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SENATOR BROME: Good morning,
everyone. We thank the nenmbers, everyone in
attendance, for joining us today for the third
in a series of hearings between the Senate and
the House Finance commttees, to consider
testimony, suggestions, ideas, criticisms
regarding the language in Act 50 of 2009 to
create a legislative fiscal office in the
Commonweal t h.

And I just briefly re-emphasize,
the purpose of the legislative fiscal office
Is to give the branches of this government,
simlar to efforts in other states, a nmeans to
devel op and adopt revenue estimates, pursuant
to our budget process in a collaborative
basis, as well as a means to improve our
decision-making process on spending,
appropriations and tax policy through the use
of independent nonpartisan fact-finding
anal ysis.

During our | ast hearing, the
Congressional Budget Office, an agency widely
respected in serving its role on fact-finding
analysis for the federal government, gave

us a valuable review of how its history and



composition have been continuing to influence
I'ts ability to provide value to the law and
budget - making process in Washington

It was clear from their testimony
and discussion with menbers that the value of
their office, and by extension the value of a
fiscal office in Pennsylvania, 1is continued
on, one, the level of independence the office
I's able to maintain fromthe current fiscal
role served by the appropriations commttees
and the Governor's Budget Office, and two, the
qual ity and expertise of the staff charged to
perform the functions stipulated for the
office.

Of interesting note, given the
value of the shared resources and perspectives
bet ween the @O and Congressional Budget
Of fices and what this can bring to a complete
and accurate fiscal analysis, the staff of the
CBO believe that prospective duplication of
effort between current appropriation staff and
the legislative fiscal office is not a
detriment but a benefit, since it can
ultimately lead to better decision-making,

which, of course, is the ultimate goal we al l



are trying to achieve.

Today we welcome the perspective of
the Governor's budget secretary, as to how we
can improve our budget process in the wake of
| ast year's challenges, and her opinions on
the language of the Ilegislative fiscal office,
as well as other experts who will provide us
their insight on how to improve and best
I mpl ement the responsibilities charged to the
legislative fiscal office under Act 50 of

2009.

Before | turn the mke over to
Representative Levdansky, Chairman of the
House Finance Commttee, | want to introduce

the members of the Senate who are with us

today. We have Senator Wozniak, Senator
Earll, Senator Eichelberger and Senator Vance.
Wth that, | will turn the m ke over to

Chairman Levdansky.

CHAI RMAN LEVDANSKY: Thank you,
Senator Browne. Also to my right 1is
Representative Boyd, the Republican co-chair
of the commttee; Representative Sam Rohrer.
On the very far left, Representative Bill

Kortz. Working the way towards ne,



Representative Fabrizio; Representative

Frankel and Representative Sainato. I think
that's -- And Representative Mirabito from
Lycomi ng County. Sorry, Rick.

| just want to welcome the budget
secretary. And | don't have any prepared
remarks. This is the third and I think the
final hearing of the joint House and Senate
Finance comm ttees regarding the legislation

to create an independent fiscal office.

We will, after the hearing
concludes today, Senator Browne and | will,
and our staffs, will sit down to begin the

process of issuing a report, which is also, |
think, required by the Fiscal Code |anguage
contained i n the budget |ast year. So we will
get to work on that report and issue it as
expeditiously as possible so that we can nove
forward in addressing the legislation that was
passed in the context of the budget | ast year.

So with that, you know, | want to
wel come the Budget Secretary, Mary Soderberg.

MS. SODERBERG Thank you very
much. It s a pleasure to be here this

morning. | want to introduce, to my right,



David Donley, who is the Director of the
Governor's Budget Of fice, and has put in a |l ot
of hours over the | ast few years on the budget
process.

| want to thank the Chairs for
pulling this session together, Senator Browne,
Representative Levdansky and Representative
Rohrer. | think this is a good opportunity to
tal k about the budget process and try to find

ways t hat we can improve i t

This morning, | would Iike to talk
just for a little bit. | do have sone
handouts that have been distributed and I will
refer to themas | go along.

But first | would like to just talk
a little bit about the budget process in

Pennsylvania and the people who are intimately
involved in the budget on a day-to-day basis.
The Governor's Budget Office is a

staff of about 35 people. W are engaged

year-round. In the past year, we were engaged
year-round on finalizing the budget, it
seemed.

But normally we are also involved

in preparing fiscal notes, and that is an



analysis of the cost of pieces of legislation
that are being dealt with both in the Senate
and the House. We share those with the
appropriations committees.

We also provide spending oversight
over al | of the agencies as well as working
closely with them in developing the Governor's
proposed budget through the fall and
culm nating in the Governor's proposed budget
that is introduced in February of each year or
in the first year of a new administration in
Mar ch.

We work closely with the Department
of Revenue. The Department of Revenue has
seven or eight analysts that are responsible
for monitoring the revenues and preparing the
revenue forecasts.

In addition, there are four
comm ttees for the Appropriations Commttee
Each caucus has a very professional staff who
s preparing the fiscal notes on behalf of the
commttee for each piece of legislation that
s being addressed by the commttee, as well
as monitoring what's going on in the agencies.

Normal |y each analyst has the



responsibility for a specific nunmber of
agencies, and my experience has been that they
are actively involved in, you know, paying
attention to what's happening in those
agencies throughout the year; so that when the
budget season kicks off in February, they are
very knowl edgeable about the budget issues.

Pennsylvania's budget process is
not that nuch different than other states
And | have handed out a small timeline that
just shows the budget process. And it
traditionally begins late in the summer when
the Governor's Budget Office sends out
guidelines to the agencies and then the
agencies submt their budget requests in early
fall.,

For us, in Pennsylvania, they are
required to have them submitted by Novenmber
1st, then that's per the Administrative Code.

W then work with the agencies,
| ook at revenue assumptions to determine what
can be afforded; and also work with the
Governor on what his or her initiatives mi ght
be to fold into the number; and then that is

al | packaged together and presented to the



General Assembly on the first Tuesday of the
first full week of February or in March.

There are times when there are
opportunities specifically for a dialogue
bet ween the General Assembly and the executive
side. One of the critical dates is in the
beginning of December, the Admi nistrative Code
requires that the Governor and the budget
secretary give a briefing to the |eaders of
t he House and Senate, on giving an update on
what is happening with revenues or what's
happening with the budget. And so, that's
done i n December.

In February, of course, the
Governor introduces his budget. And then,
most significantly, following the Governor's
budget address, we traditionally have a series
of hearings. And prior to those hearings,
each agency submits very detailed information
to the four caucuses, the four appropriations
committees. So they really have a |ot of
information.

And | should say, one of the things
that Senate Bill 1 mentions a nunber of times

is that there needs to be access to data. And



the four appropriations -- the staffs of the
four appropriations commttees not only have
access to the more public documents that we

produce, but they actually have access to our
financial management accounting system, SAP.

So they can pull out expenditure data,

compl ement data from that system on a daily

basis.

So anyway, so the budget process,
in Pennsylvania, really is not that different
fromother states. And Act 50, or Senate Bill
1, has a similar process but there are a
number of differences fromwhat is currently
in statute for the budget process. And | have
handed out a -- just a side by side that shows
on the left -- on the right hand -- On the
| eft-hand side, excuse ne, it shows the
proposed legislative fiscal office, what i s
proposed in the law. And then next to it , the
Admi ni strative Code, which [ays out the
current budget process, and that is current
| aw.

So you can see, just going through
section by section, what is being proposed and

what is already in place. And | think what



you will findi s that a | ot of what Senate
Bill 1 i s proposing i s already laid out to
happen.

And i n fact there are sone areas
where there i s an odd little mx-match with
regard to the timing of when things would
happen. You know, if you decide to nove
forward, that these are things that could be
corrected.

But, you know, this newoffice
would be required to provide revenue
estimates. And right now the Department of
Revenue, in conjunction with the secretary of
the budget, provides the revenue esti mate. By
January 1st, the new office would provide a
baseline budget. Ri ght now what happens is
that the Governor's Budget Office provides to
the Governor the draft framework of
cost-to-carry budget and then we add into it
the different initiatives on top of it.

While we are doing that, the
appropriations commttees are actually doing
their own, what we call, cost-to-carry budget.
Under their responsibilities of understanding

what the cost drivers are and what the



budgetary stresses are, in any given year,
they do a cost-to-carry budget. And they will
l ook at things I|ike Corrections, what are the
trend lines for the number of inmates, Medical
Assistance, what's happening with the case

| oad, what's happening with revenue. So they
are very much engaged in looking at the budget
before the Governor's budget conmes out.

You know, so this new office would
be analyzing al |l aspects of the executive
budget. And, you know, as | have mentioned,
in current practices, we have four
professional staffs in the General Assembly
already doing that as well.

Devel op and use econometric models
to forecast state revenues. We have a joint
contract with the four appropriations
commttees to -- with Global Insight. They
are economc adviser to the Commonwealth. And
they provide us wupdated information on the
economy, provide us information for our
econom ¢ models. And the four appropriations
comm ttees have access to that information as
wel | .

The revenue analysts in the



appropriations commttees are actually doing
revenue forecasts with econometric models as
we do in the Department of Revenue

Goi ng down, by November 15t h,
assess the current fiscal condition
projections for the next five years. And as |
mentioned, the Adm n. Code requires that in
December of each year that the budget
secretary and the Governor's Office do a
briefing for the leaders of the Genera
Assembl y.

Anyway, | am not going to go
through this whole piece. But what we have
tried to do is just lay out, for the members
of the commttee, what's being proposed and
what is already in current |aw. And | think
the overall theme, what you will see, is that
a |l ot of what is being proposed is already
happening in sonme format. The timing mi ght be
a little bit different and who is responsible
for what might be a little bit different, but
for the most part, it , the process, is already
in place.

| would like to talk a little bit

now about the revenue estimates, and | know



that that's a significant shift that is being
proposed by this legislation, is that the
official revenue estimate would be done by
this fiscal office.

Al'l states do it differently. We
are different fromthe federal government, in
that we are required to have a balanced
budget . Not al | states are required to have a
bal anced budget. According to the National
Association of State Budget Officers, 44
states require that the Governor submt a
bal anced budget to the general -- to the
| egi sl ative body. Forty-one states require
that the l egi sl ative body pass a balanced
budget, and i t goes down to 37 states that
require that the Governor must sign a balanced
budget .

We are one of those states where
the Governor nmust sign a balanced budget. And
I f there is spending that i s above what is in
the certified revenues, then the Governor nust
move only those portions of the budget that
are above that spending level.

In addition, if/when we do an

update on our revenue numbers, |ike last year



at the md-year briefing in December, and
again this year when w stepped back and we
| ooked at our revenue numbers, we di d what we
call -- we put funds into budgetary reserve.
Meaning that, we are concerned that if we
spent everything that had been appropriated,
we might be spending nore than what the final
revenue numbers are. So we go through the
different |line items in the budget and put
money into budgetary reserve so that those
funds cannot be spent and just to ensure that

we end the year with a balanced budget.

You, Senator Browne, you had talked

about the testimony by the Congressional
Budget Office at one of your earlier hearings,

and | was not able to see that hearing.

But as a result of that, | want to

go back and take a look at our revenue numbers
and see what the variance has been year by
year. And then | did that over a 20-year
period. And then | went back and | took a
|l ook at the Congressional Budget Office,
because the Congressional Budget Office also
does revenue projections on behalf of the

federal government, to see what their



variations are. And one of the things that is
different is that we do a projection for 12
mont hs. The Congressional Budget Office does
two projections, one is for a nine-month
period and one is for a 2l-month period.

But we took a |look at both of those
periods, and one of the handouts | have for
you is a line chart that just compares those
revenue estimates and how they vary from year
to year.

