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State of California
STATE OF CALIFORNIA

TP Memorandum

EMPLOYMENT
TRAINING PANEL

To: Panel Members Date July 22, 2016

From: Stewart Knox File: Panel Memo Doc.
Executive Director

Subject:  Directions to Meeting Site

The Employment Training Panel will meet on FRIDAY, July 22, 2016 at 9:30 a.m.

California Environmental Protection Agency
Sierra Hearing Room, 2nd Floor
1001 | Street
Sacramento, CA 95814
Telephone (916) 327-5640 (ETP Central Office)
FAX: (916) 445-5972 (ETP Central Office)

Directions to the California Environmental Protection Agency - Sierra Hearing Room

From Sacramento International Airport:

e Take Hwy 5 South

e Exit on “J” Street to 11" St.
e Turn Left on 11" Street

e Turn Left on | Street

e 1001 | Street

From San Francisco

Take |-80 E

Merge onto I-5 N

Exit on “J” Street to 11th St.
Turn Left on 11th Street
Turn Left on | Street

1001 | Street
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State of California

Date July 22, 2016

File:
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July 22, 2016

California Environmental Protection Agency
Time: 09:30 AM

Sierra Hearing Room, 2nd Floor

1001 | Street

Sacramento, CA 95814

August 26, 2016

California Environmental Protection Agency
Time: 09:30 AM

Coastal Hearing Room, 2nd Floor

1001 | Street

Sacramento, CA 95814

September 23, 2016

California Environmental Protection Agency
Time: 09:30 AM

Coastal Hearing Room, 2nd Floor

1001 | Street

Sacramento, CA 95814

October 28, 2016

California Environmental Protection Agency
Time: 09:30 AM

Sierra Hearing Room, 2nd Floor

1001 | Street

Sacramento, CA 95814
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STATE OF CALIFORNIA
EMPLOYMENT TRAINING PANEL
California Environmental Protection Agency
1001 | Street
Byron Sher Auditorium, 2" Floor
Sacramento, CA 95814
June 24, 2016

l. PUBLIC PANEL MEETING CALL TO ORDER
Chairman Broad called the meeting to order at 9:36 a.m.
. ROLL CALL

Present

Gloria Bell

Barry Broad

Sonia Fernandez

Leslie McBride

Gretchen Newsom

Sam Rodriguez (departed at 11:21 a.m.)

Absent
Edward Rendon
Janice Roberts

Executive Staff Present
Stewart Knox, Executive Director
Maureen Reilly, General Counsel

1. AGENDA
Chairman Broad asked for a motion to approve the Agenda.

ACTION: Mr. Rodriguez moved and Ms. Bell seconded the motion that the Panel approve
the Agenda.

Motion carried, 6 - O.
V. MINUTES

ACTION: Ms. Newsom moved and Mr. Rodriguez seconded the motion that the Panel
approve the Minutes from the May 25, 2016 meeting.

Motion carried, 6 - 0.
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V. REPORT OF THE EXECUTIVE DIRECTOR

Stewart Knox, Executive Director, said, welcome and good morning Panel members,
applicants, and stakeholders. Following the Panel meeting in May, we have a smaller Panel
meeting today with approximately $8.4M in projects with another $436,000 in Delegation
Orders, for a total of just under $8.9M.

Mr. Knox said, we are now at the end of this Fiscal Year (FY) 2015/16. Today’s funding is
primarily coming out of the FY 2016/17 fund with a July 1°' start date. We are working with
the Administration to look at a higher appropriation for the Budget Year 2017/18 which will
enable us to push more projects forward. This is being looked at favorably based on the level
of demand and current performance levels. At this time, we have approximately $90.4M
available.

Diana Torres, San Diego Regional Office Manager, Gregg Griffin, North Hollywood Regional
Office Manager, Creighton San Francisco Regional Office Manager, and Willie Atkinson,
Sacramento Regional Office Manager, are here today to present the Single Employer and
Multiple Employer Projects.

Regarding the Alternative Fuels and Vehicle Technology Program, we mentioned at the last
Panel meeting that we signed another $2M Interagency Agreement in partnership with the
California Energy Commission going into the new FY 2016/17. Also, the one-time $2M
appropriation for drought funding has been completely expended.

In regards to Core Funding for FY 2016/17, today the Panel will consider $8.4M in projects
with an additional $436,000 approved by Delegation Order. Should the Panel approve all the
projects today, ETP will have approximately $82M for the remainder of the FY 2016/17.

Under Delegation Order, all project proposals are capped at $100,000 to be approved by the
Executive Director on a continuous flow basis, and as of today, 8 projects were approved
totaling over $436,000.

For FY 2016/17 funding to date, we have approximately 380 projects submitted, with a value
of just over $55M; this amount is down compared to last year. If all the projects are approved
today, the Panel will have approved close to $8.4M in proposals. Financially we are in great
shape as we move into the next FY.

Turning to the FY 2016/17 Fund Status Report, there are a few items that will take place this
FY which is the implementation of the online system, Employment Training Management
System (ETMS), and the relocation of our two offices this year; Sacramento and San Diego
Regional Office.

