So what we woul d suggest is for the
commttee to work with the Departnent of Conmunity
and Econom c Devel opnent and really try to conme up
Wi th a nore accurate way of defining small
busi nesses because the result is that right now

smal | businesses are not claimng the $8 mllion
that's available for their use. They're only
claiming 7 mllion. A few years ago they were

only claimna 2 mllion.

21
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And a lot of it is because of this
definition, how we characterize small businesses.
And what's happening is real small businesses in
the eyes of existing statutes are not being seen
as small businesses. So we'd like to see you work
with the Departnment of Community and Econom c
Devel opnent and cone up with a nore traditional
way of defining small businesses and one that
allows us to fully I everage the snmall busi ness set
asi de.

So as | conclude I'd |ike to again thank
you on behal f of our 1400 conpanies for eval uating
this. 1'll tell you that we have 88 conpani es who
benefited fromthe R& tax credit over the past
few years.

And as you consider this issue and ot her
i ssues, we hope you'll consider us and our nenber
conpani es as an inportant resource in your
del i berations. Thank you agai n.

So, next I'd now like to introduce one of
our esteened panelists this norning. It's
Dr. WIIliamHsu, who again serves as the Chief
Technol ogy O ficer of Kennanetal, which is really,
as you'll soon hear, is going to be one of our

reai on's anchor manufacturina firns. It's at the

22
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top of the food chain and is really doing a lot to
hel p drive the econony.

Wth no further ado, | introduce
Dr. WIIliamHsu.

DR. WLLIAM HSU:. Thank you, Brian.
M. Chairman, Honorabl e Representative Levdansky and
di sti ngui shed nenbers of the Finance Conmttee.
usually go by ny nicknane Bill instead of ny forna
nane Wlliam So, | amBill Hsu, Vice President and
Chi ef Technical Oficer of Kennanetal.

And, M. Chairman, |I'mreally delighted
by your good grasp of what the reality is. 1In
your short opening statenent you actually have
taken the key point | wanted to relate to the
commttee anyway, but | think I will now give you
a bit nore details.

But the reality is that we are as a
gl obal conpetition, and we are using R&D to drive
the conpetitive edge, not for ourselves, but for
our custoners. |In fact, | cannot think of even a
better paid conmmercial fromyou because |I've paid
m ne. And our avail able position to the custoner
I S engineering your conpetitive edge is the very
openi ng statenent that you make, so |'m delighted,

M. Chairnman. Thank vou.
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Kennanetal is the |eading global supplier
of tooling solutions, engineered conponents and
advanced materials that are consuned in our
custoners' manufacturing process. W inprove our
custoners' conpetitiveness by providing superior
econom ¢ returns through the delivery of advanced
technol ogy and application know edge that naster
t he toughest of materials processing demands of
our customers.

Conpani es produci ng everything from
airframes to coal, fromnedical inplants to oi
wells, and fromturbo charges to notorcycle parts
recogni ze our extraordinary contributions in the
val ue chai n.

We are a 2.4 billion global corporation
representing 14,000 enpl oyees. Seven of our
facilities are right here in the Conmonweal t h
enpl oying nearly 1,500 people where we al so have
our world headquarters in our global technol ogy
center.

In fact, Kennanetal is the only publicly
hel d corporation in our industry still
headquartered in the United States. Qur mmjor
conpetitors are conpanies in Israel, Sweden and in

Japan, and we are conpetina for businesses at the
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gl obal stage. W wi n narket shares custoner by
custoner, application by application through our
state-of -the-art technol ogies. W have to invest
heavily and continuously in R&D application
know edge in order to satisfy the demandi ng needs
of our custoners.

We hel p our custoners enhance their
conpetitiveness in their market space agai nst
| ow- cost manufacturing countries by inproving our
custoners' throughputs and |owering their unit
production cost continuously. So that's why our
val ued purpose stature is "Engi neering Your
Conpetitive Edge."

To do this effectively, we created a
br eakt hr ough t echnol ogy group in our corporate
research center in Latrobe recently to work on
cutting edge solutions for our custoners.

Kennanetal has nore than a thousand
hi ghly trai ned and experienced research scientists
and devel opnent engi neers. W average nore than
40 U. S. patents every year recently and have been
naned three tinmes best practice partner by
American Productivity and Quality Center on three
different areas: On R& Productivity, Innovation

and Product Devel opnent Portfoli o Manaaenent.
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A neasure of our commtnment to R&D i s our
realization of 47 percent of sales from products
| ess than five years old in the fiscal year 2007

This is up from 17 percent of the late '90s, which
is all because of the R&D investnent we have put
inrecently. Additionally, since 2005, we have

i ncreased our investnent in R&D by $5.8 billion.
A commtnent in investnment resulted in very
tangi bl e successes. Over the past few years we
grew our revenues from$1.7 billion in fiscal year
2003 to $2.4 billion the last fiscal year. This
growth, half of it suddenly is because of the
econom c cycle, but the other 50 percent is
definitely com ng fromthe hard-won share gains
agai nst our conpetitors in the gl obal marketpl ace
t hrough our superior new products. So, that's how
we drive growth, and that's why we have to

conti nuously invest in R&D

In today' s conpetitive business and
climate and wth the conpetition, both conmmunity
and econom c devel opnent are at an all tine high.
It is nore inportant than ever that business and

governnment work together to neet the chall enges of
not only a gl obal econony, but the inpact of a

al obal econony on our own state.
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It is inmportant to note the foll ow ng
with regard to the Coomonweal th's busi ness facts:
The manufacturing sector is the |argest
contributor to Pennsyl vania's econony generating
15.1 percent of the gross state product, and
directly adding nearly $74 billion in value every
year.

Nearly 660, 000 Pennsyl vani ans are
directly enployed in manufacturing. Pennsylvania
manuf acturers sell alnost 21 billion worth of
goods overseas representing 94 percent of al
Pennsyl vani a exports.

Large manufacturers, including
phar maceuti cal s and corporations, such as
Kennanetal , are at the forefront and i ndustry
| eaders in the sectors we serve hel ping
manuf acturers creating their products, and we are
the driving forces behind R&D.

The Commonweal th's R&D tax credit is the
di scussi on of today, but the nore inportant
guestion is how effective is it in assisting |arge
conpani es. The answer from Kennanetal's
perspective is that it is an unreliable and
unpredi ctable tool, but a tool that would be

areatlvy valued if its full potential would be
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realized. Keep in mnd that we have to invest
regardl ess, but then with the help fromthe state,
we can be even nore conpetitive in the gl oba

st age.

Since the inception of the R& tax
credit, it was prom sed that a 10 percent credit
woul d be established. Wth revisions to the
program corporations such as Kennanetal are
waffling to take advantage of the program because
we cannot use it as a definitive tool to increase
our R&D efforts, but nevertheless, we still have
to invest.

It is inmportant for this commttee to
take the next step to nake the necessary capital
i nvestnment for the future of the Comonwealth to
deliver on what was prom sed when the R&D t ax
credit was established, and that is to provide the
definitive 10 percent of credit.

Currently Pennsylvania is ranked 42nd for
econom c conpetitiveness by the National Tax
Foundation's corporate tax index |ast year.
Currently Pennsylvania' s corporation net incone
tax of 9.99 percent is anong the highest rate of
its kind in the nation.

Further, the tax is cal cul ated based on
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70 percent of conpany sales, 15 percent of assets
and 15 percent of payroll. This disadvantages,
this discourages capital growh and hiring. Even
worse, in out of state conpanies, such as one of
Kennanetal 's principal conpetitors that sells in
thi s Conmmonweal th, which we know i s happeni ng, but
has no presence here, is advantaged over those who
choose to locate in Pennsylvani a.

The R&D tax credit and corporate tax
structure reformare intinmately related. W need
to do both. A major issue we are currently
dealing with is the escalation of raw naterials
and energy. That neans we have to invent
manuf acturi ng processes that will get us the
finished products as nmuch as possible with m nina
secondary or posterior finishing process.

The advent of these new near net shape
technol ogies require us to invest heavily in new
pl ant capability, and that's why in the last two
years our capital investnent, which is increasing
t he assets, have gone fromthe traditional, about
$30 million a year, to the last two years of
$80 nmillion a year ago, and $130 million this
year. And the current corporate tax structure

puni shes us for doina the riaght thina, to stav
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conpetitive in the gl obal marketpl ace.

So, in summary, it is inportant to
recogni ze the inpact of the global econony on the
Commonweal th. It is even nore inportant that
Pennsyl vania is well positioned to remain
conpetitive and support corporations wth gl obal
footprints that remain rooted in Pennsyl vani a.

It is critical for the Pennsyl vania
| egislature to recognize that every little bit
hel ps. The expansion of the R& tax credit for
| arge corporations is a key for Pennsyl vani a
conpanies to remain a driving force in R&D. And
nore inportantly, it is a small step in helping to
i nfl uence a business tax structure that has not
been encouragi ng to business growh. Thank you.
Thank you very nuch

MR. BRI AN KENNEDY: We're going to hold
guestions until the end of the panel. So, our next
testifier is Sean Roll man. Again, the Chief Financial
Oficer for Plextronics, and | think you're going to
enj oy hearing about his conpany.

