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Senator Carol A. Roessler and

Representative Suzanne Jeskewitz, Co-chairpersons
Joint Legislative Audit Committee
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Madison, Wisconsin 53702

Dear Senator Roessler and Representative Jeskewitz:

As requested by the Joint Legislative Audit Committee, we have completed a review of the
State’s economic development programs. The Department of Commerce is the State’s lead
agency for economic development. It administered 88 of the 152 programs we identified to
encourage the establishment and growth of businesses, including creating and retaining jobs.
Seven other state agencies administered the remaining programs.

The 152 programs we identified provided financial assistance and direct services to businesses,
individuals, local governments, and nonprofit and other organizations from fiscal year

(FY) 2001-02 through FY 2004-05. During the period we reviewed, these programs awarded
$180.9 million in grants and loans, as well as $56.3 million in targeted tax credits, $240.4 million
in bonding authorization, and $64.4 million in loan guarantees.

We make a number of recommendations to streamline economic development programs by
clarifying their purposes, consolidating statutory requirements, and standardizing eligibility
criteria. In addition, accountability could be enhanced by strengthening agency reporting
requirements and disclosing project costs and benefits to the public.

We appreciate the courtesy and cooperation extended to us by the Department of Commerce
and the other agencies we reviewed. A response from Commerce follows the appendices.

Respectfully submitted,

%/% /g«/t/w

Janice Mueller
State Auditor
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Report Highlights =

The State spent an
estimated 5152.8 million
on economic development
programs in the

2003-05 biennium.

We identified 152 economic
development programs
administered by

state agencies.

At least one project in
every county was awarded
economic development
funds during the period
we reviewed.

Efforts to measure and
report program results
have been limited.

Wisconsin’s economic development programs are intended to create
jobs, attract and retain businesses, or otherwise encourage economic
growth. The Department of Commerce is the State’s lead agency, but
seven other state agencies also administer economic development

programs to assist businesses, local governments, and organizations.

In the 2003-05 biennium, state spending on economic development
was an estimated $152.8 million. That amount includes funding for
grants and loans, as well as spending for direct program services
and administrative costs. In addition, $109.3 million was provided in
bonding authorization, as well as $36.0 million in loan guarantees
and $27.9 million in tax credits claimed by businesses.

As both the number and types of economic development programs
have grown, some policymakers have raised concerns about their
scope, effectiveness, and coordination. Therefore, at the direction of
the Joint Legislative Audit Committee, we:

* compiled a program inventory, including each
program’s purpose, award criteria, and sources of
funding;

* analyzed the type and distribution of financial
assistance and program services provided;

* reviewed information collected by state agencies
to evaluate program effectiveness; and

* reviewed other states’ efforts to enhance
accountability in their economic development
programs.
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Scope of Efforts

We identified 152 economic development programs. From fiscal
year (FY) 2001-02 through FY 2004-05, 78 of these programs
primarily offered grants or loans; 58 primarily offered direct services
such as consulting, regulatory assistance, and planning; and 16
offered loan guarantees, bonding authorization, and targeted tax
credits. We estimate that as of June 30, 2005, state agencies were
authorized at least 247.9 full-time equivalent staff for administering
these economic development programs.

We identified a large number of programs that provide similar
services. For example, 34 programs assist businesses in purchasing
tixed assets such as land, buildings, or equipment, and 26 programs
assist with business planning.

As shown in Table 1, some programs target specific types of
businesses or encourage the growth of particular industries. For
example, 46 programs target small businesses, including 35 that
provide financial assistance and 11 that provide services such as
business planning or technical assistance.

Table 1

Targeted Programs

Type of Business Number of Programs
Small Business 46
Early-Stage Business and

Entrepreneurs 40
Agricultural Business 34
Technology-Based Business 21
Minority-Owned Business 18

Some program duplication may be desirable to ensure that services
are available statewide or that they can be provided locally.
However, duplication increases administrative costs and may
confuse those seeking assistance or hinder the Legislature’s ability to
assess program accomplishments and provide adequate oversight.
We identified 23 programs that were inactive during some or all of
our audit period. Six have already been repealed, but the remaining
17 have not. Consolidation or elimination of some of these programs
could simplify both program administration and oversight.
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Distribution of Financial Assistance

We analyzed the $180.9 million in grants and loans for economic
development that state agencies awarded to businesses, individuals,
local governments, and other organizations from FY 2001-02
through FY 2004-05. Projects in Milwaukee, Dane, and Rock counties
received nearly one-third of all funds awarded during that period,
but at least one project in every county was awarded a grant or loan.