Regarding applications for contracts that are remaining in the Regional Offices: Single
Employer Contract requests are at $35M; $38M in allocation. Multiple Employer Contract
(MECs) requests are at $7.6M; $18M in allocations. Small Business has $4.8M in demand;
$5.8M in allocations. Critical Proposals are at $632,000 in demand; $6.9M in allocations.
Apprenticeships are at $5.4M in demand; $11.5M in allocations. Overall demand is
approximately $55M.
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Regarding the number of projects remaining in the Regional Offices: Single Employers 121,
MECs 12, Small Business 103, Critical Proposals 3, and Apprenticeships 13 for a total of
252. AAU by category: Single Employers 69, MECs 16, Small Business 46, Critical
Proposals 0, and Apprenticeships 15 for a total of 146. Our staff has done a great job of
getting the funds approved; 75% of the projects have been assigned to the Regional Office
thus far.

Mr. Knox said, at the last Panel meeting, some policy issues came up. One of them is the
Out-of-State Competition (OSC), which Ms. Reilly will address later on today. The other
issue is health benefits as a share of employer costs, and twice a year funding for
Apprenticeship Program. Currently, we can do twice a year funding for Apprenticeship
Program; ETP funding allocations can be done on a flow basis by school semester. The
Panel can review apprentice funding along with the Multiple Employer Contracts twice a year;
likely, we could do that in October and March. The Joint Apprenticeship Training Committee
(JATC) could submit an application twice a year, or on a flow basis application, for both
eligibility and development. Regardless, they can control by contract term date; start date
could be done prospective, meaning that they can start the contract at any time as long as
they are in the same FY. | would like to form a small working group to further this discussion
twice a year in the same FY. If any of the Panel members are interested in joining the
conversation with the JATCs, please let me know and we will put some dates together.

Regarding low priority sectors, the issue that comes up is, what does low priority mean?
Currently, we hold the low priority proposals for almost three quarters, and if there’s funding
left over at the end of the year, we bring them before the Panel. This year, | would like to
suggest that we hold them for two quarters, and bring them to the Panel twice a year by
sector, and depending on where we’re at on our funding, we can determine the likelihood of
being funded or not for the year. | feel that this is a fair way to determine eligibility, and more
clear to the businesses in that application pool.

Regarding health benefits, Ms. Newsom has made some really good points on the health
care premiums as we move forward. We are looking at assigning a value of employer-paid
share of cost for health premiums. There are several studies that we're looking at; we are
looking at a value cap of $2.50 per hour. This will be the value cap across-the-board for all
occupations, and we can discuss this further at the next Panel meeting. If any of the
employers need to meet the post-retention wage, the maximum would be $2.50 per hour. A
lot of things have changed, since the Panel took that direction years ago. One is the
Affordable Care Act; this is mandated by the Federal Government to have as part of the
package for employers of 50 or more. The evaluation is based on staff knowledge and
experience at this point. We are also looking at Covered California Care, and we’re still
gathering information to bring to the Panel for some recommendations and policies around
that.

In regards to legislation, Mr. Knox said, | don’t have anything new to report to the Panel at
this time.
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VI. MOTION TO ADOPT CONSENT CALENDAR PROJECTS

Mr. Knox asked for a motion to adopt Consent Calendar Items #1 through #8.

B&B Manufacturing CoO. $109,980
Giligia College. $117,545
Grifols BIOlOQICalS INC. $216,000
Morgan Advanced Ceramics, Inc. $115,200

Multi Cable Link $111,820

TubeMogul, INC. $172,800
Vavrinek, Trine, Day & Co., Certified Public Accountants, LLP . $123,000
Workforce Connections, Inc. $199,590
ACTION: Ms. Bell moved and Mr. Rodriguez seconded approval of Consent Calendar

Items #1 through #8.
Motion carried, 6 — 0.
VIl.  REQUEST MOTION TO DELEGATE IN EVENT OF LOSS OF QUORUM

Mr. Knox asked for a motion for the Panel to delegate authority to the Executive Director to
approve Proposals and other action items on the Agenda in consultation with the Panel Chair
or Vice Chair.

ACTION: Ms. Bell moved and Ms. Fernandez seconded the approval to delegate
authority to the Executive Director in event of loss of quorum.

Motion carried, 6 — 0.

Mr. Broad said, | just want to make a comment about removing items from the Consent
Calendar for the benefit of the people in the audience and our Panel. Any member of the
Panel can remove any item from the Consent Calendar. If that party happens to be present,
we can hear them on the same day. But ordinarily, with the Consent Calendar, the folks
whose projects are on it are not present at the Panel meeting. We would then roll over to the
next Panel meeting, and be taken up for consideration at that point so that the proponents of
the project would be here. It’s a privilege to have a project on the Consent Calendar, not a
right. So, at any point, any Panel member should feel no constraint about removing items
from the Consent Calendar if they so desire.

VIIl. REPORT OF THE GENERAL COUNSEL

Maureen Reilly, General Counsel, said, she would present some recommendations in the
form of options to the Panel regarding an emerging issue: the determination of employer

eligibility in regard to whether or not the employer faces Out-of-State Competition (OSC).

Ms. Reilly began referring to a series of PowerPoint slides as shown below by title. (See
Panel Packet June 2016 for the full slides.)

Employment Training Panel June 24, 2016 Page 4



What is OSC?

