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PROCEEDTINGS

-=000--

COMMTITTEE CHATRMAN RELTIS:

committee will convene.

Would vou please call the roll?

COMMITTEE SECRETARY MS. WADDELL:

MS. WADDELU:

The Market Development

Board members

Huf£?

Chairman Relis?

Any communications prior to this meeting?

Chesbro?
COMMITTEE MEMBER CHESBRQ: Here.
COMMITTEE SECRETARY
COMMITTEE MEMBFR HUFF: Here.
COMMTTTEE SECRETARY MS. WADDELL:
COMMITTEE CHAIRMAN RELYS: Here.
COMMITTEE MEMBER HUFF:

meeting.

COMMITTEE MEMBER CHESBRO:

that type of communication?

COMMITTEE CHAIRMAN RELIS: Yes,

COMMTTTEE MEMBER CHESBRO:

morning, ves, T did have a conversation with Mark Maldonado

ex part

Nothing related to this

You mean like ex parte,

e.

Well actually this

about the two tax credit bills, representing materials for

the Fulure Foundation.

COMMTTTEE CHATRMAN RELTS: Qkav.

agenda then. And John Smith,

going to take up.

please let us know what we're

We'll

move to the
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MR. SMITH: TLet's see, we're taking up, we're
taking up three items today. And I'd like to start off with
Lhe recommendations for the loan, second cycle., We'll also
be discussing the report we did on the recycling investment
tax credit program and suggested changes to that program.
And thé third item today, we will revisit the work done by
California Fulures on market based strategies.

T will be introducing all three items today, and
we'll proceed with the first item.

The first item deals with board staff's and the
loan committee's recommendations for second cycle loan

applicants. Today we'll be considering six loans for

“approximately $2.1 million. These loans cover a wide variety

of waste types and waste reprocessing, manufacturing
industries,.

Ms. Jill Larner is here to present the item.

MS. LARNER: Good morning. TIs this on? T'd like
to present to the committee this morning the second quarter
recvycling market development zone loan applications. Seven
Toan applications were received bv the second quarter
submittal deadline on March 11th. Staff prepared credit
analyses on each applicant. And five of the seven
applications plus one first quarter application were
presentead and approved by the loan committee on April 30th.

The loans for consideration this wmorning are

PETERS SHORTHAND REPORTING CORPORATION (916) 382-2345
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summarized in order of project priority in the updated
Attachment 1.

T'd like to now make sure that all of the committee
members have the corrected Attachment 1. Tt should include
eight loans which will be the eight loans considered by the
board {ater this month. We are consgidering specifically six
of those here today. Two will be going hefore the board and
were élréady approved by Market Deveiopment Committee last
month.

Real quickly I'd like to run through what the five
new loan applications are. First one, Organic Recycling
West, is a startup composting operation in the San Diego
zone.

Amigo Bag and Lining Company is a small business in
the Oakland, Berkeleyv recycling market development zone that
remanufactures industrial sized bags.

Badger Forest Products is also in the 0Qakland,
Berkeley zone and is an existing business which supplies
secondary paper to local markets.

Pacific Air, 011, and Filter Company 15 an existing
air, oil remanufacturer in the Glenn County =zone, which is
proposing to start a oil filter recveling operation in that
arca.

Snitzoer Steel is a large metal shredder which is

proposing a white goods recveling operation at their

PETERS SHORTHAND REPORTING CORPORATTON {916} 162-2345
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4,
shredding plant in the Qakland Berkeley zone.

T'd like to mention that the Talco Plastics project
sltructure had changed significantly since the committee
approved it last month and has gone back through loan
commitgee as well and is up lor consideration here today.

| Staff is requesting that committee approve the
loans in Attachment 1 to be considered by the board later
this month.

And if there's any specific questions -~

COMMITTEE CHATRMAN RELIS: Well before we get into
this item, since we have the recycling matter before us again
T would like to read into the record something I'd stated
earlier on this.

"T will be abstaining from

participating in the discussion of a vote

on the loan to Cyclean, Tne. during

review of this loan a question arose as

to whether or not an investment that T

hold was somehow connected to this

particular company. Consultation with

the legal staff was delermined that T

would not benefit from approval of thia

loan and it would probably not materiallvy

penefit the gseparate company in which T

hol:d an investment.

PETERS SHORTHAND REPORTTNG CORPORATION (916) 362-2345
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However, in order to avoid any

appearance of g conflict I've decided to

abhastain from participating in this

decision. T will however participate in

the decisions regarding the other loans

tao be discussed here today as their

approval orvr disapproval will have no

effect on the recycling loan.™

Okay.

MS. LARNER: If there are any questions from the
committee at this point?

COMMITTEE MEMBER CHESBRO: Yeah. I wanted to ask
in relation to McCoy. Tt's, actually vou referred to
remanufacture bhut it's actually a reuse. T mean theyv do
recondition the bags but in essence it's a reuse processing
business, is it not?

MS. LARNER: Yeah, that's borderline. Theyv do do
extensive cleaning and the, I guess vou would say it was
remanufacturing.

COMMITTFEE MEMBER CHESBRO: Well the reason I'm
asking is because I think it's positive that we are --

MS. LARNER: Yeah.

COMMTTTEE MEMBER CHESBRO: ~- not juuf focusing on
a process which complelely breaks a product down and

manufactures a new product. Bubt if it's reconditioning a

PETERS SHORTHAND RE?ORTTMG CORPORATION (916} 3R82-2345
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product to put back out in the marketplace, 1 think that
that's exceptional that we have a business that's qualified
doing that and T hope that there's more.

MS. LARNER: That's correct.

MR. SMITH: There will be.

COMMITTEF MEMBER CHESBRO: So I wanted to highlight
that as a positive. On the other hand I wanted, without
naming any individual businesses, once again to ask that the

last one, as we begin to see loan applications questions

begin to come up in your mind about priorities --

T don't think we should have an extensive
discussion today but when we get to the priorities again we
should probably consider several additional factors. One is
do we want to get into the post-consumer question,
post-consumer waste having any priority in the process? T1'm
not answering it today. I'm just mentioning that as a factor
we might want to think about.

Ancother, and T don't actually think anv businesses
here raise this question directly, but one of them stimulated
me to think about it. And that is if it were a business that
were coming from an already stable and well developed
industrv, for example for scrap metal from cars, would we
concider that a priority or not?  You know, some high
aquantity, mature industry that already exNists, whether or not

the use of the funds for that purpose ic¢ a good idea.

PETFRS SHORTHAND REPORTTNG CNARPORATTION  (916) 1362-21345
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And so Lthose are just some random thoughts that

popped up in looking at this list that we might want to look

at when we get to the priority setting process again. T
guess three or more months when we do that again. But it's a
great }ist -—

| COMMITTEE CHAIRMAN RELIS: And, yeéh.

COMMITTERE
move it.

COMMITTEE

COMMTITTER

MEMBER CHESBRO:

Do you want to do like we did?

CHATRMAN RELTS:

‘the motion and separate recvcling.

MEMBER CHESBRO:

Qkay.

-- and 1'm prepared to

T would 1like to break

T would move the

1ist with the exception of the recycling loan for

recommendation to the board.

COMMITTFEFR
COMMTITTER
COMMITTER
COMMTITTEE
Cheaesbro?
COMMITTEE
COMMTTTEE
CCMMITTER
COMMTITTEE
COMMITTEE
COMMTTTEE

rale.

CHAIRMAN RELIS:

MEMBER HUFF: Second.

CHAIRMAN RELIS: Call

SECRETARY MS.

MEMBFR CHESBRO: Ave.

SECRETARY MS.

MEMBER HUFF: Ave.

SECRETARY MS.
CHATRMAN

REITS: Ave.

MEMBER CHESRROG: ‘11

Okay.

WADDELL:

WADDELL:

WADDELL:

the roll.

Board members

Huff?

Chairman Relis?

move the recyvcling
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COMMTITTEF MEMBER HUFF: T'll second it.

COMMITTEE CHATRMAN RELIS: Call the roll.

COMMTITTEE SECRETARY MS. WADDELL: Board members
Chesbro?

COMMITTEE MEMBER CHESBRO: Ave.
COMMTTTEFE SECRETARY MS. WADDELL: Huff?
COMMITTEE MEMBER HUFF: Ave.
'COMMTTTEE SECRETARY MS. WADDELL: Rélis?
COMMITTEE CHAIRMAN REITS: I abstain.
Okay. Shall we put that on consent?
COCMMITTEE MEMBER HUFF: Consent.
COMMITTEE CHATIRMAN RELTIS: And --
COMMITTEF MEMBER HUFF: Do ycou want recvecling on
consent because --

COMMITTEE MEMBER CHESBRO: ILiist it separately.

COMMTTTEFR CHAIRMAN RELTS: That, I'1l1 probably have
to make the statement, statement, yes. 8o we put the first
motion or the first action on consent.

COMMITTEE MEMBER HUFF: Yes.

COMMTTTEF CHATRMAN RELTS: And recycling would be
taken up separately and would be taken up at the board
meeting. Okay. Thank vou verv much. Good job.

MR. SMITH: ©Okayv. Moving to item number 2.
Revenue and Taxation Code section 17052.14 and 23612.5

eglakilished the Recvaoling Faquipment Tax Credit Program. As

PETERS SHNRTHAND REPORTING CORPORATION (916} 362-2345
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vou're all aware that program i5 scheduled to be sunset
January 1st, 1994, Twa bills have already heen introduced in
the Assembly to extend this program.

In order to give the committee a idea of how best
to deal with these bills and come up with appropriate
recomméndatjons for changing these programs, staff has done a
report, a study on the existing Tax Credit Program and is
here today to discuss what they fouﬁd out in that study and

share with you some possible alternatives or changes to the

'existing program. And the hope is so that we could then be

able to immediately respond to the legislative proposals out
there if necessary.

COMMITTEE CHAIRMAN REITS: And I understand this
has been taken up in leg commilttee?

MR. SMITH: Yesterday, right. Tt was taken up
vesterday.

COMMITTEE CHATRMAN RELJIS: No vou want to say
anything about that?

COMMITTEE MEMBER CHESBRO: Yes, Mr. Chair.
Yesterday at the legislative committee we had the two bills,
the numbers of which I don't have, Assembly Bill 1263 and
Assembly Bill 1638, bhoth of which the committee unanimously
recommendead support i f amended to the full board. But rather
than having the legislative committee discuss and determine

what the ammendments should be, it was felt that this, the

PETERS SHORTHAND REPORTTING CORPORATION  (916) 362-2345
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10
Market Committee is the appropriate place fo do that. And so
the responsibility for, for developing proposals for
ammendments was deferred to the, the legislative, T1'm sorry,
the Market Development Committee.

The approach that T thought would be most effective
after ﬁhe stalf made its presentation would be rather than
for us to necessarily analyze what's vight and wrong about
each bill, since we don't really have the bills in the paékeﬁ

although T know the staff has them if committee wants to go

into them. But the approach that seemed most sensible was to

develop a generic list of what we think would, should he
changed about the tax credit in this legislation, and then
ask staffl to sssentially use that as a template against each
bill to propose ammendments that would be consistent with
those concepts. So that's the approach that T would suggest
when we get to discussing those ammendments.

COMMITTEE CHATRMAN RELTS: Mr. Huff, do vou have
anything?

COMMITTEE MEMBER HUFF: (Member shook head.)

COMMITTEFR CHATRMAN RELIS: OQOkay.

