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EXECUTIVE SUMMARY
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Economic Development Programs in Maine — EDPs Still
Lack Elements Critical for Performance Evaluation and
Public Accountability

Purpose

The AFA Committee
requested an OPEGA
review of 1.3 specific
EDPs, and other
similar programs as

appropriate.

OPEGA evaluated the

sufficiency of the
system of controls
surrounding EDPs and
identified particular
programs that warrant
further review.

The Maine State Legislature’s Office of Program Evaluation and
Government Accountability (OPEGA) has completed a performance audit
of economic development programs in Maine. The impetus for this project
was a request from the Joint Standing Committee on Appropriations and
Financial Affairs (AFA). AFA requested a review of 13 specific economic
development programs and “other similar economic development programs
as appropriate.” ! It was not feasible for OPEGA to fully audit so many
individual programs in one review. Consequently, this performance audit
was structured to determine:

o whether the established system of controls is sufficient to help assure
that economic development programs ate a cost-beneficial use of
public funds and are effectively meeting their intent; > and

e which particular economic development programs should be
subjected to further evaluation.

OPEGA also assessed whether the overall framework for the State’s
economic development programs was providing sufficient transparency and
accountability.

To determine which economic development programs should be included in
the review, OPEGA created a working definition for use in identifying
economic development programs most “similat” to the thirteen specified by
AFA. Based on this definition, OPEGA added 33 “similar” programs to the
original 13, resulting in a total of 46 programs supported by State resources
included in this study. These programs do not represent all existing
programs not are they intended to be a scientifically representative sample of
the whole universe of programs.

All data used to generate statistics in this teport is from agency-provided
information on individual programs for the period 2003-2005 and has not
been independently verified.

1 See Appendix 2 of the full report for a list of these programs.

2 System of controls refers to a set of activities, methods, policies, procedures, and other
mechanisms that help to assure desired objectives are met. Controls within a system range
from clear definition and communication of purpose to strong process oversight.
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F. Either withholds incentives until the business meets the objectives or imposes penalties for
businesses that receive incentives up front then fail to meet objectives

G. Provides a cost analysis of the program based on 10 or more years.

Individual Program Statutes

Table 11 lists the enacting statutes for the 46 programs considered by OPEGA for this review.

Agricultural Developmeh£ Grant Progtram

Table 11. Aiphabetical Listing of Programs with Authorizing Statutes as reported by agencies

gl

~

7 MRSA Chapter 10

1
2 | Agricultural Marketing Loan Fund 7 MRSA §12, §435
3 Agricultural Water Management and Source By General Fund Appropriation and Bond Issues
Development Program
Beef Industry Development Program - MRS
4 Rural Rehabilitation Trust Fund ’ A Chapter 1 Sec 2-B
5 | Biofuel Commercial Production Credit 36 MRSA §5219-X
6 | Commercial Loan Insurance Program 10 MRSA §1026-A
7 | Down Fast Micro-Enterprise Network Maine Department of Economic and Community
Development
3 Economic Development Match Loan FAME-REDRLP
Program
9 | Economic Recovery Loan Program 10 MRSA §§1023-I and 1026-]
10 | Employment Tax Increment Financing Title 36, c. 917
‘An Act to Preserve the State’s Farm Economy and
11| Farms for the Future Program Heritage’ SP 736; LD 2086, Chapter 763,
12 | Fuel and Electricity Sales Tax Exemption 36 MRSA §1760, sub-§9-D
13 | Governot's Training Initiative Chapter 26 MRSA, §2031
14 | High-Technology Investment Tax Credit 36 MRSA §5219-M
15 | Incubator Without Walls Not Applicable.
16 | Jobs and Investment Tax Credit 36 MRSA §5215
17 | Jobstart FAME
18 Linked I'nvestment Program for Agticultural 5 MRSA §135
Enterprises
19 Linked Inyestment Program for 5 MRSA §135
Commercial Enterprises
20 | Maine Apprenticeship Title 26, Chapter 25, Sub-Chapter 1, §2006, Sec. 5-A
21 Malr}e Econon'nc Development Venture 10 MRSA §1026-N
Capital Revolving Investment Program
2 Maine Manufacturing Extension Title 15 — Commetce and Trade Chapter 7 — National
Partnership (Maine MEP) Institute of Standards and Technology [15 USC 278(K)]
23 | Maine Quality Centers 20-A MRSA §§12725-12729
24 | Maine Seed Capital Tax Credit Program 10 MRSA. §1100-T
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Table 11 (cont.). Alphabetical Listing of Programs with Authorizing Statutes (as reported by agencies)

