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Date of Hearing: May 3, 2011

ASSEMBLY COMMITTEE ON JOBS, ECONOMIC DEVELOPMENT ADNTHE

ECONOMY
V. Manuel Pérez, Chair
AB 29 (John A. Perez) — As Introduced: Decemb&0a.0

SUBJECT: Governor's Office of Economic Developten

SUMMARY: Establishes the Office of Economic Dev@heent within the Governor's Office
(GOED) for the purpose of serving as the lead efit economic strategy and marketing of
California on issues relating to business develognEivate sector investment and economic
growth. Specifically, this bill:

1) Codifies the existing CalBIS within GOED as a paigrto serve employers, corporate
executives, business owners, and site locationutiamss who are considering California for
business expansion and investment. In implemeitiagrogram, GOED is required to
establish a process for convening strike teamsegrbkisiness development situations
including, but not limited to, attracting new bussses, relocating large manufacturers and
closure of large businesses.

2) Transfers the existing Office of the Small Businédsocate (OSBA) to GOED.

3)

4)

Requires that the Director of GOED be appointedhigyGovernor, subject to confirmation
by the Senate Rules Committee.

Specifies that, among other duties, GOED:

a)

b)

d)

Make recommendations to the Governor and Legisgatarnew state policies, programs
and actions, as well as amendments to existinganog for the purpose of advancing
statewide economic goals, respond to emerging @c@ngsues, and ensure that all state
policies and programs conform to the adopted stew@omic and business development
goals;

Coordinate the development of policies and criteransure that federal grants
administered or directly expended by the state mck/atatewide economic goals and
objectives;

Market the business and investment opportunitiedahe in California by working in
partnership with local, regional, federal, and ottate public and private institutions to
encourage business development and investment;

Provide information on, among other things, théesdaaconomic, workforce,
infrastructure and demographic conditions, as allinancial information to help link
businesses with state and local public and pripedgrams;

Provide information on permitting, siting and otlnegulatory information, as well as
other regulatory information pertinent to businepsrations in the state. GOED is also
required to provide assistance in obtaining statkelacal permits;
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f) Encourage collaboration among research institutistast-up companies, local
governments, venture capitalists and economic dpwebnt organizations; and

g) Establish a well-advertised telephone number, taractive Internet website and an
administrative structure that effectively suppdhis facilitation of business development
and investment.

Expands the agenda of issues to be addressed dheibgennial convening of the Economic
Strategy Panel (ESP) to include existing industasswell as the currently required
emerging and declining industries.

Requires a copy of a previously mandated ESP repoeconomic development program
accountability be provided to GOED following thenctusion of the next biennial convening
of the ESP. The bill also expands the accountglsiistem to include an assessment of
business retention.

Provides that funding for GOED in the 2011-12 flsezar shall be from existing resources
and staffed by personnel loaned from other stad@@gs and departments including, but not
limited to, Labor and Workforce Development Ageit\WD); Business, Transportation and
Housing Agency (BTH); California Environmental Rrotion Agency (CalEPA); the State
and Consumer Services Agency; Governor's Offidelanning and Research (OPR); and the
Resources Agency. Each member of Cabinet is redjtiridentify a senior manager within
his or her agency who is to be responsible for dinating business support activities with
GOED. Funding in subsequent years will be throthghregular budgeting process,

including the permanent transfer of associatedtiposi.

EXISTING LAW:

1)

2)

3)

4)

Requires the Governor to prepare the Environménbals and Policy Report every four
years for the purpose of defining the state's 20 geowth and economic development
strategy.

Establishes the ESP, chaired by the Secretary dd L& the purpose of developing an
overall state economic vision and strategy thatgrade public policy, including an
examination of the state's economic regions, inglustisters, and cross-regional economic
issues.

Establishes the OSBA within OPR for the purpossugiporting small business development
in the state.

Establishes various state programs and servicatedeio economic development and growth
at differing agencies, departments, boards, and stdities including, but not limited to,
LWD; BTH; OPR; Department of Housing and Commutidigvelopment; and CalEPA.