MR. SMITH: Mr. Chairman, that sounds like an
arnceptable approach. T7'd now like to turn the presentation
over to Bill Hugton in the Market Development branch.

{Thereupnn there was discussion nff the

recerd. )

PETERS SHORTHAND REPORTTIMG CORPORATION  (916) 362-2345
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11
MR. HUSTON: Good morning. After that long pause T
trust that each of vou has received a copy of the briefing
paper that we submitted yesterday, 15 that corrvect?
COMMITTEE CHATRMAN RELIS: Yeah.
. MR. HUSTON: For people in the audience there are
additjdnal copies in the bhack of the room as well.
T want to begin by briefly giving an overview of

the siuccesses of the tax credit that we have now to date. We

have received 87 applications for certification. We've

‘issued 48 certificates to recéive the tax credit, and have

denied eight. The allowed credit for those certified is 85.3
million, with an expended usage of about four million tons of
secondary material, which includes post-consumer material,
annually, by the qualified taxpavers.

The resultzs of the first four years of the credit
are shown on the overhead. And as vou can see, a large
percentage of both the numbers of applications received, the
amount of dollars spent, and the amount of tons that are
expected to be used annually fall into the asphalt c¢oncrete
category and the metals category. To a great extent these
are industries that have been in operation for many years,
have heen cost effective, and generally are quite successful
without an incentive auch as the tax credit.

As John menticned, there have been two bills

introduced which directly impant the current recveling

PETFRS SHORTHAMD REPARTING CORPORATION  (916) 362-2345
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equipment tax credit astatute.

Assemblyv Bill 1638 bv Assemblvman Bates makes
several changes to the tax credit including extending the
sunset date to January l1st of 1997, allowing machinery or
equipmgnt which is used to handle or prepare reused goods to
reentef the marketplace. Angd there's still some, some
drafting and crafting going on to define what kind of goods
are they referring to and Qhat kind of equipment. They do in

fact want to clearly define reuse as, as eligible for the tax

—credjt. Tt also makes ammendments applicable to, it makes

the ammendments aﬁplicable beginning this calendar year.

S0 even though the bill might not go into effect
until January of next year, the provisions would become
effective this vear. It does set a cap on the, the overall
cost of the credit to the state at $5 million. Tt requirvres
the taxpaver to be precertified by the board. 8o it would
put an extra step in the precertification as well as
postcertification. And it does give preference in awarding
the tax credits to companies who intend to increase the
number of employees at the facility where the qualified
property would be installed.

Assembly B111 1263 by Assemblvwoman Bowen proposes
to extend the sunset date Lo January lat of the vear 2000.
Tt would alaoo limit the statewide amonnl for the credit of $5

miltlion a year. Tt provides speaific preferences for papoer,

PETERS SHORTHAND RFPORTTMG CORPORATTON  (916) 362-2345
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plastic, and glass. 1Tt gives preferences to taxpayers who
intend to increase the number of emplovees. Tt allows the
credit between primary user and seller or lessor. So it
does, it does cover these situations giving the credit to the
lessor. Tt requires the taxpayer to be precertified and it
no lonéer specifies compost as a finished product.

Tn last year's changes to the statute we had
specifically ﬁnéluded compost as a finished product to make

it very clear thalt our regulations were consistent with

‘statute where we said compost was qualified. We put that

language in. For some reason Assemblywoman Bowen is
proposing to take out that clarification. We're not exactly
sure why.

I would also want to point out that Senate Bill
1082, which does not deal directly with recyecling equipment
only, but it does exempt manufacturing equipment from the
sales tax, the state sales tax. So that is another bill in
the legislature that may have some impact on, on our
industry.

COMMITTEE MEMBRER HUFF: Minor bill.

MR. HUSTON: Yes.

COMMITTFFE MEMBER HUFF: Carried bv who?

MR. HUSTON: Willlie Brown.

COMMITTEE MEMBER HUFF: Yes.

MR. HUSTON: Kathleen's father as I understand it,

PETFRS SHORTHAND REPORTING CORDPORATION  (916) 3672-2345
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is that right?

COMMITTFEE MEMRER HUFF: That's right.

MR. HUSTON: Staff, to get a better handle on our
Tax Creditl Program, staflf conducted two telephone survevs.
The fiyst was to other states that had tax credits, either
equjpmént tax ¢redits or other kinds of tax credits. The
second one was to applicants for our tax credit to determine
whether thev felt the tax credit was aﬁ-incentive, what

changes they might suggest to make it more effective for

-them, whether they thought the process was reasonable, and

some of those kinds of questions.

Twenty states were contacted for the cut-of-state
survey. Other than New Jersey all of those states had a
relatively new program, had not done an agsessment of their,
of their program, and were really not able to provide any
suggestions to us on how we might improve our credit or make
it more effective.

In the case of New Jersey, they did report to us
that they had received 127 applications, or they certified
127 taxpavers dealing with processing equipment,
transportation equipment, and manufacturing equipment. So
their, their tax oredit was a bit broader than ours.

Tn the, in the survey to the applicants three major
tngnes became very alear to us.

The Firast, and T think the one that is most

PRTERS SHORTHAND REPORTING CORPORATTON (916} 362-2345
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important, is that the tax credit has not been a major
influence to entice taxpavers to purchase equipment. In fact
in most cases the taxpaver found ocut about the tax credit
after the equipment had been purchased and put into
operation, usually when they submitted their documentation to
their ﬁax consultant at the end of the vear.

Secondly, the tax credit has not been helpful for
many étartup businesses since most of these businesses have

little profit during the first years and thus have a low tax

liability. Rather, those companies suggested we have a

funding program for them rather than a Tax Credit Program.

And third, the tax credit should be allowed, they
suggested, for lease purchase agreements. One viable option
for companies that do not have a lot of capital is to get
somebody else to buy the equipment and then lease it or rent
it back to do their manufacturing.

The way the current tax credit is drafted the, the,
neither the lessee nor the Jessor qualified because the
credit is specific in that the person that owns it also has
to be the person that ugses it.. So we would, they had
suggested that the lease pdrchase options be considered.

In our analvcis we Jooked at several alternatives
rthat the committec should, should consider. The firast of
thoae was Lo change the credit from a tax credit to a loan or

grant program. T think especially if the, if the, 1f an

PETFRS SHORTHAND REPORTTNG CORPORATION (916} 1362-23.45
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16
extended credit contained a statewide cap the staff would be
reasonable for not only locking at each application in terms
of how it qualifies 1in terms of the regulations in statute,
but. would also have to compare them one application to
another. And it starts looking very much like a, 1ike a
grant program rather than a Tax Credit Program.

On the other hand I think a grant locan program may
have to be funded out of our integrated waste management

account rather than out of the general fund which is how the

current tax credit is funded.

Another option obviously is to extend the sunset
daﬁe. And although the current program has not been a
significant incentive for equipment purchases, it certainly
has put California in the forefront of states willing to
invest in private industry recveling activities, and T don't
think that that should be overlooked.

We had also suggested that the equipment éligible
for the credit be more specific, be more focused on certain
materials. Again looking at the first chart, many of the
materials, most of the tax credit went to asphalt pavement
and scrap metal industries. T1f we look at the other
industries the tax credit approvals were fairly modest.

We would suggest that as an alternative the
cormittee might. consider removing asphalt and ceoncrete and

sorap metal, other than tin cans and white goods, from

PETFRS SHORTHAND RFPORTTING CORPORATTON  {916) 362-2345
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eligibility for the tax credit; or as' an alternative, to
consider focusing it on those materials that were considered
during the development of the market development plan, those
priority materials that we have assessed in the past. We can
certaiqu change from an equipment to a procurement tax
credit;

That way the more secondary material that is used
the more the tax credit would be. But certainly for those

industries that are already using secondary materials it

‘would represent a windfall to them. We could certainly limit

the amount of the credit annually. That weould certainly put
a éap on the potential drain to the general fund, but it does
look again more like a loan credit. It looks more like a
grant program and we may be required to assess each applicant
against one another. The possible results there, obviously
is that similar purchases by different companies at different
times during the year, from one tax vear to the next, may
have very different decisions on whether they would get a tax
credit or not.

One option that is not on my overhead would be to
allow the credit to the lessees rather than to leasors. We
believe that the lease purchase agreement, the leasing
agreements do meclt the board's intent of getting more
infrastructures, more capability to process and use secondary

materials into the industries. But since the lessee 1s the

PETFERS SHORTHAND RFEPORTING CORPORATION (916) 362-2345
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18
one that's actually using the equipment, 1is responsible for
nroducing the finished product, is responsible for purchasing
the secondarv and post-consumer material, we believe that
they are the ones most responsible for, for using the
equipment as it was intended to be used and most familiar
with how much secondary material they're using. So we would
suggest that the lessee option be considered as well. Many
of those options i think could be combined into a final
committee provision.

The final option obviously, is to leave the tax
credit as it is and allow it to sunset at the end of this
caiendar vear. It has not heen a significant incentive for
the purchase of equipment but it has, as T mentioned before,
put. the state in the forefront of those states willing to
invest with private industry and the recyvcling markets. And
I think alsc that it could send a3 signal if we did not
continue the credit, that we may not, Califarnia may not be
as interested in the recycling business as it once was.

So with that, as Member Chesbro pointed out, we are
not necessarily looking for detailed language today on, on
how the credit might be changed or how we might make specific
word changes to the two bills that had alreadyv been
introduced, rather we're looking for just general direction,
soart of & framewerk of where woe should go from here.

There are two [olks at the table that were

PETERS SHORTHAND REPORTING CORPORATION (916) 362-2345
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extremely instrumental in doing the survey work and
implementing the program over the past year. One 1is Jan
Welch who i1s our tax credit expert. The other one is Jay
Getler who has done all of the research work for us. And
they're available as well as T to answer any question you
might have.

COMMITTEE CHAIRMAN RELIS: Thanks. Let's go into

discussion.

COMMITTEF MEMBER CHESBRC: We have a legislative

reporting requirement on the tax credit, is that correct?

MR. HUSTON: Yes. We are required to submit to the
leéislature in our annual report for this vear. So in about
a Qear the results of the tax credit, what kind of equipment
was purchased, what kind of industries were, took advantage
of the tax credit.

The work that we've done so far is in anticipation
of that report, but we wanted to start bringing the results
to the committee now so that if we have the opportunity to
continue the tax credit without a gap, without losing a year,
that we could do that.

COMMITTEE MEMBER CHESBRO: Well --

MR, HUSTON: And also in regponse to the two bills
that have heon introduced.

COMMITTFEF MEMAER (CHESRBRROQ: Well in terms of a

general comment. T'd like to say that the data and information

PETFRS SHORTHAND RFPORTING CORPORATTON  (9186) 262-2345
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you've gathered is very helpful and very good. T1'm concerned
about the tone of the conclusions that, well T don't think
this was intentional. They come across as questioning the
underlying logic or the underlving effectiveness of the tax
credit? And from my standpoint the information you've
deve]oﬁed points cut the need to modifv the tax credit but
doesn't question that it is a useful tool. But you can read,
I think vou could certainly read the way this is crafted as
being, it's questioning.

I mean when you say that the tax credit has not
heen a major influence to entice taxpayers to purchase
eqﬁipmept, "Well why 1is that?" I think, are tax credits in
generél a failure? Or is this particular tax credit, was it
focused in the wrong place and does it need to be refocused?