Staff is going to propose an expanded approach to determining OSC. This is a very
important aspect of eligibility for all employers. That includes single employer contracts,
small business, and participating employers in the MEC. The purpose of having this
requirement in our enabling legislation was that ETP funding must foster retention of jobs
threatened by OSC. By the way, this is why OSC only applies to retraining proposals, not
new-hire training proposals. Without showing OSC, the only way you can get core program
funding is through the Special Employment Training (SET) which is a corollary to OSC.
Basically, the OSC requirement drives the post-retention wage, which will be presented later
on the next slides.

Internet & OSC

The issue: should ETP accept web-based delivery of goods or services as a form of
competition for the purpose of determining OSC? This may seem silly because we live in an
Internet world today. However, it is an issue that has been emerging in recent years. We
have to remember, ETP was created in statute in 1984, and the OSC requirement was added
in 1994. So, it was about two decades ago that the Panel adopted its enabling regulation,
and started formulating policy around this aspect of eligibility. Both the statute and the
regulation are silent on the issue of web-based delivery. It was not a consideration at the
time, and there’s no formal policy. In other words, we’re dealing with no direction in the
governing rules, and we do not have a formal policy.

Adapting to Change

Over the past several years, web-based delivery has been accepted by staff in determining
OSC when it’s integrated in the business model. Sometimes in professional services, there
really is no other interface between the service provider and the client. Tax advice is often of
nature; also investment advice, finance and insurance. Very few people even see a banker
anymore if they’re dealing with a large portfolio or investment; certainly the same is true for
insurance, it's all done over the Internet now. We have funded Internet publishing with
respect to OSC. Obviously, this is recognizing web-based delivery. The issue has been
“sneaking up” on us. But now we are struggling with it, and we need a policy direction. What
we do today, is a case-by-case analysis under regulation Section 4416. This is very fact-
specific; that's what case-by-case means. It depends on facts and circumstances of the
particular issue before you and it’'s very time-consuming. The outcomes are varied and even
inconsistent from one proposal to another.

Section 4416 Overview

The governing regulation starts off by defining “employer” as each location, even down to the
functioning unit in that location. There are four basic factors that we follow for case-by-case
analysis. Again, this is very fact specific, it has to do with “stream of revenue”, and whether
or not competition from another state is routine.

However, some industries are “deemed to meet” OSC in our regulation, and that includes all
manufacturing. Some industries are carved out from the in-depth threshold analysis, and
there are different standards for those industries. All OSC analysis follows the National
American Industry Classification System (NAICS) codes as set forth in Section 4416.
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What is NAICS?

The National American Industry Classification System (NAICS) was developed by panel of
experts in 1997. It has been updated several times since. It is used by government to track
business trends and data. In fact, in the US, it’s published by the Federal Office of
Management Budget. There are 20 industry sectors that are further broken down into over
1000 industry codes.

NAICS Sectors

The sectors are two-digit; such as Manufacturing Sector 31 to 33. The codes themselves get
very granular up to 5-digit, broken down into subsector, industry group, industries, and other
details unique to the US business environment.

Magic Bullet NAICS

When the NAICS code is deemed to meet OSC, we call it the “magic bullet”. This is because
the employer goes directly through: “Yes, you face OSS for all locations.” That’s what
happens with Manufacturing and with 14 ancillary industries. Agriculture is one of those
industry sectors, along with Mining, most Publishing, (except internet publishing) and some
Professional Services. Three industries are carved out from the full analysis, as | mentioned
earlier. They are: mortgage banking, destinations resorts, and call centers. This “carve out’
was created by regulation amendment in 2006.

Why Employers Want OSC

Employers want OSC. As | mentioned earlier, without OSC, your only core program funding
is SET. And here’s the issue: OSC wages are lower. The standard wage requirement is
based on the Regional Average for the preceding Calendar Year (CY). The highest regional
wage is $17.02 per hour in CY 2016. SET wages are considerably higher, because they are
based on a Statewide Average. In CY 2016, it was $28.37 per hour. SET wages can be
modified under the governing regulation. They can go down to $21.28 per hour for priority
industries; that’s healthcare, and building trades. As | mentioned earlier, healthcare and
building trades hardly ever face OSC, because there are so geographic specific. In other
words you don’t go to another state, normally, if you need emergency care, or for your
treating physician. And with building trades, the jobs are where the building is located.

Wage vs. Priority Rate

Again, on the wage issue: SET is a higher wage; OSC is lower. The other wage variation
that’s typical is High Unemployment Area (HUA). With SET funding the wage requirement go
down below the Statewide Average for training an HUA.

A separate issue is “priority industry” which drives the reimbursement rate. Both OSC and
priority industry are governed by the NAICS codes. An employer can qualify for the priority
industry rate, and still be held to the SET wage, and that does happen with healthcare and
building trades.

Note on Apprenticeship

Relating back to what | said earlier, that most building trades do not face OSC, there is an
exception for apprentice training. The Panel made a policy decision to pull the
Apprenticeship Program from SET funding based on the nature of collective bargaining. This
is because so many large employers are included in the trade associations that negotiate to
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form the Joint Apprenticeship Training Committees (JATC), and large employers often face
OSC in bidding on public works projects and other large commercial projects. However, as
part of that same policy decision, the Panel said Apprenticeship would be held to the SET
wage.

Key Sectors
Getting back to regulation Section 4416, as | mentioned, some industry sectors are “deemed

to meet” OSC, and some are “carved out” more from the more rigorous analysis. Healthcare
and building trades are a separate breed of cat also. That brings us to some key sectors the
Panel might want to consider, if it determines to accept web-based delivery of goods or
services. Such a decision would open the possibility of more proposals from industries that
otherwise would not qualify for ETP by reason of the wages: Wholesale Trade, Retail Trade,
Transportation & Warehouse. Also, some Information, Finance & Insurance, and some
Accommodation/Food Services.