MR. SEAN ROLLMAN: Ckay. Thanks, Brian.

Thanks to the commttee for giving nme an opportunity
to tell our story. Plextronics' story is certainly

one of a nmuch different spectrunm than Kennanetal .
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W're only a few years old and have just grown to 50
enpl oyees.

W were founded a few years ago off
technol ogy and a di scovery at Carnegie Mellon
University. W' re an early stage conpany t hat
devel ops and produces conductive inks for printed
el ectronics. Qur custonmers will take those inks
and produce printed LED displays, LED lighting to
repl ace i ncandescent and fluorescent |ight bul bs,
and nore significantly make printed solar cells
that can be printed onto existing applications.

Qur custoners, such as Philips, Sony, GCE
Sharp, Sansung, LG they envision the world within
18 nonths to maybe three years where you wll go
to a Best Buy and Crcuit Cty, and you'll buy a
television that isn't LCD or plasma. |It's an LED
television that can be rolled |ike an
architectural drawi ng and thrown under your couch
when you don't want to watch it or see it anynore.

We are working with the Departnent of
Def ense right now to develop flexible displays to
depl oy to over 300,000 soldiers by the end of 2009
that wll be on the sleeves of their uniform

So imagi ne a quarterback in a footbal

agane where the soldiers will have a GPS nmap on
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their displays and will nove and need to carry 10
to 15 pounds of devices for those maps.

And we're also working with the
Departnment of Energy to use our technology to make
printed solar cells that will be deployed on the
goggl es or the helnmets or on the shoul ders of
those uniforns that coul d power those devi ces.

So our technol ogy can take a very snal
anmount of power and emt light, and it can take
light to emt power. 1In a sense, that's the
effect of what our conductive ink does.

A few years down the road after that we
envi sion solar cells where you would instead of go
Best Buy and Circuit Gty and buy those |ighting

products that |1've tal ked about you will go to
Honme Depot and Lowe's and buy roof shingles or
wi ndows that you can install in your honme and
renove the need to pay your utility bill to your
First Energy or PPL or whonever your power conpany
may be. So, we're working with | arge conpanies to
devel op that product.

But the key is, as | nentioned, we're an
early stage conpany still devel opi ng those
products, and we've had success devel opi ng,

agenerati na sone revenue and qarneri ng sone
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investnments fromlarge conpani es and venture
capitalists, but we're still a small grow ng
conpany.

Today we're at 50 enpl oyees. W' ve grown
five fold over the last three years fromjust nine

a few years ago. We have benefited greatly from
the R&D tax credit. Over the last four years

we' ve spent over $10 million in pure research and
devel opnent cost, and that has so far earned us a
little over $500,000 of R&D tax credits. And

we' ve been able to use that to deploy back into
hiring our folks.

Two particular issues that Brian had
mentioned that affect a conpany such as ours is
the small business definition and the waiting tine
it takes to sell those credits. Up until 2006, we

qualified for the snmall business definition, and
we were able to get a 20 percent share of what we
were eligible for, and which has greatly benefited
us to be able to sell those credits to |large
profitabl e conpani es who wanted to use those
credits, and then we could deploy that cash into
new hiring.

I n 2007, because our assets are now over

$5 million, we're now classified as a | arae
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busi ness effectively, so we are subject to the
same di sproportionate sharing as a conpany the
si ze of Kennanetal would be.

And our asset base is |arge not because
we have yet turned a profit or because we're
making billions in dollars of revenue, it's large
because we were fortunate enough to find
investors. And so, therefore, the cash fromthose
investnents we're using to hire enpl oyees and pay
our people for this R&D gets us over that hurdle
of $5 mllion in assets.

So, we will, from Pl extronics
perspective, the small business definition, we
think is somewhat askewed a bit to a conpany such
as ours inits early stage for those investnents.

And al so the waiting period, | can give
you a real life exanple. Just tw weeks ago we
were able to secure the selling of our R&D tax
credits that we earned back in 2005. W applied
for those 2005 credits in Septenber of 2006. They
were approved by the state. W had to wait until
Decenber of '07 to be able to sell those credits,
and we were able to find a buyer of those credits
just a few weeks ago. And we sell that at a

di scount because there's an incentive obviously
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for the buyer to use those credits and save noney
on their taxes.

But it took us nearly 36 nonths after we
had nmade the spending in R&D to be able to secure
those R& tax credits. So, again, from

Pl extroni cs' perspective, the small business

definition and the waiting period to nonitor those

credits are the two things that affect conpanies

li ke ours the nost.

MR. BRI AN KENNEDY: Thanks, Sean. Next we have

Joseph Jacobson, who is the Chief Financial Oficer of

Akusti ca.

Just before Joe starts, |'ve nentioned
that there is a copy of the nost recent report
fromthe Departnent of Revenue on the R&D t ax
credit in all of the packets, and in the back of
that you see who gets the credits and how nuch
t hey are.

MR. JOSEPH JACOBSON: First of all, |
appreciate the opportunity to testify here today.

Akustica is a simlar situation with a very snal

start-up conpany, and we have benefited significantly

fromthe R& tax credit.
But simlar to the situation that you

just heard, beina a small conpany in the start-up
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environnent, we have a simlar situation. Being
that we just recently also got our R&D tax credit
that we had sold, but again, that process started
back in 2005. W benefited fromthat to the tune
of about $500, 000, which was a significant benefit
to the conpany at the tinme to put into nore R&D
type investnent, to invest nore in capital, but
also to invest in hiring nore people to grow our
conpany.

So that noney that we do get back goes
directly back into the conpany itself, so it is a
very beneficial type of arrangenent. [It's just
the tinme it takes fromonce you've spent that
initial R&GD to actually receive the benefit. It's
significantly long. And fromthe standpoint in
terns of what we're doing in trying to grow the
conpany, the quicker we can get that noney, the
better we can invest it.

Al so, the same situation relative to our
size, we are, by nature, in terns of the
definition, a small business. However, we do go
t hrough several rounds of venture funding, so when
that funding does cone available, a simlar
situation, our cash goes up significantly. It

doesn't nean that our sales ao up sianificantly.
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It just nmeans that we're sitting on cash that we
could use to further conmercialize our product out
to our custoners and out to other types of
suppl i ers.

So fromthat standpoint | think in terns
of really identifying what a small business is
relative to whether it be revenue or the nunber of
enpl oyees will be a nuch better indication of
t hat .

So let ne tell you a little bit about
Akustica. W were founded in 2001, headquartered
here in Pittsburgh. Wat we produce is sonething
quite revolutionary. It's a single-chip MEMS
sensor that goes either in cell phones or |aptops
is its primary application.

Currently we have 65 enpl oyees of which
four are currently in Taiwan. Qur major custoner
base is in the greater China area because these
are where nost of our cell phones and | apt ops cone
from

So in 2006 we turned our first revenue.
We basically shipped roughly 200K units. W went
up to 2.8 mllion this year and we're projected to
even go up to 30 mllion in 2008.

So to aive vou sone sort of indication in
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ternms of what we are and what we do, if you | ook
over to the left, that little dot there is the
actual dye size that we produce. What that dye is
is actually a m crophone, okay.

And we then put that into packages which
then go into like the laptop that you see there
that all ows comuni cation through your |aptop. So
your | aptop becones a comruni cati on devi ce.
don't know if you witnessed via the internet, you
can do Skype and do phone calls over the internet.
Vll, this allows you to take that as a | aptop and
have digital quality sound via a phone
conversation over your | aptop.

So, what we're seeing is, in terns of
everybody has one of these (indicating), has one
of those (indicating) and nunerous other devises,
but to integrate it all into one device via the
m crophone is beneficial to both our custoners and
even the general public, okay.

Basi cally, we have engi neers working on
desi gni ng these products here in Pittsburgh.

We're actually just across the river here in the
Sout hSi de Works, and those engineers are basically
what drive nost of our conpany right now.

We're predom nantly enai neerina based,
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doi ng the next round of devel opnent of these
products. W're starting to get nore into the
commerci al aspect of it, hiring nore people on the
supply chain standpoint, not so nmuch engi neeri ng,
but how do we take these products to nmarket. So
that's really our next chall enge.

The next page kind of shows you an
under standi ng of scale in terns of what we do.
You can see there on the left as far as what our
product is relative to the size of a human hair.
And that was our first generation product, so we
are now shrinking that even smaller, so it's
probably roughly about an eighth of the size of
what you see there.

So where do we bring value to the
mar ket pl ace? It's really in terns of our
integration, that is, in the sense that we can
integrate a single mcrophone into a single chinp.
It's not a multiple chip solution.

Qur performance, digital quality, our
cost, by being a single chip solution, we can
of fer a much nore conpetitive cost, and our actual
size, our ability to shrink those m crophones
down.

Thi s technol oay actually cane fronm CMJ
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Qur first product, like |I said, was digital

m crophone chips for |aptops. W now are shi pping
in volunme to Dell, Gateway, Fujitsu and other
ODM s that produce these | aptops within the

mar ket pl ace. But right now Dell has incorporated
our product into every single laptop that they're
going to sell

Qur next generation of product we're
actually going to do an anal ogue version of this,
whi ch woul d be used within cell phones, you know,
i Phones. Any type of conmuni cation device that
woul d be used by our custoner.