FISCAL EFFECT: Unknown

COMMENTS:
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Purpose: According to the author, "In February@Qhe Little Hoover Commission
released a report entitléddlaking up for Lost Ground: Creating a Governor’sficé of
Economic DevelopmeniThe report analyzed the status and effectiveoetse various
pieces of the defunct Technology, Trade and Comenagency (TTCA) that had been
reorganized into other state entities. The remdmmended the creation of a new
governmental entity to fill the void left by thesdnantled agency. One agency that would
promote greater economic development, foster jebtmn, and deliver specific services (i.e.
permitting, tax, regulatory, and other informatiaiectly to the California business
community.

AB 29 creates the Office of Economic Developmerthimithe Governor’s Office, and
establishes specific tasks and duties for the @ffiecluding reorganizing such entities as the
Small Business Advocate and CalBIS into this neficef Ultimately, this new office will
establish long-term economic goals and strategieged as specific and effective services to
California’s businesses both large and small."

Governor's Office of Economic Development: GOEDsweeated in April 2010 through
Executive Order (S-05-10). Since its inceptiomas served over 3,000 businesses, 95% of
which are small. The most frequent types of aamscs include help with permit
streamlining, starting a businesses, relocationexmpénsion of businesses, and regulatory
challenges.

Under the auspices of GOED, a number of state progrand services are administered,
including programs related to international trgakrmit assistance, CalBIS, the OSBA, and
innovation. There are 23 positions assigned to BQthich is funded through existing state
resources and staffed by personnel loaned frora aggncies and departments. AB 29 states
that this shall remain the funding and staffingisture for GOED during the 2011-12 fiscal
year and thereafter be subject to the regular btadgeting process.

Among other programs, GOED administers the Innowvatiub (iIHUB) program in
partnership with the statewide network of SmalliBass Development Centers. There are
currently 12 regional iHUBs including iHUBSs locatg&dthe following regions: Sacramento,
San Jose, the Coachella Valley, and San Diegorapdrial Counties. The iHUB program is
designed to improve the state's national and glotralpetitiveness by stimulating
partnerships, economic development, and job creatiound specific research clusters. Key
assets and partners of the initiative include tetdgy incubators, research parks,
universities, federal laboratories, economic dgwelent organizations, business groups, and
venture capitalists.

Another key initiative of GOED are the "strike tesimvhich can be mobilized to help attract
and/or retain specific businesses. Strike teamegpecially well suited to engage with
major employers and have been successfully activatassist Bayer Healthcare, Jazz
Semiconductor, and Baxter Pharmaceutical locatéoaredpand in California.

GOED is also sponsoring a permit streamlining plaject, which will offer a One-Stop-
Shop for state and local permits. The pilot, ldwettin partnership with the City and County
of San Francisco, will allow a business owner windo a single website (day or night) and
apply for and pay all necessary city, county aatespermits. AB 29 substantially
implements the current activities of GOED as oetlim the 2010 EO.
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Supporting local economic recovery: One of thenary ways by which states compete for
attracting, retaining and expanding businessesrahstry sectors is through their fiscal
policies, including income tax- and sales and agebased incentives. California’'s economic
development-related incentives include tax bempefigrams that address the purchase and
depreciation of equipment, the undertaking of redeand development of new products and
technologies, targeting of private investmentsridarserved areas, and special treatment for
small businesses under the state's tax laws.

In addition to tax incentives, the state funds anddministers a limited number of programs
and services to assist business and workforce a@velnt, including, but not limited to, the
OSBA, the California Small Business Loan Guaramesgram; international trade and
foreign investment activities; the federal Smali€d Community Development Block Grant
Program; the Enterprise Zone Program; the Employmiining Panel; the California
Workforce Investment Board; the ESP; and the smadiness and disabled veteran-owned
business enterprise procurement preference programs

There is, however, no single location where infdramaon and/or technical assistance for
accessing these programs, services, and acticdie¥e found. Further, recent budget
actions have reduced incentives and eliminatedpkegrams and services. Economic
developers believe that California's budget prolklentl not be resolved until the state more
concretely addresses the economic recovery neaslsr&érs, businesses, and investors.