Although economic development projects in Milwaukee County
received more funding than those in other counties, on a per capita
basis Milwaukee County’s grant and loan awards were $2.71 below
the statewide average of $30.38. From FY 2001-02 through FY 2004-05,
per capita grant and loan funding ranged from $1.63 in Menominee
County to $120.09 in Green County.

Some economic development programs also assist Wisconsin
businesses by facilitating access to capital. As shown in Figure 1,
state agencies authorized $240.4 million in bonding for economic
development during the past two biennia, including $239.6 million
in industrial revenue bonds and $770,100 in bonds to raise capital
for farm loans. In addition, six economic development programs
guaranteed $64.4 million in loan principal payments if borrowers
default.

Figure 1

Financial Assistance Awarded
FY 2001-02 through FY 2004-05

(In Millions)
$240.4
$180.9
$64.4
$56.3
Bonding Grants Loan Tax
Authorization ~ and Loans Guarantees Credits'

TBecause tax credits are tracked on a calendar year basis, we
reviewed the amounts awarded from 2001 through 2004.
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Tax policies are also an important component of the State’s
economic development efforts. To encourage economic
development in specific geographic areas, businesses located in
designated development zones have been eligible for income tax
credits since 1988. Statutes currently allow for the designation of as
many as 135 development zones under five programs, and every
part of the state is included in at least one development zone.

Through June 30, 2005, the Legislature authorized up to

$406.6 million in development zone tax credits, and Commerce
awarded $122.6 million in credits to eligible businesses, as shown in
Table 2. Businesses in Milwaukee County received 26.5 percent of the
$56.3 million in income tax credits awarded during the four-year
period we reviewed.

Table 2

Development Zone Tax Credits
Through June 30, 2005

Amount
Available Credits Awarded
(In Millions) (In Millions)

Community Development Zones $38.2 $233
Development Opportunity Zones 29.4 11.5
Enterprise Development Zones 294.0 84.4
Agricultural Development Zones 5.0 0.9
Technology Zones 40.0 2.4

Total

$406.6 $122.6
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Improving Coordination and Accountability

To make informed decisions about economic development
programs, policymakers need accurate and reliable information
about their costs and effectiveness. However, agency responsibility
for administering economic development programs is fragmented,
efforts to measure and report results are limited, and no single entity
is responsible for ensuring that the programs are working toward
common policy goals. For example, we identified 26 councils, task
forces, or other bodies that are responsible for overseeing and
coordinating various aspects of the State’s economic development
programs.

We believe accountability could be enhanced by improving
coordination, reducing the number of programs with similar
purposes, consolidating agency reporting requirements, and
disclosing project costs and benefits to the public.

Recommendations

We include recommendations for the Department of Commerce to
report to the Joint Legislative Audit Committee by February 15, 2007,
on its efforts to:

M identify duplicative and outdated programs (p. 40);

M improve procedures for tracking and reporting
actual project results (p. 77);

M improve procedures for monitoring the long-term
success of projects (p. 79);

M improve tracking and reporting of tax credits
claimed by businesses located within
development zones (p. 96); and

M provide additional information on the
effectiveness of the Certified Capital Companies
program (p. 101).

We also include a recommendation that the University of Wisconsin
System and the Wisconsin Technical College System designate an
economic development liaison at each campus, publish directories
of their business assistance programs, and report to the Joint
Legislative Audit Committee by February 15, 2007, (p. 49).



8 = = = =« REPORT HIGHLIGHTS

Finally, we include recommendations for the Legislature to consider:

M specifying criteria for designating future
development zones (p. 90);

M encouraging the establishment of clear and
measurable goals to ensure that programs are
coordinated effectively (p. 113);

M reducing the number of programs by
consolidating statutory requirements and
standardizing eligibility criteria for similar
programs (p. 115);

M consolidating reporting requirements for state
agencies (p. 116); and

M enacting public disclosure requirements to

improve the transparency in the use of state funds
for economic development (p. 117).



Definition of State Economic Development Programs
State Expenditures and Staffing

Local and Federal Programs

Introduction =

There is no generally
accepted definition of
economic development.

Most states offer a
variety of direct services
and financial assistance

to promote economic
development.