The blue line is our ow Department
of Revenue and their estimates for -- on a
year-by-year basis and how much over or below

the estimates that the revenues actually conme

I n. And the green line is the Congressional
Budget Office. The green | ine represents
their nine-month forecast. And you will

notice, over the 20-year period, the green and
the blue line are very similar.

When | was having the Department of
Revenue pull this information, 1 asked themto
do a little bit further analysis and just
determ ne what the standard deviation was for
both the Congressional Budget Office and the

Department of Revenue. And for the Department



of Revenue, they determ ned that the standard
deviation over that 20-year period was 4
percent. Congressional Budget Office was 3.9
percent. So very, very close.

Interestingly enough, when you |ook
at the red line, those are the projections
that are more long term and the deviation
from what actually occurs as to what was
projected is much greater; and that is because
it'"s more difficult to project long-term
revenue estimates; it's difficult to know --
forecast out, in the future, exactly what the
econony is going to be doing.

But what you can see through this,
the very first year on this chart is
1989-1990, which of course was a period of
recession that we were in, and you can see at
that point the revenues canme in below
estimate. An estimate would be zero percent
l'ine on this chart.

And, once again, as you nove
forward to the year 2001-2002, that period of
time, once again, another recession. Revenues
for both Congressional Budget Office and for

the State of Pennsylvania came in bel ow what



the original estimate was.

And then again, the very end of the
chart where you see 2007-2008 numbers, you can
see, once again, the revenues comng in below,
bel ow esti mate.

Wth regards to revenue estimates,
| would |ike to point out again that the
Department of Revenue and the Budget Office,
we prepare revenue estimates, but the revenue
analysts for each of the four appropriations
commttees are also doing revenue projections
as well. And they look at the very sane data
that we |ook at.

And in fact during the negotiations

process, we will bring together the four
revenue analysts. They will talk. Then,
frequently, 1t's the four executive directors
of the four appropriations. And then we may

end up with having meetings with the leaders
and the Budget Office and the Governor's
Office on revenues.

Another area that | think | refer
to, but I really didn'"t specifically say when
| was going through the chart with regards to

Senate Bill 1, i s that a | ot of what i s being



proposed i n Senate Bill 1 i s already occurring
in the current process.

But more significantly i s that it
would create another |level of bureaucracy.

And Senator Browne mentioned that when the
Congressional Budget Office was here, that
they indicated that it was -- it would
probably be good to have more people | ooking
at the numbers.

We currently have six offices
within state government that are dedicated to
looking at the overall Commonwealth budget.
There's the Governor's Budget Office,
Department of Revenue, and then the four
staffs of the appropriations commttees.

As | mentioned, we have got about
35 people in the Governor's Budget Of fice.

But the four appropriations commttees have
about, combined, about 40 professional
analysts working for them

These are staff -- long-term staff
in the caucuses. They are each specialized in
different areas. They have speci alties such
as in health care, <capital budget, education,

revenue. And so, they have a great deal of



expertise as they are looking at the budget
numbers on an annual and a daily basis.

So Senate Bill 1 would propose that
we create a new office, a new independent
of fice. And just wusing as a proxy the annual
cost of what it costs for us in the -- to
manage the Governor's Budget Office, you know,
| estimated that, assumng that there m ght be
35 staff, that would be a cost of about -- an
additional cost of $4.2 million per year to
have this additional office working on the
budget .

Anot her area of duplicationinthe
bil I is that it requires the new office to
collect performance measures and performance
areas. This is something that, in the |ast
few years, we have been very aggressive in
expanding our efforts on performance measures.

For many years, we have had a
system in the Governor's budget book where we
have a | ot of performance data, a | ot of, what
| would like to call, discounts, nunber of
people served, the cost of providing certain
services.

But we have been working with the



agencies, for themto really focus on what
their missions are and what their outcomes are
and to what extent they are having an i mpact

as a result of their expenditures. And for
the -- in the Fall of 2007, we created an

Of fice of Performance Measures in the Office
of the Budget. And we have since produced two
annual reports and a third annual report is
being finalized as we speak.

Finally, before | open up to
questions, you know, there is -- the Budget
Of fice produces al ot of numbers. Al ot of
what we t al k about in the budget process is
the General Fund budget.

But the General Fund budget is Iess
than half of the overall budget. There is a
number of special funds--Motor License Fund,
Lottery Fund, Tobacco Fund, Gam ng Fund--a
variety of smaller funds that roll up into the
budget .

We work on providing detailed
projections and models for a number of these
funds. And a | ot of that is put together and
finalized in the Governor's budget book. So

this is -- The Governor's budget book is not



only a great resource for information with
what t he Governor i s proposing, but there is
just a lot of excellent information on state
government in this book.

And the constitution requires that
we provide information not only for the
current year, the proposed budget year, but it
also requires that we include information in
four planing years, both on the spending side
and on the revenue side. And al | of that
information is in this book. And this is
available on the website.

We are one of the few states in the
country that have been routinely recognized by
the Government Finance Officers Association
for having a comprehensive budget document
that meets al | of the requirements that they
believe are necessary to have in a
comprehensive budget book.

In addition, we have a -- in our
comptrollers operations office, we produce the
comprehensive annual financial report on an
annual basis. This is also a document that
for 23 years the State of Pennsylvania has

been recogni zed by the Government Finance



Officers Association for producing a quality,
comprehensive report that meets the highest
standards in government accounting. This also
I's on our website for access to anyone.

| have mentioned our new report on
performance measures. This is also on the
website, and we were just recognized |ast year
by the Association of Government Accountants
for our performance measures report.

In addition, we have a |lot of other
information that is just routinely put out
there. Whenever we do a bond issue, we put
together what is called an official statement
for the rating agencies to review. And this

I's an update on a nunber of economc factors,

spending issues. They |l ook at fund balances,
our investment practices, just a number of
different things. This information is

compiled with every bond issue and is also on
the web.

In addition, | had mentioned that
the appropriations commttees have access to
our integrated financial accounting system
In addition to that, we put up information for

each appropriation on the status of



appropriations as to the spending by month.
And that is available on the web as well as
the stats of appropriations for special funds
throughout the budget.

In addition to the spending side,
on the revenue side, we have recently -- |
guess it was two years ago, we converted to
using our integrated accounting system for
revenue accounting as well. And as
mentioned, the four appropriations commttees
have access to that information on a daily
basis on the collection of revenues.

But on a monthly basis, the
Department of Revenue posts a summary of their
revenue collections for the prior month. And
this includes not only the General Fund but
al so Motor License Fund, there is Lottery
i nformation in here, some information on key
economc indicators, and that is all posted on
the website as well. So there really is a | ot
of information out there.

In addition, | mentioned that each
agency prior to the hearings, the public
hearings that the appropriations commttees

hold every year, each agency compiles



comprehensive information. And this is at the
specific direction of the appropriations
committees. They, the comm ttees, send us a
letter, every December, saying this i s the
kind of information that we need to have prior
to the hearings.

And for the Department of Revenue,
they call i t their bluebook. And i t i s a book
that is actually thicker than the Governor's
budget book. And for those of you who are on
the appropriations commttees, | know you are
very familiar with the mass of material that
you review every year.

So, you know, | really want to
thank you for taking this on. I know your

ultimate goal is to improve the budget

process.

| thought about Senate Bill 1 a
lot, and | honestly -- | don't believe that if
Senate Bill 1 would have been i n place |ast
year, it would have had any impact as to what
happened.

In the end, we knew what t he
revenue shortfall was. V& knew i t was 3.25

billion. VW knew that we had to be very



conservative in our revenue estimates. There
wasn't any will to raise taxes. V¢ wor ked
very closely with the four appropriations
commttees and the |l eaders to reduce spending.

And inthe end, we had a number

that we called the spin nunber. And we knew
what the revenue situati on was. It was, how
do you fill that gap? And a | ot of
discussion, last sumrer and well into the
fall, were what are the options, and are there

one-time funds that we can tap into, are there
recurring kinds of revenues that there is a
will by the General Assembly t o pass?

Il mean it was a | ot of debate on
sales tax on theater tickets, for examle.
And that didn't go any place. And then there
was a | ot of debate on gam ng. And as we were
discussing gamng, i t wasn't so much about
what are the numbers, i t' s, what's thetax
rate going to be, when i s i t going to be
effective?

And as we delayed that -- the
negotiations process, we actually reduced sone
of our opportunities. Because sone of these

revenue sources, we were not able to implement



as soon as we would have | i ked and so we ended

up getting less revenue in the current year.
So | don't know that, you know,

having an independent office saying that this

i s the revenue would have made a difference

| ast year. | really don't.
| think there are -- | think the
goals of Act 50 are good. | think the intent

Is that we need to restore the confidence of
the public in what we do here in Harrisburg,
and there is no question that we need to do
that.

| think the way that the bill is
crafted, i1t's getting to the point that we
need to be more transparent, talking about
this independent office having access to data.
In fact, as | have mentioned earlier, the
comm ttees do have access to that data. But
we need t o make certain that the public has
access to as much data as possible.

We have a | ot of data out there.
suspect a |lot of people don't realize it's
there. Or if they do, they don't know how to
use i t. So, you know, we, collectively, we

need to think about how we can mke i t more



transparent and nore useful.

Sowiththat, you know, I ' | | answer
your guestions.

SENATOR BROME: Thank you, Madam
Secretary, for your honest assessment on the
| anguage of t he bill.

MS. SODERBERG: Okay.

SENATOR BROME: Menbers f or
questions? Senator Vance.

SENATOR VANCE: Thank you, M.
Chai r man.

Madam Secretary, I n no way does
this legislation have anything to say
negatively about your integrity. Il want t o
say that.

And | almost got the feeling, as
you talk, that you felt that this was a threat
to your office. And any budget secretary,
regardless of who is governor--and this 1is
nonpolitical--tends t o have sonme political
tinge. And it is not a rival or a threat, nor
should it be to a budget secretary. And | do
think we need to restore the confidence.

So | am not sure, all of this

effort put into saying, well, we don't need it



because we do al |l of this, if in fact everyone
I's doing a wonderful job, it should not seem
t o be such a rival or a threat to t he Budget
Office. And | just want to tell you, i t has
nothing to do with your integrity.

M5. SODERBERG | don't consider it
a threat to the Budget Office.

SENATOR VANCE: Well, i t certainly
cane across that way.

M5. SODERBERG Il -- What | really
wanted to do was to show t he amount of
information that is out there and the quality
of work that i s being done by many
professionals i n this Commonwealth.

| am concerned that it is -- would
be a redundant effort to have in place a
Budget Office, to have in place four
appropriations offices, and then to create
anot her office doing the sanme budgetary
analysis, providing documents and providing
information.

SENATOR VANCE: | understand your
feelings. That was pretty obvious. Thank you
very much.

M5. SODERBERG Okay. Thank you.



SENATOR VANCE: Thank you, M.

Chai rman.

SENATOR BROME: Thank you.

Senator Wozni ak.

SENATOR WOZNI AK: Thank you, M.
Chai rman.

|l think the big issue out there is
nobody trusts anybody any nore. We have four

caucuses, we have four caucus nunbers; and we
have a Governor's number; and everybody is

trying to find out which one is the accurate

number . In the final analysis of it all, we
knew there was a deficit. The issue was, how
large was the deficit and how do we fill the
gaps?

Now, Senate Bill 1, with that being
said, is probably out there because people
said that's a good idea. Let's have an

i ndependent agency that makes up a number that
we can al | agree with.

And | don't have a problem with
that either, except for the fact that this is
going to cost us noney. And you came up with
a numnber. What was t hat number that you cane

up with, about how much you think it would



cost?

M5. SODERBERG About 4.2 million.