Differing models for the state's economic develophaetivities: While AB 29 substantially
codifies the current activities of GOED, at leas¢é @f the state economic development
stakeholders would prefer a different model. Aeleby the California Manufacturing and
Technology Association (CMTA) states that GOED'sent structure has resulted in an
office of state employees that, while highly quatif lack sufficient direct authority to "work
at the same level of a CalEPA or BT&H Secretary."”

More specifically, the CMTA, recommends reorgargzihe LWDA into two separate
departments: a Department of Industrial Relatibas focuses on the enforcement and
compliance with the Labor Code and a DepartmefYoikforce and Economic
Development. The second Department would house mathe divisions currently under
the Employment Development Department and woulghadil workforce policy decisions
within an economic development plan.

There has been extensive dialogue about the steuahd location of a renewed economic
development entity. Comments later in the analysiside a fairly comprehensive historical
prospective. Most recently, even the Governorihdisated to a number of stakeholder
groups that he is interested in a broad reorgdaizdiscussion of many of the state's current
programs and services (including the economic dgveént programs) for the purpose of
creating leaner, less duplicative, and improvedjam outcomes.

Historical perspective on the state's economic ldgweent activities: The challenges of
bringing together a coherent, outcome-oriented @twn and workforce development
program have been discussed by Assembly and Sgolatg committees since the demise of
the TTCA in 2003.
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With the elimination of the TTCA, many have opingahthat the state lost focus and,
potentially, its ability to adequately support mess development and job creation. Further
compounding the state's ability to decisively aceconomic development recommendations
is the ESP's failure to meet its statutory oblgatio update the state Economic Development
Strategic Plan every two years. Since 2002, no@oac development plan has been
prepared.

Beginning in 2005, JEDE held hearings and spondeggsdlation to, at a minimum, bring
greater coordination of existing state programsserdices and call for an updated economic
development strategy.

JEDE sponsored legislation in 2007 (AB 1721 [AratahuChapter 631), designating BTH
as having primary responsibility for the facilitati of economic development activities. The
following year, the Budget Act deleted this desigmg once again leaving the state with no
lead agency for state economic development a@sviti

Also in 2007, JEDE sponsored legislation (AB 168fambula and Lieu]), to require the
state to centralize its existing economic developmpeograms within the ESP, however, that
bill was vetoed by the Governor. The Governort® veessage stated that he would be
coming forward with his own restructuring programthe following year. In 2008 and
2009, JEDE sponsored three additional bills tadrynprove coordination of programs and
to better leverage private sector dollars. Eadhede bills were either vetoed or held in the
Assembly or Senate Appropriations Committees. #edicriptions under the final comment
in the analysis.

In August 2009, JEDE sponsored a seventh billirejdb realigning the state's economic
and workforce development resources, AB 1558 (Vinivh Perez), which was held in
Senate Appropriations Committee in 2010. ThisieesSEDE sponsored AB 1233 (V.
Manuel Pérez), which authorizes the creation aifrat pconomic and workforce
development strategic plan and extends the terttmeastrategic plan from two to five years,
as well as making other updates to its contendeference to AB 29, the Chair of JEDE has
made AB 1233 a two-year bill.

The Little Hoover Commission and renewed legisiatiesponses: In February 2010, the
Little Hoover Commission (LHC) completed an extethdeview of the state's economic and
workforce development programs and services amased its reporMaking up for Lost
Ground: Creating a Governor’s Office of EconomicvBlpment

While the LHC heard substantial criticism about skege’s business climate during its
review, this report focused on how the state cbliler organize and utilize its existing
business focused and broader economic and workéEeelopment programs and services.
The report noted that the state's current econdevelopment activities are spread out over
numerous agencies, boards, commissions and firgacithorities. "More than 10 advisory
panels, boards and commissions, with more tharc@éBsthined members from the public and
private sectors, provide guidance on how the stabelld spend millions of dollars on
economic and workforce development programs. Traignientation helps explain why state
government lacks a vision or voice for Californ@eomic development,” states the report.
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Further, the LHC report states that this lack obhesive vision has resulted in a leadership
void that has diminished the state’s ability to rchoate state resources and evaluate the
overall effectiveness of the state’s economic dgwelent efforts. Based on its hearings and
research, the LHC report made four core recommendat

a) The state must create a high-profile office forremaic development (OED) within the
Governor's Office, to bring together critical fuiocts of existing state economic
development entities. The office should servehassisible point of contact for existing
and prospective businesses and economic developeaelrs at the local, state and
federal levels. Key information should be compiéed made available through a well-
publicized website.