There is no generally accepted definition of economic development.
Some professionals define it solely in terms of economic indicators
such as productivity, investment, employment, or income; others
view it in terms of creating economic opportunities within a
community. Business leaders commonly view economic
development as the enactment of public policies that foster private
sector development and growth, while local and state officials—who
are interested in creating jobs for their constituents—often
characterize it in terms of assisting individual businesses to avoid
plant closings and mass layoffs, attracting new businesses, or
preventing existing businesses from relocating. According to the
federal Department of Commerce, economic development programs
are intended to enhance the productive capacity of local, state, or
national economies by reducing costs and risks that inhibit private
sector investment, and every state and many local governments
offer a variety of incentives that are intended to create jobs, attract
and retain businesses, or otherwise encourage economic growth.

State economic development programs have changed over time to
address new economic conditions and challenges. Recruiting
businesses by means of providing financial assistance or tax
incentives remains a core component of most states” economic
development strategies, but programs have expanded to also
address regulations, access to capital, and workforce availability.
Most states offer a diverse range of direct services, financial
assistance, and tax incentives to businesses, local governments, and
other organizations that are designed to:
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* encourage out-of-state businesses to move into or
locate new facilities within the state;

* retain and expand existing in-state businesses;

* create opportunities for entrepreneurs and small
businesses;

» assist disadvantaged businesses, such as those
owned by women or members of minority
groups;

* improve the competitiveness of industries
important to the state; or

* promote regional economic growth.

While state and local officials generally agree on the importance of
job creation and economic growth, there is disagreement about both
the appropriate role of government in providing incentives to
businesses and the effectiveness of various economic development
strategies. Proponents contend that tax incentives and other public
financial assistance encourage business expansion and job creation
and are necessary to remain competitive with neighboring states
that offer similar incentives. Some also argue that such incentives
encourage economic activity in distressed areas and make these
areas competitive with those that are more prosperous. Finally,
proponents believe that states will recover the costs of using public
incentives for private businesses through additional taxes generated
by new jobs and an expanded property tax base.

Others believe that such policies unnecessarily subsidize business
activities that would likely occur without public funding. They
argue that economic development programs shift the cost of doing
business to citizen taxpayers, and thereby reduce available funding
for education, transportation, and other services necessary for
economic growth. Some also contend that business incentives
interfere with the free market and create inequities by favoring
certain businesses and industries over others, particularly when
an out-of-state company receives a subsidy that is not available to
in-state businesses. Finally, some dispute the role that financial
incentives play in business location decisions, arguing that factors
such as location, transportation infrastructure, workforce
availability, and access to raw materials play a larger role in such
decisions.
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Questions have been  As the number and types of economic development programs have
raised about the  grown, policymakers have raised questions about the scope of
. ef.fectiveness ‘ff Wisconsin’s programs, including their purposes and effectiveness in
Wisconsin’s economic  .1o5ting jobs and growing the economy, the degree of coordination
development programs. among state agencies and programs, the types of assistance offered,
and whether financial assistance is distributed equitably throughout
the state. To address these concerns, we:

» estimated total expenditures of state funds for
economic development programs during the
2003-05 biennium;

* analyzed state financial assistance, including the
amount and distribution of grants, loans, and tax
credits awarded to businesses, local governments,
and other organizations during the past two
biennia;

* compiled information about program
effectiveness, including reported program results;
and

* reviewed selected projects to determine whether
program requirements were followed.

We identified economic In addition, we reviewed state statutes, administrative rules, agency
development programs  reports, and other publications to identify program requirements,
available during the  funding criteria, and state economic policies and strategies. We also
past two biennia.  ;iorviewed state agency officials and private organizations
receiving state funds to identify and inventory all economic
development programs available from FY 2001-02 through
FY 2004-05, and we interviewed organizations and associations
representing various state and local economic development
interests.

The large number of programs we identified made it infeasible to
evaluate the effectiveness of each one. Instead, we identified,
described, and categorized Wisconsin’s economic development
programs. We also identified outdated and potentially duplicative
programs; reviewed procedures for tracking and measuring
program results; and examined the level to which programs are
coordinated among state agencies.
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State economic
development programs
are intended to
encourage the
establishment and
growth of businesses.

Definition of State Economic
Development Programs

Under the broadest definition, a complete listing of economic
development activities would include the majority of state
government functions. For example, state policies related to public
education, public health, workforce development, transportation
and infrastructure improvements, environmental protection, and
public safety all affect Wisconsin’s economy and can influence
business decisions to expand or locate in the state. However, an
inventory of economic development programs is more meaningful if
a narrower definition is used. In conducting this review, we defined
state economic development programs as publicly or privately
administered programs or activities with the primary purpose of
encouraging the establishment and growth of businesses, including
creating and retaining jobs, that:

* receive state funding or federal funding allocated
through state appropriations; and

» provide financial assistance, tax credits, or direct
services to specific industries, businesses, local
governments, or organizations.