So the whole MEMS revolution is really
starting to explode. It was about a $5 billion
mar ket in 2005 and expected to go to 12 billion in

2010. So we believe based on us comng into the
mar ket pl ace at this point there's a trenendous
upsi de opportunity for us to comercialize this.

Now, where we've changed the gane in this
relative to our conpetition is that we base the
platformin ternms of what these m crophones and
anal ogue chi ps are based on is on a standard CMOS
pl at f or m

What that neans is that's kind of the

vani | | a approach that is used to devel op
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sem conductors around the world. 1It's been highly
commerci ali zed, therefore, you can get it at a
relatively low cost. Fromthat we put the MEMS
top on it, package it and send it out.

We actually owmn no manufacturing. It is
all outsourced. So we're using places in Texas,
Chi na, Taiwan and so forth to produce our parts.

Thi s actual experience in pioneering al
of this was the work of Ken Gabriel, who is our
chai rman and CTO of our conpany. He started at

MT and was last at CMJ. So, himand Ji mRock are
t he ones who started the conpany, and Jimis on
t he Technol ogy Counci |

So, again, because of our ability that we
don't own any manufacturing facilities gives us a
lot nore flexibility and al so give us the ability
to identify certain type of suppliers that we can
pi ck and choose in order to get the best cost
avai |l abl e because it is a conpetitive marketpl ace
Wi th a sem conductor industry.

So we're not tied dowmn to our own
capacity, so that gives us a lot of flexibility,
able to turn products quickly, and of not having
to have that huge capital investnent that is

reaqui r ed.
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So, again, our strategy is basically
trying to commercialize in terns of what that
CMOS, MEMS products are, |everage of that platform
to do nore designs of | ow cost innovative
products. And, again, we're continuing to recoup
and retain talent within the Pittsburgh area.

Mysel f, | was recruited out of Phoeni x,
out of a |arge sem conductor conpany, and just
relocated to Pittsburgh here January 1st. So it's
kind of -- it's a good day because the sun's out
for me so. But, again, that's going on in terns
of trying to find that talent to bring to the
conpany, as well as |ooking at the | ocal
university, engineers and so forth.

So predom nantly the people that are part
of our conpany do cone fromthe Pittsburgh area,
but we are recruiting fromoutside so. It just
tells alittle bit in ternms of our supply chain,
like I said, we are conpletely outsourced, so we
use foundries in Germany, in Texas. W use other
conpani es in Japan and Canada. So, our parts do
get alot of air mles on themin terns of the
process that they go through in order to be
produced, but everything is coordinated and done

here out of Pittsburah.
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But, again, as we continue to grow -- and
we al ready have a presence in Taiwan, and just
because nost of our custonmers are basically in
China, again, that's where these end products are
produced, we are | ooking at expandi ng our presence
internationally. But the heart and soul in terns
of where the technol ogy cones cones conpl etely out
of Pittsburgh

Again, that's kind of alittle basis in
ternms of what our conpany is. Again, we are in a
start-up node in the standpoint that, honestly, we
haven't turned a profit. W're still in an
operating loss situation. W spend roughly about
$10 million froman operating expense standpoint,
whi ch about 50 percent of that is salaries al one
in terms of engineers we have working here in
Pi tt sbur gh.

The remaining part of that for the nost
part is based on technol ogy and new devel opnent
that we're doing to nove to the next platformto
make us nore conpetitive in the marketplace. But,
roughly about 20 percent is all the overhead that
goes with that in terns of all the |awers and the
office supplies, to rent and everything el se that

we pay that ogoes directly to al obal economny.
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So, again, like | said, froma tax credit

st andpoi nt, our biggest issues that we have froma
smal|l conpany is again the tinme franme invol ved,
especially to sell those credits to when you
actually receive the dollars into the conpany.
And the designation of a small business in terns
of its net asset value, which again, like | said,
based on our next round of investing, if we were
to cut off that level right now, we would qualify
as a small business. So, thank you.

MR. BRI AN KENNEDY: Thank you, Joe. Next |I'm
really pleased to introduce you to Larry Sweeney, who
is one of the founders of Vocollect, and if you're
headi ng back to the turnpi ke today you can actually
see Vocol |l ect's headquarters |ocated right off to the
| eft, between Squirrel H Il and what, the Forest Hills
exit?

MR. LARRY SWEENEY: R ght at the Rodi Road
exit. It's up on the left.

MR. BRI AN KENNEDY: You'll see there, they have
a great facility. They're growng. And we're very

pl eased to have Larry with us here this norning.

MR. LARRY SWEENEY: Thanks, Brian. Thank you
everybody, this norning. First, | have to apol ogi ze.

| aot thrown into this at the last m nute. | hopped
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off a plane, the early hours of Monday norning from

Korea, and they told ne yesterday | needed to do this.

Do what? So, | apologize if I'mnot 100 percent

prepared. But a little bit about Vocollect, who are

we and where are we from

Vell, alittle over 20 years, three guys
| eft Westinghouse and had an interest, had an
i dea, and had brown hair, actually (indicating).
| can relate a lot to the stories of Akustica and
Pl extronics. Certainly we've been there. W
started in a machi ne shop, in an office above a
machi ne shop in North Versailles.

Today Vocollect, we cracked a $100
mllion market revenue in 2006. W have over 400
enpl oyees wor| dwi de, about 40 in Europe, about 40
outside of Pittsburgh, in the United States. W
have about eight in Japan, and the rest are all
right here in Pittsburgh.

What do we do probably you're asking?
Well, you' ve all been in the grocery store |ate at
ni ght, Sears, Lowe's, whatever. You see people
wal ki ng around with a hand-held termnal, has a
little screen on it, alittle keyboard.

What Vocol | ect does is sonmething simlar

to that, but it's a wearabl e conputer, no screen
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no keyboard. So, instead of reading a pronpt on
that screen | hear it in ny headset. |nstead of
pressing keys on that termnal | speak, and it
under st ands what | say.

Now, apply that to the warehouse, any
di stribution operation. There's a back-end system
t hat understands all the products that cone in the
door, where they're located in the warehouse and
what needs to go out that day.

This voice front-end all ows workers to
interact in realtinme at that warehouse managenent
system and performtheir job instead of carrying
paper, instead of carrying one of those hand-held
devices. So, it allows themto be nore productive
because now | can actually work and talk at the
sanme tine instead of having to stop and read a
pi ece of paper. And nore accurate. Mre accurate
because it constantly checks that |I'mat the right
| ocation, doing the right thing at the right tine.

So what do we sell? W sell productivity
accuracy. Qur biggest custoners, the three top
retailers in the world: Wal-Mart, Carrefour out
of France, Metro out of Germany. So, we have a
gl obal presence.

This vear we expect that our revenues --
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and they've been growing this way -- will cone
nore fromoutside the United States than inside
the United States. W' re grow ng globally.

What are our challenges? Wll, our
chal |l enges are we need to stay ahead. W own
about 80 percent of the market that we're in,
which is really unusual, but we're in a great
spot .

And how do we stay there? Wll, we stay
t here because we innovate. W spend a |ot of
nmoney on research and devel opnent. As an exanpl e,
2006, we just got over $100 mllion market in
revenue. W spent $20 million in R&D.

Twenty percent, that's a huge anobunt for a conpany
i ke Vocollect, but that's how we do it.

We know we're products driven. W know
we need to stay ahead of the conpetition. There's
new conpetition that cones out of Germany, France,

Italy, probably Japan shortly. So, we're always
| ooking to stay ahead gl obally against this
conpetition.

Now, we targeted the supply chain, okay,
in the distribution end and warehousing. W're
wor ki ng down that chain into the retail stores.

We have retail applications. W' re workina back
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up that supply chain to manufacturing.

That's great. W're grow ng gl obally,
but what el se do we do? WlIlI, about two years ago
we started Vocol |l ect Healthcare Systens taking the
sane idea of voice and applying it to healthcare.

Where did we start? Well, we chose to
start in the long-termhealthcare facilities
directing the work of nurse's aides in these
facilities. M. Jones needs to be turned every
two hours, he needs his neds in an hour. He needs
to have his vitals taken.

All of this is tracked and driven by
voi ce. The eventual goal and vision here is every
nurse wll have a voice system associated with
themto direct their work because, guess what?
The nurse patient ratio keeps going the wong way,
and they need a lot of help to be able to nmaintain
that |evel of care.

So when you think about it voice can be
applied in a lot of different areas, right? W

chose distribution as our starting point. W're
now branching into heal thcare, but everybody
sitting here can think of, wow, there's about nine
different areas where | think I can apply

sonethina li ke voice to make people nore
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productive, nore efficient, nore accurate.