b) A series of Action Teams must be created within@iEeD. CalBIS should be moved
from LWD to the OED and serve as the foundatiortfice more robust outreach unit.

c) A policy unit must be created within the OED to dlep a statewide vision for economic
growth. Guided through bottom-up input from pulai@ private entities, the OED
should take over the statutory responsibilitiethefESP and develop the state economic
development strategy.

d) The OED must serve as an advocate for big-picttosperity and economic growth
including serving as a representative on the QalioStrategic Growth Council and
TeamcCalifornia and partnering with public and ptéevantities, such as legislative policy
committees.

Two Assembly measures were introduced to help imetd the LHC recommendations -

AB 2734 (John A. Pérez) and AB 2287 (Bass) in 20A(Genate measure was also
introduced that year to help move the LHC recommé&ods forward, SB 1259

(DeSaulnier). SB 1259, however, proposed a shghtferent structure than the Assembly
measures by establishing a new state agency tatoean office within the Governor's
Office. Governor Schwarzenegger also chose to rfmveard on the LHC report
recommendations and issued Executive Order S-0841i@h created the currently operating
GOED. Together with AB 1558 from the prior yedmeite were four measures pending in the
Legislature in May 2010, which underlines the intpoce of codifying the realignment the
state's economic development programs.

Ultimately, the Legislature sent AB 2734 to the @mor which would have codified the
Executive Order. AB 2734 was vetoed by the Gowetpased, according to his veto
message, on the provision that the director of GQED subject to Senate confirmation,
which he stated inappropriately infringed on tlghts and powers of the Governor. AB 29
also includes the Senate confirmation provision.

The California economy: California is the one lué targest and has one of the most
diversified economies in the world with a statesgrdomestic product (GDP) of over $1.9
trillion in 2009. If California were an independeration, it would rank as the eighth largest
economy in the world.

Historically, the state's significance in the glblvarketplace has resulted from a variety of
factors, including: its strategic west coast lmrathat provides direct access to the growing
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markets in Asia; its economically diverse regiomebnomies; its large, ethnically diverse

population, representing both a ready workforce sigdificant consumer base; its access to
a wide variety of venture and other private capitalbroad base of small- and medium-sized
businesses; and its culture of innovation and préreeurship, particularly in the area of high

technology. Economic growth in California has aiéstorically outpaced the growth rate of

the nation as a whole.

Total California Employment By
Industry Sector in 2003
(Mumber of Jobs; Share of Total Employment)

Trade, Trans-
portation, and
Utilities,

2,854 700; 18 6%

Other
| 19.8%

Manufact
uring;
1425400, 9.3%

Government
2,519,300,
16.4%

Farm Jobs:
390,900, 2.5%
Information;
474,700, 3.1
DOther Services
516,400,3.47%
Construction;
TE5.800, 5.1
Financial
Activities;
849,900, 5.5%

Professional
and Business
Services;

2,244 400,14 6%

Educational and
Health Services;
1,725,300, 11.2%

Leisure and
Hospitality;
1,570,600, 10.2%

benefits to lower wage jobs, which often pay nodiies

Thechart to the left illustrates
the industry make-up of
California's economy based on
employment. Among other
economic distinctions, the state
has historically led the nation in
export-related jobs, small
business development, and
business start-ups.

California's economy and
business profile, however, have
been shifting. As thehart below
illustrates, between 2001 and
2009, there has been a significant
shift from high wage jobs with
This shift is particularly acute in

the manufacturing sector, where it is estimatetdliar 473,000 jobs were lost during that

time period.