With a few exceptions, this definition restricts the programs
included in our inventory to those funded through state
appropriations. Programs that are funded primarily with local
revenues, as well as those that receive federal funding that does not
pass through state appropriations, have been excluded. We also
excluded programs that may have secondary economic
development benefits but do not have the primary purpose of
encouraging the establishment and growth of business, such as:

* academic and research programs at primary,
secondary, and post-secondary educational
institutions;

» programs that provide job training or job
placement services to individuals;

* programs related to the amount or affordability of
housing; and

* programs that provide funding for infrastructure
projects that benefit the general public, such as
sewers, highways, harbors, and airports.



Tax policies are an
important component of
Wisconsin’s economic
development efforts.

Commerce and seven state
agencies administered

152 economic development
programs from FY 2001-02
through FY 2004-05.

Wisconsin’s 152 programs
offer assistance to
businesses, individuals,
local governments, and
other organizations.
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Tax policies are often cited as an important component of
Wisconsin’s economic development efforts. We describe selected tax
policies that affect businesses, including corporate income and
franchise tax credits, sales and use tax exemptions, and property tax
abatements. However, our inventory includes only tax incentive
programs that are available for specific purposes or activities and
that require certification or approval from a state agency, such as
development zone tax credit programs. We excluded tax incentives
that are generally available to businesses and are not discrete
programs, such as sales and use tax exemptions for fuel and
electricity used in manufacturing.

State Expenditures and Staffing

The Department of Commerce is statutorily designated as
Wisconsin’s lead economic development agency. Chapter 560,

Wis. Stats., directs Commerce to implement and coordinate a broad
range of activities to foster the growth and diversification of the
state economy, including serving as a clearinghouse for information,
seeking cooperation and coordination among state agencies and
local governments, developing a state economic development
policy, facilitating the establishment and growth of businesses,
encouraging the growth of tourism, and promoting state products
and industries in foreign and domestic markets. Seven other state
agencies also administer economic development programs:

* the Department of Agriculture, Trade and
Consumer Protection (DATCP);

* the Department of Natural Resources (DNR);
» the Department of Tourism;
* the Department of Transportation (DOT);
* the University of Wisconsin System (UW System);
* the Wisconsin Housing and Economic
Development Authority (WHEDA), which is
an independent authority; and
* the Wisconsin Technical College System (WTCS).
From FY 2001-02 through FY 2004-05, these agencies administered
152 economic development programs that offered assistance to
businesses of every size and at every stage in their development, as

well as to individuals, local governments, and other organizations.
Appendix 1 describes each of these programs, including their
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Wisconsin offers direct
services, grants and
loans, tax credits, loan
guarantees, and bonding
authorization.

statutory authority and agency-reported results for the 2003-05
biennium. Appendix 2 lists each program’s expenditures and
funding sources, types of assistance offered, eligible recipients,
emphasis, and purpose. Appendix 3 describes 11 additional
programs that were excluded from our inventory because they were
created in FY 2005-06 and implemented after the period we
reviewed.

Each economic development program we identified offers one of the
following five types of assistance:

» direct services, which represent information and
technical assistance provided by program staff;

» grants and loans, which represent state funds that
are provided for economic development
purposes;

» tax credits, which offset the income tax liability of
businesses that meet certain criteria;

* loan guarantees, which represent commitments
by state agencies to repay the principal obtained
from banks or other private financial institutions
in the event that borrowers default on loan
repayments; and

* bonding authorization, which represents the
State’s approval for WHEDA or municipal
governments to issue bonds on behalf of
businesses seeking to finance economic
development projects.

State economic development expenditures include amounts spent
on grants and loans, staff salaries and fringe benefits, and
administrative costs. Administrative costs include costs related to
reviewing and approving grant and loan applications and assessing
recipients’ compliance with program requirements, as well as
general program overhead. Staffing and administrative costs for
programs that provide loan guarantees and bonding authority are
included as direct state expenditures; however, the financial
assistance provided by these programs is not, because it is provided
by private financial institutions or investors and does not represent
an obligation of the State. Tax credits are not included as
expenditures because they represent foregone state revenue.