Funding Priorities

With funding priorities, let me emphasize, all of Retail Trade could be opened up. That would
include auto and other dealerships such as that, and | only mentioned that because of the
remarks made at the last Panel meeting. All of finance and insurance would open up, and
that includes mortgage banking. We do bring mortgage banking forward now as OSC, not as
SET, because of the carve out in the regulation. These issues get mingled.

Sector Breakdown

We chose some comparisons for display on two pie charts. They show the number of
contracts and the money approved. As you can see, the Finance & Insurance and Retail
Trade sectors are relatively small in comparison to overall funding.

Retail Trade Demand

For Retail Trade, the current demand for proposals waiting to be approved is: two
Applications in Development; and one Pending Pre-application. Again, this has not been a
large volume of our business.

OSC and Funding Priorities

Summary OSC and Funding Priorities are twin issues. Accepting web-based delivery opens
up funding for Retail Trade Sector 44 to 45, I'm focusing on this because Retail Trade has
historically been a low priority for the Panel. If the Panel does not want to open up to Retalil
Trade, or any other sectors, then the funding priorities must be made clear. And this relates
back to what Mr. Knox just explained about allocations and adjustments of allocations.

Recommendation

Staff recommends, at this point in time, that the Panel formally accept web-based delivery of
goods or services as a form of competition in determining OSC. Then the Panel would need
to address the funding priorities in the Strategic Plan each FY. Note that the Strategic Plan
can be reviewed mid-FY, or more often. Priorities can shift and what gets designated as a
low priority will depend on the allocation of remaining funds as we move through the FY,
which Mr. Knox also talked about.
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Two Options
Partly to just narrow the focus of an incredibly complex issue, staff is presenting two options

for discussion by the Panel. Both of these options, | should note, do conform to the existing
statutory and regulatory framework. As | mentioned, the statute and regulation are now silent
on this issue. Eventually, the regulation could be clarified. In the meantime, staff would still
conduct its usual Section 4416 analysis, but would include web-based competition along with
the other factors.

Option 1
Option 1: Accept web-based delivery; all industry sectors and all industries.

Option 2
Option 2: Accept web-based delivery, but not for Retail Trade Sector 44 to 45. If the Panel

accepts web-based delivery for Retail Trade now, it will be hard not to next FY. This is not
the same as funding priorities, which are more intrinsically susceptible to modification as
supply versus demand changes throughout the FY. Again I'm noting that mortgage banking,
which is in the Finance & Insurance Sector, is already a “carve out”. That will always be a
matter of priority industry designation, and will not change just because we accept web-based
delivery.

Epilogue
The OSC determination can be automated eventually, and we’re trying to move in that

direction. You’ve heard about the new data management system. This is the wave of the
future, including data analytics and everything else. NAICS of course is a numerical
indicator. This would be easy to program. So moving toward the future, other than saying
we accept web-based delivery as more NAICS codes are recognized as ancillary and
deemed to meet OSC, we could eliminate the need for that case-by-case analysis. This
would further streamline the process.

Ms. Reilly said, please let me know if you have any questions.
Mr. Broad asked, are there questions or comments from the Panel members?

Mr. Rodriguez said, | just want to add that | read the memo, and with the presentation, |
understand the statutory requirements, and this Panel member is actually comfortable with
the case-by-case analysis, because it’s interpreted, not restricted. I'm very comfortable,
given that web-based delivery and projects of services are continuously evolving.

Mr. Broad said, it seems to make sense, as a general proposition, to accept web-based
delivery as a more or less industry sectors. Conflating that with what is a high priority and
low priority for us is a separate question. Historically, we’ve been uncomfortable in retail
sales or the financial industry where there is a history or a danger that our money would go
towards training people in high pressure sales technique that frequently become the subject
of concern, whether that would be in the press or regulators. Of course, the most recent
issue that came to mind was the series of proposals we got in the years leading up to the
financial meltdown of 2008 from mortgage companies that swore up and down that our
money was not being used to train people in high pressure sales techniques, or in a conduct
that would otherwise be questionable and certainly are low priority. Whether they were telling
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the truth or not, some of them wound up on the list of companies that went bankrupt, because
of high pressure sales techniques and business practices. Confirming our gut sense, this
should be a low priority area.

To further illustrate, | would distinguish between training commissioned car salespeople on
sales techniques on how to get a buyer to part with greater amount of money than they have
to, versus training a department store clerk on new software that would make them more
competitive. Although they are both in the retail business, they seem to be worlds apart. The
issue comes down to whether we fund certain sales techniques. The shorthand should
create a rebuttable presumption that when people are paid on commission that that might be
the way to draw us into an analysis of whether that is the sort of project we would fund.

Maybe we don’t have a problem funding clerical workers or mechanics in an auto dealership,
but maybe we’re not going to fund the sales training for car dealers and mortgage companies
that engage in high-pressure sales techniques. The issues of web-based delivery versus
high and low priorities are distinct and separate issues; and it should be dealt with separately.
| can support moving to web-based delivery in all industry sectors, but | don’t think that that
should allow us to shoehorn in what would otherwise be a low priority industry for other
reasons that has anything to do with whether or not it's web-based competition or web-based
delivery. | would look to staff for suggestions on how to parse those things out from a voting
point of view.