SENATOR WOZNI AK: I think what we
ought to do i s we nove forward with this. | f
we agree, by both the Senate and the House,
and the four caucuses, and, you know, votes,
26 votes in the Senate and 102 in the House
and the Governor's signature, that we find
that money. Ve pull i t out of the other four
caucuses so that we have a net zero impact on
t he budget, so that we are pulling that noney
from some place else, not creating another --
How nmuch noney was t hat again?

M5. SODERBERG 4.2 million.

SENATOR WOZNI AK: $4.2 million.
And that's when | say, if we want to create
this, all five, but make sure it's running
(phonetic) in neutral.

Thank you, M. Chairman.

SENATOR BROME: Thank you.

Senator Eichelberger.

SENATOR ElI CHELBERGER: Thank you,
M. Chairman.

Madam Secretary, | ama little

surprised at your testimony this morning. I



real ly thought that you handled the
fundamentals of the proposal very well, but
you mi ssed the intent of the |l egislation.

The intent really is that we don't
trust the information we get from other
sources. And | think that's been evident in
the legislature and that's why there are four
separate appropriations staffs for each office

because we don't necessarily believe anybody

else's information. | don't think there is
anything wong with that. l't's unfortunate,
but that's the world we |ive in today.

This is a model that works at the
federal level. This isn't anything new
That's why we brought in the Congressional
Budget Office, to hear from those folks.

Certainly, the President of the
United States has the Office of Management and
Budget . They do their own projections. They
do their own tracking. And the legislative
branch has their ow source for information.
And they don't always agree.

And oftentimes, we have seen in the
news recently where health care proposals and

other things, where the President makes



statements, and then the CBO conmes out, and

says, well, that isn't exactly the way we dea
with it. And | think that's good for America.
| think this office will be good for

Pennsylvani a.

W can -- e thing you said--it
had sonme merit, i n ny view--was that maybe we
can cut back. And we have had sone
discussions about that. And maybe we can cut
back on sonme caucus appropriations staff. | f
we are going to have an office here, that's a
joint office that maybe we have sone faith in,
maybe we don't have t o have quite the staff i n
each four caucuses.

But again, as Senator Vance says,
this is no personal affront to you, but
governors, historically, have withheld
information. There is not a | ot of
transparency.

We have had -- | have been here for
a little over three years. And | am not on
the Appropriations Commttee, so | don't see
things as upfront as sone of the menmbers that
are here this morning. But | can recall many

exampl es of people testifying in various



hearings where they don't have the
information, they prom se to get back to us
with information, they don't. We have
considered subpoenas to get information. We
don't know what are i n certain accounts that
we have | ooked at in the budget process. |

mean the [ist goes on and on.

We need to have -- We are dealing
with a 27, 28, 29 billion dollar budget. To
spend $4 million so that we have appropriate
tracking mechanisms in place, | think is a
very small price to pay. And | consider
$4 million a |l ot of nmoney.

But | think this is one of the best

i deas | have seen since | have been in the
legislature. And | think that you get the
fundamentals, but you miss the intent. And
the intent is very clear, that we need good
information we can trust.

Thank you.

SENATOR BROME: Thank you.

Chai rman Rohrer.

REPRESENTATI VE ROHRER: Thank you,
M. Chairman.

Mary --



M5. SODERBERG Um hum

REPRESENTATI VE ROHRER: -- thank
you for your testimony this morning.

A couple of thoughts as well. I
think everything is -- everything people are
saying are kind of adding together here,
somewhat .

M5. SODERBERG Um hum

REPRESENTATI VE ROHRER: I
appreciate very nuch the amount of data that
comes out. And | don't think anybody
perceives or believes that the data -- that
there is not sufficient data, because there
really isn't.

In most cases, the real challenge
s figuring out how to use the data. And
oftentimes, there is so much that it's very
difficult, often, for many folks t o understand
what it is and to interpret it . | think we
have nore of a problemwith interpretation of
the data that we have than perhaps the fact
that we don't have sufficient information.

Now, in my case, | have been on the
Appropriations for 14 years and on Finance for

si x, or whatever my ti me. So | have seen it



on both sides of the equation.

I think Senator Eichelberger was
correct. | think the problemis, 1is that the
process has been so -- over a number of
governors, has become far nore political than
I t has been fiscal and fiscally sound. Yet in
the preparation of the budget, as we have cone
before us, | mean we have got to be able to
believe the numbers and not have them spun or
twisted.

That's my background. That's the
way | conme at it . I think numbers ought to
speak for themselves. And we make our policy
based on the numbers, not have policy direct

what the numbers say.

And | think the last few years have
been -- have really brought a | ot of this
forward. O, in fact, in my opinion, the

revenue estimates have been grossly overstated
and expense numbers grossly understated in
order to produce balanced budgets.

And | don't -- You know, nmy
personal opinion is, is that the last several
budgets have not been balanced. And | think a

number of folks have employed that as well.



And the revenue nunbers | have put together
myself would indicate that the revenues were
very -- very unidentified, that they were not
going to be where they are.

And | have often wondered, over the
past, you know, where the information is
comng from s that Global Insight that is
failing toprovide accurate data or is that
the result of folks inside this building who

take data and take a different direction?

Now, | have a -- That's just ny
perception here, as | go forward. | think the
whole goal here i s, perhaps, is to get data

that we can believe. And as much as possible,
separate it fromthe political influences that
tend to spin data rather than to |l et data
drive.

Now, in that regard, | just have a
question for you, just to get your perspective
on it . Because both of the proposals here,

Act 50 and the current law, actually the
current constitution, 1 t says that when
budgets are projected or presented, there is
to be a current year. There is the next year

and then the four succeeding years.



M5. SODERBERG Um hum

REPRESENTATI VE ROHRER: \Vhat -- Can
you speak to me on the what you think the
reason for that is? Wy do we do that?

M. SODERBERG Ch, that's very
clear to ne It is -- Although it is very
difficult to project what the out years might
be, you need to have a sense of what are the
one-time expenditures or the one-time sources
of revenue. And when you take a | ook at the
out vyears, you see how that al |l folds
together

When we put together the out-year
numbers, it is quite clear what the cost
drivers are. Things like Department of
Corrections, we start looking at the
projections in the out years in the Department
of Corrections. We |ook at health care costs.

You know, we | ook at the cost
drivers and then we |ook at the areas where
there is nore discretionary and where we can
level funds in some areas in the out years.

So it really helps to have a nore
comprehensive picture so that you are not just

|l ooking at one year in a vacuum Because



what ever you propose this year, you are going
to have to pay for in the next year.

But | would also |ike to follow up
on a point that you nade about revenues.

REPRESENTATI VE ROHRER:  Um hum

M5. SODERBERG Nobody was
projecting the econom c downturn, the
financial turmoil that happened on Wall Street
i n 2008, in the Fall of 2008. You know,
nobody was projecting that.

REPRESENTATI VE ROHRER: And | would
agree that the projection of 2008, being as
far down as it was, was not fully known at
that point, but it was projected by many, many
people for many, mny months before then.

And | know our state revenue, month
to month, year to year, has been going down
for a year and a half before we ever got to
the Fall of September '08. So the trend line
hasn't been down, but we weren't making
adjustments so --

M5.  SODERBERG. That year, the
2008-2009 budget, we actually -- The budget
t hat was passed was actually |ess than what

the Governor had proposed. We did pull it



back that year.

Normally, in an average year, the
budget gets increased through the legislative
process. But that year, we actually
consciously brought it down.

REPRESENTATI VE ROHRER: ALl right.

| appreciate that. Those are just a couple
that when | |ooked at that four-year budget
thing, back to that issue, in all of my years
that | have been here, | have not ever found
or heard, at least as | can recall, for

instance, that during the budget presentations
in February, or even through the process, that
there has ever been any reference of that to
say, well, this i s what we thought. You know,
this i s what actuallyis. Howdi dw do? How
did we compare? Or and actually lay it out,
and say, now in this budget, we anticipate
three years out, everybody, that this thing is
com ng due.

MS. SODERBERG Um hum

REPRESENTATI VE ROHRER: And so,
thisi s what we say.

| never remenmber, other than

reading in the budget book, | don't remenmber



of ever any kind of actual benefit of conmpare,
contrast, how we did, how we think. Look back
and say, well, we were off. W were off the
year before, so we are going to have to
readjust this, or whatever

And that's why | wanted this from
the standpoint of, we can put anything into
law that we can, it's oftentimes how we
actually take and use it that is the issue.
And there, | think, that's been something
that's been there for a long time.

Yet from a practical sense, as far
as this on the legislative side, | have not
ever seen anything that had been developed
(phonetic). Al'though | would believe that for
instance a benefit of that would be, in fact,
al mst producing a five-year budget, with a
focus on one, that then you take and then you
roll it forward. And actually if you look
back, and say, well, how did we contend we do
where did we mss, did we overshoot, why, and
then you make adjustments as you go forward.

But | haven't seen that so that's
why | ask you what the real practical benefit

of that is, as you see i t.



Ms. SODERBERG | think Nunber s
are always changing in the budget on the
spending side and on the revenue side. The

revenue side, the econony has an impact on

what you might think sales tax collections

will be this month compared to what

you

thought they'd be for this month a year ago.

l't"s always going to be slightly different.

The spending side is the same thing.

Your point about not -- nobody
not -- nobody really has focused on the out
years, | think you are right in many cases.
But | think this is the year that people are
focusing in on the out years.

When we put this budget together,

we very carefully looked at what's happening

this year, what's happening in areas such as

the pension spike, what's happening with the

federal stimulus funds that we are using, I|ike

al |l other states, to help meet our
requirements.
And when you put those

together, you can see that we have

t hat works in 2010-2011. [t works.

aren't a lot of bells and whistles

budgetary

number s
a budget
There

here, but



It works. I'n 2011-2012, it isn't going to
wor k. We are looking at a shortfall of 24
billion.

Now, that's our estimate, as of
when we put the budget together in January of
2010. When we step back and t he budget i s

finalized, hopefully this June, you know,

those assumptions will al |l change.
But | have no doubt that there is
going to be, still, a very significant gap.

And i t"' s going to be a huge challenge for the
next administration. So it is very important
that we are looking at those numbers and that
the gentlemen that are running for governor
are also |looking at those numbers.

REPRESENTATI VE ROHRER: M .
Chairman, | just have one comment on this.
Just briefly, to finish up--1 didn't want t o
go any further on that--because it focuses on
this independent group here.

MS. SODERBERG Um hum

REPRESENTATI VE ROHRER: | am
wondering if the -- that the --

You know, as you are saying, you

are now |l ooking towards -- Not you. | am not



talking to you. The administration --

MS. SODERBERG. Um hum

REPRESENTATI VE RCOHRER: -- 1is now
|l ooking forward to the out years. That's a
good thing.

But these things have been in place
for a long time. The outlook, the out years,

the consideration that you are talking about
were known three or four years ago. Yet they
seemed not to have been factored in. And so,

| would put that forth, the potential that an

independent office, in fact, my have called
some of those out years. Because the stimulus
fund is running out. 't was known before
then.

M5. SODERBERG No, they weren't

known three or four years ago.

REPRESENTATI VE ROHRER: Well, the
stimulus fund is running out. It was known
before then.

M5. SODERBERG Well, we only
received the stimulus funds, it was only

passed a year ago.
REPRESENTATI VE ROHRER: | know.

M5. SODERBERG Three or four years



ago, we had a very robust economny. We were
seeing increases in our revenues. So, no, we
-- our numbers -- our nunmbers --

REPRESENTATI VE ROHRER: I
understand. | understand what you're saying.
| don't want to go any further on that.

M5. SODERBERG: Okay.

REPRESENTATI VE ROHRER: | just want
to, on this issue, the independents, perhaps,
I think, as was referenced earlier, you know,
that is one value. And in looking at what is
being projected here is that, perhaps, that
could have. | don't think it is the sole
solution.