In this recession, significant drops in consumensiing have led to workforce reductions
and business bankruptcies across the state. Far ait2009, the number of unemployed

igher paying sectors declining in California
January, 2001 to December, 2008

workers rose 40 to 60,000 per
month, and 2010 ended with
a seasonally adjusted
unemployment rate of 12.5%,
representing 2.25 million
people officially identified as
unemployed (excludes those
that have stopped looking for

Finance & Insurance

Farm

Arts, Entertainment & Recreation
Wholesale Trade

Educational Services

Professional. Scientific & Technical Services
Accommodation & Food Services
Government

Health Care & Social Assistance

-473,500 Manufacturing
$89648 |nformation
‘ﬂ"ﬂﬁe pay of $83.408 Management of Companies and enterprises
lost jobs $41.392 Transportation, Warehousing & Utilities
$69 000 $34,164 Administrative & Support & Waste Services
$52624 Construction
" - . - o e o L " - B
-500,000 ~400,000 -300.000 - 200,000 -100,000 100000 200,000 300.000
gined—p
Natural Resources & Mining  $28.808
Real Estate & Rental & Leasing 546,384
Retail Trade $30,888 Average pay of
Other Services $25428 gained jobs

$81,276 S45,500
$22,256
$39.416
$60,164
$39,676
$62.192
$18.668
$55.224
$48,256

Avg 2008
g

Eabiomis Manufncturers &

Technokgy Anansatin]

work, among others). The
number of persons
unemployed 27 weeks or
more increased by 230,000
since February of 2010 —
representing a 28.6% increase
and over 1 million workers.

Most economic forecasters
believe that unemployment

will remain above 10% throughout 2011 and 201sJre forecast to recover to their pre-
recession peak by the first half of 2013, howeuaemployment rates are likely to remain
above 8% through much of 2014. Forecasters ditineersity of the Pacific Business
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Forecasting Center state that California GDP wilrage a modest 2.8% in 2011 and
approximately 255,000 jobs will be added.

Forecast of the next economy: As California mastesly out of the recession, growth will
need to take place within a post-recession ecortbatywill likely be more resource and
capital constrained. In addition, some analystiebe the global economy will transition
through a great "rebalancing of economic power,emghy the U.S.' dominant economic
position will be challenged by other large econantike those in Japan, China and the
European Union.

In fact, the U.S. has slipped to third place am@rg0 nations in terms of clean energy
sector investments according to the Clean Edge Né&imsil 2008, the U.S. had been the
world leader, which is now held by China. GlobaR@10 clean-energy finance and
investments grew by 30% to a record $243 billidihe U.S. received $34 billion in equity
last year, a 51% increase from 2009. Howeverg#pewith China, which attracted a record
$54.4 billion, continues to widen. Germany aldoaated more money than the U.S. with
$41.2 billion, claiming the number two spot, upnfréhird the previous year.

The Brookings Metropolitan Policy Program has paheid its own assessment of how this
rebalancing will be experienced in the U.S. andri@sd four key trends to watch in the
post-recession economy. The first trend is thatttonomy will be more export oriented and
second, it will be fueled by new, lower-carbon gyesources. The third trend identified is
that the next economy will be based on a highezllef/global innovation, which will

require "a relentless pace of innovation, adaptatmd embracement of new markets and
processes.” The fourth key trend is that next ecgnwill be led by major metropolitan

areas — not nations and not states.

While California's historical dominance in innovatibased industries, networked global
supply chains and strong regional economies shgiulinstate businesses certain
advantages in the post-recession economy, othepaoents of the California economy,
including the quality of the state's infrastructarel the preparedness of its workforce for the
21°' Century economy, are not as strong and could timeitstate's overall economic growth.

Related legislation: Below is a list of relatedigation.

a) Current legislative session:

i) AB 1233 (V. Manuel Pérez): This bill calls for amiegrated economic and
workforce development plan. Status: This measupending in the Assembly
Committee on Jobs, Economic Development and thadnyg. The author has made
it a two-year bill.

b) Previous legislative sessions:

i) AB 699 (Portantino and V. Manuel Pérez) - Demamdi ldpdate State Economic
Strategy 3: This bill would have updated the resmients for the development of a
State Economic Development Strategy, especiallgerareas of technology and
innovation, and requires it be submitted to theiglagure by May 1, 2010. Status:
Held in Assembly Appropriations Committee in 2009.
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i) AB 1558 (V. Manuel Pérez) — EDD Reorganization Modkhis bill would have
realigned the state's economic and workforce dewedmt programs within the
Employment Development Department, to be rename@&tdonomic and
Employment Development Department. Status: Heltié Senate Appropriations
Committee in 2010.