We see that, too. That's our chall enge.
Qur challenge is how do we continue to grow? How
do we continue to understand one of the new
applications in our new businesses?

| believe in 2007 we received a tax
credit of, at least in here it says about
$277,000. | think we were eligible for about 750,
a difference of about a half mllion dollars.

| know where we put that. W put it into
finding those new markets. W're doing a |ot of
that work today, but, wow, that really is the
engi ne for Vocollect's growmh in the future is
under st andi ng where we can apply our products, our
t echnol ogy, devel opi ng those products, and then
applying themand really taking advantage of the
benefit of those for our custoner base.

So that's the Vocollect story in a
nutshell, real quick. | just wanted to let you

all know how it all works for us. Thank you.

REPRESENTATI VE DAVI D KEVDANSKY:  Thank you very

much. | appreciate your informative presentations.
Do nmenbers have any questions?
Represent ati ve Sai nato?

REPRESENTATI VE CHRI'S SAI NATC: Thank vou,
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M. Chairman. | nmust say this is very informative,
each one of you, when Brian says it wll be really
interesting. I'minto electronics and all this stuff
that you're talking about, so | nean it's like, wow,

it gets you feeling good inside when you start talking
about all this stuff that you' re planning, especially

with no nore LCDs. | just bought one of those at
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Christmas. So, now you're telling nme | should have

wai ted a coupl e of years, Sean.

But, no, | nean, it is amazing, and |
don't think a | ot of people realize what's being
done here at the center, in our region when it
cones to this. And this is just so inportant that
all of you grow and keep grow ng, because
t echnol ogy keeps changing, as we all know And
that's really just nore of a comment than
anyt hi ng.

And |'ve been inforned here just
listening to what you've done and just keep
getting the word out in the community because it's
i nportant that people understand what you're doing
because a |l ot of tines people don't realize what's
bei ng done right here in Pittsburgh. So, thank
you, M. Chairman.

REPRESENTATI VE DAVI D KEVDANSKY: Thank vou.
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Represent ati ve Frankel
REPRESENTATI VE DAN FRANKEL: Thanks. Good

nmorning. | want to get nmaybe your prospective, and
know we're here to talk about the R& tax credits, but
obviously we have in front of us proposals for a whole
spectrum of business, of tax cuts to change the
environnent, and a very difficult environnent for us
ri ght now, as Pennsylvania probably is headed in the
direction of many of the other states across the
country that are experiencing significant revenue
shortfalls, below the projections.

So we don't have the opportunity, really,
to probably enact the full vision, | think, of a
tax policy to make us nore conpetitive in the end.

Where do you put -- and it's interesting
because we have, really, three different |evels of
maturity in terns of conpanies here, to very young
conpani es, one extrenely mature, but innovative
conpany, one that's currently mddle range here in
terns of grow h.

We're | ooking at, obviously, phasing out
capital stock, the franchise tax, reducing
corporate net inconme tax. W're |ooking at
lifting the cap on net operating |loss, carry

forward, and R&D tax credit, anpna the kind of
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portfolio. W have to prioritize, obviously.
have to think this is a very good place to start,
but where do you see this tax heading in that
portfolio? Understanding you' d want to see the
whole thing, I'msure, in terns of your individual
conpani es, | can nake sone assunptions. | would
think that Plextronics and Akustica probably would
find this one to be the nost useful one.
But we have to nmake sone choices in
all ocating the credits and the anmount of noney we
have to budget for this. Maybe you can give us
your prospective of where you see this in terns of
the priority in terns of tax policy and what we're
consi deri ng.
MR. LARRY SWEENEY: | guess speaking as a
Pennsyl vanian, 1'd love to see it go into the -- and
not speaki ng Vocol | ect, but speaking as
Pennsyl vanian -- 1'd love to see it go into the
research tax credits. | nmean that's where we get
conpani es off the ground. That is the hardest hurdle
to get over.
And if it wasn't for the Ben Franklin
nmoney that we received in the early years, we
woul dn't be here today. 1'lIl be quite frank.

That was instrunental in Vocollect getting to the
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poi nt where not where we were self-sufficient, but
it got us to the point where we could raise the
revenue, raise sone capital. So, tax credits are
huge in those early years getting over those early
hur dl es.

MR. JOSEPH JACOBSON: Yeah, |I'mgoing to agree
fromour standpoint in terns of nost of the dollars
that went into our conpany are devel opi ng next
generation product. Again, with our introduction of
t he m crophone out into the marketplace, the
conpetition was nmuch larger, much stronger, is
currently on our tail, driving to find, nmake sonething
very simlar to what we have. They have the benefit
associ ated with a much better distribution system
addi ti onal working capital, so forth. So, they can
conpete on a price much better than we can

So for our long-termlongevity, froma
conpany prospective, we really depend upon what we
put into R&D. And, you know, we tal ked about in

ternms of what we're doing, as far as shrinking
that m crophone down snaller and smaller, but
there also are several other applications besides
this that we are working on relative to sensors
and so forth that lend itself to this technol ogy

that woul d al so be revol utionary.
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So | see fromour standpoint, over the
next five years, to spend a trenendous anmount of
addi tional R&D. And where that really cones from
is again a lot of our processes are outsourced.
That R&D spend will go into people. Hiring
engi neers and to bringing people in if not from
outside Pittsburgh, frominside Pittsburgh

So, fromany sort of advantage we get
fromthis R&D tax credit, honestly, that goes
right into payroll

MR. SEAN ROLLMAN:  You're correct,

Representative. For a conpany like Plextronics, the
R&D tax credit certainly benefits nost directly to a
conpany like us. W do encourage capital stock tax
now. In fact, a significant anount for a conpany |ike
ours because we are in the early stage.

And | would al so echo Larry's comments,
t he noney that cones from any kind of econom c
devel opnent activity is critical for conpanies
like us or in ours two or three years ago. And
our story is exactly true. Innovation Wrks was a
critical funder of Plextronics, and I know we
woul d not for a fact be here today if it weren't
for that funding a few years ago

So, any ki nd of econoni ¢ devel opnent
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initiative can benefit those conpanies getting off
t he ground.

DR WLLIAM HSU:. From a nore mature
corporation, bigger corporation |ike PPG and
Kennanet al s, and our prospective has to be a nore
bal anced approach. Utinmately, the acid test is to
whet her you make enough noney to pay tax to begin
with, right? You know, you can give all the credits
to all the start-ups, which are very good. Eventually
20 years or later, when you plant a tree, like later
the tree will bear fruit and give you shade and al
that, but until you get to a point that they can
really contribute, you have to wonder, do you continue
to support those for the credits at an expense of the
bi gger corporation? Because, ultimately, you ended up
killing the Gol den Goose, right?

And the exanple | just cited, we know the
reality is that we have to continue to invest
because we cannot play the cormmodity gane. |If
we're going to play a price game agai nst our
conpetition we would have fol ded shops | ong ago.
We cannot agai nst the | ow cost countries.

And the only reason we are surviving and
we are thriving is because of the val ue adding

contributions in terns of products. W can't help
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our custoners to inprove their conpetitiveness,
and that's the win/win situation. It is so

i nportant that we conme up with all of these near
net shape technol ogi es that we can actually | ower
our manufacturing cost nore than we actually

| onered the price

So, it would be a win/win because we can
then sell the sane products with better
performance to our custoners.

In the nmeantinme, ny margi n does not erode
so that actually forces into all these capital
i nvestnments, right? And all of these things that
we tal k about, if you don't make those kind of tax
reforms, we end up basically taxed twice. You tax
us on the revenue and then we inprove our
conpetitiveness, we inprove our asset base, you
tax us again, you know?

So, it's kind of a very difficult
situation. So fromthe big corporation point of
vi ew, even though you said you have to nake sone
priorities, ny encouragenent is to at least with
those two points of view, that the credit and the
overall tax restructure, | think you need to
address themboth in a fair-handed manner.

O herwi se, the biag corporation will suffer, | wll
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tell you that.

You know, our conpetitors, like this
conpany that we're dealing with in Israel, how
much of a governnent subsidy did they get? |
mean, you just cannot even begin to inmagi ne. That
is the battle we are dealing wth.

MR. BRI AN KENNEDY: | just had a couple of
qui ck thoughts. ['ll be very quick about it.

From the Pittsburgh Technol ogy Council's
poi nt of view what we would |ike the Ceneral
Assenbly to focus on is in terns of prioritization
are those tax policies that either hurt our
conpetitiveness or could inprove our
conpetitiveness as it relates to attracting and
retaini ng manuf acturing and technol ogy conpani es.

So, in sone regards, everyone is paying
t he second highest corporate in incone tax rate in
Pennsyl vania, and I'd | ove to cone before you and
tell you that that's sonething that we need to fix
this year, but we recognize that lowering the rate
IS a very expensive proposition.

So froma prioritization point of view
what we've done is targeted a very narrow agenda,
to say listen, you know, what you should be

focusing on with vour limted resources is on

5/
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renmovi ng sonme of the conpetitive things that hurt
manuf acturers and in putting sone in that help
t hem

Single sales factor, for exanple, rewards
conpani es that are manufacturing products here in
Pennsyl vania, but selling theminto the gl obal
mar ket pl ace. The fiscal note on that is
relatively small in the grander scheme of things.