And certainly the thrust of my response is that it
is misfocused and we've now got some experience behind us
from which to judge that, to make the modifications necessary
to make it work. And that's the approach I would like to see
us taking.

COMMITTEE MEMBER HUFF: See T have a different
perspective. T think tax credits in general are failures,
particularly state tax credits. People don't make decisions
baced on tax credits. They may make decisions based on the
federal tax slructure but T don't think they're making them

basing on what little incentive s provided by a, really very
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small elements in their picture.

There is an article in Sunday's Bee on precisely
that point from certainly a person who is not regarded as
being some sort of right wing ideamonger either. That's
exactly that. Tax credits in fact are the political system's
way of‘dolling out favors to whoever might be in politically
or whoever might provide the best fodder for legislative
newslétters.

COMMITTEE MEMBER CHESBRO: T don't think that that

‘is the case universally. T think it really depends on how

they are focused. I think you have the example, for example,
of low income housing tax credits. Because they're usable to
attract capital, to help attract capital for specific
purposes they're very useful. But if they're only usable by
the person operating the, actually operating the business
then I think they have very narrow application because the
person has to have the income level at that precise moment
and that particular year.

COMMITTEE MEMBER HUFF: You have to make a profit
before you have a credit.

COMMITTEE MEMARER CHESRRO: That's right. And so --

COMMITTER MEMBER HUFF: And if vou're making a
profilt voun did, don't neoed the aredit.

COMMTITTEERE MEMBER CHESRRO: -- the problem that wo

identified in cur finanaing workshaep and in cur market
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development strategy as being central to, a central barrier
rto the accomplishment of recvaling market development is the
attraction of capital, the ability to get the capital in
place, to get infrastructure, private manufacturing
infras?ructure up and operating.

| And T think it's ¢lear from a number of other
applications of tax credits and state tax credits that you
can attract capital if they're drafted properly. You can use

them just to attract capital if a lessor is able to take the

credit in the lease purchase agreement situation. Or a

limited partnership is another way in which a person can
become an investor and take a disproportionate share of the
tax credit for that investment if the partners agree, as a
way of getting someone to essentially provide the necessary
investment to purchase that piece of equipment that's
necessary for the business to run.

And so T would like to see the board focus on a
series of ammendments that would attempt to more narrowly and
specificatly focus this tax credit and make it more
applicable and useful than it has been.

COMMTTTEF CHATRMAN RETTS: Just a observation, and
I kKnow Howard's going back to work at the OTA. Before vou
came to this board T think vou had done work on the tax
credit 1ssue. And T think that the findings that staff has

about the effectiveness of tas credits tgs somewhat consistent
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with that, but T see it in a somewhat different way.

As we'll hear later on in a, I think a presentation
from Commerce Department, what we are faced with in
California is competing for recyvcling industries with other
states: We're in fairly intense competition. And while this
may orlmay not be a big deal as far as making a critical
difference, T see it as part of the mix of offerings the
state has that just iﬁdiéates the level of interest and a

range of ways that, to induce businesses to think about

investment in this area.

But clearly the present way it's set up is

'demonstrably benefiting a couple of areas far more than our

priority materials would indicate. And so for that reason
and for the reason of even reporting, although I have some
questions about that.

If we were to follow what track staff's recommended
here about the, the pre-application requirement, I understand
that that would give us information about what motivated a
party to seek a tax credit which right now we really don't,
we don't. have. The indication is that a lot of people find
out that there was a tax credit after thev got the equipment
which clearly isn't very convincing that we're doing much
there. BRut if, would this require a great deal of paperwork,
thia pre-application approach?

MR. HUSTON: ILet me just make a brief comment and
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possibly Jay can provide some more detail. We understand
that one of the states we contacted does have a
precertification requirement. Their comment was that if
they'd like to, they would like to get rid of that. And what
they f%nd is that they get many, many, many, many, many more
requesﬁs‘for precertification than what they get applications
for the credit. And we recognize that there's a time lag
because you have to naturally have more than onekof'the

actual certifications. But our understanding is they receive

many requests for precertification from fairly vague, fairly

not at all thought through ideas. And they're, they are for
thé_most part --

COMMITTEFE CHAIRMAN RELIS: So it becomes a big
deal. They have to cope --

COMMITTFEE MEMBER CHESBRQO: 1Tt seems to me though
that there's a hybrid solution that should be fairly simple.
Someone has to file some limited paperwork in advance to
prove they were aware of the tax credit before the purchage
and then get certified once they have made the purchase and
the equipment is in fact in place. You can have the best of
hoth worlds.

MR. HUSTQN: There could certainly be that kind of
requirement that thev'd have to designate bhefore they bought
Lhe equipment that they werce going to buy it.

COMMTTTEE MEMBER CHESBRO: But vou don't have to go

PETERS SHORTHAND REPORTING CORPORATION  (Q1&) 1362-2345




10

11

12

13

14

15

17

18

19

20

2]

22

through this process of certifying all the ones that don't
result in an actual purchase of equipment, vou know, by not
having it certified in advance.

COMMITTEE CHAJTRMAN RELIS: Now what about this
focuseq approach where right now according to the record you
have hére asphalt concrete, and metals have taken the lion's
share of the advantage on the tax credit. These are two
areas that are not priority materials for us. But what are

vour thoughts on that if we were to exclude or focus the

‘materials as opposed to leave them wide open?

MR. HUSTON: The information that we have at this
point is that both of those industries are extremely cost
effective as they are now and have been without the tax
credit, and especially in the case of scrap metal, have well
established markets, well established collection and
processing, and sources to sell the material once it's been
collected. 1In the case of pavement and asphalt the use of
that material is extremely cost effective compared to the use
of, T hate to use the term virgin vrock, of rock that has been
recaentl]y mined --

COMMITTEFE CHAIRMAN RELTIS: It's stretching the
boundaries of our sensibilitv.

MR. HUSTON: But rock that hasn’'t been used for
astuff hefore. So if, i the tax credit is intended to truly

stimilate markets and got penple thinking about using

PETERS SHORTHAND REPORTING CORPORATTION  (016) 362-2345




10

11

12

13

14

15

16

17

18

1%

21

22

23

24

25

26
gsecondary material instead of virgin material, I think that,
especially if we're going to be limiting or have a limit
placed on the amount of money that the state is in a position
to invest in these Kinds of thingzs. T think it makes sense
to focgs it on those materials where we don't have the
establfshed markets vet, where the cost effectiveness mav be
a bit more marginal, and not, T have to speak from a personal
perspective here, I think it makes a lot of sense to limit it

to the, to the other materials and to specifically exclude

'asphalt, concrete, and scrap metal other than tin cans and

white goods.

COMMITTEE CHAIRMAN RELIS: And then the focus, vour
other recommendation or option would be to put the emphasis
more on the -- let's gsee if T've got it right. The lessor
wouild be the party that could benefit from the tax credit, or
do I have that right?

MR. HUSTON: Both parties —-

COMMITTEE CHAIRMAN RELIS: The lessor --

MR. HUSTON: T1s the one that owns it.

COMMITTFE CHATRMAN RELIS: -- owns it and the
lessee ~-

MR. HUSTCOMN: The lessee is the one that uses 1it.

COMMTITTEFRE CHATRMAN RELTS: And since the legssee 1s
the one that usually doesn’'l have any profit to take

advantage of the tax credit so it's, what Mr. Huff was saving
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is true, that they're not in a position to benefit from the
tax credit that the lessor, the leasing company or the
party —-

MR. HUSTON: Yeah, the options that we indicate
that we might go either way or it could be even left to
negotiéting so that, vou know, between the lessor and the
lessee they would determine which one would get, would
quéljfy for the credit.

One of the concerns that we have with the lessee or

‘with the lessor obtaining the credit is to, the way it's

crafted now, to continue to receive the credit they are
required to report to the board on an annual basis for three
vears how much secondary and post-consumer material they have
used. And since the lessor is not actually using the
equipment the data that we get back may have questionable
accuracy. The lessee mav be unwilling to share the true
numbers .

COMMITTEE MEMBER CHESBRO: Well then it would have
to be, the burden would be on the lessor to have in their
lrase purchase agreement some reporting requirement from the
person who's, who's using the equipment T would think.

MR. HUSTON: Certainly I think it would be posgsible
to get numbers. Again T'm in the, depending upon the
drrangement. and a lot of other things, we might question the

acauracy of those numbers ia the only point 7 want to make.
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But from a, an attraction of capital perspective, certainly
to give the credit to the lessor, the one that owns the
equipment is probably more beneficial. You can probably
attract more capital that way than by giving it to the
lessee.

| COMMITTEFR MEMBFER CHESBRO: Well I'm assuming that
it's in the best interests of the operator or lessee to have

this équjpment, you know, to operate their business. And so

it seems to me that you could again, creatively in the law,

provide some requirement that they have to report in order

for the, they have to agree to that they will report in order
for the Jessor to take the credit. I mean there should be
some sort of an agreement requirement in there that says that
vou will get the same thing as vou would if it was the
operator claiming the credit. That seems doable to me.

MR. HUSTON: It certainly could be.

COMMTITTEE MEMBER CHESBRO: T mean if there was no
connection at all ketween the lessor and lessee in terms of
interest here it might be difficult to accomplish. But the
whole purpose of doing this is so that it makes it possible
for the recveling business to attract that investor who will
Tease the egquipment to them. So T would think it would be in
their interest to, f thers's a necessity for some reporting,
to make sure that that reporting takeg place so bthey can get

that cquipment.
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MR. HUSTON: Clearly the lessor's continued receipt
of the tax credit for the three vears would be, would be
dependent upon getting numbers from the lessee.

COMMITTEE MFEMBER CHFSRRO: So --

COMMTTTEFR CHATRMAN RELIS: Well my observation just
for, to move thig along, is that T'm generally supportive of
keeping it around, Kkeeping the tax credit for the reason said’
earlier, not because T think it's going to be a huge fécfor

in the marketplace here. Tt's probably very minor, but it's

ajmportant in the mix. But I think that we should make it

focused and that would include resolving that issue on the,
or’gjving you direction on the lesgsor emphasis. In other
words find a way if we can to make that work, and priority
material focus.

And then at least it's consistent, I think with the
direction of our market plan which we should try to be
creating some synergy there between all, whatever stimuli
we're looking at to tie 'em back to our market plan. And I
wouldn't see that we'd want to spend too much time with this.

COMMITTEE MFMBER CHESBRO: Well T have, was this
morning leooking over these bills and looking at the staff's
report. T drew up some suggestions for amendments that we
would support. And then presumably between now and the board
meeting the legislative staff could analyze the two bills

from the sltandpoint of which ones need to be azmended, how to
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accomplish those, those, those elements.

The first one ig to extend the sunset date. T'm
not particular about which one. It might be something to be
said fcor the shorter one so it could be analyzed again
whether it's working which is what, 1997 T think --

| COMMITTEE MEMBER HUFF: Why bother?
COMMITTEE MEMBER CHESBRO: -- in one of the bills.
Secondly, T think the idea of it bheing effective

this year was a good one hecause that allows the narrowing of

‘the issues to take effect immediately which has some

potential, immediate budgetary benefit that might be
attractive to the legislature.

Then T think the monetary cap. cven though there
are good arguments against it, I think politically in this
budget environment i1t makes sense to accept a limit. And so
I think we should support a monetary cap.