M5. SODERBERG Um hum

REPRESENTATI VE ROHRER: Because |
think, again, as we said earlier, the data is
there. | think it's how -- It's the quality
of theinterpretationof t he datawheni t
comes, regardless of who does it . So |l think
that probably is the heart of i t.

M. Chairman, thank you.

SENATOR BROME: Thank you.

Senator Earl|.

SENATOR EARLL: Thank you, M.



Chai r man.
Madam Secretary, | really do
appreciate what is obvious, that you have

given really sincere consideration to this

proposal . And | do share your concern that in
a time where our resources are so |limited, s
it wise to be spending limited resources,

creating a new bureaucratic structure that my

or my not be value-added to the process.

So, on that, | do appreciate your
sincere concern about that. And | am not on
Appropriations. Although, | have been here
for a while, so I think | wunderstand a | ot

about what goes on.

But | do have a question. In your
comparison chart, it says, current practice,
appropriations commttees have direct access
to revenue collection and budget expenditure

information due to integrated financial and

accounting system Can you explain to me a
little bit more, i n detail, what that i1 s?
M5. SODERBERG. That's a -- It's a

| AT system that --
l't's an SAP accounting system | t

was implemented in -- at the end of the | ast



administration, 2002-2003. And so, we, by
integrating the system we are talking about
our payroll data is in there, our expenditure
data. It really rolls up froma [ot of
different agencies and sources of information,
our expenditure information.

SENATOR EARLL: But in other words,
this is raw data that every appropriations
comm ttee has access to?

M5. SODERBERG Um hum

SENATOR EARLL: They can
extrapolate from that data -~

MS. SODERBERG Sure.

SENATOR EARLL: -- and formtheir
own opinions?

MS. SODERBERG Sure.

SENATOR EARLL: And then that forms
the basis of the negotiation that occurs for
the administration.

MS. SODERBERG Yeah. For exampl e,
the Department of Corrections, using that as
an example, they would have information on
what the Department of Corrections is spending
on payroll. They woul d have information on

what they are spending in operating. And they



can look into operating, at the detail, of
what's being spent.

SENATOR EARLL: And | ikewise, you,
the Commnwealth, has as an adviser, you said
Gl obal Insight --

M5. SODERBERG. Umhum yes.

SENATOR EARLL: -- that helps you
determ ne a revenue projection?

M5. SODERBERG Correct.

SENATOR EARLL: That the

appropriations commttees already have the

ability t o have their own advisers, i n terms
of advising on the revenue projections. And
again, that still i s ultimately going t o be a

negotiated product.

MB. SODERBERG: Most |ikely.

SENATOR EARLL: But we already have

access to independent information, if we so
choose --

M5. SODERBERG Um hum

SENATOR EARLL: -- as does every
appropriation committee.

M5. SODERBERG. The fact that we
have this joint contract with Global Insight,

we al | have access to the sane economi c dat a.



And Gl obal Insight updates it every month for
us.

SENATOR EARLL: I mean | am
concerned that there is this perception being
created that al |l of the information that we
deal with in the caucuses is force fed through
only one single conduit of the administration

and that's really not true.

M. SODERBERG It is absolutely
not . | have -- And I'm -- In Pennsylvania
government, | started out on the
Appropriations Commttee. | was an analyst.
And | just have absolute respect for the
staffs of those commttees. They are very

bright people, work very hard. And they
challenge us al |l the time, they really do.

As soon as the Governor's budget
comes out on that Tuesday, the phones start
ringing off the wall. They want to have --
You know, with al |l of the information that's
in this book, they want to have the detailed
assumptions for the tobacco model. They want
to knowal | the assumptions for Medi cal
Assistance or Adult Basic or whatever the

issue 1 S. And they are really digging into



the numbers i n great detail, i n great detail

SENATOR EARLL: Well, thank you.
And again, | do appreciate your -- what |
think is a very sincere consideration of this
and sharing your opinions with us.

MS. SODERBERG Okay. Thank you.

SENATOR BROME: Thank you.

Representative Boyd.

REPRESENTATI VE BOYD: Thank you,
M. Chairman.

And, Madam Secretary, thanks. It"'s
good. | appreciate your forthrightness in
your presentation.

| think one of the things that when
we had folks come in fromthe Congressional
Budget Office, there was a -- everything
wor ked on how the House focused on the budget
process and that one element. But one of the
things that the CBO emphasized was they
provided an additional role, in that they do
analysis on proposed legislation. And | find
that the benefit of this office my be less
oriented towards the budget process and nore
towards sonme of the things that are proposed.

We have had tremendous debates in



the House over various proposals. | think it
was House Bill 1. But a health care proposal
before the national model is out there.
Representative Eachus, Leader Eachus, had a
bill out. And that became very politicized as
to what adding 300,000 people to a new program
that the state would develop, what the costs
of that would be and what the tax implications
and where the nmoney would conme from

And | see one of the benefits of an
independent financial office to be that it
woul d be--try, hopefully--a non-politicized
agency where we could get sort of independent
data as opposed to ny spin--because | was one
of the Ilead questioners for Representative

Eachus--my spin on what those numbers would

be. And | use that term specifically to
indict myself because | believe he had his
debate.

M5. SODERBERG.  Um hum

REPRESENTATI VE BOYD: And | believe
the debate politically was, what's the cost of
that?

Il think we see that in Wshington

right now, that same process. So the question



is, will this office -~

And | guess my question for you i s,

do you see benefit of an office Ilike that on
areas like -- And | will give you one Ilast,
qui ck exampl e. V¢ are debating a bill i n the

House right now on requiring OC®2 detectors,
and we have had testimony -- we have had

people on the Floor say it's going to cost up

to five hundred million and somebody said

seventy-five million. Ww what's that, a
four hundred and twenty-five million dollar
difference.

So i s there roomf or an agency |ike
this to try and actually provide independent
data that would give legislators the tools to
make policy decisions with nmore fundamentally

or let me just put it this wy, less
political information? Do you think that

that's possible in this crazy business that we

are in?

MS.  SODERBERG | honestly don't
know.

|l mean | ook -- As you were
talking, | was trying to think of the

different entities that we already have in



place. You know, the Legislative Budget and
Finance, the Standing Commttees, the Health
and Wel fare Comm ttee. | mean the
appropriations commttees, the Budget Office,
the agencies. | mean there is -- You are
right, there is a lot of information out there
and a ot of i t"' s goodinformation.

And wusing your term spin, you are
right, al ot of the information becomes
politicized. And I honestly don't know i f by
having a separate entity that comes up with
some nunbers for a proposal, i f that
elimnates some of the partisanship. | really
don't know.

REPRESENTATI VE BOYD: Thanks.

That's i t . Thank you, M.
Chai r man.

SENATOR BROME: Thank you.

Chairman Levdansky.

CHAI RM AN LEVDANSKY: Thank you.

Secretary Soderberg, just a few
questions in a couple of areas.

MS. SODERBERG Sure.

CHAI RMAN LEVDANSKY: You mentioned

that the Governor's Budget Office, you have a



staff of about 35 people.

M5. SODERBERG Um hum

CHAI RM AN LEVDANSKY: What's the
total annual budget cost for the Governor's
Budget Of fice?

M5. SODERBERG For just the
Governor's Budget Office, i t' s about 4.2
million.

CHAI RMAN LEVDANSKY: Four point -=

M5. SODERBERG -- two million.

CHAI RM AN LEVDANSKY: Okay.

MS. SODERBERG And that really was
the basis for projecting what i t really would
cost for this independent office.

CHAI RM AN LEVDANSKY: Okay. | have
a question about fiscal notes. You mentioned
| think earlier that it's the Governor's
Budget Office that provides the fiscal notes.
But my understanding was, historically, that
the fiscal analysis and the fiscal notes for
bills, at least under the House rules for
bills i n the House and amendments to bills in
t he House, that the fiscal notes were actually
done by the revenue department. That

Department of Revenue personnel actually do



the costing-out of a fiscal note for any bill
or amendnment. And then that, essentially,
then that information from the revenue
department flows through the Governor's Budget
Office to the four appropriations commttees.
Am | correct in my understanding of that
process?

M5. SODERBERG The Department of
Revenue --

When we get -- Wien we ar e aware
that a bill i s comng up for a vote, or
sometimes the appropriations commttees will
actually ask us, they say, you know, would you
pull together some numbers for us on this,
this piece of legislation, our office, we
coordinate with al |l of the agencies. So
Depart ment of Revenue, we work with the
Department of Revenue on revenue numbers for
tax legislation. But if it's a bill dealing
with the Department of Health increase --

CHAI RMAN LEVDANSKY: Mandat ory
mnimum sentencing, you would have to --

M5. SODERBERG.  Right.

CHAI RMAN LEVDANSKY: -- talk to

people inthe Department of Corrections?



M5. SODERBERG V¢ would -- Right.
Absolutely, we do.

And so, we work with al | of the
agencies, pulling the information together.
And sonme pieces of legislation, w are talking
about multiple agencies. So we coordinate
with all of the necessary agencies, pulling
the information together, preparing the
of ficial fiscal note on behalf of the
administration and then we share that with the
appropriations committees.

Interestingly enough, one of the
first things that | was trained on when | was
an analyst was that doing a fiscal note is
probably one of the best ways of [earning
about public policy and learning about the
agencies. And | can remember my boss at the
time saying, you know, | want you to | ook at
that fiscal note from the Budget Office, but |
want you to do your own fiscal note. Meani ng
that, he wanted me to be very familiar with
what the Department of Corrections was doing
or what the Department of Health was doing,
whatever the agency associated with that piece

of legislation was, so that | could do my own



assumptions.
CHAI RM AN LEVDANSKY: Okay. And --

But go, for example, to the tax code changes

M5. SODERBERG Um hum

CHAI RMAN LEVDANSKY: -- like
expanding the sales tax to different products
or services that up to this point haven't been
taxed. That estimate on what expanding the
sales tax to include different products and
services, that would essentially be costed-out
(phonetic), that analysis would be done by the
Department of Revenue?

M5. SODERBERG. Right, yes.

CHAI RM AN LEVDANSKY: Okay. So nost
of the tax code changes --

M5. SODERBERG Yes.

CHAI RMAN LEVDANSKY: -- cone
through. But, you know. So essentially the
majority of appropriations inboththe House
and t he Senate are really dependent upon t he
Governor's Budget Office to do the revenue
estimate -- to do the fiscal notes on
different proposals that's under consideration

in both chambers?



MS. SODERBERG W work very
closely with the Floor appropriations
committees. And, vyes, we have -- Yeah, we are

routinely sending over fiscal notes for them

to use.

CHAI RMAN LEVDANSKY: And | amnot
making this -- I just want to put this
scenario out there but not because | think

that it has happened under your watch or under
this Governor.

MS. SODERBERG.  Um hum

CHAI RMAN LEVDANSKY: But it would

seemto me that under that flow of information

that if a governor |iked a particular idea in
the legislature, or say he didn't like it,
there may be -- there i s an incentive t o maybe

overinflate the cost of it , or underestimate
the true cost, based on whether or not you
l'ike the idea. And the reality is then that
both appropriations -- the majority of
appropriations i n either chamber will be
getting the sanme information fromthe
Governor, fromthe Governor's Budget Office.
MS. SODERBERG 't isn't just the

majority. [t's the minority appropriations as



wel | . They do the fiscal notes as well. They
are just not the official fiscal note that
gets attached to the bhill.