Ms. Fernandez said, | completely agree with you, because the purpose of this Panel is to
create opportunities. | don’t necessarily feel that that takes place when someone is basing
their ability to live off of a commission. If they are not making that sale, what is the base
rate? | feel more comfortable creating opportunities and funding projects where we know that
people are going to possibly have an opportunity to move up and make more money; and |
think that's why we serve here on this Panel.

Ms. McBride said, | think Ms. Fernandez makes a very good point. The companies benefit
from the program, because they’re getting the training. ETP was established for the worker
to be able to come in, get greater skills set, work their way up through the company, and we
need to keep that underlying thought process on a case-by-case basis. I'm not sure who
made the comment in regard to time-consuming; it maybe more time-consuming for us to
have more conversations, but | think it's worth it, because that means that we are following
the intent of the program.

Mr. Rodriguez said, | concur with my colleague. I've been on the Panel now for 4 or 5 years.
| have read the statute, and an editorial on the New York Times in 1976 praised Governor
Brown. The whole scene behind it was human capital. We've been addressing a lot of
different issues concerning delivery, meaning methodology and technology. I think
sometimes we get distracted in missing that this is all about human capital instead of
California.

Ms. Newsom said, | just want to note that | share the same sentiment of three Panel

members, and | also have concerns with the recommendation to accept web-based delivery
for all industries. That could potentially open a floodgate from the retail industry, and further
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push the wages down by taking them out of the SET and putting them down to OSC. Is that
how | heard it correctly, Ms. Reilly? Because that’s how | interpret it.

Ms. Reilly said, that is a possibility, which is why | pointed it out. | agree with the Panel Chair
that these are two separate issues. One is OSC determination, and the other one is priority
funding. The nexus is across the wages, because the wages are so different between OSC
and SET, but they can be handled differently. | just wanted to mention it in this presentation
to make the Panel aware of the nexus.

Mr. Broad said, these things are very subtle. If people are paid by piece rate, that creates a
challenge for us. In some circumstances it may be problematic, and in some circumstances it
may not. For example, we were faced with an issue involving agriculture and piece rate
workers. Our money was going to train people on how to perform a job really fast, but what if
you are not physically able to do the job fast enough, do you lose your job? Then it was an
issue of what is our money actually going for? How is that beneficial to the workers? How
does that make them more employable to give them extra skills? We are just subsidizing the
employer’s way of determining whether one person is physically capable of picking crops, or
packing food faster than another person. The only way to deal with the issues is on a case-
by-case basis.

Mr. Broad said, you could also have someone who is paid piece rate, and the training doesn’t
have anything to do with the issues mentioned. The training could be entering information on
a new tracking system that the employer just invested in, and that could have everything to
do with OSC, but has nothing to do with priority issue, because they are paid piece rate or
commission sales. | think we have to look at the issue, and identify areas that are heightened
scrutiny, or make a decision that it's a low priority. If it's a low priority, the employer should
have the opportunity to make the argument and show that there’s something different about
their training program, and fund it nonetheless.

There were no further questions or comments from the Panel.

Steve Duscha, Consultant

Mr. Duscha said, | agree with Mr. Broad. There are a lot of babies in the bath water that
would be disadvantaged by simply placing all the retail and finance in the low priority industry.
| certainly don’t want to argue for mortgage bankers or car dealers today. You have funded
training for grocery store clerks and department store managers who make pretty good
money through SET in the retail industry. You have also funded distribution centers and new
hires in retail. If you put retail down in the lowest priority, that’s kind of a dungeon to were
only adult entertainment sits now. Based on that principle, you could never reach any of
these other things in retail. | agree that there should be some flexibility in whatever you do.

The other issue is wage; it's about who qualifies for ETP funding at what wage. | really think
that the whole wage issue needs to be looked at in depth by the Panel with the Affordable
Care Act. With the rise in the state minimum wage, the ETP wages are strange; they’re
extremely complicated. There is a continuous effort to qualify for lower wages in the ETP
system, and | can’t keep track of it. The whole issue should be reviewed by the Panel. |
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think you should take an overall look of how you control the wages, and what you want and
don’t want to fund.

The other tool you have to regulate is the type of business and occupation that Mr. Broad
mentioned. You have a responsibility to fund trainings that result in long-term job security.
That means you shouldn’t be funding high turnover jobs, which is another characteristic of
many of these retail and high pressure sales job. | would step back and take six months to
try to figure this out, rather than trying to figure it out today, because there are important
issues here. Thank you. Mr. Broad said, thank you.

Larry Mandell, Training Refund Group

Mr. Mandell said, this is not the part of the presentation that | thought | would be speaking at;
that will be a little bit later in the day. Since there’s been a nexus now between auto
dealerships, high pressure sales, and SET, | thought it might be important at this point to
bring up something about the wages.

| have handed a printout that shows projects and wages that are coming before the Panel.
Those are six different auto dealerships and wages. The wages are principally
commissioned, both on sales and service. Almost all auto services are done on a piece
work. What used to be called flag time is now called commission. All of them receive the
minimum wages required by law.

