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TRAINING TAX CREDIT

The Building and Construction Trades Council would like to thank the Ministry of Finance for this opportunity to provide input on a proposed training tax credit to stimulate investment in trades training.

Building Trades unions have been involved in craft training for over one hundred years.  Our predecessors, the Guilds, had set standards and training requirements for future trades workers throughout the centuries leading up to the modern era.  
Building Trades unions and our employers have a deep commitment to trades training that goes well beyond our immediate need to recruit more workers to the trades.  Like our employers we receive intrinsic rewards from training.  After all, we were all apprentices ourselves.  We recognize that our future lies in training our youth, First Nations and women so that they can benefit from a lifelong career rather than be shortchanged by piecemeal training programs.

With over $10 million in facilities and equipment assets, BC Joint Union/Management Training Boards annually invest over $5 million per year in training programs.  Building Trades training plans employ more than 40 full-time employees and an additional 30 part-time employees to manage approximately 2,500 registered apprentices.  Our fully integrated support for each apprentice has ensured that over 95% of our apprentices complete their training.

THE CHALLENGE FOR PUBLIC POLICY ON TRAINING - BARRIERS TO COMPLETION

An ongoing challenge for BC public policy on apprenticeship training is overcoming the disparity between the high number of registrations versus the low completion rate.  The province boasts over 28,000 registered apprentices, yet last year less than 11% were issued Red Seal endorsements. 

While completion rates are rebounding the ITA is struggling to catch up.  Last year 2,899 Red Seal certificates were issued in BC.  Preliminary completion results for this year indicate that a similar level will be reached.  These numbers are up substantially from the two previous years, when less than 2,000 certificates were issued annually.  But the new completion “successes” are still below the peak years 1998 and 1999, when we issued 3,000 Red-Seal certificates annually.  The completion rate statistics take on added meaning when considered in light of the current boom in the construction industry.  In 1998-99 there were just over 100,000 workers in the industry.  Today, there are roughly 170,000.

Numerous practical barriers facing all apprentices must be overcome to ensure robust and healthy completion rates.  An adequate support system for apprentices tops the list.  A new study on the Alberta Training System confirms the importance of support systems (Michael Izen, Overview of the Alberta Apprenticeship Training System).  Some the elements of the support system package include; assessment and screening of new applicants, finding job placements for new apprentices and registered apprentices who are laid-off, assisting with basic skills (mathematics, literacy, etc…) for those who need upgrading; planning, registering, and getting approval from employers to attend the annual two month classroom training portion of their program; employer/apprenticeship mediation when required, the cost of tuition, books, tools, drug and alcohol rehabilitation … and many other human mentoring components to the successful skills training of apprentices.

Joint Union/Management Board sponsored apprentices enjoy access to resources that solve many if not all of the barriers discussed above.  These integrated supports, identified in the Izen report, are responsible for Joint Board completion rates of over 95%.

Apprentices in Alberta benefit from government counselors based in regional offices whose sole job is to facilitate solutions to these barriers.  BC apprentices who are not enrolled in a Joint Board program can not count on assistance from government counselors.  Many BC apprentices are left to overcome these barriers with their wits and good luck.

All of this has tremendous relevance for the BC provincial budget considerations and proposals for a training tax credit or rebate.  Taxpayers want to know that they are getting good value for their investments in training.  Politicians want to have accountability for the money spent.  Yet the low completion rates remain as a sour statistic.

The cost of attrition rates (low completions) is discussed in a study by Rosemary Sparks, The Cost of Apprenticeship Borne by Employers (2002).  Using data from the Ontario Registered Apprenticeship Information System the cost of attrition is added onto the net cost of apprenticeship training.  If the drop-out rate is 15% in the first year, 15% is added to the first year costs for each trade.  A 10% drop-out in second year means 10% is added to the net second year costs, and so on.