25 | Maine Technology Institute 5 MRSA §15302
26 | Major Business Expansion Bond Program 10 MRSA §§1043, 1053
27 | Micro Revolving Loan Program HUD, CDBG pass thru DECD
28 | Milk Commission 7 MRSA §2951 et. als. and §3151 et.als.
29 | Municipal Tax Inctement Financing Title 30-A. c. 206
30 | Pine Tree Development Zones (Income 36 MRSA §5219-W; 30-A MRSA, ¢.206, sub-c.
Tax Credit)
31 Potato Marketing Improvement Fund Title 10 S1023-N
Program
32 | Procurement Technical Assistance Program | Title 10, United States Code , chapter 142
33 Regional Economic Development 10 MRSA §1026-M(11); P.L. 1999, Ch. 401, Part OOO;
Revolving Loan Program - Daycare P.L. 2002, Chapter 639; P.L. 2003 Chapter 195
34 Reirpbursement for Taxes Paid on Cettain 36 MRSA ¢.915
] Business Property
35 | Research and Development Tax Credit 36 MRSA §5219-L
.36 | Research Expense Credit 36 MRSA §5219-K
37 Sales Tax Exemption for Production 36 MRSA, §1760, sub-§31
Machinery
38 | Sales Tax Exemption for R&D Equipment | 36 MRSA §1760, sub-§32
Sales Tax Exemption/Refund for S
39 Commetcial Agticulture and Com Fishing 36 A §2013
40 | Seed Cettification Program Title 7 Chapter 401, Certified Seed
41 | Shipbuilding Facility Credit 36 MRSA ¢919
Federal: Section 21, SMALL BUSINESS ACT (15 U.S.C.
. & 648) State of Maine Statute, Chapter 381: MAINE
42 | Small Business Development Centers SMALL BUSINESS COMMISSION (HEADING: PL
1989, c. 875, Pt.L, @2 (new))
43 | Small Enterprise Growth Fund (SEGF) 10 MRSA §385
SMART (Sec Mrkt Taxable) and SMART-E
44 (Sec Mkt Tax-Fxemp) Bonds 10 MRSA §§1041 and 1053.
45 | Tech Center Incubator State of Maine
46 | The Business of Art Maine Micro-enterprise Initiative
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Appendix 5. Chart Depicting Maine’s Economic Delivery System as Developed
by the Department of Economic and Community Development

MAINE’S 2001 ECONOMIC DEVELOPMENT DELIVERY SYSTEM
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Key for Maine’s Economic Development Delivery System Chart

DOD
NIST
SBA
EDA
USDA
DOE
HUD
DOL
UMS
USM
MMEP
MTCS
FAME
DECD
MITC
MTI
SEGB
MDAFRR
MDOT
MDOL
Coop. Exts
SBDC
MQC
MDC
NMDC
EMDC
AVCOG
KVCOG
SMEDD
GPCOG
SMRPC
MCEDD
CEl
MSCC
ME & Co.
MRS
DEP
DOE
IFW
DMR
DAFS
MDF
MSHA
AG
Gov
PFR
SPO
DOC

Department of Defense

National Institute of Standards and Technology
Small Business Administration

Economic Development Administration

US Department of Agriculture within USDA - RD - Rural Development
Department of Education

Housing and Urban Development
Department of Labor

University of Maine System

University of Southern Maine

Maine Manufacturing Extension Partnership
Maine Technical College System

Finance Authority of Maine

Department of Economic and Community Development
Maine International Trade Center

Maine Technology Institute

Small Enterprise Growth Board

Maine Department of Agriculture, Food and Rural Resources
Maine Department of Transportation

Maine Department of Labor

Cooperative Extensive Service

Small Business Development Centers

Maine Quality Center

Market Development Center

Northern Maine Development District

Eastern Maine Development District
Androscoggin Valley Council of Governments
Kennebec Valley Council of Governments
Southern Maine Economic Development District
Greater Portland Council of Governments
Southern Maine Regional Planning Commission
Midcoast Economic Development District
Coastal Enterprises, Inc.