One of the reasons why you see commission in the auto industry, and many other retail
sales, is college degree. It's virtually impossible to get a job in any other type of industry at
this point in sales. It's pretty much required. | have been a hiring authority for over 30 years
in various industries, and | would not consider anybody that did not have a degree, but the
auto industry does. As you can see, from the information that I've handed out, sales run from
$40 to $60 more per hour. In any sense, | consider that a good paying job.

When it comes to technicians, most of what they do is associated with computers. They have
to use analytical tools to determine what is wrong with the car. The days of the parts
changes are gone. So, the commission is a key point that leads to profitability, not only for
the worker, but also for the company, because a significant portion of that revenue comes
from the service. That’s how the dealerships make their money, because they make very
little on the new car side.

There will be a representative from the California New Car Dealers Association to address
the priority issues, which is where | expected to be speaking, and not at this point. As you
can see from the wages, I'm perfectly happy with the SET, as long as it doesn’t get buried
with the lowest priority, as Mr. Duscha said. These are good paying jobs, and to throw them
out because 15 years ago the industry had a reputation of high-pressure techniques is not
the case anymore, and there’ll be testimony to that later. Dealerships have lost their license,
because of high-pressure techniques. Customers come into the dealership on their own;
nobody forced them to walk in, and nobody forces them to walk out.

The point | would like to make at this point of the presentation, these are good paying jobs.
They give people opportunities to create a sales career, when no one else will hire them.
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And is the turnover rate a little higher? Yes, itis, because some people aren’t cut out to be
salespeople. But ETP is not going to be funding those people because they’ll burn out fairly
quickly. These are good jobs. They pay high revenue; they generate significant revenue for
the state in taxes. | hope the Panel will consider that. This is one of the few areas where,
from a sales position, all companies have commission salespeople. Everybody does it. It's
just not this industry. That’s how salespeople are incentivized. | asked the Panel to consider
that when they make the recommendations and approve items on the agenda today. Thank
you.

There were no further testimonies or comments from the public.

Mr. Broad said, the issue comes back to the Panel. Do we want to take action on this now, or
do we want to think about it some more? [I'm personally persuaded that you ought to be able
to count when evaluating whether there’s OSC; and look at whether the form of that
competition is internet sales. That seems consistent with the nature of reality. Then there’s a
secondary question about whether that’s applicable across the board, and whether we have
various options here.

Ms. Reilly suggested Option 3, with Option 1 and Option 2; just make everything
reimbursable as a SET wage, not as OSC. My response is, in reality, in that industry, people
do face OSC depending on where they are; so then it's denying reality in another way. | think
the issue with retail is determining what is probably not necessarily in this decision, but in the
decision about what is high and low priority industry, or some other condition that we might
set.

Mr. Broad said, | don’t want to make value judgements because there are constitutional
problems with making value judgements about industries. The casing point is the perennial;
you’ll never get off the low priority list as the adult entertainment industry, which is a value
judgment about the service that is delivered, because there’s probably OSC there too. We
don’t want to make a content-based judgment, which goes to the First Amendment issue, as
opposed to the value of that training to the participants over a lifetime career. No one has
argued vigorously, from the adult entertainment industry, that it should leave that list. So, the
guestion is, how do we proceed? We proceed on the basis of motion, and I'm prepared to
entertain a motion. If there’s no motion, then were not deciding anything today. That’s up to
the Panel members.

Mr. Knox said, you don’t have to make a motion. Mr. Duscha makes a good point in terms of
tying it to wages. We can continue to do case-by-case analysis, since the regulation is lose
enough. Mr. Rodriguez and | had a conversation about this; we can make interpretations.
We can look at the wage issues, and outside of that; we could still look at it as SET. If they're
looked at as SET, that’s more of a combination of Option 2. Then what we can do is look at
it, and bring it back to the Panel, based on percentage of the commission, or some relevant
information on wages.

Mr. Broad said, | think Mr. Duscha has a good point. We need to get back to the reason as to
why we are here. Why are we here? We’'re here to fund job trainings that help workers
achieve higher income and skill level. We are not here to be winners and losers by industry
sector. We're constantly challenged by the fact that there’s a wage depression or
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compression in society over the years that I've been on this Panel. We have funded
numerous projects that are low-wage jobs. The turnover is high and the career paths aren’t
great. And that’'s why we get excited about healthcare, because there tends to be career
paths in healthcare from lower wage, lower skill to higher wage, higher skill. In the
manufacturing industry, it seems to always sort of work out in that way.

| guess that might leave us with case-by-case scenario, but | don’t think that we should say
that for right now. If someone says “I’'m facing a challenge from my competitors who are
selling on the internet”, or “I have a brick-and-mortar establishment”, or they have both, we
are not saying that doesn’t count, we’re just saying we can consider it.

Mr. Knox said, the sales have to be 25% or more outside of California, if they can prove it.
The tipping point of the issue is the way that it's currently written, 25% of the sales. | would
argue that, although not car dealership, but unless they’re on the border. The sales have to
be 25% or more outside the state.

Ms. Reilly said, I just want to make a comment. The reason why | bring this to the Panel is
it's honest. Every day we have to make decisions about whether or not to accept internet
competition, and we have done it one way or another; it also depends on the fact and
circumstances. To have a clear policy direction is important one way, or the other; either we
do, or we don’t. We are looking to the Panel for that policy direction. The whole issue about
funding priorities and wages can be addressed separately; we are just pointing that out to you
in making this presentation.