COMMTITTEE MEMBER HUFF: I'm not sure. Now I'm just
stepping out of, I mean you already know where I am on this,
but T recall some time ago, you have to be careful with
structuring monectary caps. There have been some caps in the
past on credits that the courts have blown up. So it becomes
just window dressing.

COMMITTEF MEMBER CHESBRO: Well mavbe T guess the
way to put it would be, "We're not going to, we wouldn't

obrject to a monetary cap.” T mean T'm thinking in termg of
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COMMITTEE MEMBER HUFF: T understand, but the
lJegislature also knows. The legislature Knows there is a
credit extended to, T think it was computer companies that
donateq computers to schocls, okay. And I think John Bask
himself in fact wrote the legislation. And it turned out to
be a great way for computer companies to dump their surplus
inventory of oblete computers and claim a credit at the same

time. That's not what John had intended but that's how it

‘sort of came out. The volume was far more than intended so

the legislature put a cap on the credit. The court said
there's no way that the taxpayer can know, okay. The
taxpayer just reads the code and says he's entitled to a
credit. OKay. So they blew up the credit. They blew up the
cap. So, you know, cap may he a nice appeavance but may have
no effect.

COMMITTEE MEMBER CHESBRG: Well perhaps the way to,
we could phrase it artfully to say, "No objection to the
monetary cap but there mayv be legal concerns.”

COMMITTEE MEMBER HUFF: You could say that.

COMMITTEE MEMBER CHESBRO: Something to that
effect. But the other wav that's been proposed to limit it
i by limiting the materials that would he eligible by
eliminating some of the --

COMMITTER MEMBFR HUFF: That vou can do.
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COMMITTER MEMBER CHESRRO: -- some of the high
volume materials that, as Mr. Relis has indicated --

COMMITTEE MFMBER HUFF: BRecause there a taxpaver
has certainty and knows most how the code applies to him.

COMMITTEE MEMBER CHESBRQ: Right. 8o the
suggestion I would have is to limit the materials to general
categories that have been supported as high priority for
neediﬁg %ttention in our market's plan which would be paper,

plastic, glass, and compost. Those materials ought to be the

'ones that we get the things targeted on.

Further, in addition to the lease purchase
arfangements, and T need to understand this better, but it's
been pointed out to me as an area that would additionally
help focus this. And that is the idea of limited
partnerships being able to allow an investor to
disproportionately share the tax credit so that somebody
could invest specifically in order to help that piece of
equipment he purchased and take the tax credit for that if
the other partners agreed'to share it that way. That has
been used with other state tax credits effectively to help
attract capital which again T think 1s our goal here, is to
trv to encourage investment in these activities.

And then fifth, to allow reusables. But that has
to he really carefully defined. What we mean about, vou

Enow, cquipment which iu for the purpose of ¢leaning or
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reconditioning durable products for multiple reuses in the
economy.

For example bottle, or T should sav container
cleaning machines that will return containers to the, that
£an belreused over and over again such as milk bottles or
beveraée containers.

Another example would be potentially reusabhle
diapers as another tvpe of durab}e'product that can be reused

over and over again. And there's eqguipment necessary to, for

‘that purpose.

Now I don't know how you craft language which makes
the distinction between that and someone who refinishes old
furniture, let's say. T don't think we ought to --

MR. HUSTON: What about the washer and drving
machines that we all have for clothes in our house?

COMMITTEE MEMBER CHESBRO: Right. Exactly. So
obviously it needs to be tightly, very tightly defined or
we're running the other direction in terms of, we don't want
to be using this to, open this thing up again to a broad
range of unfocused uses. T think it, any reuse language
ought to be very narrowly targeted on certain activities
that --

MR. HUSTON: I c¢an also point out that we have
approved reuse equipment already --

COMMTTTEE MEMBER CHESBRO: 0Oh, we have?
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MR. BUSTON: -- under the current statute.

COMMTTTEE MEMBER CHESRRO: T did not know that.

MR. HUSTON: The one that comes to mind is a
company that washes wine bottles. And we tried to, we tried
to makg a distinction between products that were intended to
be reuﬁed such as cloth diapers versus products that were
only intended to be used once like wine bottles. And, and if
somebody used the diapers after they were all holey and

couldn't be used as diapers anymore and made something from

‘them, then we would allow that kind of a business, but --

COMMITTEF, MEMBER CHESRRO: That's the stretch vou
had to make under the current statute.

MR. HUSTON: Yeah.

COMMITTEE MEMBER CHESBRO: And what T'm saying is I
think that there are legitimate businesses that are helping
to accomplish waste diversion and it will, if we can
encourage more of them to help to accomplish‘waste diversgion
that are using durables that will be reused over and over and
over again returned to the marketplace, that we ought to be
focusing on.

And we had a specific example, and this is really

the one that's motivating me to push this. There is a

company, GF Plaarics, that is marketing a refillable plastic
mitlk bottle. But in order to use it the dairv bottling
plants need to re-, need to buy new equipment. And toe me
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that is every bit as legitimate a use of this tax credit as
sommeone who's manufacturing a product from recvcled
materials.

And I think that we are quite likely to see more of
that go on if the tax credit exists. I really do. I think
that iﬁ gives that additional incentive to make it for an
industry, to switch over essentially that is currently
operating with the traditional plastic jugs or cardboard milk
cartons, you know.

So the issue of how Lo narrow it needs a lot of
discussion and T don't know that today we can, we can
prescribe that, but just suffice it to say. assuming that
something like what I'm talking about passes the committee
here, that we indicate a support for a narrow definition to
avoid abuses.

COMMITTEE CHAIRMAN RELTS: 1Tt seems to me the
direction, at least that's been expressed, vou asked for
general direction, and the general direction would be to
focus and restrict the materials and, T don't Know, this
suggestion Mr. Chesbro made. My only concern would be if it
gets too difficult to fold that into our recommendations and
direction, then T would not want it to deter the other.

COMMTTTEF. MEMBFR CHFESBRO: No, T agree with that.
All these suggestions arce [lexible in nature. They're not

drop-dead, vou know, "Tf vou don't do this we don't want je."
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COMMTTTEFR CHATIRMAN RELTIS: And then the overriding
thing would be given again the view that this prohably got
limited impact, not to burden ourselves with a cumbersome
svastem, kKeep it very simple, as simple as you can get it
becausg the, the diversion potential here probably doesn't
warran£ too much staff time on this.

COMMITTEE MEMBER CHESBRO: I, I didn't put this on
my list but we did talk about it earlier. I think that along

those lines the idea of a, some sort of a early filing,

‘pre-purchase filing of some paperwork would be necessary to

qualify, and then the certification would take place after
purchase. T think we should look, try to work on some
approach that would accomplish both, both needs of keeping
the paperwork down and making sure that people were aware of
the tax c¢redit before they made the purchase.

MR. HUSTON: And is the intent of that to make sure
that thev Xnew about the credit before thev bought the
equipment? Is that as T understand —-

COMMITTEE MEMRER CHESBRO: Yes.

MR. HUSTON: -- what the idea is here? So it's not
something, it's to try to eliminate the windfall aspect of
this, is that right?

COMMITTFF MEMRBER CHFSBRO: PRight. Right. T mean
'y not a perfect solution,

COMMTTTFEE MEMBER HUFF: «hat did theyv know and when
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did they know it.

COMMITTEE CHATRMAN RELIS: It's not the winafall S0
much as that there's some decision has been made that's tied
to the tax credit, and after. But again if that were to
becomelhigh]y burdensome I wouldn't even consider that
cruciaf.

COMMITTEE MEMBER CHESBRO: I think though that New
Jersey was éomblaining about the need to go througﬁ and

analyze and certify the multiple pre-purchase applications

'Lhey had. And if we don't have to certifv something, we

don't know if it's even gonna happen, but we simply have some
sort of a filing process that is a notice of intent mavbhe,
something like that. Some sort of a, a, so it accomplishes
the goal without our staff having to necessarily do wasteful
certification for things that may never happen.

MR. HUSTON: We could certainly, for example, ask
them to just pre-file basically and also to tell us what
secondary material they expect to use and a rough estimate of
how much annpual, sort of clear the lines.

COMMTTTEFE MEMBER CHESBR(O: Tt's very simple.
Simple. Simple.

COMMITTER CHATRMAN REJLIS: Well is there a motion
cn thio?

COMMITTERE MPMBFR CHESEBRO: Yeah. T would move that

we [orward the, or give the ctaff a list of potential
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amendments to work on between now and the board mecting, and
present those to the board in conjunction with the
legistative committee's recommendations for, to support or
amend.

COMMITTEE CHAIRMAN RELIS: <Call the roll.

COMMITTEFE SECRETARY MS. WADDELL: Board members
Chesbro?

COMMITTEE MEMBER CHESBRO: Aye.

COMMTTTEE SECRETARY MS. WADDELL: Huff?

COMMITTEE MEMBER HUFF: No.

COMMTTTEE' SECRETARY MS. WADDELL: Chairman Relis?

COMMITTEE CHAIRMAN RELIS: Ave.

So this will not be a matter of consent?

COMMITTEE MEMBER CHESBRO: No.

COMMITTEE CHATRMAN RELTIS: Okay. We'll move on to
the next item. And we'd like to call in Wes Frvin from the
Nepartment of Trade and Commerce who we've asked to be with
us today. T Know this is one item out of order but since
vou're here and time is important to vou. We appreciate vour
patience.

But Wes, you're prepared to give us a report on the
Arizona law that has passed and its' relationship to our
offorts to attract secondary industry, correct?

MR. FRVIN: Yes, a very brief one.

COMMTTTEE CHATRMAN RFI.TS: Okav. T would just like
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to sav a couple of words in advance of this. T think this
subject is extremely important to our market development
efforts. 1Tt's clear that some states are recognizing that as
we have found out in our analyses, that there's job
genera?ion potential and fairly substantial in attracting
secondéry industries to states. And the Arizona law I think
speaks to that, and this is real important information for
this board to consider. So please go ahead.

MR. ERVIN: Okay. Thanks, Paul and committee

‘members. ~Thank vou for inviting Trade and Commerce and

mvself here to provide an update on some attraction efforts
and specifically a, an individual attraction effort.

IT'm Wes Ervin. T'm a business development
specialist at the Trade and Commerce Agency. Qur agency has
for two yvears now enjoved a good working relationship with
the integrated waste beoard, primarily through our mutual
membership and participation on red teams which in several
cases are teams that we've pulled together to attract paper
projects including paper recvecling projects, including two
that are considered to be veryvy major projects in California,
MacMillan Blcocedel and Fort Howard.

Fort Howard T'11 speak to specifically since the
Arizena legiaslation has affected that attraction effort. Tt
iz by all measures a major industrial attraction project in

California. Tt involves 8500 to $600 million investment on

PFTERS SHORTHAND REPORTING CORPORATION (916) 362-234%
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2.000 acres. Would employ up to a thousand people
permanently, and would recycle a humongous amount of mixed
paper waste --

COMMITTEFE CHAIRMAN RELTS: A what?

MR. FERVIN: Humongous.

COMMTITTEFE CHATRMAN RELTS: Could you qualify what
you mean by humongous?

COMMITTEE MFMRER HUFF: 1Is that a technical term?

MR. ERVIN: That's generated in the Southern

‘California, Los Angeles area.

COMMITTEE CHAIRMAN RELIS: Is that a proprietary
number?

MR. ERVIN: Right. Just don't have it handy.