iii) AB 1606 (Arambula and Lieu) — ESP ReorganizatiordMoThis bill would have
required the development of a strategy to incrgaisate investment in California’s
historically underserved communities, also knowemagrging domestic markets.
The bill also centralizes the state’s existing @coit development programs with the
Economic Strategy Panel, in order to improve theordination and impact on
California communities. Status: Vetoed by the &awr in 2007.

iv) AB 1721 (Arambula) — Designates BTH as Lead on Bogo Development: This
bill designated the Business, Transportation, aodsihg Agency as the state's
primary agency responsible for the facilitatioreabnomic development activities.
The bill also established a fund for receiving fedlestate, local, and private
economic development moneys that can be usedtteefustate economic
development activities. No moneys may be used tfosnfund without a specific
appropriation by the Legislature. The bill alsaled economic development-related
definitions and authorizes the Business, Transportaand Housing Agency to
administer specified federal Economic Developmedinfistration disaster recovery
moneys. Status: Signed by the Governor, Cha@ter Statutes of 2007.

v) AB 1916 (Portantino, Arambula, Price, Salas, andallaro) — Demand and Update
Economic Strategy 2: This bill would have updéateslmembership and
requirements of the ESP, especially in the aredsobinology and innovation, and
required that the next State Economic Developmenat&)y be submitted to the
Legislature by January 1, 2010. Status: VetoethbyGovernor in 2008.

vi) AB 2287 (Bass) — Office of Economic Development &aBIS: This bill would
have established the Office of Economic Developmehich includes the California
Business Investment Services Program, within theeBwr's ED Office. Status:
Held under submission in JEDE in 2010.

vii) AB 2711 (Portantino, Arambula, Price and Salas)ateSTechnology and Innovation
Strategy: This bill would have required the Searetd the Business, Transportation
and Housing Agency to develop a comprehensive stateology and innovation
strategy to guide future state expenditures aridies. Status: Held under
submission in the Assembly Committee on Approporatiin 2008.

viii)  AB 2734 (John A. Pérez) — Governor's Office of Emoit Development: This
bill would have established the Office of Economevelopment (ED Office) within
the Governor's Office for the purpose of servinghaslead entity for economic
strategy and marketing of California on issuestirgigto business development,
private sector investment and economic growthtuStaVetoed by the Governor in
2010.
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ix) SB 1259 (DeSaulnier) — Economic Development andClalation Agency: This bill
would have created the Economic Development andCieation Agency and
required the new agency to perform duties relaingconomic development and job
creation. It would have required the secretargeeelop a reorganization plan and
propose a structure for the agency. Status: HeB&nate Appropriations Committee
on 2010.

REGISTERED SUPPORT / OPPOSITION:

Support

Bay Area Council

Business Council, Inc.

California Center for Rural Policy, Humboldt Stateiversity
California Faculty Association

City of San Bernardino

Contra Council

Economic Vitality Corp.

Fresno Business Council

Greater Antelope Valley Economic Alliance
Greater Corona Valley Chamber of Commerce
Hollywood Chamber of Commerce

Joint Venture Silicon Valley Network

Little Hoover Commission

Los Angeles Area Chamber of Commerce

Los Angeles County Business Federation

Los Angeles County Economic Development Corporation
North Bay Leadership Council

Oakland Metropolitan Chamber of Commerce
Orange County Business Council

Rafter Group, Inc.

Sacramento Metro Chamber

San Diego Chamber of Commerce

San Diego Regional, EDC

San Francisco Chamber of Commerce

San Gabriel Valley Economic Partnership

San Jose Silicon Valley Chamber of Commerce
Sierra Business Council

Silicon Valley Leadership Group

Small Business California

Sonoma County Economic Development Board
South Bay Association of Chambers of Commerce
Southern California Leadership Council

Team California

The Greater Corona Valley Chamber of Commerce

Opposition

None received
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Analysis Prepared by: Toni Symonds / J., E.[EE.& (916) 319-2090