A training tax credit can become one more pillar of the support structure.  The training tax credit will support employers (union and non-union alike) to encourage more active participation in their apprentices’ success.  A training tax credit will thus afford employers more time and investment to support apprenticeship completion.

RETURN ON INVESTMENT ROTI
By now most stakeholders in the apprenticeship training field are familiar with the results of the recent Return on Training Investment (ROTI -2006) study by the Canadian Apprenticeship Forum.  This study confirms what others have shown in the past; it pays to train.  Most employers are realizing a profit from their apprentices after less than two years of employment.  The average return on investment is a $1.38 for every dollar invested. 

The return on investment is not the same for all employers.  The size of the firm and the trade in question are important factors according to a study by Roslyn Kunin, The Cost of Training (2003).  Some 55% of machinist apprentices start returning investments after two years.  While 39% of Mechanics and just 30% of the Plumbers were returning investments to employers after two years.  Employers from all trades reported that the benefits outweighed the costs over the long-term.  On average 80% of all employers suggest that their productivity is increased by having apprentices.

Some of the major costs for employers are supervision, wages, breakage and mistakes.  But all employers spoke about the “value” of training.  A value that goes beyond the spreadsheet.  Many employers also experience an intrinsic return from working with youth and future craft workers.

The cost question of apprenticeship training has also been taken up by Rosemary Sparks in her cost/benefit study mentioned above.  Not surprisingly Sparks identifies the first year as the most costly for employers.  This is due to losses from unproductive time and the time taken away from journeyperson mentors’ productive capacity (in supervision and instruction time).  As an example, non-productive time for apprentices decreases from 45% in the first year to 10% in the fourth year for Machinists.  At the same time lost journeyperson time falls from 20% in the first year to 5% in year four.
Another interesting finding in the CAF-ROTI study is that less than 20% of Canadian employers currently take on apprentices.  Moreover, once employers begin to train the vast majority overcome all past fears and become solid advocates and participants in apprenticeship training.  These findings indicate that training tax credits will not be lost on employers who have never trained in the past.  With the assistance of a training tax we will likely recruit many new converts to the cause of apprenticeship training.

The size of the firm doing the training is also a factor that determines the cost of training.  Sparks found that small business employers are disproportionately impacted by training costs when compared to larger companies.  Small businesses don’t have a choice when it comes to recruitment of new workers, they can’t compete with wages and compensation packages with large companies.  Small companies have to train in order to participate in the marketplace. 

In spite of this disparity employers who do train do not consider themselves overburdened by the cost of training.  Kunin concludes that the “cost” of training is not on the minds of employers.  Historically, there has been no business reason to track these costs, and if there were costs, employers absorbed them as part of doing business (i.e. costs like breakage are written off taxes, etc…).

What employers do think about is the cost of doing without the apprentices while they are at school.

Kunin’s study ends by looking at ways to reduce costs.  Among other suggestions Kunin considers the creation of taxes or surcharges on final consumer products (e.g. automobiles) to help create a fund to help subsidize apprenticeship.
CONCLUSION - EQUITABLE INCENTIVES – A TRAINING TAX CREDIT PROGRAM FOR BC
Business requires direction and leadership from government to ensure that all employers are treated equally when it comes to the proposed training tax credit.  The construction industry and small business have carried the training burden at a disproportionate rate to other industries and large companies.  The tax should not reward employers who cut-corners on trades training.  Respect for appropriate apprenticeship to journeyperson ratios, national occupational classifications and Red Seal standards are the criteria that should be fostered.

A training tax should be structured to enable all employers easy and equitable access to the program.

The training tax or rebate system should reward those who actually produce certified workers and especially those who complete with Red Seal and inter-provincial certificates.

Participation and results from the program could be easily tracked and would be available for public scrutiny.  The program must also show accountability for the tax expenditure (i.e. forgone taxes).

Before implementation all stakeholders, especially Joint Board Training Plans and construction unions, must be given an opportunity to comment on the proposed program.
cope 15