They would convert this mixed paper into tissue
products. This is, as you know, a major United States
manufacturer based in Green Bay, Wisconsin. The company, its
representatives have visited California four times over the
past vear, looked at a number of sites, and have indeed found
a viable gite in Southern California in an enterprise zone,
in a market development zone. Our competition currently is
Arizona. Nevada has been dropped ount as a candidate.

The two Key issues facing us in attracting this
project, in wooing Fort Heward, are costs, both construction
and operating costs, and the permit process.

In the area of costs. Until) May 6th of this year
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California was compeling head-to-head on total overall costs
with Arizona. We had gsome disadvantages but we had a
distinct advantage in the area of water and in
transportation. We were cloger to the supply and to the
market.

| With regard to taxes we were, until the legislation
passed in Arizona this month, competitive. We had a lower
propetrty tax but a higher sales tax.

On May 6th however the Governor of Arizona signed

‘Senate bill 1421 which provides property sales and income tax

breaks to "environmental technology manufacturers, producers,
or processors." If environmental technology is defined the
same way we're intending to define it in California that
could include everything from solar electricity generation,
electric vehicles, and recycling, and a number of other
categories. The bill passed and essentially it gave Arizona
suddenly about a $40 million tax advantage over California.

COMMITTEE CHATRMAN RELIS: For this project?

MR. ERVIN: For this project.

COMMITTEE CHATRMAN RELTS: $40 million?

COMMITTEE MEMBFR HUFF: What percentage of the
taxes? T mean what are we talking about? A ten percent cut?
Twenty percent cuhb?

MR. FRVTN: T don't know that in terms of

percentage. What it did 1s it concentrated in three areas.
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One is that it reduced the property tax so that it's now
essentially comparable to California. It provided sales tax
excmptions, and both of those were about a $20 million shift
in the tax liability.
. COMMITTEE CHATIRMAN RELIS: Now 1s that over many,
many, many years?

. MR. ERVIN: That I don't know. We've had a --

COMMITTEE MEMBER HUFF: Yeah, that's —--

MR. ERVIN: We've had a earlier version of the

bill. Also there are some construction and material tax

credits, consumables and construction. So in essence the
coﬁpany has told us that Arizona, they've told the press by
the way. Nothing about this is confidential. Everything I'm
sayving is in the press --

COMMTTTEFE CHAIRMAN RELTS: Okay.

MR. ERVIN: -— or has been in the press. They've
told us that Arizona would not have been considered without
the passage of that bill, but now that it has passed Arizona
is probably the primary site.

COMMITTEF MEMBER CHESBRQ: 1It's a bidding war.

COMMITTEE MEMBFR HUFF: Well it's not the first
time that companies have plaved states off against each other
in a bidding war.

COMMITTERE MFMBFER CHESBRQ: I don't mean this to be

negative about this concept of helping. 1In fact I'm

PETERS SHORTHAND REPORTING CORPORATION (916) 362-7345




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

supportive. But T do remember a time when T heard that it
was going to Arizoma and California hadn't been raised vet,
and it makes you kind of wonder about the company's strategy
in trying to maximize whatever they could get out of whoever
winds up getting the site.

| MR. ERVIN: That is also true and much of it is
speculative.

COMMITTEE MEMBER CHESBRO: That's not a reason to
be competitive. Don't misinterpret what I say.

COMMTTTEE MEMBER HUFF: The $40 million, that's a
big number. Would vou liKke to reconsider your thoughts on
tax?

COMMITTEE MEMBER CHESBRO: (Member laughed.)

COMMITTEE MEMBER HUFF: Well T'm serious. 1 mean,
the-speaker has menticoned, dces a bhill have to be exempt from
state sales tax manufacturing cequipment?

MR. ERVIN: That's correct.

COMMITTEE MEMBER HUFF: Okay. And the California
Manufacturing Association is strong supporters of that bill.
They say it creates jobs, that the tax cut more than pays for
itself with the jobs 1t creates. T think the speaker says
that too.

COMMTTTEF MEMBER CHESBRO: Sounds like supply side.

COMMITTEF MFMBFR HUFF: Well the speaker is the

supply side.
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COMMITTEE CHATRMAN RELTS: Well let's go on with
the presentation.

MR. ERVIN: ILet me say Jjust a minute or two about
permits. Even they, we still have some advantages and some
disadvgntages. The main concern expressed by the company was
a concérn with the permit process in California. It is more
lengthy, more costly, less certain, and certainly more
compléx than the Arizona process. Also they had been

watching the process of getting the MacMillan Bloedel project

.permitted in West Sacramento.

So without belaboring the point or without myself
geﬁting involved in the debate about incentives for companies
and states playving off against each other, etcetera, to be
competitive with Arizona and other states what we must do is
to improve our business climate.

As you all know Adept, I believe it was yesterday,
announced its legislative package f[or economic development.
The Governor has a plan, a similar plan. There have been
bills to reform the CEQA process introduced, bills for tax
credits to manufacturers including the Speaker Brown bhill,
including the ones that vou've been discussing eaplier,
regulatory reform bills, and hills for loan and grant
programs to cncourage selected inductries. So there is a
plethora mf cconomia development. legizlation and almost

evervbody 1is universally concerned about California's
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competitive c¢limate. T don’'t have anything else to add.

COMMITTEE CHAIRMAN RELIS: What, just in terms of
the permitting process, from what vou understand in Arizona,
what would they be able teo do that we might not be able to do
in terms of -- turnaround time, I suppose, is the hig
considératjon?

MR. ERVIN: 1In terms of turnaround time my
understanding is that it would be a matter of nine months to

a yvear instead of certainly over a vear in California with

‘the complexity and the size of the projects involved.

COMMITTEE CHATRMAN RELIS: Well this was brought up
as an information item. Tt's also been raised by several
people that, on the board that this is something we ought to
take a look at from the standpoint of our market plan, set a
goal, or not a goal but it's stated that we had 20 to 25,000
potential manufacturing jobs in the state, but only if we
were in a position to close deals, have them locate here. I
wonder where we go with this.

COMMITTEE MEMBER CHESBRQ: You have to wonder where
the people are going to work in California, who are the
market that are supposed to buvy these products that these
manufacturers that are in California's borders are going to
be producing, vou know. Tt'ea kind of strange.

COMMITTEF CHATRMAN REITS: Do vou have any

thoughts, Mr. Huff, with vour background in watching the
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states compete with each other here? A state, a neighbhoring
state is determined that they want to attract environmental
technologies and ante up, I guess in a pretty big way.

MR. ERVIN: Did I have any thoughts?

COMMITTEE CHAIRMAN RELIS: Well I was asking Mr.
Huff.

COMMITTEE MEMRER HUFF: Well it puts California in
a hafd épot with our current economic budgetary constraints.
California hasgs never really played that game.

COMMTITTEF CHATIRMAN RELIS: Yeah, T know.

COMMITTEE MEMBER HUFF: And there have been a
nuﬁber of things that has been said that we lost. The Saturn
plant to what, Tennessee, and a number of other things. I
remain of the belief that many times, maybe not to the tune
of 540 million, but many times the concessions are the, just
sort of the icing on the cake, that the real decision still
centers around the fundamentals of the business, whether the
supply lines are too long, whether the permjt proceés or the
overall costs of doing business are beneficial. And that
thege things, with some exception perhaps, because like I
said $40 million is a big number, with some exception these
things ére juct extras that husinesses manage to induce out
of particularivy smaller states. T don't think many of the
hig states'p]ay this game.

MR. ERVIN: T think in fterms of incentives probably

PETFRS SHORTHAND RFPORTTNG CORPORATTON (916} 362-2345
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the discussion you had this morning in terms of monetary
incentives is generally acknowledged amongst the economic
development committee that theyv are not often, I mean they
can be major incentives, and states and communities can in
fact bgy projects. ’

| I think we heard one on the radioc vesterday. A
company is moving out of, I think it's the Dreyfuss;Companies

are moving out of New York and into Connecticut because of

some significant incentives. However I think it's generally

‘considered that they are more in terms of tie breakers as

opposed to significant decision, decision-making elements.

And something earlier that yvou said, Paul, having
to do with the mix of incentives, and the mix of business
climate 1issues are very important. The proper mix is
gituational depending on the type of company. It depends on,
first of all, what other states are doing, obviously. It
depends on the type of industry involved. The growth
industry such as the biotech industry for instance, typically
has, hags little interest in an enterprige zone incentives.
But a smaller company or a company in a declining industry
might really leap at an enterprise zone tax credit. It also
depends on the phase of the industry whether the industry is
in a growth, mature, ¢r declining stage, whether the company
i a startup or not. So there are many, many factors

involved in these incentives.
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COMMTITTEE CHATRMAN RELTS: You know is this a, if T
could Jjust ask, 1s thisgs all public now? Thev've announced,
Fort. Howard has, about the location that was under
consideration in California?

MR. ERVIN: They have announced that and it has
appearéd in the paper, but California is still in the running
for this project.

COMMITTEE CHAIRMAN RELIS: Yeah. Because I was

down just a couple of weeks ago at the site where this

‘proposed mill was going to go in and met with the zone or the

Riverside zone manager there. And at that point this bill
was only an idea or, I mean it was a bill not a law. And
with distinct advantages. The water rates and the property
taxes, suprisingly the property taxes were well below what
they were in Arizona at that time and of course the transport
distances.

So T don't think we're out, completely out of this
vet because we still have, we have the 32 million people
approximate to where this mill would be and T'm just, I'm
chviocusly concerned and distressed that we could lose this
particular plant. The Fort Howard is an excellent company,
its environmental controls, ite technology is world standard
technology in paper making, and converting mixed paper. This
was going to he, thig ig a priority material for us. So T

asaume the red team is atil)l intact ard —-
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MR. ERVIN: The red team is intact and we are still
working very hard to attract this company to California and
we still could do that. We're one of three sites still
currently in the running.

The Arizona bill, it's my understanding that it
passed.very, very rapidly after it was introduced and there
were about five major projects that they were trying to
éttraét to California or to Arizona including the Fort Howard
project.

CCMMITTEE MEMBER CHESBRO: The other thing to keep
in mind, to be, to rain on the parade a little bit, and I've
hinted at this earlier. I've had an experience on the north
coast where a major manufacturer came to town and the
coemmunity thought that they were serious about locating
there. They had another proposal going in Seattle where they
already operated and they alsc had union contracts. And come
to find out that their application, their application in
Humboldt, after we spent a lot of time and money trving to
help them was, appeared in the end to really be aimed at
giving them more leverage for rollbacks in Seattle with their
workers, vou know, 30 that thev could, thev could say to
them, "Well we could afford to stay here if vou'll agree to a
couple bneks less an hour." That was quite a disheartening
experience for the community because we spent a couple of

vears pursuing these folks in good faith.
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I know nothing, no where near enough about the Fort
Howard situation to know that that's the case. But T think
you also have to really keep vour antennas out and be alert
to whether you're simply being used as a leverage to get the
maximuq advantage and whether or not the intent is seriocus or
not. |

Certainly it is, and I agree with Paul it's a
reputable company, certainly if it is, vou know, we need to
do what we can to get them within reason.

But it's Jjust another thing that happens sometimes
with thege, in these situations is that having a, I mean it's
just good business to have a number of options available in
order to get the best deal that you can, and if you, you
know, ride into town and say we've selected vou and you're
the only place you don't really have any leverage to get the
best deal. So we have to just be aware that's, that that can
happen as well.