Maine State Chamber of Commerce

Maine and Company

Maine Revenue Service

Department of Environmental Protection
Department of Education

inland Fisheries and Wildlife

Department of Marine Resources
Department of Administration and Finance
Maine Development Foundation

Maine State Housing Authority

Attorney General

Office of the Governor

Department of Professional & Financial Regulation
State Planning Office
Department of Conservation
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Appendix 6. Best Practices in Carrying Out Economic Development Efforts,
National Association of State Auditors
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Best Practices in Carrying Out State Economic Development Efforts

Purpose

The Performance Audit Committee of the National State Auditors Association developed this
document as a tool for audit organizations and government agencies to use in identifying and
evaluating best practices in carrying out state economic development efforts. Although it was
intended to address many of the best practices that could apply in these situations, it should
not be considered all-inclusive. Further, the practices listed here may not be applicable in all
situations, and other practices may accomplish the same things. However, this document can
be extremely helpful as a starting point for both agency managers and auditors in deciding
what types of practices are more likely to result in an efficient, effective, and accountable
economic development effort.

Background

State economic development programs can have a number of purposes. Some are geared
toward “start-up” companies and may offer assistance in developing products, obtaining capital,
or helping companies begin operations. Some are intended to attract businesses into the state,
spur new business development, or help existing companies train workers, create or retain jobs,
or increase sales. Some may focus on reducing a company’s cost of doing business through
direct cash payments or bond financing, assistance with relocation or expansion costs, and tax
reductions, abatements, or credits. One agency seldom provides all these services, but it may
offer several of them through different programs or divisions.

Having a well-designed economic development program greatly increases the likelihood that the
intended outcomes of the program can be achieved. A well-designed program can also identify
strategies that are ineffective, and consequently, provide decision-makers with information
needed to make future funding decisions.

Planning

An economic development agency’s general purpose may be established by law, but an agency
may need to further define its purpose by determining such things as which services it will offer
or how those services will be provided and coordinated. As part of a good planning process,
the agency would be expected to:

1. If not already spelled out in law, identify what problem or need(s) the program is designed
to address, and which activities or services the program will provide to address it. This part
of the planning process may involve working with stakeholder groups to identify the
economic development needs within the state or the community and to determine whether
and how various activities or services will be coordinated with other economic development
agencies and organizations.

Examples of the types of needs to be addressed can include increasing wages, providing
more private investment capital, addressing a stagnant or declining job market, improving

Carrying Out State Economic Development Efforts 11/04
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labor skills, and increasing growth in a particular sector, such as technology or biomedical.

Examples of the types of services or activities can include technical assistance (such as
writing business plans, providing individual counseling, or locating sources of financing) and
financial assistance (such as making direct investments, or providing loans or grants for
construction, equipment, or staff training).

2. Develop clear and measurable goals for the program and timelines for measuring how well
they were achieved.

Examples of goals can include increasing employment by a certain number of jobs,
Increasing wages by a certain amount, increasing new investments into a targeted area by a
certain amount, reducing unemployment in a given area by a certain percentage, increasing
exports of state products, retraining a certain number or percentage of workers, and
generating a certain amount of tax revenues.

3. Identify what information the agency will need to collect before, during, and after assistance
is provided in order to accurately monitor, track, and evaluate program performance.
Develop applicable forms and procedures for collecting, analyzing, using, and reporting that
information. Depending on the type of assistance being provided, such information may
need to include agency accounting and staff time utilization information and/or information
onh service recipients.

Examples can include pre-assistance and post-assistance employment, salary, benefits,
or skill levels; sales figures; capitalization, etc. Care will need to be taken to ensure that the
number of new jobs created isn't inappropriately double-counted within or across economic
development agencies or programs.

4. Establish and prioritize eligibility criteria for those companies or individuals that might be
interested in receiving the services the agency provides, and develop appropriate guidelines
and forms for collecting application materials and reviewing and evaluating those who

apply.