The net operating loss is sonething --
there's only one other state in the country that
limts NOL's, and it's just bad for manufacturing.
It's bad for start-up conpanies, so we've targeted
the single sales and the NOL, and then |ast, we've
tal ked about the research and devel opnent tax for
this being one of those that we can inprove.

So we really have as a trade associ ation
and | think as a business community conme forth
with a prioritized approach, with the priority
bei ng on those conpanies that are at the top of
the food chain that are enploying other
Pennsyl vani ans and that are supporting the |ocal
governnents, the county governnments and state
governnents, your tax revenues. And that's really
today, it's your manufacturing and your technol ogy

econony.
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REPRESENTATI VE DAN FRANKEL: Thank you.
REPRESENTATI VE DAVI D KEVDANSKY: Representative
Kort z.
REPRESENTATI VE W LLI AM C. KORTZ: Thank you,
M. Chairman, and thank all of you for the information
today. | have a couple of questions.
First off, all of you said you like the
tax credit, you want it to go forward, and you
would like the bill, you d like it being inproved.
The question | have is sonme of you have
said that you want to sell these off.
Wiy not use themall, carry themforward
and use then? Larry, start with you. Wy
woul dn't you want to use it all up?
MR. LARRY SWEENEY: | think we do.
REPRESENTATI VE W LLI AM C. KORTZ: You do. But
| heard sone people say they sold them
MR. SEAN ROLLMAN: W nonetize them |It's
really just a financial association of tinme value of
noney. W foresee profits within the next two to
three years, but depending on the NOL caps and
l[imtations that that inposes, rather than realizing
100 percent of that credit two or three years from
now, |'d rather get 90 cents on the dollar today and

use that cash to hire people rather than waitinag a few
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years.
So for a conpany |like an early stage

conpany that's the reason why we woul d nmake t hat

financi al deci sion.

DR, WLLIAM HSU: W use it.

REPRESENTATI VE W LLIAM C. KORTZ: You use it?

DR WLLIAM HSU. W use it conpletely. W
don't nonetize it.

REPRESENTATI VE W LLI AM C. KORTZ: The next
guestion I have -- and maybe it's a little bit off
base -- but your conpetitors reengineering the
products, obviously you've got to stay one step ahead.

MR. LARRY SWEENEY: Yes.

REPRESENTATI VE W LLI AM KORTZ: | woul d suspect
it's nostly off-shore conpetitors, take your product
and figure out how those things work, and then try to
really jaminto your market.

WIIl this tax credit help you to stay one
step ahead?

MR. JOSEPH JACOBSON: Mbst definitely. | nean,
it's, again, it's cored directly into, like |I said,
from a peopl e standpoint, designing that next
generation product. Interestingly enough, | nean our
greatest conpetitor actually is a U S. conpany. Now,

we have patents that protect our technol oay of what
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we' ve done.

REPRESENTATI VE W LLI AM KORTZ: Al |l they have to
do is change it a hair, right?

MR. JOSEPH JACOBSON: Exactly. | nean,
right --

REPRESENTATI VE W LLI AM C. KORTZ: Make it blue
i nstead of red.

MR. JOSEPH JACOBSON: Right. It's alittle,
you know, slight nodification can nean that they can
come into the market standpoint. But definitely, |
mean, it 1s going into that next generation. W are
al ready I ooking in terns of how products we would then
take to market two years out at this point.

REPRESENTATI VE W LLI AM KORTZ: Ckay, thank you.

REPRESENTATI VE DAVI D KEVDANSKY: Representative
Ti m Sei p?

REPRESENTATI VE TIM SEI P. Thank you,

M. Chairman. | want to thank all of you gentlenen
for your testinmony. |It's very enlightening. And Joe,
|"mvery encouraged and find it very refreshing that
we're actually exporting technology to China. Thank
you.

MR. JOSEPH JACOBSON: Yes, we are.

REPRESENTATI VE TIM SEI P. That's wonderful to

hear. Gettina back to | think Brian had said that
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we're looking at a really two-fold approach here. You
want to try to nmake products that are innovative and
good to sell and market, but at the sane tinme we want
to make themnore efficiently.
And in ny legislative district we have a
[andfill right now punping nmethane gas down to a
textile mll. Maybe one of those industries that
we tal ked about is getting priced out of the
market, but they're able to save $2 million on
their oil bill by hooking up this nethane gas.
And | think we're trying to address sone
of your concerns fromthat side of the house with
our energy package and doing things |ike that to
hel p you reduce your costs.
So, | don't really have any questions. |
just wanted to throw that coment out. Thank you,
M. Chai r man.
REPRESENTATI VE DAVI D KEVDANSKY: Thank you.
Representative Metcal fe?
REPRESENTATI VE CHRI S SAI NATO. CGo ahead, Daryl.
REPRESENTATI VE DAVI D KEVDANSKY: Representative
Sai nat o.
REPRESENTATI VE CHRI' S SAI NATO.  Just yesterday,
| thought it was very interesting at our hearing

vesterday, and | would just like to know what effect
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it has on you on work force devel opnent. Are you
finding any problens with your enployees as far as
finding people to work in your industry?

| mean, they said yesterday 35 percent of
hi gh school seniors are dropping out or people are
droppi ng out before they graduated, and they were
having problenms with people in just the skills of
showi ng up on tinme for work, behaving thenself at
wor k, and doing things. Are you experiencing
t hat ?

MR. LARRY SWEENEY: It's one of our greatest
chal | enges finding people to fill the void, fill the
hol es as we grow. Each quarter our CFO gets up in
front of the conpany and shows the nunbers and the

trends. It's revenue and it's bookings and it's

profits, and it's all this thing, and it's head count.

And that's the one thing we're always behind on. It'

a very difficult market, at least in Pittsburgh, to
find good peopl e, professional people.

DR. WLLIAM HSU: Yes, we have the sane
problem And we could get people, but typically it
takes a long tine. And we have to do a nati onal
search. And inmagine with all the universities here
You say, well, it shouldn't be that nuch of a

difficulty, but we have probl ens.
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And when you cone to wage row people, the
work ethics, a lot of the tinme, I don't know what
it is, but it just seens the people, the younger
peopl e have an entitlenent kind of a mnd set,
which is just not going to work in the | ong-run
because they're very hungry people oversea. They
woul d very much |ike to have the manufacturing
pl ant .

So, yeah, we do have those devel opnent
I ssues.

MR. SEAN ROLLMAN: Because of how snmall we are
we're sonewhat inmmune to that problemso far. Also
because of the national denographics of our enployees,
we' ve brought in of our 15 enpl oyees, nearly
40 percent of themare fromoutside of the region,
another third of themare not Anerican-borne citizens.
So, we've had success in bringing those enpl oyees to
her e.

Al so, 25 of our 51 enployees are Ph.D.'s
so the denographics of our particular conpany, |
t hi nk, has not encountered those problens yet, but

| m sure hopefully when we have several hundred
enpl oyees sone day we probably will have
encount ered the sane probl ens.

REPRESENTATI VE CHRI'S SAI NATC: That was | ust
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sonething | think that was a little surprising to many
of us yesterday when you're telling us just the

probl ens. And even in your |ower end enpl oyees, okay,
just not having the work ethic, not show ng up on
time, getting into trouble, either with drugs or other
| egal problens outside of the work, and it's |ike, you
know. . .

DR. WLLIAM HSU. Take, for exanple, Gernany.
They have a very structured apprenticeship program
So people who don't want to go to universities, they
have ot her choices to give themthe vocational skills.
And typically they would -- actually not only they
woul d go to cl asses, they would actually be assigned
to different conpanies and take classes during a
certain period of time, and then actually the rest of
the tinme actually hand-on. And after they graduated
typically where they actually go to work woul d enpl oy
them But we don't see anything like this in this
country. W just don't see it.

MR. BRI AN KENNEDY: | just had a quick, quick
point onto that is as a Trade Association for
conpanies, I'd like to tell you the No. 1 challenge
facing themis the research and devel opnent tax
credit, except that would be a snmall chall enge, one

this commttee coul d address.
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But the No. 1 issue we hear constantly --
and we poll conpanies and we bring them together.
It's all people, it's all talent. So, we're nore
in the business of selling nenberships in sonme
regards, and we sell nenberships, it's our Career
Center, access to our Career Center is one of our
strongest selling points. People, probably 50,000
people a nonth cone to our website |ooking for a
] ob.

Last year we posted 6,000 technol ogy j obs
on our Career Center. Today, | think we're over
1,500 current jobs posted on that job site.

People are hiring. They're hiring

fam | y-sustaining jobs. They have to, though,
very often pull talent in fromaround the country
and around the world to build these highly

techni cal positions.

And on that front, there's a |l ot of work
really that needs to be done here in Pennsyl vani a.
We, one, would like to get the word out that there
are jobs here in Pittsburgh, but there are folks
who have left Pittsburgh and gone away, gotten
sone great experience, we want themto cone hone.
| mm grants, we want themto consider |ocating here

in Pittsburah
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And we think that, really, the technol ogy
community can help stemthe | oss of jobs because
sonme of you may have seen | ast week, the Post
Gazette ran a report that said that the region
lost | think another 6,000 people. Allegheny
County | ost 6,000 people in popul ation.