We try to provide honest
information on what the cost i s. \hether or
not the commttees wuse that information or how
they m ght adjust i t i s upto them | nean
their fiscal notes are not necessarily a
duplicate of what we provide them

CHAlI RMAN LEVDANSKY: But al | of the
appropriations commttees then are dependent

upon the Governor's Budget Office for the

information on which to base their fiscal
notes that they issue; and so, it would seem
tome if they are all -- if they all -- if

they al | get -~

MS. SODERBERG They --

CHAlI RMAN LEVDANSKY: -- get the
same data from the Governor's Budget Office,
why should there ever be a variance between a
minority and a majority fiscal note?

M5. SODERBERG But there is
because we will include our assumptions. For
exampl e, Senate Bill 1, we used the assumption

that it would be an office similar to the



Budget Office, and we laid that out i n our
fiscal note.

Somebody in the Senate, who is
preparing a fiscal note, mght say, well,
that's interesting, the Budget Office thinks
it's going to be more like the Budget Office.
I think and analysts think it's going to be
more |like the Congressional Budget Office. Or
I think it's going to be nore |like the Senate
Appropriations Commttee and when | | ook at
the staffing of that office and what the
salaries are, this i s what | think the costs
will  be.

CHAI RM AN LEVDANSKY: So again, it
based on what assumptions you build into the
model s?

M5. SODERBERG.  Um hum

CHAI RMAN LEVDANSKY: Which is
al ways the --

M5. SODERBERG Absolutely.

CHAI RMAN LEVDANSKY: Let nme turn
for a second to the revenue estimates. At the
beginning of the budget process, the
administration, you know, the Governor,

what ever governor, my understanding is when



they produce their budget, they have already
-- and it's not the Governor's Budget Office
that you are telling me that i t does the
revenue --

Well, you issue the revenue
estimate but essentially the data collection
s, we use Global Insights. Years back, we
used Work Econometrics. So the outside
consultant that does the econometric
forecasting then, the Governor's Budget Office
reviews that. And based on the national
trends, the national econony, f or maybe
business investment or consumer spending or,
you know, you know, durable products, and
perks, or whatever -~

M5. SODERBERG It' s always a
dynami c process. | mean using this year as an
example, it's pretty amazing. In the [ ast
quarter of 2009, gross domestic product grew
by 5.9 percent. | mean just much higher than
anybody anticipated. And everybody knew --=
know t hat that wasn't stainable.

But at the time that that was
happening, Global Insight was telling us that

they were projecting that gross domestic



product was going to grow by about 2.2 percent
in 2010. Then, in January, as we were
finalizing the budget, they upped their
estimate to 2.6 percent. Then, within days of
us releasing the budget, they upped it again
to 3 percent. So there is -~

You know, i t' s a very dynamic
process. Wien we are putting the budget
together, we are looking at what's hap -- what
are Global Insight's projections, what are
their economc factors, and they update those,
you know, on a monthly basis; but also what's
the actual revenue collection that is
occurring and what are the indications there
t hat mi ght give us an indication of something
about to change.

And Dan Hassel and |[|--Dan Hassel s
the Acting Secretary of Revenue--and |
probably are on the phone, | don't know, maybe
five times a week. V¢ nmeet regularly and we
work very closely.

CHAI RMAN LEVDANSKY: So you get the
econometric forecasts from Global Insights --

M5. SODERBERG Um hum

CHAI RVAN LEVDANSKY: -- and then



you issue a revenue estimate upon which the
Governor bases his proposed budget --

MS. SODERBERG  Ri ght.

CHAI RMAN LEVDANSKY: -- that he
delivers to the General Assembly in February,
correct?

M5. SODERBERG Um hum

CHAl RM AN LEVDANSKY: Then when's
the next time? So you certify a revenue
estimate at the beginning of the budget
process?

M5. SODERBERG. No. No, that i s
just a revenue estimate. lt's not a
certification in February.

CHAI RM AN LEVDANSKY: Okay.

MS. SODERBERG Most -- The
majority of our revenues i n Pennsylvania cone
i ninthelast four months of the year; nost
significantly, March and April. Those are the
big months, a lot of key tax -- business taxes
cone in in March and, of course, we have
personal income taxes i n April.

We are looking at a | ot of
different touch points on a monthly basis.

The 20th of the month, sales tax collections



come in. That's a very important indicator,
especially i n this econony i s, what's
happening with that. Business tax payments.
This month, you know, we have got al | eyes on
corporate taxes.

This year is a very unique year, in
t hat we have got the amnesty program Those
payments aren't going i n until June 18t h. So
at the very, very end of the process, we have
got sone significant dollars comng in.

CHAI RMAN LEVDANSKY: So you issue
revenue estimates and revenue forecasts at the
beginning of the budget --

MS. SODERBERG And then --

CHAI RMAN LEVDANSKY: -- which the
Governor bases his--just |let me finish--which
the Governor bases his proposed budget on; and
then, on a monthly basis, you make adjustments
to the estimates based on what actual
collections are. At sone point, at sone point
in the budget process, right before we adopt
the budget, the budget secretary is required
to certify -a

M5. SODERBERG Um hum

CHAl RMAN LEVDANSKY: -- the



official revenue estimate. Under existing
| aw, when are you required to certify the
revenue estimate?

MS. SODERBERG That happens at a
point i n time when the Governor i s actually
signing the budget. And it is -- it's almost
a three-step process because you have the
expenditure document but you al so mi ght have
some revenue documents. So the certification
is only for those revenues that are in law
So if there is a tax change that is occurring
in conjunction with the budget, we'll hold off
and do the certification once that tax bill i s
also signed and is in law.

This last year, we did two
certifications. Ve did a certification when
the bridge bill was signed because we had to
certify the revenues that were available at
that point in time. And then October 9th --

ls it the 9th?

MR DONLEY: Yeah.

M5. SODERBERG -- when the final
bill, the budget bill was finalized and there
were some revenue changes associated with

that, we did a second certification. And then



again, | have just been remnded of a third
certification i n January, when the table ganes
bill was passed, we certified the revenues for
that piece of legislation.

CHAI RMAN LEVDANSKY: So you do t he
certifications after legislation is passed?

MS. SODERBERG. Yes, yes.

CHAI RMAN LEVDANSKY: And after al |
the fiscal and t ax code -=

M5. SODERBERG  Yes.

CHAlI RMAN LEVDANSKY: -- the bills
and amendments are considered --

M5. SODERBERG  Yes.

CHAI RVAN LEVDANSKY: -- then at
that point you do the certification of those
I tems?

MS. SODERBERG W don't do a
certification assumng things will happen. Ve
certify what has happened, what we know at
that point in time.

CHAI RM AN LEVDANSKY: Okay. Okay.
Thank you.

SENATOR BROME: We've i mposed on
you a |l ot longer than we originally said that

we woul d. So | just would have a couple of



brief thoughts in relation to your testimony,
and comments by the members, on your notes
about the overall intent of that.

M5. SODERBERG Um hum

SENATOR BROME: You know, t he
chairman of this commttee when |I started i n
1994, Chairman Bort (phonetic), fromErie,
used t o have us -- used t o say many times that
someti mes where you stand depends on where you
sit. And I think in regards to the
negotiation process and your relative
responsibilities and your powers in that
process, you are going to stand in a different
place.

lt"s my belief that our
constitution stipulates equal
responsibilities, on behalf of the Governor
and the legislature, to pass a balanced
budget . So in order for us to engage in those
and execute on those responsibilities, it"'s my
belief that both sides need to be in equal
footing. | think anyone in the legislature
would believe that, and | would hope that
those who are negotiating on the other side

would at least in principle believe that.



Now, the current process, which you
had done very well on explaining how i t tries
to accomplish that, is built in a way that it
can't. Because what we are tal king about is
ultimately an accommodation of the legislature
on information available to one side and
produced by one side.

We have al | been here for a while
and we get directly engaged in the process
that we get comfortable with. But if you step
outside this process and you |ook at any other
| arge negotiation process where two different
parties have equal responsibilities, one party
I's not going to be in equal footing, will not
be able to nmake a decision that's best for
them and to meet their responsibilities when
all of the information available, in order to
make that decision, ultimately comes and i s
verified by one side.

And what happens in those

situations is those sides are accommodated and

their responsibilities are accommdated
through independent verification. So when you
have a negotiation on a deal, say a large

deal, a billion dollars, and one of the sides



has to rely on information from the other
side, i n order to make sure that it's correct,
what i s common practice i s some sort of
i ndependent verification and, i n most regards,
an audit. So you have a third party, that's
not connected with any of these parties,
saying that that information is good so that
both parties are comfortable that the
information that they are relying on is as
credible and as accurate as possible.

That's the part of our process that
i S mssing, Madam Secretary. There i s none of
that going on. Because either side has
information that they develop, and they offer
in the process, without that independent party
that can say, yes, the information is good.

Now, on revenue estimating, you had
stated that we both have access to the sane
information. But ultimately, regardless of
that, the decision |ies with one party, and
the power of that cannot be underesti mated.
And it has been used to drive the spending.

Il will note one circumstance that
we have both been through, back when the

economy was boom ng and revenue was com ng



into the assembly, very comfortably. When we
finished a budget in April, it was the request
of the administration at that time to certify
the revenue estimate in April. Because they
were afraid that, given the revenue run-ups
that were going to happen in My and June,
there would have been too nmuch money to spend.

So we certified it equally and got

it out of the place. That was the decision on
one side of the aisle. Maybe it wasn't the
best decision, but it was still a decision

that was driven by one party in the
negotiations, not both. That ultimately is
the decision that, under our law, that
unbal ances the equation. And there's nany
other parts to i t, too.

Your performance measurements and
your performance evaluation process is
| audabl e. However, it is still something that
I's engaged and produced by a party that has a
very important stake in the process. lt's not
done by sonmeone who can say that this
information is independent and it is verified
regardless of the intent of the parties to

make open negotiations.



A performance measurement system
cannot be credible and reliable unless it is
produced by an independent party. You know,
just from a standpoint of financial
management, you can't have the party spending
money being t he only party who has t he ability
and the charge to evaluate performance
evaluation; and that's what this office I s
engaged to do.

And lastly, what we ar e lookingto
do i s have, as nuch as possible, a process of
mut ual accommodati on. And you put the budget
timeline on the table --

M5. SODERBERG Um hum

SENATOR BROWNE: -- and noted that
the process of one of the parties in
negotiations only starts nore than hal fway
through the process under our statutory budget
process.

You can't have a process of mutual
accommodation with equal rights and
responsibilities when there isn't a mechanism
to engage both sides throughout the entire
year, a statutory mechanismto do that. Just

getting the information before the



Appropriations hearings, getting them after
they are developed into the budget proposal,
I's not enough when everyone bal ances the
equation.

So the short point that | would
liket o make i s, what our goal i stodoisto
make sure that both sides have equal ability
t o make t he decisions they are
constitutionally obligated to do, and even,
and with the best intentions of this
admi nistration, provide information to us.

The process in and of itself is not able to do
that.

And it will result in efficiency.
And it will result i n a lack of accommodation,
which is in our best interests to get our
budget done. And that's the fundament al
reason why this is different than the current

process and why it's better than the current

process.
And | appreciate your opinions
today. Thank you very nmuch
MS. SODERBERG Thank you very nuch
for inviting me today. As | said, |I comend

the two commttees for comng together, to try



to find sonme good solutions for improving this
process. None of us want a repeat of what
happened | ast year.

| have to continue to say that |
think that we have a | ot of knowl edgeable
people on both sides of the aisle, in the
General Assembly, in the administration.

As you were talking about having
access to data, and | was having a flashback
to last sunmer, where we had analysts for
discussing--from the General
Assembly--discussing Medical Assistance. And
they have a wealth of information and a wealth
of knowl edge. And they don't just pick up the
gauntl et and go to work when the Governor's
budget comes out. They are working year
round, very knowl edgeable about this budget.