Mr. Broad said, the problem here is looking at whether they have 25% of their sales on the
internet. That isn’t really the issue, because you could have a brick-and-mortar
establishment in which you have no presence on the internet, and get killed by OSC and
foreign competition by competitors who have nothing but that, right?

Ms. Reilly said, that would be part of the analysis; there are two prongs to the analysis.
Regardless of whether you accept web-based delivery, there is still the analysis. It just would
make things more consistent across the board as we do these eligibility determinations. But
yes, the analysis would remain, and that’s what | meant about the statutory and regulatory
framework remaining intact.

Mr. Rodriguez said, | remain on the case-by-case basis.

Mr. Broad said, we have one solid vote for a case-by-case basis. Do we have a solid view of
this from anybody else?

(Ms. McBride asked a question, but it was inaudible)
Ms. Reilly said, we have it, except we don’t always accept the web-based delivery. So it's a
case-by-case analysis; it would remain case by case analysis. The question is, do we accept

the Internet?

Mr. Broad said, | think the issue from the policy perspective is that selling over the Internet
becomes a greater percentage. Having a case-by-case basis starts to be out of sync with
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reality, which is not a case-by-case basis. Then you start raising the question of whether our
staff is acting arbitrarily, because every office and staff can look at it in different ways. That’s
where it becomes problematic, and that’s why they’re asking for a policy direction from us,
because they don’t want to be acting arbitrarily. That’s the issue.

Mr. Knox said, you saw the charts; the numbers are fairly small at this point. We do
recognize that that can grow over time, that’s part of the issue. We can bring that back and
tie it closer to the wages side and have different recommendations that may tie to that. That
probably seems clearer to me, and give us some time to actually look at the analysis.

Ms. Newsom said, that’s my preference.

Ms. Reilly said, we can bring that back as a review of the Strategic Plan, or as a separate
issue and ancillary codes. The issue still remains; do we accept web-based delivery at this
point? Sometimes we're doing it, but not at other times. We would like some policy direction
from the Panel.

Mr. Broad said, it looks like you are not going to get that today from my vantage point. We
need to keep thinking about this, and maybe bring it back with a more refined
recommendation about how you think it can work. | think that we should separate the
guestion about high and low priority projects, and industry sectors. Those issues should be
dealt with separately. The issue of whether we accept web-based delivery for the
determination of OSC doesn’t have anything to do with the high and low priority sector, but
it's an analysis across the board. That makes the most sense to me.

Mr. Rodriguez said, where it says “continue by case-by-case analysis under the existing
statutory regulatory framework, but accept web-based delivery as a form of competition in
determining OSC for industry sector”, we need more clarification on the second part of Option
1. Mr. Broad said, okay. Staff, is that sufficiently confusing? Let’s move on.

IX. REVIEW AND ACTION ON PROPOSALS

Ms. Torres said, before we present the projects, | would like to acknowledge the retirement of
Suzanne Godin. She is the project analyst from our San Diego Regional Office and has
served the state for 26 years. She began her career in state service working for the
Department of Fair Employment and Housing, and served the remaining 24 years of her state
service with ETP. Prior to state service, she worked for the Building Trades Entry Level
Training Program helping women and American Indians enter the trades. She also worked
for the Urban League overseeing Equal Employment Opportunity Compliance and
Construction Industry, and worked for Community Connection Resource Center assisting ex-
offenders to enter the workforce. For many years, she served as a board member and
delegate, including Chairman of the Board of Directors for the San Diego Indian Human
Resource Center. We want to thank Ms. Godin for her years of service to ETP, and a lifetime
of dedication to California workers. Mr. Broad said, thank you for bringing that to our
attention. Thank you, Suzanne, for everything. Have a fabulous retirement.
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Single Emplover Proposals

C.W. Driver, Incorporated

Diana Torres, Manager of the San Diego Regional Office, presented a Proposal for C.W.
Driver, Incorporated (CWD) in the amount of $199,840. Founded in 1919 and headquartered
in Pasadena, CWD provides custom design, engineering, general contracting and
construction management services across a broad spectrum of industries including
education, healthcare, biomedical, entertainment, retail, industrial and government.

At the request of a Panel member, this proposal was removed from the Consent Calendar as
noticed for last month’s meeting, and held over to this month. This will be CWD’s fourth ETP
Agreement and the third project within the past five years. There is no Substantial
Contribution being applied because no single CWD facility has earned $250,000 or more
within the past five years.

Ms. Torres said, I'd like to point out on Page 2 of 6 that they will need health benefits for the
incumbent workers for both Job Number 1 and Job Number 2, and administrative and support
staff for Job Number 1 and Job Number 2.

Ms. Torres introduced Lynda Hauke, Manager of Professional Development.

Ms. Newsom said, from the previous month’s application, you had a rate of $5.02 to meet the
post-retention wage using the healthcare premium, and it's been reduced to $2.52. Thank
you for the clarification. Can you describe the healthcare package and out-of-pocket cost for
your employees? Ms. Hauke said, our healthcare package is 100% employer-sponsored,
and the employees have the option to choose from PPO to HMO plans, including dental,
vision, and ancillary benefits. Ms. Newsom said, thank you. Ms. Hauke said, in my
experience, I've only had two employees in the past three contracts that needed to take
healthcare benefits into consideration to be qualified. Our employees are highly
compensated.