We had one of our internal research staff
menbers pull data on the IRS, and we actually
identified a net loss of | believe the nunber of
$225 million of wages fromthose folks.

So, when we | ose people we're | osing
econom c activity, we're losing the future of our
t echnol ogy conpanies. W need to really work to
get the nmessage out that there are positions here
in Pittsburgh; that there's 6,000 al one that we
filled | ast year on our Career Center.

But they're the types of positions that
are high-skilled positions. Qur conpanies don't
have much of a probl emof people not showing up to

work. There is nmuch nore problemthey have
finding the highly-skilled talent they need.

Behavi or, | think, probably the tech
council is probably one of those m sbehaved
enpl oyees, but certainly there are jobs here, and

it is a biag challenage. And what vou're doinag to
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hel p create a future pipeline of workers on the
other legislation, you're talking about sonething
that the council coul d whol eheartedly support
because it does speak to the need to create a
future pipeline of workers in the region.

REPRESENTATI VE CHRI' S SAI NATO. Thank you,
M. Chai r man.

REPRESENTATI VE DAVI D KEVDANSKY: Thank you.
Representative Metcalfe.

REPRESENTATI VE DARYL METCALFE: Thank you, M.
Chai rman, and thank you all for your testinony today.
It's exciting to hear the technology that we're on the
cutting edge of, and it's good to hear American
innovation is still keeping us ahead in the world,
even when there's so many cut | abor costs out there
around the world and the hunger that Dr. Bill
mentioned that's out there around the worl d.

| think that our culture has to

understand that we've got the nobst prosperous and
greatest nation in the world, and | think you kind
of get fat and happy sonetinmes when you're in the
situation for a |long extended period of tinme, and
| think that's what our culture's experiencing.
So, | think we need that hunger back, and

especiallyvy in our vouth to understand vou have to
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go after it if you're going to be successful.

But | appreciate all of the testinony
you've given. It's just exciting products. M
background com ng right out of high school was
mlitary and ny foundational training in the U S.
Arny working on radar and IFF to tell if you're
friendly or eneny aircraft froma vacuumtube
t echnol ogy, transistor technol ogy.

So, hearing about the ink, the conductive
i nk and the m crophones that size and just as a
former sol dier understanding the capability that
we woul d have on the mlitary battlefield with
that technol ogy at our disposal to keep our
mlitary | eading as we always have wi th technol ogy

on their side and saving lives through it is

exci ting.

But as far as our tax structure and ny
service in the legislature, | would agree with
Dr. Bill's approach that we have to have the al

enconpassi ng tax structure reformto help all of
you, both in your early stages of devel opnent and
as you becone successful and create nore product
and create nore profits. W have to bring the CN
rate down, we have to finish the capital stock of

franchise tax elimnation, the net |oss issue and
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single sales factor. W have to address those
I ssues.

And I"'mall for the tax credits and
meki ng sure that we're able to do that also, but I
think ultimately businesses will flourish when
they have a | ower tax burden to deal with and a
| ower regulatory burden to deal with so that they
can do what you all do best, and that's create
j obs and i nnovate.

So, thank you all for the work that
you' re doing, and I'mexcited to follow the
success of your conpanies in the future. And
what ever we can do to help out of ny office fee
free to contact ne any tine.

Thank you, Brian. | enjoyed your
testinony also. Thank you, M. Chairman.

REPRESENTATI VE DAVI D KEVDANSKY: Thank you,
Representative Metcalfe. Just a follow up from
Representative Seip.

REPRESENTATIVE TIM SEIP: If | could just
qui ckly, tal king about staff and kind of going back to
what Represent Sai nato was saying, are you finding
bi gger challenges with those basic skills? | don't
know, dealing with coworkers, showi ng up on tine and

those kind of thinas? O is it biagager chall enges with
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identifying the people that have technol ogi cal
capabilities that your industry needs?

Because, | nmean, in ny mnd, if | think
of sonmebody graduating froma top notch school

the University of Pittsburgh, Duquesne, Carnegie
Mel l on, I'm not envisioning sonmebody who has
trouble getting up in the norning and getting to
work. Maybe |I'm m ssing somnething there.

And if | could ask Joe, you said you were
fromArizona. |'mjust curious, what made you
say, hey, I'mgoing to go to Pennsyl vani a and work
there. That's ny question.

REPRESENTATI VE DAVI D KEVDANSKY: That's ny
questi on.

MR. JOSEPH JACOBSON: A |l ot of peopl e have

asked nme that question. A lot of people in Phoenix

asked ne that question when | was getting ready to get

on the pl ane.

It was really the conpany and the
opportunity. | canme froma nuch | arger
corporation in the Phoenix area. It was in the
sem conductor industry, and the thought of com ng
here, building sonmething fromscratch, getting
involved in several different activities that you

woul dn't necessarily in a | arae corporation, and
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t he peopl e here.

| have to say, | nean, | was a little bit
hesitant com ng here, to be honest, to nmake that
nove. But since |'ve been here, | nean, when |

noved into ny nei ghborhood, | think every nei ghbor
came over and brought nme sonething to eat, which

woul d never happen in Arizona. | didn't even talk

to ny neighbors in Arizona. You know, | basically
waved to them when you'd go in and out of your

gar age.

But the people here are amazing. And,
you know, to your comment about, | nean, we have
sonme | ower skilled positions within our conpany,

and we have not had issues that you're addressing.

They show up on tine. They're willing to
work late. W're actually having sone parts that
we're trying to get out now that we're actually
testing here in Pittsburgh, and we have 24/7
testing going on in our facility. Not a problem
wor ki ng ni ghts and everything el se.

But, again, on the higher technical
aspect in terns of sonme of our job requirenents,
yeah, we do run into an issue. And by the nature
of our industry, nost of those individuals are

| ocated., vou know, in the Phoenix, California,
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Texas area. That's where that technology is, so
we do recruit out of those areas.

But we al so have recruited directly out
of the universities here, too, so it's kind of a
m X.

But, no, | think Pittsburgh's wonderful
| think I"menjoying it much nore, other than the
weat her, which I'mgetting used to. But the
peopl e here are great.

REPRESENTATI VE DAVI D KEVDANSKY: Thank you.
just want to follow up on a couple of things. One is
this issue of the definition of small businesses. You
all say that defining it is less than 5 mllion in net
assets really isn't the best way to go to enable the
smal | businesses |ike yours and others to fully
utilize the set aside that we have.

If not defining it as assets, any other
suggestions or any thoughts on a nore appropriate
definition for utilization of the tax credit?

MR. SEAN ROLLMAN:  Speaking selfishly froma
Pl extroni cs perspective, | think revenues may
potentially be a better neasure of size than assets.
Assets, as | nentioned before, can sonewhat be askewed
because of the timng of an investnent round. And the

dollars., when we brinag in investnent dollars, they are
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already targeted for hiring and growth over the next
several years until we get to profitability. So the
fact that at a particular point in tinme that cash
is sitting there as an asset, and it hurts that
definition.

Revenues, | think, are a true reflection
of a conpany's success and growh of their
business. And it's certainly our goal to continue
increasing revenues. W don't want to fit any
kind of small business definition for too | ong,
but at our stage today assets hurts a conpany |ike
ours.

REPRESENTATI VE DAVI D KEVDANSKY: |If we use
revenue, any idea what |evel, roughly?

MR. SEAN ROLLMAN:  Well, each industry | think
woul d be different. W eclipsed $2 nmillion of
revenues | ast year, but the vast majority of it is
from governnent agency contracts fundi ng our research,
like | nmentioned earlier.

| wouldn't even venture a guess. |'m
sure there's sone data out there that would
pinpoint. |If you | ooked at a popul ation of all
entities in Pennsylvania that have applied for R&D
credits, there nust be sone data point that shows

what our revenue nunber woul d be.
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MR. BRI AN KENNEDY: |'Il just say, the federal

governnment actually defines small businesses by the
nunmber of enpl oyees, and | think they al so | ook at

gross revenue. It's kind of a hybrid approach. |

think the SBR program-- Carla, you're here to help ne

out -- | think they say |l ess than 500 enpl oyees and
less than a $100 million in revenue. |'mnot
positive.

MS. KARLA BECKNER WHI TE: |'m not sure about

the revenue. It's definitely bigger than 500
enpl oyees.

MR. BRI AN KENNEDY: But here's what we woul d

suggest, is to work with the Departnent of Revenue so

this is what we'd |i ke to see happen

First, we would like to see the $8
mllion that's set aside for small businesses be
fully utilized.

So, we would say, listen, let's work with
t he Departnment of Revenue, the Departnent of
Communi ty and Econom c Devel opnent to run sone
nodel s to see what type of definition would allow
us to use that.

And if this legislation passes and we
increase it to 15 mllion, we would |ike to use

that 15 mllion, too. And let's make sure that we
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create a definition that allows us to use 100
percent of the 15 mllion.

| can assure you that any definition that
you generate is not going to be one that was just
made up so that you could use 15 mllion. They're
going to be small businesses. You're going to be
creating a definition of sonebody that has fewer
than a certain nunber of enployees and a certain
anount of revenue.