Thank you for your remarks on
performance measures. |l think we have done a
great job. And you're right, it's very
| mportant, when you're | ooking at performance
measures, to measure against what's happening
in the rest of the country. And we have
worked very hard to identify benchmarks to

represent standards throughout the country in



a number of our agencies.

You know, inthe end, it may cone
down t o just t he leadership that i s required
t o mke t he tough decisions and nove t he
process along.

SENATOR BROME: And you have been

there for that. | appreciate your hard work.
It was a tough year, | ast year. We got
through it . It was hard. And again--as you

point out--my only intention with this and
hopefully this joint commttee, i f we nove
this forward, is to improve that. So |
appreciatei t .
M5. SODERBERG. Thank you.
SENATOR BROMNNE: Thank you very

much. VW are sufficiently behind.

Understanding the -- That was a very valuable
time period for al | of us. So thank you for
that.

The next testifier is Robert
Powel |, Senior Advisor from Government Policy
inthe Cansler Fuquay--isit--Solutions, Inc.

Robert, thank you.

MR POWELL: Good mor ning, M.

Chai r man. | recognize you are running behind.



I will take guidance fromyou i n terms of how
to approach my presentation to you.

SENATOR BROWNE: I f you coul d make
i t as -- without sacrificing substance, nake
it as brief as you can.

MR  POWELL: Well, then I will cut
to the chase --

SENATOR BROME: Okay.

MR POWELL: -- and give you what |
think are the most important parts. | do have

a narrative that has been submitted for the

record, and | hope you will have an
opportunity to read that. That will give you
alittlebit of background on t he history of

the legislative fiscal office in North
Carolina.

Very quickly. While | am now a
year-and-a-half retired, | spent my entire
career in North Carolina state government, 37
years; 25 years in the State Budget Office; 12
of those years as Deputy State Budget Officer;
one year as State Budget Officer; and the
final seven years as State Controller. And |
have a real appreciation for the conversation

that you just had with your secretary of the



budget . So I think I have an understanding of
the issues that you are facing.
As | said, two points. North
Carolina has had a legislative budget office
well, legislative fiscal office, as we call
it, for 39 years. It started in 1971,

And the reason they started it was

they felt [ike they needed t o have their own
independent staff, and advice, guidance and
analysis for the budget issues. Not

necessarily because there was any kind of
conflict between the legislative and executive
branch, but | think they had sonme legislators
at the time who could see well in advance and
understand that the future was going to be
necessary to have that kind of a plus and
mnus discussion over a period of time.

The funny -- In 1971 when it was
established, only two years | ater we had the
first Republican governor i n North Carolina i n
100 years. So | guess those people sort of
had an idea of what they were going to be
looking at in the future.

The current organization has grown

dramatically from the original concept. | t



started out with less than 10 people. The
staff now has grown to 38 people, 36 of those
are professional people who are involved in
budget review and budget activity of sone
nature.

The budget for that organization is
$4.5 million. They are -- They mirror the
state budget office i n many ways. They are
divided into 11 functional teams, such as
transportation, natural and economc
resources, health and human services, general
government. And each team has three to four
menbers and they are involved with analyzing,
year round, the activities of those agencies
as well as their budgets.

The director of the comm ssion
am sorry, the director of the division is
hired by the Legislative Services Comm ssion.
The Legislative Services Comm ssion is a group
of egislators--equal House, equal Senate,
Democrats and Republicans--and they are
responsible for hiring that person. That
person is responsible for making
recommendations to the comm ssion for staff.

The staff has to be approved by the



commi ssion, but they spend a |ot of -- well,
they put a | ot of emphasis and a | ot of
support in the recommendation of the director.

As you nove ahead with this
process, | would encourage you to give serious
thought to the director, the importance of
that position, and how that position is
ultimately going to interact between the
el ected body and the staff of the
legislative -- of the legislative staff.

The primary functions of the staff.
When t he Governor submits their budget, they
are responsible for staffing the various
legislative divisions, or commttees, within
those functional areas.

They review, analyze, support, make
presentations, and generally represent that
budget to their various commttees. That
includes the continuation, expansion, capital
I mprovements, information technology, and the
revenue estimation conponent of the Governor's
budget .

They aid in the devel opment of
legislation that has a budget impact.

They do fiscal notes. Those fiscal



notes have to be readable and understandable,
and they are responsible for doing that five
years out. You | ook at the current year
spending and you project it out five years.

They are responsible for tracking
federal spending and the impact that mi ght
have on state spending in the long term

Wen t he sessioni s not i n-- And
by the way, we have a biannual budget, wupdated
each odd year -- each even year. Our budget
i s adopted i n the odd year. VWV are a full
session. By that, | mean January t o about
July. A budget is adopted. And then the next
year, they come in, around My, middle of My,
and stay until about the end of July to update
that budget.

So when the session is not in--ours
is not a full-time legislature--the staff is
required to be out monitoring agencies,
monitoring spending, reviewing impact on
programs, and staffing the standing commttees
and the ad hoc commttees that are within the
| egi sl ature. So they have a full-time job and
they are full time i n that environment.

They are also monitoring economc



conditions, revenue collections, and they are
developing their own estimates of revenue for
the current year, shortfalls for the current
year, and estimates of revenue in the long
term

Now, that organization, as | said,
has been in existence for 39 years. | have
had the opportunity to observe themfor 33 of
those 39 years, and | can tell you that they
have truly grown and become a viable part of
the budget process in North Carolina.

In 2007, we created, or the
legislature created, what's known as the
Program Evaluation Division. And | should say
that when they originally conceived a
legislative staff, they wanted to have an
eval uation conponent. In fact, they even
considered bringing the state auditor's office
into that environment. But the state auditor
was a constitutional officer, and they didn't
want to fight that fight, so they avoided it .

But in 2007, they di d develop a
Program Evaluation Division. And | think they
feel [ike that that fulfilled the original

intent of the legislative fiscal office. That



office has -- is basically the sanme framework

of the fiscal resource office. They have
el even employees, $1.6 million budget, and
they have a director. The director is hired

by the Legislative Services Commssion, and he
recommends the staff for that commi ssion --
for that the division.

Very quickly. What that Program
Evaluation Division is responsible for is to
evaluate the merits of programs and the
effectiveness that an agency has in carrying
out that activity.

They are required to develop
quantitative indicators for measuring
activities and the extent to which those are
achieved. They devel op cost measures where
measures do not exist for providing services.
They determine compliance with |aw. They
recommend i mprovements to the program They
determ ne compliance with those improvements
that are adopted, and they provide written
reports to the General Assembly on a periodic

basis during the course of the year.

| am kind of running through this,

M. Chairman, so bear with ne, i f you will.



SENATOR BROME: Okay.
MR  POWELL: Let ne just mention to

you the key issues that our legislature was

faced with back in 1971. | wasn't there yet,
but | have done some interviews on this, so |
amproviding you what | was told.

They wanted to ensure -- to assure

themselves that this staff was professional,
nonpartisan, working without the influence of
politics. Now, sonmebody nmay be |aughing up
there, but let me tell you, when you go from
100-percent influence and you're able to
reduce i t down t o about 30-percent influence,
that's pretty good on a business. You know,
when you are i nthe political environment,
i't' s hard not to have sonme i mpact on what you
say and are doing.

But, by and large, that staff is
nonpartisan. They felt like that this was the
way they wanted to operate. They particularly
wanted to avoid having majority and minority
staffs. They wanted t o have one staff serving
Republicans, Democrats, House and Senate.

They also felt like that would be a

big benefit in the recruitment process, the



retention of employees, and the selection of
people who could come to work for them And |
think that has proven to be a smart thing to
do, over the years.

They were required and they did

adopt legislation that requires agencies to

provide any and al |l information that they
have, whatever data bases they my be -- that
they contain -- or they my be maintaining, to
all fiscal staff. And that would include

everything from programmatic data, to revenue
data, to collections. Anything at al | that
they asked for, they had to be provided.

And the staff of the Tlegislative
office is not required to say why they are
asking for that information or who wants that
information. lt's simply a matter of, this is
what we want and you give it to us. And
executive agencies understand that mandate and
they comply with that 100 percent.

They di d not want t he staff t o be
i napositionto mke recommendations to the
legislators. They wanted them t o provide
options, what if scenarios. And they didn't

want t he staff and they do not want the staff



to own an i ssue. They want themto be
Independent analysts, who provide unbiased and
accurate information, and the decisions that
were made are nmade by the legislators.

| mentioned fiscal notes, and they
wanted those fiscal notes -- VW have a citizen
legislature. And so, you know, we have a
variety of people i n different walks of [ife
who are in our legislature. They wanted those
fiscal notes to bhe readable, wunderstandable.
They don't want al ot of econom cindicators
that take people through a big scenario of how
you get to where you are going to. W want to
know, what are you spending, howmuch is it
costing, who is it serving, what's the staff
requirement? Easily understood by every
|l egislator, and they do a good job with that.

As they developed the legislative
staff, they wanted to know what kind of impact
was going to be on agencies. In other words,
are you going to have to improve your data
bases, are you going to have to improve your
interfaces, what is it you are going to have
to do. And they did a ot of work in trying

to consider how that was going to affect the



agency.

Finally--and | think this is really
I mportant for wus--we have in North Carolina
what's known as a consensus revenue forecast,
and it goes sonmewhat |ike what Mary was just
describing to vyou.

In February when the Governor
submits--in our case, she is a l|ady
now--submts her budget, the Governor has to
submt an estimate of the revenue forecast.

The | egislature receives that budget. They
are doing their ow analytics on the revenue
forecast.

At that time a discussion is held
between the state budget office and the
legislative fiscal office, talking about what

are the revenues going to be for the next

fiscal year. They try to cone to sone
decision on that. They are not always in
agreement. But they nove forward with the

budget review process.

Now, when we get into April, we get
through with our corporate collections, our
individual collections, our sales tax for the

year. They do another review in My. The



budget office, the legislative fiscal office
sit down and t hey hamrer out what's known as a
consensus revenue forecast.

If they cannot agree, then the |aw
requires that you take the lower of the two
forecasts. That's the revenue forecast that
the General Assembly adopts their budget based
upon. And our budget is required to be
adopted by June 30th, every fiscal year. It
doesn't always make i t, but that's what the
law requires.

So the budget is based upon the
| ower of the two revenue forecasts. Most of

the time, we come together with those

forecasts. And once the Governor -- once the
budget i s adopted, it's up to the Governor to
execute that budget. | f the revenues conme i n

| ower than that, the Governor has to find a
way to make it bal ance.

And | am going to, very quickly,

give you my final -- my thoughts on the

legislative fiscal office. | have seen the
good, the bad and the ugly. | have been in
the executive branch, most of my career, in

t he budget office. And you can imagine what



kind of head butting that can go on with the
legislative staff.

But it' s productive. | have to be
honest with you, you learn to have a great
deal of respect for each other. You |earn how
to talk to each other outside of the process.
More often than not, we'd get together
privately, talk about issues and figure out
what's the best approach to try and make,
provide options, representing the Governor and
representing the legislature as well. | t

wor ked out. It worked very well.

If you don't have that, you have a
| ot a whole | ot of dependency on the executive
branch. And t hat was what was, you know, in
t he mnds of the legislature back i n 1971 when
they adopted that, that approach.

Secondly, it has led to a great
deal of transparency in government. The
| egislature, over the years, their staff has
devel oped their own databases. They have
developed their own relationships with media
outlets, with stakeholders. You don't have to
just depend on the executive branch now to

provide information. There is information to



be had everywhere, in every system and they
are open to everyone in North Carolina.

So transparency has been a big
thing that has evolved from that. [t didn"t
happen i n a year. Remenber, this i s a 39-year
evolution that we have had.

Personally, as state controller,
the state controller of North Carolina is
nom nated by the Governor and approved by the
General Assembly. While i t' s under the
executiveumbrella, i t'sanindependent
of fice.