COMMITTEE CHAIRMAN RELIS: Well T Kknow we've worked
real closely with Wes and with Trade and Commerce and with
the offices of Planning and Research on the fast track
approaches. T'm just trying to think and ask the committee
nembers what i1f anvthing we could do to direct staff to, 1
Aon't know, laok at our 2one program, wavg of enhancing our
role in bettoer determining what nould be offered?

COMMITTEFR MFEMBRR CHFSRRO: On a broader basis --
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COMMITTEE CHAIRMAN RELJTS: What makes sense?

COMMITTEE MEMBER CHESBRO: This is the flip side of
what I was saving. T Lhink there's a broader positive impact
on the zone, potential impact on the zones and on recvcling
market. development of having an example like this to help
focus ghe legislature, the administration, and the public on
the potential that recycling market development has, and it
could be an opportﬁnity to bring more resources, more
incentives and more resources to bear in the zone.

I mean if if we can focus on a major facility like
this I think it can demonstrate that the zones have far more
potential than just the relatively small businesses that the
exiéting incentives are designed to attract. And perhaps we
could have more mechanisms built into the zone program that
we could look at a legislation which would, you know, provide
greater opportunities. And T would be very open to that.

COMMITTEE CHAJRMAN RELIS: Well for one thing I
think it would be helpful at the market committee, just from
this, to have a regular exchange with Trade and Commerce if
it wouldn't be too much trouble. If we could call on vou

from time to time, Wes, tao --

MR. ERVIN: We'd all be delighted over there.
COMMITTEFE CHATRMAN RELTS: -- to get this feedback
gaing. And then, then, do vou have, Jess, do vou have any

thoughts?
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COMMITTEE MEMRER HUFF: (Member shook head.)
COMMITTEE CHAIRMAN RELIS: Okay. Well I'm going to
suggest that staff in the, be directed to track this very
closely and report back to the committee at the next meeting
on the‘status of this project, and any thoughts about the
re]atiénship of our zone program as currently constructed to

how it might be enhanced to be more attractive in

consultation with the Department of Trade and Commerce. And

that's general but I think, I don't know what more to say

‘about it at this point.

COMMITTEE MEMBER CHESBRO: Well one idea T have
that may or may not turn oubt to be a useful one. But in
addition to the question of state taxes and state incentives
we also want to consider whether authorization could be given
to local governments to provide additional incentives to, you
know, provide, within recvcling market development zonhes.

COMMITTEE CHAIRMAN RELIS: But they have that
already 1 would think.

COMMITTEE MEMBER CHESBRO: T don't think so. 1
think their authority is pretty limited in terms of the kinds
of , what's the right word here, different, differing tax
treatments and diflfering businesses depending on whether
theyv're in the jocatjon or not. T believe within, within
enterprise zones they have more flexibility in terms of, for

example lower sales tax or lower property tax or specifics.
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But they, T think within the recycling zones the tools that
they have are somewhat limited.

Is anybody here on staff aware of how much
flexibility local governments have within recycling zones?
For ex§mp1e, to offer a lower property tax rate or a lower
sales ﬁax or --

MR. SMITH: I don't know in detail what the legal
requirements are for seitiﬁg those incentives. T know that

in the number of applications that we've received for zones

‘that there are quite a number of incentives listed. Now I

" think we have to look to see what, vou Know, what those

actual limits are.

COMMITTEE MEMBER CHESBRO: My impression is that
they are mostly linked to other programs like redevelopment
agencies, enterprise zones, CDBG block grants, other programs
that they're combining with what we offer from the state
level, but that their legal ability to say give relief on
certain types of taxes. And thev can ask for fees T believe,
vyou know, building fees, but. T don't think property tax and
sales tax tvpe of activities that they have the authority
to --

MR. SMITH: T think we have to Jook into that to
answer vour question.

COMMITTFE MEMBER CHESBRO: So some authority to

provide 1local tax relief might be, T'm just mentioning T'm
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not pushing that as the solution. T1'm just saying that's one
of the things that maybe we ought to look at. And that gives
the logal government a tool if they think it's a worthwhile
trade-off. The benefits they would gain versus whatever
price Tight be involved.

| MR. SMITH: 1T think we as staff could look into the
types of incentives and where those authorities have come

from.

COMMITTEE MEMBFR CHESBRQ: Of course if they don't

get any property taxes anymore then as someone over there in

the Capitol has proposed --

COMMITTEE CHAIRMAN RELIS: Well let's get a
preliminary rundown at the next meeting.

COMMITTEE ﬁEMBER HUFF: But our schools win too.

COMMITTFE MEMBER CHESBRQ: ({Member laughed.)

COMMTTTEE CHAIRMAN RELTIS: T'd like to thank Wes
Ervin for coming here and that’s an excellent presentation.

MR. ERVIN: Thank vou.

COMMTTTEE CHATRMAN RELTS: Okay. Well we'll move
onto the next item then.

MR. SMTTH: Okay. This ig the presentation by
California Futures reporting research on minimum content
tradable credits and manufacturer's responsibility. As vou

recall at the committcee's December 10th, 1992 committee

meeting, California Futures presented six of 22 market
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development recommendations they had investigated under
contract to this board.

At that committee meeting the committee directed
staff and California Futures to more fully analyze each
optionﬁ compare their effectiveness, and present their
findinés to committee. California Futures has completed that
work and will now present these findings.

But first of all I'd like to have Bill Huston
provide a little introduction. Bill.

MR. HUSTON: Since T was totally unprepared for
this I'd Jjust Jike to introduce Bill Shireman, president of
California Futures.

COMMITTEE CHAIRMAN RELIS: Our intention will be to
break about 12:30 so i1f you could focus vour comments and
then give us some time for discussion?

MR. SHIREMAN: Okay. We will be concise. Good
morning, Mr. Chairman and members and staff. I'm Bill
Shireman with California Futures. This is Wendy Pratt with
California Futures, and Mark Merritt.

This morning we will be presenting the results of
the cost benefit analysis that we have been developing of six
Market Develcopment policy options. This is the second phase
of the work that we have been performing for the Market
NDevelopment cubcommittee for the board.

In the first phase we developed a univerzs of
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market development options from which policy options could be
selected for further analvsis.

The second phase narrows that tist of 22 options to
six and, for further discussion.

The presentation this morning -- if I can figure
out the system here which evidently I can't.

The presentation this morning is going to touch on
five points. First, we're going to discuss the policies
themselves, present the list of policies that we analyzed.

Second, we will go through the method of analysis,
the cost henefit analysis method that we used to develop the
daﬁa.

Third, we will summarize our findings.

Fourth, we will present to vou the detail of some
of those findings.

And fifth, we'll go thorugh ocur conclusions.

The polic¢ies that we looked at in depth are first,
manufacture utilization. That is a requirement that
manufacturers earn or purchase credits equalling 50 percent
of the packaging that thev put in the marketplace.

Second, a requirement that 15 percent of glass and
plastic bottles be refilled, beverage bottles be refilled.

Third, a recvcle content requirement for corrugated
and box board of 80 percent.

Fourth, a printing, writing paper, requirement of
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Fifth, a requirement that public agency who use
compost must.use 80 percent vard trimmings and other
materials from municipal solid waste.

And sixth, that there be 40 percent recvcled
conten£ in plastic industrial containers. That process is
specifically is aimed at HDPE Market Development.

The cost benefit approach that we used is

straightforward. And that is that the net benefit, or cost

‘of the policy overall to the California economy, is the sum

of first the value of the materials that are being diverted
plus the natural value of indirect jobs that are created,
Jess the net cogt of collection and recyvecling after deducting
avoided collection and disposal costs, less the total
additional cost to end users, pubiic administration, and
private administrative costs.

COMMITTEE MEMBER CHESBRO: Why did you say indirect
jobs only?

MR. SHIREMAN: They are, the value of direct jobs
or the cost and value of direct jobs is already encompassed
in the costs to end users and the cost of recycling. 8o both
are counted bul. the indirect benefits also need to be added
to the analvsis.

The proper use of this coust benefii analvsig is

really in indicating the relative direction and magnitude of
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the effects that can be expected from these policies, not
necessarilv to determinc the precise costs and benefits or
jobs that are, that would result from these policies.

So for example, vou can use this analysis to
determjne whether a particular policy is going to result in a
net cost or a nel benefit. And yvou can use it to compare one
policy to another to.get a feel for the magnitude, the
compafative magnitude of those éosﬁs or benefits.

MS8. PRATT: The costs and benefits can be expressed

on a per ton basis, on a total net cost and benefit basis,

and on a diversion basig. First we're going to cbmpare
poiicies overall and then go into a little bit more detail on
each of those.

We're going to be to be switching back and forth
from overheads to slides so bear with us here.

COMMITTEE MEMBER CHESBRO: Are we, I hate to like
dwell on something, but are we in too big a hurry for me to
really understand this cost benefit equation?

MR. SHTREMAN: We can go back, sure. Assuming I
can figure out this we can go back.

COMMITTEE MEMBER HUFF: We do not want vou to be in
the dark.

COMMTTTFFE MEMBER CHESRRO: Are these pluses and
minuses on the slide? Are theyv meant to be pluses and

minuses?  Boecgause if the indirect jobs are counted as a plus
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and the direct jobs are under additional cost to end users
then those are considered a minus in terms of cost. T don't
really understand how they're, one's being viewed as a cost
and one's being viewed as a benefit.

MR. SHTREMAN: T think it may be most useful to
examiné this in the individual case studies because I think
the 1llustrations will be valuable.

COMMITTEE MEMBER CHESBRO: Obviously you didn't

intend to do that so T just haven't figured out your

'methodology vet. I'll trust you for the moment. Maybe I'11

understand it better when you --

MR. SHIRFMAN: Okayv. Or we can pursue questions at
that time.

COMMITTEE MEMBER CHESBRO: QOkay. Okay.

COMMITTEE CHATRMAN RELTIS: Are you on page six? T1Is
that where vou were?

MS. PRATT: Yeah, six. On a cost or benefit per
ton diverted basis, the plastic and glass refillable policy
has the highest net benefit of up to 51,000 per ton. The
corrugated, printing and writing, and compost policies also
have a net benefit. The manufacturer utilization policy has
a modent net <ost about $40 a ton. And the plastic
industrial container recvale content policy has a high net
cont. of almost $1,000 a ton.

Tf wo look at the btotal nel cost of henefit over
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the seven vears of the analvsis, and that would be up to the
vear 2000, the corrugated policy has a net henefit of about
$1.5 billion. The, together printing, writing, compost, and
the refilling policies have a combined benefit of about
three-quarters of a billion dollars. And the manufacture
utjlizétion and plastic industrial container policies have a
net cost of up to $2 billion. And it's important to point
out that most of the cost of those two policies is driven by
the high cost of recvcled plastic.

Now loéking at diversion instead. The utilization
policies have thé most dramatic impact. And theyv could
poigntially divert between 10 to 20 percent of the waste
stream each vear.

Corrugated also has a fairly high diversion impact
of about four percent of the waste stream each vyear.

The other policies have relatively modest diversion
impacts of two percent or less annually.

COMMITTEE CHAIRMAN RELIS: Do you have compost?

MS. PRATT: Compost would be about two percent.
Now what that says is that public agencies used a lot of
compost they would divert. Thev could divert two percent of
the waste stream. TIf compost was made that's a different
diversion estimate.

MR . SHIREMAN: And would compost, we think the

issue there jis the particular policy that was analvzed not
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thae potential of compost.