Estimated economic
development
expenditures for the
2003-05 biennium
were $152.8 million.
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As shown in Table 3, program expenditures were an estimated
$152.8 million during the 2003-05 biennium. That amount includes
an estimated $99.5 million in spending on grants and loans, as well
as $53.3 million for providing direct services and program
administration costs. Other financial assistance included

$109.3 million in bonding authorization, $36.0 million in loan
guarantees, and $27.9 million in tax credits that were claimed in
2003 and 2004.

Table 3

Estimated Economic Development Expenditures and Other Financial Assistance

FY 2003-04 through FY 2004-05

Estimated Expenditures Other Financial Assistance
Direct Services Bonding Foregone

Grants and and Program Total Amount Loan Revenue from
Agency Loans Administration Expenditures Authorized' Guarantees? Tax Credits®
Commerce  $78,455,800 $17,251,400 $ 95,707,200 $109,216,000 § 0 $27,925,000
DATCP 6,640,800 2,842,100 9,482,900 0 0 0
lS‘l)\//;/tem 74,000 24,189,500 24,263,500 0 0 0
WHEDA 0 1,626,400 1,626,400 117,900 35,105,700 0
Tourism 2,463,200 1,027,800 3,491,000 0 0 0
DNR 4,047,000 844,700 4,891,700 0 0 0
DOT 7,845,500 4,793,900 12,639,400 0 929,500 0
WTCS 0 686,600 686,600 0 0 0
Total $99,526,300 $53,262,400 $152,788,700  $109,333,900 $36,035,200 $27,925,000

1

Represents the amount of economic development-related bonding authorized by state agencies.

Does not represent obligations of the State of Wisconsin.

2 Represents the principal amount of loans obtained by businesses from banks and other financial
institutions for which state agencies guarantee repayment if the borrower defaults.

3 Estimated amount of economic development program tax credits claimed in tax years 2003 and 2004.

Table 3 excludes expenditures from non-state sources, such as local
property taxes, private funds, and federal grants that are not
included in state appropriations. Some WHEDA expenditures are
included because the State provided general purpose revenue (GPR)
to fund its reserves when many WHEDA loan guarantee programs
were created. However, as noted, WHEDA is an independent
authority and does not generally receive direct funding through the
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Federal revenue funded
553.0 million in state
economic development
expenditures from

FY 2003-04 through
FY 2004-05.

state budget. Instead, its funding is derived primarily from taxable
and tax-exempt bonding and loan repayments.

Funding sources for state economic development programs include
federal revenue; GPR; segregated revenue from DNR’s
Environmental Fund and DOT’s Transportation Fund; and program
revenue from loan repayments, tribal gaming operations, fees, and
other sources. As shown in Figure 2, the largest portion of program
expenditures—$53.0 million, or 34.7 percent of the $152.8 million
spent from FY 2003-04 through FY 2004-05—was funded by federal
revenue.

Figure 2

Economic Development Expenditures, by Funding Source

FY 2003-04 through FY 2004-05

$53.0 million

Federal Revenue
34.7%

$1.6 million

$29.1 million
Program Revenue
$29.5 million 19.1%

Segregated Revenue
\ 19.2%

State agencies

were authorized at least
247.9 FTE staff

for administering the
152 programs.

As of June 30, 2005, we estimate state agencies were authorized at
least 247.9 full-time equivalent (FTE) staff for administering the
152 programs we identified. It is difficult to determine the exact
number of staff working on economic development activities
because many employees have both economic development and
other responsibilities. As shown in Table 4, UW System employed
the largest number of economic development staff, including
employees located on campuses and outreach staff located in each
county.
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Table 4

State Economic Development Staff
As of June 30, 2005

Number of
FTE
Agency Positions’
UW System 129.7
Commerce 67.4
DATCP 28.4
DOT 9.5
DNR 55
Tourism 3.9
WHEDA? 2.6
WTCS 0.9
Total 247.9

T Based on number of authorized positions or estimated time spent on economic development activities.
2 WHEDA employees are eligible to participate in the Wisconsin Retirement System but are not state employees.

Local and Federal Programs

Local governments and federal agencies also contribute significant
resources to economic development activities in Wisconsin. Tax
incremental financing (TIF) districts are an important source of
funding for local economic development projects, while one of the
largest sources of federal revenue for both state and local economic
development projects is the federal Community Development Block
Grant (CDBG) program.