But right now we're not using the set
aside program and as a result you're not fueling
growh in small businesses. And so that's really
what our goal is is just to make sure we have a
set aside provision, that we have a definition of
smal | businesses that allows that set aside to be
utilized and allows that noney to be put on the
street the way we intended it to be.

REPRESENTATI VE DAVI D KEVDANSKY: Ckay. | can
understand and will support in working together to
meke that happen, but | wanted to nake it real, real
clear, too, that we need to create that definition for
the applicability of the research and devel opnent tax
credit. And the reason for that is this:

Pennsyl vani a al ready has, if not the greatest, one of

the areatest differentials between what are C
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corporations and what are subchapter S corporations
actually pay in terns of taxes. Subchapter S s pay a
personal inconme tax. Maybe not Kennanetal. They
m ght be a C, but my guess is you are probably are al
S s.
MR. BRI AN KENNEDY: W're all Cs
REPRESENTATI VE DAVI D KEVDANSKY: You're al
Cs, okay. S's pay the personal incone tax rate at
3.07. C s pay, at |east on paper, okay, you pay 9.9,
but we know that hardly anybody pays that anyhow,
okay, you know, because we have these different
mechanisns in place in law that you're allowed to
utilize, that enable you to pay a |l ot |ess, okay?
So, between 3.7 and 9.9, there's a huge,
even though that's the nomnal rate, the effective
rate is sonething less than 9.9, but, nonethel ess,
even the differential between the effective rate
of the CNI at less than 9.9 and the PIT. There's
such a skewed differential, okay.
And we' ve already had a proliferation of
S corporations in this state over the | ast decade.
Ten years ago or so we had about 100,000, a little
nore than a 100,000 S corporations. Today we have
over 400, 000, okay.

Now, obviously, a lot of that's because
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of the start-up of a |ot of new businesses, and

that's good, and we want to encourage that. But a
ot of it also happened because a | ot of

cor porations have becone reclassified out of C and
into S. And there's that huge differential then
in terns of revenues that they pay to the
Commonweal t h, okay.

So | think to the extent we can work on a
definition that is relevant and useful to you all
we need to nmake sure that it stays focused on the
utilization of the R&D tax credit, okay.

One question that you all could answer
however you want kind is kind of the question that
Ti m asked, | nmean, what are you doing here in
western Pennsylvania? | nean, cone on, this is
the worst state in the nation to do business.

We've got the highest CNI in the whole
country. W're the only state, maybe outside of
New Hanpshire, that hasn't uncapped NOL's. You
know, we're this snoggy, dirty place. Living in
the past with nore nunicipalities and |ike
over-fragnented gl obal governnments and everyt hi ng.
| don't understand this, but we're attracting
venture capital investnent at record levels, and

vou all are here.
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Wy are peopl e doi ng busi ness here and
i nvestigating here? Wy?

MR. LARRY SWEENEY: |'Ill take a shot. Founders
of our conpany are from Pittsburgh, not all borne and
rai sed, but fromPittsburgh. W decided that we
wanted to stay in this area.

VWiy? It has a lot to do wth core
val ues. Qur conpany is very strong when it cones
to core values based on pretty nmuch the root of it
isintegrity, and we find that in the Pittsburgh
community you have a lot of that in western
Pennsyl vania. And it breeds a type of person that
has a certain level of loyalty, a certain |evel of
integrity and honestly and truthful ness. And we
val ue that very highly in our work force.

REPRESENTATI VE DAVI D KEVDANSKY: Thank you.
Does anybody el se want to take a stab at this?

DR WLLIAM HSU. It's the sane thing for
Kennanetal . Kennanetal, even though that nane doesn't
reflect original famly, it's the Kenna famly. They
dropped the Mac and becone Kenna.

It's McKenna famly that started the
whol e thing, and it was actually rooted back to
when this whole area was the center of steel

manuf acturina. That's how we started. That's how
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we conme up wth the hot netal to help process the
st eel .

And we have been here for over 75 years.
This is the honme. | nean, we are still based in
Latrobe. That's where the world headquarters is,
and that's where the gl obal technol ogy center is.

And we like the blue collar work ethic,
and we |ike what is described to be the
friendliness of the people. I1'mnot a native
Pennsyl vanian. | actually spend a |lot of ny
career in Delaware, WI m ngton, but when | nove
here | really like the friendliness of the people.

So, this is an outstanding environnment in
terns of raising a famly and doi ng necessary
wor k, you know? But you are very well said that
t he weat her of these things could be distracting.

REPRESENTATI VE DARYL METCALFE: | agree.

DRN WLLIAMHSU: W wife didn't like it in the
wintertine. It got her depressed because she coul dn't
see the sunlight. Wereas on the east coast you see
the blue skies all the tine.

But it has its distractions, but overall,
Kennanetal decided that this is our corporate
honme. That's why we insisted on being here. W

could at one tine. In fact, the historv suaaested
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that at one tine we could have noved the whol e
corporation down to Carolina, North Carolina,
because at one tine, the whole engineering, design
center of our netal working part is actually based
i n Ral ei gh.

And so there was whol e di scussion should
t he whol e conpany be split in tw? One part here
and one part in North Carolina? Should we all
nove down to North Carolina? And then the answer,
after a lengthy debate, they said, the famly
menbers said this is our hone. W need to be
her e.

So we built the technol ogy center. W
nmoved everybody back from North Carolina. In
doing so, we lost 70 percent of the work force.

We had already built the entire engineering
conpetency. So, we are here to stay. So you
don't have to worry us fleeing, in spite of al

t he negatives you nentioned.

REPRESENTATI VE DAVI D KEVDANSKY:  Anybody el se

have a conment ?
MR. SEAN ROLLMAN. The younger, early stage

conpanies that reflect a | ot of the nenbers of the

Technol ogy Council, borne out of the seeds that are

pl anted out of the universities.
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My fornmer enployer was al so founded out
of sone brains that canme out of the | oca
universities. They did a search and they chose
Pi ttsburgh because of the cost of living. So, the
evaluation that I know we did at that |ast conpany
was not as nuch from a busi ness perspective, as
froma personal perspective in the eves of our
enpl oyee base.

The fact is our wages here in Pittsburgh
are about 60 percent |less than they are on the
west coast. So, if you can convince those skills,
t hose technol ogical skills to cone into
Pi ttsburgh, which we were successful at doing at
our | ast conpany and today's, there's a benefit to
it.

You're right. There's going to be fol ks
that have that stereotyped inage that it's hard
for themto get over. | think two of our biggest
goals is to get national sports television to not
show t he bl ast furnaces every tine they show
Pittsburgh Steelers or the Penguins. That was
driving me crazy.

My ten-year old son was watching the
Pengui ns | ast week, and they cone from a

commerci al break, and there's this bia bl ast
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furnace. And ny son says, what was that?

That's exactly the point. Unfortunately,
the world is thinking that we still have bl ack
snoke and steel mlls downtown, and by no neans
the steel industry is certainly critical to our
econony, but the fact is it's not the case.

But a lot of it cones fromthe
universities. W have great universities. |
t hi nk way di sproportionately nore strength here
than in a lot of cities, and conpanies |ike ours
t ake advantage of that. W were borne out of
t hat .

MR. JOSEPH JACOBSON: And | would echo all of
that what you heard. | would also add fromin terns
of the venture capital, that is, it's backing our
conpany, they are fromthe Pittsburgh area. And given
t hat as opposed to soneone com ng out of Silicon
Valley, | nean, there's a totally different approach
on how they manage a conpany, all right.

|'ve been with conpani es before that were
under venture capitalists that were nuch nore
aggressive, nmuch nore concerned about their bottom
line in terns of how quickly they could turn and
spin the conpany. But with our partners at this

point, theyv're nmuch nore patient, not involved in
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t he day-to-day activities, and are nore concerned
about devel oping industries within the Pittsburgh
area. So, it's awn/wn for all of us.
REPRESENTATI VE DAVI D KEVDANSKY: Brian, do you
want to take a stab?
MR. BRI AN KENNEDY: Well, | would just say that
you' ve seen sonme of the great conpanies that are here.
But I would say that we believe that sone of the
unconpetitive facts of our business climte are
i npacting our growh, right? So, we are grow ng, our
econony, and every states' growi ng their econony.
We're just not growi ng as quickly as other regions.
And we do think that we could accel erate
that growt h by knocking off sone of these
unconpetitive pieces of our tax climte, and by
putting in sonme of the things |ike single sales
factor, which everybody is going to do single
sales factor. The last one to do it is going to
be the one that doesn't have any benefit out of
it, of any single sales.
So, now, we just think we could
accel erate our growh, and we coul d have nore
conmpani es |like the ones before you. W could do
things Iike increase and expand the R& tax within

Pennsvl vani a, and to send advice to manufacturers
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to make investnents.

Li ke our good friends at U. S. Steel this
year announced -- | think the governor
characterized it as one of the | argest corporate
sector capital investnents in the state's history.
And there are sone tax ram fications for those
investnments that really don't nmake sense in terns
of public policy.