When | was controller, 1 needed

moneys for an information technology project

we were doing in the ERP. Our Governor had no
interest in that. He didn't oppose it , he
just didn't have any interest in it. He
didn'"t want to spend his capital oni t . Sol

used the legislative fiscal office as my
sounding board. And they proved to be of
extreme benefit to nme, as a department head in
the executive branch, where | couldn't get the
ear of the Governor.

So they give you an alternative, as

an executive agency, that's outside of the



Governor's purview. Remember now, we have
Council of State Offices. We have 10 Council
of State Offices. So it gives you an
alternative approach to entering the

| egi sl ative budget process. So | found that
to be extremely helpful.

Now that the Performance Evaluation
Division and Fiscal Research Division are both
together, they are a strong force in North
Carolina budget development and execution.
They work well together, they conplement each
other, and they are putting a lot of pressure
on the executive branch to conme up with better
performance measures and better budgeting
techniques.

The final thing I want to mention
to you is it brings -- a legislative staff
brings continuity of transition. \Wen the
legislative |leadership changes, when
appropriations chairs change, when t he
membershi p changes, the stability of a
|l egislative office brings continuity through
that transitionsothat historical
institutionalknow edge,institutional

information can al |l be shared with whoever



happens to rise to the top.

My final note i s that you want to
be really, really careful of the legislative
fiscal office. Because there have been times,
and this can easily happen, when the staff
becomes a little bit -- or feels themselves to
be a little bit nmore important than they are.

You don't want to get themin a position where

they are dictating policy or they are telling
you what you should be doing. Remenmber, and
remnd themat al | times, that they are staff,

and don't | et them develop their personal
agendas.

M. Chairman, | have given you a
40-m nute presentation in about 15 minutes.

SENATOR BROME: Thank you.

MR POWELL: And | will tell you
this. | forgot to tell you at the beginning.
| have no preference, one way or the other, on
the issue. | am just giving you ny
observation of the legislative staff in North
Carolina.

| have a world of respect for Mary
and her staff, and | have worked with her

through NASBO, during ny years at NASBO So |



don't know how my presentation cones across,
but it' s supposed to be unbiased.

SENATOR BROMNE: Thank you. I
appreciate that. And that's one of the things
we are hopefully looking for in this
| egi sl ative change. And we have never had any
circumstances in Pennsylvania where staff
believe they are bigger than the -- W have no
experience with that one.

MR  POVWELL: Okay.

SENATOR BROME: Member s,
questions? Yes, Senator Williams.

SENATOR W LLI AMS: Thank you.
Thank you, M. Chairman, both chairmen.

| have a few questions. And | cane
| ate and | apologize. So | guess | missed
something, | think. | walked in and | saw a
number in here where the current secretary of

the Of fice of the Budget suggested that the

i ndependent office would cost, | guess,
$4.2 milliont o operate. Howmuch i s your
office?

MR PONELL: It's not ny office.
SENATOR W LLI AMS:  Well, not your

of fice.



MR POWNELL: It's the legislative
fiscal office has a staff of 38 people at 4.5
million. And there is a complementary office
that was established in 2007, which is the
Performance Evaluation Division, which has 11
staff members at 1.6 million.

SENATOR W LLI AMS:  Okay. How big
I's your budget?

MR POWELL: The legislature's

budget ?

SENATOR W LLI AMS:  Yes.

MR POWELL: Well, you are testing
ny menory now. | think it"'s about 11 million.

SENATOR W LLI AMS: El even million?

MR PONELL: Yes, si r .

SENATOR W LLI AMS: Okay. As
opposed to -- or conmpared to ours at 28
billion?

MR POWNELL: Oh, youneani t ' sthe
state budget?

SENATOR W LLI AMS:  For the cost to
do it (phonetic). Wiich one are you reviewing
now? No, | amsorry. \What's your opinion?

MR POWELL.: Oh, the state budget

i s about 19 billion general fund. And, i n



total, 1 t's about 38 billion and falling.

SENATOR W LLI AMS: Okay. Thank

you. Hopefully ours is, too.

And you told me the [ist of the
size, so it's comparable to yours. Has t hat
of fice either -- Well, the Governor has

similar construct there as compared to ours
and then this would be similar to what we
wouldul timately have happeninthat office.
Does that body, does that office, that
independent office, review not only the budget
considerations of the legislature but the
efficiency of the legislature, at all? Or
have they ever been requested to say, for
instance, should we do -- or should we
downsize the legislature or be operating nore
than one division?

MR POWELL: | am assumi ng you are

tal king about the Performance Evaluation

Division.

SENATOR W LLI AMS: Exactly.

MR POWELL: l't's been i n existence
since 2007. And | haven't seen their l[ist of

priorities to review, but at this point |

don't think the legislature is right there at



the top. So | have not reviewed the
|l egislature at this point

SENATOR W LLI AMS: Okay. Thank you
you.

MR PONELL: Yes, si r .

SENATOR BROME: Yes, Chairman
Levdansky.

CHAI RM AN LEVDANSKY: | just
appreciate your testimony.

MR  POWELL.: Sure.

CHAI RMAN LEVDANSKY: Now it cones
across pretty straight forward and about as
objective as you could be.

Just one question, in terms of when
they set up, you know, the Fiscal Research
Division of the legislature, when i t was
established. | think, obviously, | nean
besides the qualifications for the individual
staffers, for the analysts, probably t he nost
| mportant decision is the appointment in
hiring the director. Hw in North Carolina
how is that arrived at?

Obviously the -- Obviously, that
the caucus | eaders, in both chambers, had

input into that. But assuming that, you know,



you have, you know, two on each side of the
aisle, to an appointment structure, how do you
arrive at appointing a chairperson or a
director?

M POWELL: Well, | will answer it
two ways. The first way. The first director
of that division was actually the former state
budget director. The legislature had a great
deal of respect for that person, on both sides
of the aisle. | am talking about the House,
Senate, Republican, Democrat. They engaged
t hat person to begin the process of
instituting a culture in that organization
That culture took almost 10 years to really
get engrained.

Now, if you ask me that question
today, what are they looking for, first of
all , they are looking for somebody who has the
right qualifications, somebody who i s capable
and competent. Secondly, they are looking for
somebody that people within the power
structure know and trust and believe to be
honorable, integrity, have the understanding
of the process, and has an appreciation for

the culture of the organization that would



mai ntain that nonpartisan environment. And
finally, I think they are looking for somebody
Trust is a big factor on that.

CHAI RMAN LEVDANSKY: Let me put
this a Iittle bit of a different way. Let's
say, you know, you have Democrats and
Republican leaders in both chambers. Say they
both have -- al | of themhave equal appointees
to a commttee that's going to select the
director or the chairperson. So say there's
equal votes on equal sides and they can't
reach a consensus. You know, that magic
person --=

MR POMELL:  Right.

CHAI RMAN LEVDANSKY: -- that
perfect person doesn't exist. How t hen do
they reconcile their differences and come up
with an appointed chairperson or director?

MR  POWELL: Well, to begin with,
the body that's making that selection is not
equal ly Democrat, Republican. While they are
al | members on that body, at the current time
the Democrats have nore nmenbers so they can
control who is going to get that office.

But | can tell you, over the years,



that the person who has held that office has
cone up through the Democratic ranks some ti me
and up through the Republican ranks at other
times, so it hasn't exclusively been one party
or the other who has controlled that
environment. And every person that has held
that job has maintained that culture of
nonpartisanship.

CHAI RM AN LEVDANSKY: Okay. So the
commttee -- The appointing process isn't
equal for al | caucuses?

MR POWELL: No.

CHAIRM AN LEVDANSKY: 1t' s based on
who has a majority?

MR POWELL: Yeah. There is a
Legislative Services Comm ssion that's a body
of about 20 legislators who are made up of
House menbers and Senate menmbers, of
Republicans and Democrats.

CHAI RMAN LEVDANSKY: But not equal ?

MR POVELL: But not equal, that's
correct. And that's because at the present
time the House Speaker is a Democrat, the
president pro tem who is in charge on that

side, is a Democrat. There have been times



when t he House nenber was a Republican. |
can't remenber ever a time when a president
pro tem was a Republican.

But at that point, they were able

to come together. The speaker and the Senate
pro tem canme together with a solution. Now,
was | in the back room of whenever that
decision was made? | was not. | thinkit's

just a matter of two bodies comng together,
and saying, you know, we want to do what's
right for the legislature.

CHAI RMAN LEVDANSKY: | think once
you get the culture of bipartisanship
established, it's a lot easier to keep it
going. But | am just anticipating the
potential struggle of getting it established.

MR  POWELL: Right . Well, | would
say, i t' s 39years ol d, so, you know, soit's
been around a while.

CHAI RM AN LEVDANSKY: Yeah. Okay.
Thank you.

MR POWELL: Yes, si r .

SENATOR BROWNE: V¢ are butting
against an 11:00 Senate session that starts

up. | wanted to thank you, Robert, for your



testimony.

MR POAELL: Yes, si r .

SENATOR BROME: And hopefully we
will have a chance t o talk later about
suggestions for improving it .

V¢ can nove on t o our final
testifier, John Wheatley. John, thank you
very much. Thank you for your patience. He
s the President of the American International
Consulting Services.

MR WHEATLEY: Thank you, Senator
Browne, nmenbers of the commttee. Obviously,
we have about three-and-a-half minutes left

SENATOR BROMNE: | think we ar e
okay with going to about 11:15.

MR WHEATLEY: About 11:15?

SENATOR BROMNE: Yes.

MR WHEATLEY: Okay. You shoul d
have a copy of the presentation. | wanted to
do this one thing in front of you, so | am
going to skip right into the mddle of it and
try to be prudent with your time and see if we
can get to the pieces that you really need to
hear .

So if you could skip forward to



Probably on your copy, it will be slide nine.
And it should be headed up, PA
Recommendati ons.

And the premi se of why | am here
this morning, really, is | was here back in
August with Jane Kusiak, the Executive
Director, Counsel on Virginia's Future, where
we had, | think, a much longer period of time
to be able to address the commttee.

And that presentation should have
been distributed to you, as well, prior to
today's meeting. So therefore you will have
that as backdrop, as to where Virginia is as a
whole in their approach to performance
management . Which i s, again, the piece | am
really going to focus in on, which inside your
|l egislation is Section 504 (a), Duties of the
Office, and specifically section -- or item7.

Cutting to the chase, what was
prior to this, i s sonme of the things that have
been achieved inside Virginia and the issue of
do you measure performance, do you not measure
performance, how do you do it , et cetera, et
cetera, so. And that really, to a certain

extent, is a no-brainer. Yes, you have got to



measure performance, is my opinion, so.

So com ng back to | ooking at the
legislation specifically that you have of my
recommendations for Pennsylvania, that's
basically what | am going to go through, as
quickly as I can, at the nonment.

So the first recommendation | would
have is you need to provide overall direction.
W thout an overall strategic direction at sone
level, we don't know what we are tying things
to when we are | ooking at performance

measurement, when we are | ooking at noney, et

cetera, et cetera. And I will go into sonme of
that i n more detail i n a nonent.
What | would say you need to do is

to establish an authority, or a board, that's

going to do that strategic direction. It my
be the independent fiscal office, i t may hang
of f of the independent fiscal office. One  way
or another, | believe you need to do that.

You need to develop a vision and a
set of goals for Pennsylvania. And again, if
you go to Virginia's website, Virginia's
performance, you will see that articulated

very clearly, where the legislature and the



administrative branch have cone together, and
the change of each administration, they

reiterate what those goals are.

You need to establish, | believe at
the upper level, again at this commttee
level, vyou need to establish societal
outcomes. And | am going to talk to that in a

moment, again societal measures, which are
going to drive and help you think about that,
that vision, and the goals, and are you
achieving where you need to be going in that
area.