Examples can include the likely potential for creating a substantial number of new jobs, the
type of product or service a new company Is trying to develop or bring to market, the
likelihood a company would leave the area without this state-funded assistance, the level of
commitment by company management, the number of employees a business has, its
location, whether the company’s needs cannot be met using other non-public resources,

etc.

3. Establish clear guidelines or requirements regarding actual or perceived conflicts of interest
for agency staff or for others who provide economic development services or funding on the
agency’s behalf. Those guidelines should specify which actions or relationships are allowed
or prohibited, and any other steps that should be taken take to manage potential conflict-of-
interest situations.

Carrying Out State Economic Development Efforts 11/04
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Examples of conflicts for the employee, the employee’s spouse or other family member, or a
contracted entity can include owning any portion of or receiving compensation from
companies recelving assistance, using information obtained in the course of work to further
personal financial interests, or serving in a management capacity for a company receiving
assistance. Examples of actions an agency can take to manage those conflicts include
reassigning staff and excluding staff or contractors from decision-making when they have
confiicts.

Adopt rules, policies, procedures, and other guidance that clearly define all program goals,
objectives, requirements, terminology, and processes.

Selecting Recipients and Providing Services

The economic development agency (or other entities acting on its behalf) should develop a
systematic and equitable process for informing interested companies or individuals about the
program’s existence, selecting who receives the economic development assistance, and
providing those services. As part of a good process, the agency would be expected to:

1.

Develop procedures and/or marketing programs (depending on the nature of the program
and the type of assistance being provided) for letting interested companies or individuals
know about the goals of the program, the type of assistance that is available, what is
required to get it, and what is expected in return.

Require interested individuals or companies to complete an application for assistance and
provide all information or documentation needed to help the agency determine whether the
applicant meets the eligibility requirements. (This step might not be applicable for agencies
that provide services to walk-in clients.)

Take reasonable and consistent steps to ensure that individuals or companies applying for
assistance meet the eligibility criteria and have a reasonable likelihood of achieving the
expected results. Depending on the nature of the program, those steps can include
comparing application materials to the established criteria, following up with applicants as
needed, verifying the critical information provided, analyzing the applicant’s financial
condition or viability, and the like. Among other issues to be considered:

a. If the assistance involves a financial investment, the agency may want to take additional
steps—such as obtaining input from agency staff, conducting market research on the
applicant, and seeking the opinions of independent professional reviewers.

b. If the assistance involves a start-up or relatively new company, the agency may want to
see the business plan and the financial data (such as tax returns) of business owners
and guarantors.

Sign contracts or agreements with those applicants who are offered assistance and accept
the terms. Such contracts or agreements generally would spell out such things as what

Carrying Out State Economic Development Efforts 11/04
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services these companies or individuals will receive, the information and reports they will !
need to provide and the agency’s right to verify them, any potential conflicts of interest and |
what steps will be taken to manage or eliminate them, the results they are expected to

achieve and the methods that will be used to measure them, the consequences for not

achieving them (such as claw-back provisions), and any applicable legal requirements. How

formal this is will depend on the type and level of service being provided. Among other

issues to be considered: 1

a. If the agency provides loans, what steps if any should be taken to secure those loans?

Examples can include personal guarantees from company officials or liens against |
buildings or equipment acquired with the loans and may vary depending on the size of
the loan. [

b. If the agency makes investments, the extent to which potential rewards should be linked
to the risk the agency is taking on. }

Examples can include seeking a greater portion of royalties for start-up companies than
for established companies. |

c. If the agency provides any type of financial assistance, the need to periodically review
and evaluate the company’s financial condition. ’

Examples can include the company’s performance in key financial areas, such as current
assets to current liabilities and long- and short-term debt ratios.

d. If the agency contracts with another entity to make loan or investment decisions or
provide training or other assistance on its behalf, what requirements will be placed on |
that contracted entity? a

Examples can include limits to the activities the entity will be allowed to perform,
conformity with agency confiict-of-interest policies, payment methods and schedules, |
performance standards and penalties for non-performance, incentives, provisions for

Inspection, and reporting requirements.