So great things going on in Pennsylvani a.
The venture capital growth, you guys are doing a
ot in the General Assenbly to fuel sone of that
grow h by supporting early stage things through
groups |ike Innovation Wrks and the Ben Franklin
Program the Life Sciences G eenhouse.

It's really a partnership. It really
does involve investing and creating a business, a
conpetitive business by even having a bal anced
approach. And you've done a very good job at
bal ancing it. You' ve nade sone progress | think
in the capital stock and franchise tax. You nmade
progress on the NOL. You made progress on the
single sales factor. W're just here today to say
keep nmoving forward and let's nmake sone nore

progress here in 2008.

REPRESENTATI VE DAVI D KEVDANSKY: Let me sum up
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with a summary of what | heard, and then just put this
all in context. | appreciate your response.

| nmean, what it tells ne is for sone
reason those of us fromwestern Pennsylvania |ike
to beat ourselves up a lot. W always seemto
tal k about what's bad, what doesn't work. W're
our own worst enem es sonetinmes, to be honest wth
you, okay.

There are a | ot of good things that you
obvi ously pointed out. You know, we've got access
to capital. W are conpetitive in |abor cost and
| abor nmarkets. W certainly have sone of the best
medi cal and education research facilities in the
world, if not the country. W do have a strong
work ethic, friendly people.

And for those of us that |ike four
seasons, we got that, too, okay. And not
everybody's a sunbird, okay. But there's a |ot of
assets that we have here in Pennsylvania and
particularly in our region. And | think sonetines
that all gets drowned out by the self-inflicted
negati ve perception that we have

And, Sean, just one thing. | think we
ought to take, for our region, we ought to have

two i nages. It ouaht to be all this investnments.
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This old steel mll. Joe, you have no idea what
this facility along here was 20 years ago.

MR. JOSEPH JACOBSON: Ri ght.

REPRESENTATI VE DAVI D KEVDANSKY: Ckay? It was

old the J&L Works. We've taken an old industrial,

contam nated -- you know, it had a ot of really good
j obs here. | nean, you can't believe back in the
1970's in our region. | nmean, from 1979 to 1984, this

region |lost 150,000 manufacturing jobs. You have no
idea the enormty of these steel conpl exes, okay.

And, you know, that is our past, but it's
al so part of our present, too, because that
$1 billion that U S. Steel's investing in coke
meki ng technol ogy, that's in my district, okay.

So, | think there's two i mages here. One
is what we've done with the old brown fields and
how we' ve renovated them and made significant
public investnent to put an environnment together
where sone of our nobst innovative conpani es can be
nurtured and grow, right along here.

But it's also down in Bill Kortz's area
and ny area of the Mon Valley, too, where our
manuf acturers, thanks to conpanies |ike
Kennanetal s, are hel ping to devel op the new

t echnol oqgi es. the manufacturi na processes to keep
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our existing manufacturing conpetitiveness as
wel | .

So while | really will continue to do
everything | can to try to hel p grow our new
econony, nmanufacturing does matter, too. And that
ought to be made sure that we keep that in mnd
and integrate that in our efforts as well. Brian?

MR. BRI AN KENNEDY: Can | just follow up on
that point because it's really relevant to today's
di scussion. | nentioned in ny testinony the Deloitte
study and that it was conducted by the state's
| ndustrial Resource Centers.

What | didn't nention was the response of
| ndustrial Resource Centers. Catalyst Connection,

which is co-located with us and has been partner
of ours, they have been working to help --
hi storically have been working with conpanies to
hel p make them nore efficient and to manufacture
and i ncrease their productivity.

As a result of this study, they are now
wor ki ng wi th manufacturers in probably each of
your districts to help themnot only becone
state-of-the-art in their manufacturing process,
but also to hel p them understand product

devel opnent processes and how to transiti on away
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from sone of these historically comoditized
industries into these val ue-added sectors where
they can grow their topline revenue.

And as a result you' re seeing sone
trenmendous inpact at the firns that work with the
| ndustrial Resource Center. So, that's just
anot her exanpl e of how the General Assenbly has
been supporti ve.

| know that after that study you guys
actually increased their funding by 50 percent.
So that's just another exanple of how you' ve been
wor ki ng together to support innovation and
manuf acturing in Pennsylvania, and as an exanpl e
of that bal anced approach that | was talking

about .

REPRESENTATI VE DAVI D KEVDANSKY:  And now j ust

my final observations, to put this all in context.

mean you obviously know how | feel about R&D, want to

make it happen. And | recognize there are these other

busi ness tax issues that are inportant in various

degrees for different conpani es, depending on where
you are, what kind of business you're in, and whether

you're a start-up or a md range or a mature industry

and conpany.

The uncappi na the NOL's, doina the ful
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sal es factor on apportioning, the CNI, |owering
the CNI, all of those, | understand, are things
t hat the business comunity wants. |'m an

econom st by training, so | understand that we
have these wants and you've got to match that
against the ability to pay. And as Representative
Frankel spoke a little bit earlier, given what's
going on nationally with the econony and with
states surroundi ng Pennsyl vani a, we're | ooking
at a pretty tight fiscal situation. W got to be
really careful what we do in terns of tax code
changes.

| think even within that bleak picture,
t hat bl eak econom c picture that we're | ooking at,
| still think we can nmake an argunent that
i nvest nent and research and devel opnent is really
i nportant, okay. | think it's the nost inportant
t hi ng.

| hear about work force devel opnent, too,
but | think this is really key to
our conpetitiveness, whichis really in the
long-run is what we need to stay focused on. But
we have all these wants, but the realty is in this
fiscal year we're not going to be able to do

evervthina. So, it boils down to nekina choi ces.

90



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

And that's what we elect public officials to do is
to make those choi ces.

I'"d like to see sone novenent on these
ot her business tax issues as well, but | just
can't pass the opportunity when | have four
i nportant business people in front of me to talk
about two ways that we could do that.

Not wi t hst andi ng, we don't have a whol e | ot of
budget surplus to be able to fund tax cuts.
There's still two other ways to do it.

One of themis called adopting a way of
making all corporations pay their fair share.

It's called unitary conbined reporting. A couple
dozen, al nbst a couple dozen other states have
done this. This requires conpanies and all the
subsidiaries to report all their revenue on a
unitary basis and then apportion that fairly and
accurately, okay, anongst all the different

di vi si ons and subsi di ari es.

If we -- and the Governor had a tax
ref orm conm ssi on about four or five years ago
t hat | ooked at our business tax structure and said
we want to do all these things. W want to uncap
NOL's, we want to do single sales factor, we want

to drive CNI down to 7.5, taken us from the
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hi ghest or second highest to the md range. And
we want to aggressively ranp up R&D investnent.
We could do all that, okay, if we adopted unitary
conbi ned reporting.

It would generate -- the state would
col l ect about 483 mllion nore revenue fromthe
busi ness conmunity, but we would use all that
noney to lower all these taxes, okay. And
di fferent conpanies feel different ways about it
because sone conpani es who aren't paying 9.9,
okay, would say I'mnot paying it anyhow, so don't
gi ve me conbi ned reporting.

But | think for a lot of small, nmedium
si zed busi nesses, okay, who can't enploy a whole
battery of tax accountants and tax | awers or pay
a bunch of outside | egal and accounting expertise
to hel p you take advantage of creating a pick in
Del aware and transferring your intangible assets,
you can't play that whole gane. Chances are
you' re probably paying nore than your fair share
of business taxes, so we could nmake that change.
That's one way, and that involves sonme tough
choi ces for us and the busi ness comunity.

There's another way to do it. You want

to uncap the NOL's this vear? |It's $180 mllion,
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roughly. Can | cut $180 million out of work force
devel opnent and work force training? W can cut
taxes and we can cut spending to match, too.

REPRESENTATI VE DARYL METCALFE: Hear, hear.

REPRESENTATI VE DAVI D KEVDANSKY: Ckay. That's
anot her choice. But those are tough choices. And
fromwhat |I'm hearing yesterday, today and a coupl e of
weeks ago in Phil adel phia and the suburbs, work force
devel opnent is really crucial to our conpetitiveness
as well. R& is, okay, but our investnent in our work
force devel opnent programis really crucial as well.
But that's another tough choice.

So that's the context in which those of
us that are elected have got to nake these tough
choices. W want to do everything, but the
economc reality is we live in a fiscal world of
finite limts.

So that's where this discussion on R&D is
going to take place in that |arger context of
everything el se that we have to try to do in
Harri sburg, okay.

Anyhow, Brian, thank you, again, for not
only hosting this, but putting together, Brian, a
really good diversified panel of business people

to tell us about how this works. And
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let's continue to work together with the business
communi ty, Denocrats and Republicans to try to

make this happen this year.

REPRESENTATI VE DARYL METCALFE: Republi can.

REPRESENTATI VE DAVI D KEVDANSKY: | said
Denocrats and Republi can.
REPRESENTATI VE DARYL METCALFE: You said

Republicans. |'mjust one today.

REPRESENTATI VE DAVI D KEVDANSKY:  You and your

col | eagues, Daryl, okay? Thank you nuch.
( THEREUPQN, proceedi ngs concluded at 11:54

a.m)
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