Local governments  As shown in Table 5, local governments reported spending
reported spending $701.2 million on economic development activities in 2003 and 2004,
8701.2 million on the most recent years for which data were available. The

economic development expenditures include both operating expenses and capital outlays
in 2003 and 2004. for:

» rehabilitation of blighted or deteriorated
neighborhoods;

* community development;



18 = = = = INTRODUCTION

= direct financial assistance to businesses;

* industrial development agencies and chamber of
commerce activities;

* acquisition of industrial sites and industrial park
development;

* advertising and marketing for local communities;
and

* economic and industrial surveys.

Table 5
Local Economic Development Expenditures
(In Millions)
2003 2004 Total
Cities $243.2 $259.7 $502.9
Villages 37.9 57.6 95.5
Counties 37.2 54.1 91.3
Towns 5.7 5.8 11.5
Total $324.0 $377.2 $701.2

Source: County and Municipal Revenues and Expenditures, Wisconsin Department of Revenue

DOR reported that  Section 66.1105, Wis. Stats., authorizes municipal governments to
826 TIF districts were establish TIF districts in areas that are blighted, need rehabilitation
active t’_"’ 0"9’_'0‘.“ or environmental remediation, or are suitable for industrial sites or
Wisconsin in 1 ed-use developments. Once an area is designated, the
January 2005. Department of Revenue (DOR) determines the base value of the
property within the district. Property taxes levied in excess of the
base value are known as the tax increment and can be used by
municipalities to pay for infrastructure improvements,
environmental remediation, real estate, and professional services
within the TIF district. TIF districts generated a tax increment of
$243.8 million, or 4.3 percent of the total city and village property
tax levy, in 2005. DOR reported that 826 TIF districts were active
throughout Wisconsin in January 2005.



The Small Business
Administration assists
Wisconsin businesses in
obtaining financing.
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Nineteen federal agencies—including the federal departments of
Commerce, Agriculture, Housing and Urban Development, and
Transportation, as well as several independent agencies—administer
more than 140 economic development programs identified in the
Catalog of Federal Domestic Assistance. Many of these federal
programs provided financial or technical assistance directly to
Wisconsin businesses, local governments, and organizations from
FY 2001-02 through FY 2004-05.

For example, the federal Small Business Administration provides
direct services, financial assistance, loan guarantees, and training to
small businesses, organizations that support small businesses, and
local governments. It was created in 1953 as an independent agency
of the federal government to aid, counsel, assist, and protect the
interests of small business concerns; to preserve free competitive
enterprise; and to maintain and strengthen the economy. It
maintains a network of field offices and partnerships with public
and private organizations, including offices in Madison and
Milwaukee. In federal fiscal year (FFY) 2004-05, Small Business
Administration offices in Wisconsin reported that they assisted
2,194 Wisconsin businesses in obtaining nearly $496.0 million in
federal and private loans for working capital or to refinance existing
debt, acquire existing businesses, purchase fixed assets such as land
and buildings, or purchase equipment and supplies.

The federal CDBG program provides every state and certain local
governments with funding from the Department of Housing and
Urban Development for a wide range of public housing and
economic development activities that are designed to:

* Dbenefit low- and moderate-income persons;

* meet an urgent local need that poses a threat to
the health, safety, or welfare of a community; or

* prevent or eliminate slums or blight.

CDBG funds are distributed to state and local governments in two
ways. Entitlement communities—which are the principal cities in
each metropolitan statistical area as defined by the United States
Census Bureau, metropolitan cities with populations of at

least 50,000, or urban counties with populations of at least 200,000
excluding the population of the principal city—are eligible to receive
CDBG funding. In addition, a portion of each state’s CDBG
allocation is provided to the state government to be used in
non-entitlement communities.
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Wisconsin communities From FFY 2003-04 through FFY 2004-05, 22 entitlement communities
received $88.2 million in  in Wisconsin—including 19 cities and 3 counties—received

federal CDBG funding $88.2 million in CDBG funds, and another $64.6 million was

¢ hroZ';ITF’;FY YZZO(:&S- 0‘1_4 provided to Commerce for economic development, hqusing, and
other programs. CDBG funds accounted for $45.4 million of
Commerce’s economic development program expenditures from
FY 2003-04 through FY 2004-05. Appendix 4 includes additional
information about the amounts awarded to each Wisconsin
entitlement community.



Overview of State Programs
Targeted Businesses

Duplication of Program Services

Program Objectives and Services =

We categorized economic development programs by the type of
assistance they offer, eligible recipients, and purpose. A large
number of programs provide similar services. Some duplication
may be desirable to ensure that services are available statewide.
However, additional efforts to reduce duplicative programs would
reduce administrative costs and could both enhance legislative
oversight and help those seeking assistance to identify appropriate
resources.