5. Provide services in a timely, informed, helpful, courteous, relevant, and accurate manner.

6. Maintain a record of all applications, supporting documents, agreements or contracts, and 5
major ongoing compliance provisions, as well as the screening process followed, the award
decisions made, the number of individuals or companies receiving assistance, the type 4
and/or amount of assistance received, and the like. |

Carrying Out State Economic Development Efforts 11/04
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Monitoring Performance

The economic development agency should develop and follow systematic, objective, and
independent processes for determining whether service recipients are complying with all
requirements to ensure that the program is being carried out as intended and to help ensure
that tax dollars are being spent wisely and are achieving the desired results. As part of an
effective monitoring process, the agency would be expected to:

1. Ensure that service recipients and contractors provide all required reports and information
within the established time frames.

2. Review and verify the data submitted for accuracy and reliability, and document the
verification work done and its results.

Examples of items that could be reviewed include company payroll, sales increases, cost
savings, capital investments, conflict of interest documentation, key financial performance
data, and the current state of the company and its project. Examples of information from
third parties that might be reviewed to corroborate the information reported include
employment levels and wages reported to a state department of labor. Depending on the
nature of the program, some verification work might also be performed through on-site
reviews or independent (reviews or) audits.

3. Take additional steps to acquire information useful to management and policy-makers that
is not included in the data previously collected, and document those steps.

Examples can include reviewing financial performance results; using surveys to answer
questions about impact and satisfaction, such as a company’s satisfaction with employees
who have completed a training program; verifying confiict of interest reports; and
determining why some businesses have not used program services. Keep in mind that
companies often have a vested interest in saying services were helpful.

4. For individual entities that received assistance, compare the results being reported with the
requirements, agreements, or expectations established for them. For those entities
reporting that they have achieved the desired results, critically assess whether the entity’s
actions actually caused the improvement, because other agencies, organizations, and
miscellaneous factors also may play important roles.

5. Notify an entity when it is not in compliance or has not achieved the intended results, and
take appropriate steps to ensure the entity understands what is expected and when. The
agency also might provide additional assistance to help the entity meet these goals, when
appropriate. As part of this process, the agency should also assess the likelihood that the
entity will be able to meet the requirements, goals, and expectations spelled out for it in the
future.

6. Take timely and appropriate actions against service recipients and contractors who fail to
fulfill their contractual obligations. Among other things, these actions could include:

Carrying Out State Economic Development Efforts 11/04
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a. Changing the terms of the agreement or contract.

b. Withholding additional assistance until the entity has met certain requirements or
achieved certain goals.

¢. Recouping certain grants, loans, or investments that have been distributed, or requiring
repayment for other services that were provided.

Management Analysis and Reporting

An economic development agency should establish a systematic process for analyzing program-
related information, making appropriate adjustments to improve the effectiveness and efficiency
of the program, and reporting relevant summary information to the public and policy-makers
about the results of the economic development program. As part of this process, management
would be expected to do the following types of things on a periodic basis:

1.

Evaluate the extent to which program staff (or contractors acting on the agency’s behalf)
complied with agency policies and procedures, internal controls, and program requirements
in carrying out their responsibilities. Such evaluations could cover the procedures followed
in selecting and providing services to applicants, making investment decisions, and avoiding
or managing conflict-of-interest situations..

Evaluate the reliability of the program data compiled and maintained by program staff (or
contractors acting on the agency’s behalf).

Evaluate how efficiently the agency is carrying out its responsibilities, including a review of
any duplication or lack of coordination between economic development programs.

Evaluate and periodically report to the public and policy-makers on the agency’s activities,
the extent to which it has achieved its goals, and the results that were achieved. Among
other things, such reports should:

a. Acknowledge any data limitations and take them into account.
Examples include clearly identifying the number of new jobs created (i.e., as "planned,”
"projected, ” or ‘actual,” and not reporting results for an entire project if assistance was

provided to only some part of it).

b. Count as reportable only those businesses or clients that indicate a contribution to the
outcomes achieved.

¢. Compare the amount the agency spends on economic development activities with the
benefits attributable to those activities, when feasible.

Carrying Out State Economic Development Efforts 11/04
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5. Propose or adopt needed changes in laws, regulations, standards, policies, processes, etc.,
to help ensure that the economic development program is operating as intended and
accomplishing its purpose.
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