Ms. Bell asked, what is the waiting period before an employee can receive healthcare
benefits? Ms. Hauke said, they are qualified after 30 days.

Mr. Broad said, Panel members, let’s not back slide; we have to do this through the
Chairperson. I'm just going to remind you gently, we’ve got the new more authoritarian
regime at play.

There were no further questions from the Panel.

ACTION: Ms. Fernandez moved and Ms. Roberts seconded approval of the proposal for
C.W. Driver, Incorporated in the amount of $199,840.

Motion carried, 6 — 0.
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North American Health Care, Inc.

Ms. Torres presented a Proposal for North American Health Care, Inc. (NAHCI) in the
amount of $741,132. Founded in 1976, NAHCI owns and manages skilled nursing
communities and a rehabilitation company for senior care. NAHCI offers skilled nursing,
memory care, hospice care, and respite care services; adult day programs; and rehabilitation
services such as physical, occupational, and speech therapies.

Ms. Torres introduced James Ellis, Vice President.
There were no questions from the Panel.

ACTION: Ms. McBride moved and Ms. Bell seconded approval of the proposal for North
American Health Care, Inc. in the amount of $741,132.

Motion carried, 6 — O.
PaeDae, Inc. dba Mobile Majority
Ms. Torres presented a Proposal for PaeDae, Inc. dba Mobile Majority (Mobile Majority) in
the amount of $358,002. Mobile Majority is a rapidly growing technology company
specializing in vertically-integrated mobile digital advertising.
Ms. Torres introduced Art Alizarov, Chief People and Privacy Officer.
Mr. Broad asked, are you a publicly traded company? Mr. Alizarov said, not yet. But that is
our aspiration. Mr. Broad said, okay. When you become publicly traded, that’s the last we’ll

ever see from you, because you’ll own half of San Francisco.

ACTION: Ms. Newsom moved and Ms. Fernandez seconded approval of the proposal for
PaeDae, Inc. dba Mobile Majority in the amount of $358,002.

Motion carried, 6 — 0.

Performance Food Service — Southern California, a Division of Performance Food
Group, Inc.

Ms. Torres presented a Proposal for Performance Food Service — Southern California, a
Division of Performance Food Group, Inc. (PF — So. CA) in the amount of $182,000.
Founded in 1987, PF — So. CA is an assembly food service distribution operation specializing
in Italian and Italian-American food products, equipment, food related products, and non-food
items used within the food service industry.

At the request of a Panel member, this proposal was removed from the Consent Calendar as
noticed for last month’s meeting, and held over to this month.

Ms. Torres introduced Shelly Stratton, Vice President Human Resources, and Judith
Kreigsman, Judith Kriegsman Services.

Employment Training Panel June 24, 2016 Page 16



Ms. Newsom asked, could you describe your healthcare package and out-of-pocket expense
for your workers? Ms. Stratton said, yes. There is an out-of-pocket cost. We offer full
benefits for medical, dental, vision, and 401(k) plan. Ms. Newsom asked, in addition to what
you are contributing, how much, roughly an hour, is the out-of-pocket cost? Ms. Stratton
said, it's a minor amount. Ms. Newsom asked, how much would that be? For some people,
they feel that a minor amount might be $2.50, and others feel it's exceeding $5.00. So,
roughly, per hour, how much would the cost be? Ms. Stratton said, roughly per hour, | would
say $1 to $2. Ms. Newsom said, okay.

Ms. Bell asked, | understand you are new to the organization; about four months or so. |
would suggest that you continue to utilize your resources to the maximum, so that you can be
successful. Have you had any contact with your facility in Livermore to find out why they
weren’t successful with their project? How is your program going to look differently than your
Livermore facility? Ms. Stratton said, that’s a great question. First off, | would say that | have
had contact with them. We put a conference call together to find out what caused their low
performance. | come from a company where we had this contract, and | was able to be
instrumentally involved in that. | am familiar with the process and administrative portion of it;
we’re already up and ready to go. | have the support of the president of my operation. This
goes all the way up to corporate to make sure that | have 100% approval in place. We’re
relying on our location to be successful. Ms. Bell said, thank you.

Mr. Broad asked, would you comment on your prior performance? Ms. Stratton said, yes.
The Livermore facility was at a $60,000 contract, and | know that they only got 20% of that.
Mr. Broad said, this is a question to staff. With the prior performance issue, how was this
current proposal analyzed and approved? Was it right-sized? This time they are coming
back for ten times the amount of what they earned. Ms. Stratton said, let me elaborate on the
structure of the company. We’re a stand-alone; my operation is not necessarily affiliated with
the other facility, but obviously, we're under the same company. They are less than one-third
the size of our operation, so we’re much significantly higher than that. | have a team
underneath me that would be helping, and we have an infrastructure in place here. The other
facility didn’t have the infrastructure and the training culture, which | was deliberately hired
and brought on to the company to do. My position was created to grow the talent and
develop the team. Mr. Broad said, okay.

There were no further questions from the Panel.

ACTION: Ms. Bell moved and Ms. Fernandez seconded approval of the proposal for
Performance Food Service — Southern California, a Division of Performance
Food Group, Inc. in the amount of $182,000
Motion carried, 6 — O.

PRL Glass Systems, INC.

Gregg Griffin, Manager of the North Hollywood Regional Office, presented a Proposal for

PRL Glass Systems, INC. (PRL Glass