Overview of State Programs

As shown in Table 6, the 152 economic development programs we
identified can be categorized based on the primary type of assistance
provided:

» 78 provide grants or loans, including 50 that
provide grants only, 13 that provide loans only,
and 15 that provide both grants and loans;

= 58 offer direct services, such as entrepreneurial
and business consulting, regulatory assistance,
assistance developing new products or
technologies, assistance related to exporting
products, and community planning; and

21
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* 16 provide other financial assistance, including
8 that offer targeted tax credits to specific
businesses or individuals that meet pre-
determined criteria, 6 that provide loan
guarantees, and 2 that authorize local
governments or WHEDA to issue bonds
on behalf of a business.

Table 6

Assistance Offered
FY 2001-02 through FY 2004-05

Programs
Programs Programs Offering
Offering Offering Other
Grants or Direct Financial
Agency Loans Services Assistance' Total
Commerce 59 20 9 88
DATCP 11 12 0 23
UW System 2 19 0 21
WHEDA 1 1 6 8
Tourism 1 4 0 5
DNR 3 0 0 3
DOT 1 1 1 3
WTCS 0 1 0 1
Total 78 58 16 152

' Includes tax credits, loan guarantees, and bonding authorization.

Businesses or individuals
are eligible for 127 of
Wisconsin’s 152 economic
development programs.

Programs can also be grouped according to the types of recipients
eligible for assistance. As shown in Table 7, 83.6 percent of programs
serve businesses or individuals; 30.3 percent serve nonprofit or other
types of organizations, such as community development
organizations; and 21.1 percent serve local governments. Of the

127 programs offered to businesses or individuals, 74 provide some
type of financial assistance.
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Table 7

Eligible Recipients
FY 2001-02 through FY 2004-05

Programs
Programs Offering
Offering Direct Financial Percentage of
Type of Recipient Services Assistance Total' All Programs
Businesses or Individuals 53 74 127 83.6%
Nonprofit or Other Organizations 18 28 46 30.3
Local Governments 14 18 32 21.1

! Total does not equal 152 programs because some programs are open to more than one type of recipient.

Finally, programs can be categorized according to the specific
purposes identified in their authorizing statutes, administrative
rules, or in other agency materials. As shown in Table 8, 44.1 percent
of the programs offer technical assistance or funding to obtain it.
Technical assistance encompasses a wide range of activities, such as
providing information or advice related to business start-up,
operations, or management, and assisting businesses in complying
with local, state, or federal regulations. Financial assistance can
include help in purchasing fixed assets, such as land, buildings, and
equipment, and in funding operating costs, including staffing. Some
of the other purposes we identified include:

» assisting with the research, development, or
commercialization of a new product, process, or
technology, or with product marketing, including
overseas exports;

* promoting private venture capital investment in
early-stage companies;

* assisting communities in conducting economic
development planning or with capitalizing a
revolving loan fund to be used for local economic
development projects; and

* assisting with the establishment and operation of
a business incubator that provides early-stage
businesses with inexpensive office space and
shared resources.
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Table 8

Program Purposes
FY 2001-02 through FY 2004-05

Programs
Programs Offering
Offering Direct Financial Percentage of
Purpose Services Assistance Total' All Programs
Provide Technical Assistance 51 16 67 44.1%
Purchase Fixed Assets 0 34 34 22.4
Assist with Operations Costs 0 33 33 21.7
Assist with Business Planning 8 18 26 17.1
Assist with Marketing and Promotion 18 8 26 17.1
Encourage Community
Development 6 8 14 9.2
Remediate and Redevelop
Contaminated Property 0 11 11 7.2
Promote Equity Investment 1 6 7 4.6
Research and Develop New Products 2 5 4.6
Assist with Business Incubators 3 3 6 3.9
Assist Businesses in Training
Employees 1 4 5 3.3
Capitalize Revolving Loan Fund 0 4 4 2.6
Certify Disadvantaged Businesses 2 0 2 1.3
Recruit Businesses to Wisconsin 1 0 1 0.7
T Total does not equal 152 programs because some programs have more than one purpose.
More than one program More than one program has been established for each purpose we
is available for all but identified, except recruiting out-of-state businesses to Wisconsin.
one of the economic For example, 34 of the 152 programs we identified, or 22.4 percent,
development purposes provide assistance for purchasing fixed assets such as land,

we identified. buildings, equipment, or other depreciable assets, and 33 programs,

or 21.7 percent, assist businesses with operating expenses, such as
start-up costs, supplies and services, or personnel costs. However,
some programs differ in the types of assistance they provide, such
as grants versus loans, and in their eligibility criteria.