COMMTITTEE CHAIRMAN RELTS: Yeah, yeah. Okay.

MR. SHTREFMAN: And we have some comments on that
later. This gets to the jobs impact. We analyzed the
overall impact that these programs would have on jobs, that
the difect jpbs that would be created. The indirect jobs
that are created as an effect of the multiplier effect there,
and also anv jobs that migﬁt be lost directly or indirectly

through the diversion of capital or of investment to, to

these functions.

The largest increase in jobs, and this is net jobs
again, overall jobs including gains and losses. The largest
increase in jobs resulted from the utilization policies.

That resulted in about a 6,500 net increase. That was
followed by the corrugated policy, an increase of almost
3,000 jobs. And the refilling policies, and the printing and
writing paper policy which resulted in about 800 jobs.
Interestingly, and we'll] get into this in a bit, the plastic
recycle content policy produced about 1,100 jobs and lost
about 1,000 jobs so it came out virtually, virtually even.

Now a valuable guestion to ask is how much 1s the
costing or benefiting society as a whole for each job that is
crogted? Five of the policies here essentially paid society
Lo wreate jobs based on the analvsis that we performed. They

pay about $14,000 te §15,000 por job. Tn other words, as a
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net economic bhenefit Ffrom the implementation of the policies.
The utilization policy as it's, as it is structured in the
report costs about $40,000 per job. And again most of that
cost is driven by the cost of plastic. The plastic recvcle
contenp policy imposes rather enormous costs of about §1
mi]lioﬁ per year per Jjob.

MS. PRATT: We also estimated the seven-year
administrative Eosts for each policy, and then again ﬁhis is
more of a comparison between the policies.

Only two of the policies are likely to have
significant public and private administrative costs, the
uti;izatjon and the corrugated. For the manufacture of
utilization policy, administrative costs could be about $500
million. Corrugated administrative cost would be
approximately $200 million. Again, this is spread over a
geven~-year period. The other policies have lower
administrative costs, $15 million or below over that seven
years.

COMMITTEF MEMRBRER CHESBRC: Can T ask vou another
question?

MS. PRATT: Uh-huh.

COMMTTTEFE MEMBER CHESBRO: You split packaging
utilizaticn into two differcnt categories. What's the
difference?

MS. PRATT: Right. What we looked at with
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utilization was one policy that was a straight 50 percent
utilization. The second policy we refer to as increasing
packaging utilizaticon, hyped up utilization rates to 80
percent in two thousandths. That's two years at 50 percent,
two at 60, two at 70 --

| COMMITTFEE MEMBFR CHESBRO: Phase in.
MS. PRATT: -- and then 80 percent.
COMMITTEE MEMBER CHESBRO: Okaf. Thank vyou.

MS. PRATT: Next we're going to go through each of

.these. these policies. We're going to summarize some of the

resulits.

MR. SHIREMAN: For the manufacture utilization
policies there's very interesting results. It shows a cost
per ton of S40 and again a seven-year net cost of 1.5 to §2
billion. It achieved the highest level of diversion, 11 to
18 percent diversion, creating 6,500 new jobs at an annual
cast per job of about $44,000.

Now very significantly again, if plastic were
cxcluded from this policy or if the policy were restructured
in some way to reduce plastic related costs, then the policy
results in a benefit of 370 per ton. So the policy impact
switches there.

The -- is this right? Yeah, it is. Okay. Since

we're there.

We know Lhat sometimes one particular assumption
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will drive the results of an analvsis very powerfully in one
direction. And so for each policy we changed Kev assumptions
to determine the impact of changes those assumptions had on
the results of the analysis. We look at such things as
inc]ud@ng or excluding different material types., changing
assumpfions about jobs and so on.

And we concluded that, for example, without
aluminum, the cost of manufacturer utilization policy almost

doubles. Very interestingly without plastic again, the

'manufacturer utilization policy reverses from the $40 per ton

cost to the $70 per ton benefit because the cost of recycling
p}éstic is so high.

Now also interestingly, you can see from this
chart, to put the cost of manufacturing utilization in
perspective, as the cost of landfill disposal increases over
time --

COMMITTEE CHATRMAN RELIS: What page are you on
now?

MR. SHIRFMAN: This is now, I'm sorry, 14. So we
switched 15 and 14 on vou.

As a cost of landfill disposal increases over time
the cost of manufactured utilization deceases. So that vou
can see on this chart that we hwegin with a $70 per ton cost
under the program. We end in the vear 2000 with a cout of a

little less than S10 per ton.
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MS. PRATT: For the policy that mandates a 15
percent refillable market share for glass and plastic
beverage containers, this policy has the highegst net benefit
of any of the policies that we analvzed. For plastic
containers there's a potential benefit of up to $1,000 per
ton of plastic diverted. For glass there's a smaller but
still significant benefit of between 260 and $460 per ton.

The combined seven-vear net benefit of the policy

ranges from $40 million to $112 million. Refilling has a

relatively low diversion impact but it will have a positive

impact on glass and plastic secondary markets. The policy
wiil create aboul 800 new jobs and these have an annual
benefit of between 14,000 and 23,000 per job.

COMMITTEE MEMBER CHESBRO: What is the beneficial
impact on secondary glass and plastic markets?

MS. PRATT: By refilling vyou're diverting glass,
cullet, and plastic, secondary plastic Erom the marketplace,
so vou're reducing the supply of cullet and plastic.

COMMITTEE MEMBER CHESBRO: Ch, okay.

MR. SHIREMAN: You also may be, and part of the
intent of these policies is not necessarily to create a
demand that is in and of itself sufficient to provide for the
supply of materials that are generated bul to stimulate
investments that c¢an have other purposes. And so this

policy, we think, may help to lay the foundation for a
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greater reuse and refill opportunities. So the direct, so
while the diversion impact of the policy directly may be
limited, it may spur investment that would create
opportunities elsewhere.

MS. PRATT: In the sensitivity analysis for glass
refi]]fng none of the assumptions that we vary, are varying,
all these assumptions didn't change the overall benefit of
thé policy. And in fact when we increased the refillable

market share to 20 or 25 percent the benefit per ton

increases. And basically no matter what reasonable

assumptions that we made the policy results in a net benefit.

For plastic refilling, with a lower market share or
lower cost container such as school milk cartons, there may
be a cost to the policy, and that's at the bottom of these
blocks here. With higher market share or more valuable
containers being refilled such as HDPE soda bottles, the
benefit increases and in fact it's quite large, $§1,000 per
ton or so.

MR. SHIREMAN: For the corrugated box board policy
there is a net benefit that ranges from $13 to $115 per ton,
and a seven-vear net benefit of $130 million to $1.7 billion.
Now that's a ten-fold spread between the low estimate and the
high ostimate of henefits for this poliay.

The three factors that are most responsible for

this ton-fold gspread are first, the price of the material
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which can vary a great deal; second, the quantity of material
Lhat we assume to be diverted from the California waste
stream; and third, the investment that is required by the end
user. And that very significantly is driven by whether
trading is allowed and facilitated, trading of credits is
a]lowed and facilitated under this policy.

If trading is permitted then a few end users can
make the investment to acﬁieQe the ovefa]l recycled content

mandate. If trading is not permitted then all end users

'wou]d need to make that investment. And so the total amount

ol investment required would be much higher and hence the
costs of the policy would be higher.

TIf we use the mid-range estimate of diversion from
California, this policy converts two million tons a vear or
about four percent of the state's waste. Tt creates 2,800
new jobs overall at an annual benefit of about $43,000 per
job. The gensitivity analvsis for corrugated indicates that
if, changing two assumptions resulted in an increase in the
benefils, in the benefits of this policy, changing three
assumptions reduces the benefit of the policyv. Using
relatively high estimates of indirect job creation and
diversion increases the benefit. On the other hand using
more modest eastimates for Job oreation, recyeling cost, and
Tandflill cogst reduces the benefit.

MS. PRATT: The next policy we looked at would
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require 30 percent recvcled content in printing and writing
paper. This policy has a henefit of around 50 to $100 per
ton. The seven-vear notl benefit would be between 100 and
$400 million. The primary reason is the high value of paper
that'stbeing diverted under this policy. Californis
diversion i5 going to bhe relatively low. We estimate about
one percent. This is low in part because most of the
printing and writing paper that's sold in California-is
manufactured out-of-state. This policy --

COMMITTEFE CHATRMAN RELIS: So you're not assuming
then that there would be a cycle of plants developed here?
How would that affect --

MS. PRATT: In our sensitivity analysis we looked
at what would happen if diversion increased and that makes
the policy more beneficial. But we're assuming initially
that it's the same.

COMMITTEE CHATRMAN RELIS: All vright.

MS. PRATT: The policy creates about 400 new jobs
and these have an annual benefit of $48,000. In the base
line model we used relatively high recyeling costs and low
diversion estimates. The sensitivity analvsis shows that if
vou use a lower recveling cost or higher diversion in the
mexlel the benefils of the policvy increase. With this policy
rhoeagh no matter what ascumplions that we made the policy

rasulted in a net bhenefit.
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MR. SHIREMAN: For the public agency compost use

policy the benefit or the cost really depends on the level of
use that public agencies make of compost. In a time when
budgets are highly constrained the easiest way to get out of
the cogts that are associated with this policy might be for
pub}ic-agencies simply not to use compost at all. And
consequently this policy, at a low level of usge would result
in a cost of about $32 per ton of material.

We belleve that it may be more advisable to look at

‘the development of compost policies aimed at agriculture or

land reclamation and we have some recommendations along those
lines. An alternative policy such as that that looks at land
reclamation, and agriculture is more likely to result in a
benefit in the neighborhood of at least $26 per ton or more.

Now identifying those policies would reqguire that
the board do two things. First, address barriers to
agricultural compost use. And we haye added a section to our
report that discusses some of those, some of those barriers.

And secondly, to quantify the benefits of
agricultural use of compost. And again we have a discussion
that relates to those two points in our, in our report.

The sensitivity analvsis for compost essentially
repeats the bottom lipne Khat we need a policy that develops a
much higher usage of compost so that the cost of the policy

can he spread acrcess a larger tonnage of material.
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If the public agency compost use is increased more
than ten-fold, in our assumptions the policy results in a net
hencfit. And that's the top line that vyou see or the tops of
altl of the bars in this chart. No matter what assumption
changeg are made in the X axis below, the policy is a
benefif.

At the current level of use however, there's a
cost, again no matter-what assumption, no matter what other

changes and assumptions you make. And that cost is shown as

‘the lower part of the bar that shows the range.

MS. PRATT: The last policy that we looked at would
reduire a 40 percent recycled content in plastic industrial

containers that would be crates, drums, that sort of thing.

‘This policy has by far the highest cost of any of the six

ranging between seven and $950 per ton diverted. The
seven-~vear net cost would be about one-half billion dollars.
Now while the costs are high the policy has a minimal
diversion impact. It would divert less than a tenth of a
percent of the waste steam each year. Tt would however,
create a relatively strong demand for HDPE milk jugs.

Looking at jobs, the policy creates about 1,100 new
jobs, and this would ke through collection and processing and
also indirect jobe. There will be an indirect job loss of
about 1,000 jobhs. There's a net then of 74 johs. These

have, again, an extremely high annual cost of abeut $1
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million each.

In the base line model we used a plastic recveling
cost as $§750 a ton, and this is consistent with several
published studies. The sengitivity analysis shows that if
plastig recycling costs are reduced to around $200 a ton the
policy-cou]d result in a net benefit. And again as we've
pointed out before, the plastic recycling costs tend to drive

policies that involve plastic, towards negative cost.