And again within there, | think
when we talk about, oh, when |I say the

legislation talking about establishing goals

for the executive branch, | would caution you
away from that. And | will talk about that a
little bi t later. Because again, | think you

can drive quite easily from the societal side
and |l ook at alignment comng back out into
there from the executive side. But again,
we'll get into that. | have a model for you,
i n a nmnment.

And again, what you need to ensure,

obviously, is transparency in the system



Again, if you look at Virginia's model--and
it's not just unique to Virginia--you can go
to Virginia's performance and from there you
can dive down from a societal level, all the
way down to a programmatic level. And of which
time you are |looking at outcome, you are
looking at productivity, vyou are looking at

the number of different indicators. So again,

you can make that tie in real easy.

If we direct entities to establish
their ow plans and establish their own
measures and align them with where
Pennsylvania is going as a whole, one of the
things you will get out of that, | believe, 1is
ownershinp. [f you turn around and you dictate
to people what's going to be measured and how
I t"s going to be measured, you are setting
yourself up, | believe, for failure. Because
we know how that game is played and we know
people can nake the data | ook however they

need it to look.

At the end of the day, what we are
looking for is a level of maturity that conmes
to the table where that ownership is there,

and al |l levels within an organization, they



are using performance managenment as a tool to
do business on a day-to-day basis. That's the
point where we need to be with any performance
management system, okay?

And then we need to, fromthe
revenue side, or the budgeting side as you
have been t al ki ng about, is understanding
where are we investing as far as our strategic
vision and goals are concerned. And where do
we put that money? Based upon performance,
maybe, et cetera, et cetera. And again, | am
going to talk to that again in a second.

Moving on real quickly to the next

slide, wunderstand how the data is to be used

You talked this morning a Ilittle bit about
that. But the use of the data on both sides
of the fence, executive and legislative, it is
very key.

When we set up Virginia's
performance management system there, the one
thing we were very cautious about, especially

well, not especially. But with the
|l egislature, with the secretariats, with
everybody, is if you use this by, with, as a

fortitude to beat the agencies around the head



and the program areas around the head, you
will lose the validity of that data and the
ability to have the data that you need to work
with because people will shy away from i t .
Okay. So, so you just be aware of i t

Again, mke the measures
transparent--in Virginia, it's transparent al
the way down, out to the public--so that the
agencies are very cautious about exact!|y what
|l evel of integrity those measures are.

And remember, there is going to be
alot of work involved in maturing that
system. The prior speaker talked about a
10-year period in North Carolina.

The system does mature over ti me.
When the first set of performance measures are
put in place, don't expect something that is
to be al |l and end al | . Because people really
start thinking about performance measurement
and will conme back, and say, no, that's not
quite right. We need to change that. You
know, i f it was tweaked this way, i t would be
better. So you get, especially in the early
days, you get a number of fits and starts, i f

you |ike, that happen before you get to that



true value performance measure.

Moving onto the next page, societal
measure exampl es. I[f I look -- And | did a
little bit, quickly, a little of research
where | went out to the web and pulled down
some statistics to do with educational
attainment for Pennsylvania. And as you can
see on the slide there, this comes from census
data from the organization that | have listed
as the source on there.

But if you look at an age group,
inside Pennsylvania, ages 25 to 34, you will
see in there that only 33 percent of those
individuals has a high school diploma; only
8.4 percent have an associate's degree; and
only 2 point -- sorry, only 21.4 percent have
a bachelor's degree.

Now, | am only pointing this out
purely as an example. | am not trying to pick
on Pennsylvania in any way, shape, or form I
am saying this as an example.

And if we are looking at the
societal indicator, okay, and looking at our
vision and goals of where we are going, we can

move t o the next slide. And on t he next



slide, you will see a presentation that was
done. This is a slide | extracted from a
presentation that was done |ast Decenmber, to
the Council on Virginia'"s Future, about
educational attainment.

The interesting thing on this
slide, more than anything, 1 s the four
quadrants that relate educational attainment
to income and wealth within a state. And as
you can see on there -- You know, obviously,
this was made f or Virginia, so Virginiai s in

the top right quadrant. \Where would you

expect to see it? Pennsylvania is |listed on
there. And in the center, it is the US in
general. But | wanted you to get a feel for

that because, again, that is a societal
indicator that you can miter.

Now, if we nove to the next page,
where you have got soci et al measures
continued, and | invented, for lack of a
better word, a goal for Pennsylvania that says
that Pennsylvania wants to increase
educational attainment and citizens with
associate's and bachelor's degrees.

Now, what is the benefit of doing



that? Well, i f we drill i t down--and again
and obviously I have made this as simple as |
possibly could--if we have a workforce within
a state that is highly skilled, that's going
to be very attractive. That's going to be
very attractive to potential employers,
industry, et cetera, et cetera. There are
other things that attract them obviously,
such as tax breaks, when they set their
organization up. But that would be one of the
things that they would be |ooking for.

So i f we have a highly skilled
wor kforce and we can attract industry into
Pennsylvania, or any other state, per capita
income is going to increase. As per capita
income increases so does disposable income at
the same time, which probably mans that there
s going to be more jobs in the lower part of
the job sector which is retail and service
industries, which again i t probably woul d nean
nmore tax revenue which will give us nore noney
to spend on education.

So as you look at those societal
goals and you start to measure what's going on

there from independent sources, you can start



to see, where do we need t o invest our noney
as a state?

| f you take that forward one more
page, again, what we get down to at the end of
the day i s, can state government be
responsible for educational attainment? Wel |,
ultimately the answer is no because there are
so many factors involved, but they can
contribute significantly t o what happens i n
this area.

So as we |ook at educational
attainment, most people turn around and

I mmedi ately think of the Department of

Education. Well, actually, it's not just the
Department of Education issue. lt's also a
social service issue, it's a famly unit and

family well-being issue; so, the Department of
Health woul d probably come to the table.

So if you have a goal where you are
looking to achieve better educational
attainment, you can start to look, invest in
those areas that are going to provide a family
unit of, really, in the right place, to
actually achieve that and get through the

educational process, if you like, all the way



up through to the colleges, et cetera, et
cetera.

And there is actual -- | didn't
bring it with me today, but there are actual
proven statistics that actually talk about the
level of educational attainment based upon the
existing educational level within the family
units as well. So these things obviously tie
together, real heavily.

On the next page, on the next

slide, | put up there a slide to do with
organizational structure, overall, on what
could it look I'ike within Pennsylvania.
Again, if we have an organization that is

establishingthat strategic direction--where
does Pennsylvania need to go and where does it
want to be--that is monitoring those societal
outcomes and overseeing the performance
management process as a whole, al | the way
down into the executive branch, and not
dictating but overseeing, and then making
recommendations, | think you are going to get
alot more bang for the buck.

Hanging off the left-hand side

there is the ability to enact legislation



that's going to support the strategic
direction and align budget allocations.

And on the right-hand side, which
is really the executive branch, is the
alignment of activities to those societal
outcomes. So t hat when the agency cones in
and says it wants an increase in its budget,
It has something to hook it to and say this is
why we are doing this and what it' s going to
do for Pennsylvania.

Moving onto the next one, ny final
recommendations to you. s that, again, |
believe it would be considerable undertaking
for the IFO to start looking at programmatic --
executive branch programmatic performance
measur es.

In Virginia alone, we have in
excess of thirteen hundred performance
measures. That is a | ot of performance
measures, one, to dreamup and, two, to
actually maintain and go forward. But they
are very important. They are very important
to the agencies. They are very important to
t he agency heads. They are very important to

the managers within the agencies, and they are



very important to the legislators. And again,
they have just laid out, at various different
l evel s, within the organization as a whole.
So I think my advice would be to think about
how t hat whole al | comes together for you.

Again, if we do turn around and say
this is how you are going to be measured,
there is |ikely not going to be that level of
ownership so we are going to go mss the
opportunity to change the culture of the
organization to a true performance mnagement
organization

So ny final recommendations would
be: set the direction; identify and monitor
those societal outcomes and align what you are
doing to that; allocate funding upon a
strategic alignment and upon performance; have
a program align their activities and report
their performance back to whichever entities
they need to.

Again, there is nothinginhibiting
you from doing audits or doing IV,
I ndependent Verificationand Validation, on
the executive branch, to say, are they

really -- is this data really good, where it



needs to be? You don't have to take on the
job to do it yourself, | believe.

Monitor--and this is really
I mportant--monitor and mature the performance
management system. That is most i mportant as
you go forward. lt's not, what | would call,

and if you excuse the expression, a

| aunch-and-forget missile. You have to be
there with i t . You have to nurture i t. W do
It continuously withinVirginia. | would have

tal ked about that earlier, however time is not
on my side.

The other thing a lot of this
contributes to, as we have seen within
Virginia as well, 1t helps imense -- well,
not immensely, but contributes to things such
as triple AAA bond rating, and that's taken
into account when the state is looked at.

Al so, the best state within which
to start a business was rated -- Virginia was
rated that by Forbes Magazine several years
now in a row, and also the best mnaged state,
by the Pew Foundation. Al'l of these things
help the state, as the state moves forward on

not only a performance perspective but on the



fiscal perspective as well.

On the last slide, you will see
that | have listed sone web sites there, i f
you would Iike to go out and take a look at
those at some point in time. [t's a huge

amount of information there that you can ook
at and also look at exactly what Virginia is
doing as well.

The last thing that Virginia 1is
doing at this point in time, there is a
project running. To bring you up to date,
there is a project running to bring in a new
performance managenment system that will
actually tie in performance- and program-level
fund allocation to what i s going on, and will
also give us the ability to, a certain level,
be able to model i t . Okay, if we invest nore
money i n this program what i s the outcome we
are expecting to see fromthat? So it's based
upon the way the performance matrix within
Virginia is set up.

That concludes my presentation as
quickly as | could do it .

SENATOR BROMNE: Thank you. You

did tremendous. Thank you for focusing your



presentation. And sorry for the rush.

lt's -- The one point just
remaining, regarding the wundertaking. No
doubt, the 3800 (phonetic) performance
measurement systemis a significant
undertaking. One thing that | think needs to
be reinforced is that expenditure of
resources. It is -- 1t has extraordinary
value in terms of making the right decisions
and also saving nmoney.

MR VWHEATLEY: Absolutely.

SENATOR BROME: Because any
private enterprise that puts the sanme system
together, they don't do it just to do it .

They do it in order to mke sure they are

meeting their goal. And ultimately, noney
that's not being spent wisely, is taken off
the books.

MR VWHEATLEY: Absolutely.
SENATOR BROWNE: So without that
direction, | would think that Pennsylvania's

overall expenditures could only go up

inappropriately and not be properly focused on

the things we really want t o accomplish.

So | am hopeful that we will all



see the wisdomin following Virginia's lead in
this. Because i nthe end, | thinki t will be
best, considering our tremendous fiscal
challenges right now, t he best we can t o nake
sure we are setting our priorities in the
right direction.

Before we finish, any questions of
nmy menbers?

(No response.)

SENATOR BROWMNE: Thank you very
much, M. Wheatl ey. We | ook forward to
counseling with you in the future as far as
what we can do t o make sure this bill i s
drafted in the best way to meet our goals.

But thank you.

MR VHEATLEY: Thank you, Senator.
Thank you.

SENATOR BROME: This concludes our
final hearing on the legislative fiscal
office. W plan to coordinate with staff on
both commttees, myself, Representative
Rohrer, Representative Levdansky and Senator
Ferlo, in putting together recommendations for
changes, improvements tothebill, sothat i t

can be considered in final form as part of



as part of the issues.

But | want to thank everyone for
participating. Thank you very much.

(At 11:15 am, the hearing was

concluded.)