MR. SHIREMAN: So our conclusions overall can he

‘summarized as follows. The policies that produce the highest

benefit per ton are the refilling policies, the 15 percent
pléstjc refill, and the 15 percent glass refill policy.

The policies that provide the highest overall
benefit are the corrugated and the printing and writing paper
policies.

And the policies that result in the highest level
of diversion are the manufacturer utilization policies and
the corrugated policy.

Finally, the policy that provides the highest Jjobs
benefit per job, the highest annual dollar benefit per job
created, are the corrugated, the printing, writing paper, the
glass refill, and the plastic refill policies.

Tho next stepas -- we almost made it all the way
through without major video glitches. Amazing.

The next steps that would be indicated by these
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conclusions are first, a coordinated strategy. And that is
to develop a comprehensive and coordinated strategy for
recycled content and manufactured utilization. There are
questions such as how might existing laws like SB 235 be
modified to fit into a broader policy framework. There is a
discusgion in our report that has to do with combined, with a
combined paper recycled content policy with trading perhaps
between grades. Those kinds of issués 6f coordination are
important to develop.

Very significantly number two, a strategy for
economic development. One of the advantages—of the work that
haé_been performed so far is that we have begun to isolate
those factors in the design of policy that result in a net
economic benefit to the state that produced jobs and that
produces economic growth. And based on that we are in a
position now to develop and quantify, a policy approach, an
overall policy framework that achieves the 25 percent and 50
percent diversion levels at tLhe greatest potential economic
benefit, creating the most jobs and the least costs overall
for the state.

Now within that strategy it's very clear to us that
the third point needs to be addressed, and that is a compost
poltcoy.  The work that has been performed so far has not
focused on a4 compost policy that's capable of significant and

cost af foctive diversion of compost. And so we woutld
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recommend the further development of the compost policy
oplicn with an emphasis on agriculture and land restoration.
So with that that concludes our formal

presentation. And we're certainly open to anv questions and
commengs that you may have.

| COMMITTEFR CHAIRMAN RELIS: This is quite sweeping
stuff. This is, this is important. Now I was wondering in
terms of trying to still interpret this in the mandates.

Your diversion figures and vour employment, they

‘are two exceedingly important factors. JIf we were to plot

out a 25 percent and 50 and we start with a diversion of 12
which is our, roughly our baseline. T would really like to
see this information placed on a time and diversion horizon,
that i1s, we've got, and in terms of time, timing for
implementation. Because it's the timelines and how quickly
the market functions could be met that would answer a lot of
the concern being raised by local government. In other wWords
plotting this in a, in a time diversion horizon where you
could put the information together on that basis.

MR. SHIRFMAN: That would also enable the combined
effects of the policies to bhe anaivzed rather than analyzing
edach of them individually, and I think that would be an
important stop.

COMMYTTFEE CHATRMAN REIIS: In vour information what

strikes me as quite, particularly interesting, is this
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ntilization, vou know. That's being discussed a lot at the
federal level that we've hrought it up, Ed Boisson brought it
up in the presentation before in our workshop just a few
weeks ago.

. And what vou're saving from that T think is that,
that's showing a very, veryv high price associated with it.
High diversion but very high cost, high cost diversion.

COMMITTEE MEMBER CHESBRQ: But I think with
plastics involved that drove that.

| COMMITTEE CHATIRMAN RELIS: And you're saying that
they're skewing the numbers way up?

MR. SHTREMAN: Right. So the challenge to
policymakers may be to look at that plastic category or what,
what elements of the policy result in those, in those plastic
costs and how thev mav be, they may be reduced.

COMMITTEE CHATRMAN RELIS: Well mv inclination
Would be, and ijust to kick off discussion, would be to see us
enter a very accelerated synthesis, you know. We've got the
emerging issues group and the, and now the pavoff, the
beginnings of the pavoffs from the studies we commissioned,
the research of which vours is very germane to our whole
mission on the area of minimum utilization or minimum
content. What areas are the higheat paveff areas? You've
axpressed that to us.

T think we need 4 certain staff presence and
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evaluation of that validation of the logic that's being laid
out. to us here. I'm not doubting it. I'm just saving we
need the independent judgment of our staff reviewing this
work and helping us interpret it related to our mandates.
and T gnow that's a big undertaking but that's the critical
need wé have particularly now with the utilization or the
proposals for minimum content that's one of our areas under
fhe market plan. What are we going to come forward with?

MR. HUSTON: Certainly we're not leooking for -- is

this on?

We're not looking for a decision from the bhoard
about --

COMMITTFE CHAIRMAN RELIS: Sure.

MR. HUSTON: -~ what we do next per se, or specific
proposals that we should, we should pursue in detail. What
we're truly looking for, we wanted to make this presentation
to you and certainly assure you that this work as well as the
work of Booz-Allen and Resource Integration will be combined
into the Emerging Issues Report in July that we present to
you at that time. We will also ugse not only the results of
California Futures' work but also the methodology that they
have used for the cont benefibt analysis to assess, assess
other minimum content proposals or dilffoerent percentages, and
he able to compare those one Lo the other toe hring specific

recommendations to you later on.
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So this work is, wec consider it to be extremely,
analysis advancement. T think the work that California
Futures 1is, has gone well bevond what we could find in the
current literature --

COMMITTEE CHATRMAN RELIS: Well --

MR. HUSTON: -- or work that others have done.
We've been delighted with the work that they've done and it

will éertainly be used in the staff analvsis to continue,

certainly the minimum content work and the emerging issues

work that we're pursuing.

COMMITTEE CHAIRMAN RELIS8: So in July, what you're,
woﬁld you repeat what you said about what we're going to get
in July?

MR. HUSTON: 1I'd like Ed to comment on that
specifically if he might.

MR. BQOISSON: FEd Boisson. The question was,
question was what can you expect in July, is that right?

CCMMITTEFE CHATRMAN RELIS: Yeah.

MR. BOTSSON: T think, well first of all what we're
planning on presenting in July will be the four reports that
we've already discussed concerning emerging market
development options as defined. And what T'm putting a lot
of emphasis on 3is a summary report in which we'll try to link
together all of these different options that have been

discussed, the specific proposals thalt we've heard about
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todavy and the analysis. And T would even go farther than
that to say a lot of information that came out of the
material, upecific workshops and reports, savs a lot about
specifically what is the realm of possibility in terms of
increasing demand for each material.

| And so to sum up I would just say in July what
you'll be looking at is a distillation of a lot of, all of
this informaticen. It will be in the form of trving £o iay

out as concisely as possible what the options are, and then I

‘would say, certainly folding in whatever quantitative

information we can.

And I would echo what Bill said in terms of I'd
like to take a much closer look at some of the assumptions
that went into the numbers in today's report. I've gone
through the model and T think T understand how 1t works. And
just take a look at what the importance of some of those
assumptions are, and if you tweak one number what, you Know,
what does that do to your conclusions.

And it seems like the main conclusions we c¢an get,
as vou folks mentioned at the outset, is in comparing
policies, not so much in looking at one specific one and
gaving, "Thiz will create X jobs”, or, "It has a net cost of

" but to get that comparizon in termos of how the different
aptlong compare agalinat each other.

And then the other thing T would =ay in terms of
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how we can use this information is, in the report is a lot of
qualitative analysis in terms of how utilization rates would
work in practice and tradable credits and etcetera. And
we'll certainly be benefiting from all of that to the extent
that we can.

| That's a long winded answer to your question.
COMMITTEE CHAIRMAN RELIS: Is there anyvthing that,
T mean, vyou Kknow, I look at these corrugated numbers here or

this analysis. If I were just to look at it today and

.without digging in deeper, ¥ mean that loocks like a pretty

impressive return for a, a minimum content type of approach.

Would there be anvthing that would jump ocut at vou
as staff and sav vou'd want to perhaps fast track more than
the overall analysis?

MR. BQOISSON: I will, speaking for the team working
on the emerging market development options. We have a lot of
ideas in terms of where the committee and the board might
want to go in terms of fast tracking specific policies and
also just looking at general approaches. We've been talking
with advisors a lob and will be doing more so and we're going
to be giving vou an update in June in terms of whevre we're
at. T would agree with vou that the compost, the refillable
policies, and, and the corrugated struck me as —--

COMMITTEE CHAIRMAN RELIS: Theyv're very impressive.

MR. BOTSSON: -- as all looking as they appear to
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have a positive benefit and would certainly do a lot for
diversion and possibly Kick start investment and have other
benefits down the road.

But again T think as part of the team I'd like to
take a‘closer look at that --
| COMMITTEE CHAIRMAN RELIS: Uh-huh.
MR. BQTSSON: -- hefore we actually make a

recommendation to you.

COMMITTEF CHAIRMAN RELIS: So we'll get a report

‘next month, an update, and then the large body of work would

be pulled together at the July meeting?

MR. BOTSSON: That's correct.

CCMMITTEE CHAITRMAN RELIS: Okay. And this should
give us at that time a basis for our recommendations or for
board discussion on where do we go on minimum content on
broader issues, would that be fair?

MR. BOTSSON: That's a fair characterization.

COMMTITTEE CHAIRMAN RELIS: Start to reach a
decision point there.

MR. BOISSON: 1I'd like to reiterate that what we're
shooting to do with our final reports is lay out a very
concise list of options and to discuss quantitatively as well
as rualitatively what it would take to actually implement,
riming, the types of benefits we could expect, etcetera. On

a fairly qualitative level, but to the extent that we aan
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quantitative.

We were not intending to give you the
recommendation, “"This is what we think you should do."

COMMITTEE CHATRMAN RELIS: Right.

MR. BOISSON: And so we discussed that in the
commitﬁee before.

COMMITTEE CHAIRMAN RELIS: We're going to have to
mull that.

MR. BOISSON: We'll be looking to advisors over the

next month or so to help us out with what the form of our

final presentation should look like. We're definitely
rolling forward with that.

COMMITTEE CHAIRMAN RELIS: Well this was an
information item as well. T think that timeframe seems, I
don't know how others feel but it seems like we're moving
pretty quickly now towards closure on this. I'd like to get
closure on it by July, have a framework for decision.

Mr. Huftf, any thoughts?

COMMITTFE MEMBER HUFF: July seems liKke a good
timetable.

COMMITTEE MEMRER CHESRRO: That's right.

COMMTTTEFE CHATRMAN RELTS: OKkavy. T don't have
anvthing more Lo say. Okay. T think, I appreciate very much
the work vou've done. California Futures ic really, T think

contributed a very original work. And as T would echo,
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-vou've gone bevend what T've seen and vou've. put the job
analysis in there which is going to be extremely critical to
the success of any direction we take and the analysis of what
we'll achieve, both the combination of diversion and positive
job enbancement in the state. So T commend vou for your
work. |

MR. SHIREMAN: Thank you. And I just wanted to
thank also thé bdard and staff for the support that everyone
has provided with this project. And in particular I want to
'publicly express my thanks to our own staff; wendy Pratt, who
performed extremely good work on this; Mark Merritt; and our
team members, research management associates, CEC, and
others. So thank you.

COMMITTEE CHAIRMAN RELIS: That vou very much. And
that concludes our meeting.

(Thereupon the foregoing meeting of the

CTWMB Market Development Committee was

concluded at 12:11 p.m.)
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