PROGRAM OBJECTIVES AND SERVICES = = = = 25

Targeted Businesses

Some economic development programs are designed to assist a
specific type of business or to encourage the growth of a particular
industry. We reviewed statutory and other criteria and identified
five types of businesses that receive special consideration in the
form of program services or funding: small businesses,
entrepreneurs and start-up companies, agricultural businesses,
technology-based businesses, and minority-owned businesses.

As shown in Table 9, 46 programs target small businesses, and

40 programs target early-stage businesses and entrepreneurs.
Although there is some overlap, programs that target small
businesses are generally open to long-established businesses, while
programs that target early-stage businesses and entrepreneurs
generally are limited to new business ventures. Farms are included
in the agricultural businesses served by 34 programs, while

21 programs provide assistance to technology-based businesses,
including biotechnology businesses, and 18 programs provide
assistance to minority-owned businesses. Businesses that receive
targeted assistance through these programs are not precluded from
also receiving assistance through other programs.

Table 9

Targeted Programs
FY 2001-02 through FY 2004-05

Programs for Programs for
Early-Stage Programs for Programs for Minority-
Programs for Business and Agricultural Technology- Owned

Agency Small Business Entrepreneurs Business Based Business Business
Commerce 30 28 6 15 14
DATCP 3 5 22 0 0
UW System 7 7 2 6 0
WHEDA 4 0 4 0 2
Tourism 0 0 0 0 0
DNR 0 0 0 0 0
DOT 2 0 0 0 2
WTCS 0 0 0 0 0
Total’ 46 40 34 21 18

! Total does not equal 152 programs because many programs target more than one type of business, and some do not
target any specific type of business.
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Programs for Small Business

Small businesses are an important component of Wisconsin’s
economy and are a subject of increasing legislative interest,
especially among those who believe they have the potential to
generate a substantial number of new jobs. According to the Census
Bureau, 70.2 percent of Wisconsin business establishments had
fewer than 20 employees in 2003, and these businesses employed
18.2 percent of the workforce, excluding individuals engaged in
farming and government occupations. Small businesses can face
barriers to growth, including difficulties obtaining private financing.

What constitutes a small business varies among the economic
development programs we identified. For example, it ranges from
25 to 250 employees for different Commerce programs. As shown in
Figure 3, 15 of the 46 small business assistance programs provide
technical assistance, 13 assist with business planning, 12 provide
funding for operating costs, and 12 provide funding for fixed assets.

Technical Assistance

Business Planning

Funding for Operating Costs

Funding for Fixed Assets

Business Incubator Assistance

Employee Training

Research and Development

Equity Investment

Certification of Disadvantaged Businesses
Funding to Capitalize Revolving Loans

Marketing and Promotion

Figure 3

Small Business Assistance Programs

15

|13

|12

|12

6

4 6 8 10 12 14 16 18
Number of Programs




We identified

46 programs that
offer assistance to
small businesses.

We identified

40 programs that
offer assistance to
entrepreneurs.
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Commerce administers 30 of the 46 small business programs we
identified, including the Entrepreneurial Training and Early
Planning Grant programs that assist businesses in completing
business plans, and the Business Employees Skills Training program
that provides training grants to small businesses. Commerce also
offers direct services to small businesses through programs
administered by its Bureau of Entrepreneurship. For example, a
small business ombudsman serves as an advocate for small
businesses by answering questions and working with the Small
Business Regulatory Review Board, which is attached to Commerce,
to notify small business owners of regulatory changes that may
affect them. In addition, the Small Business Clean Air Assistance
Program, which is administered by Commerce, provides
consultation and technical assistance to help small businesses
understand and comply with state and federal regulations under the
Clean Air Act.

UW-Extension’s Small Business Development Centers (SBDCs),
which are located on each of the 13 four-year UW System campuses,
also provide technical assistance to small businesses and
entrepreneurs through one-on-one consulting and classes that focus
on business planning and development. These centers belong to a
national network of small business assistance centers that are
funded by GPR, program revenue, and funds from the federal Small
Business Administration.

Programs for Early-Stage Business and Entrepreneurs

Early-stage business and entrepreneurial programs focus on
assisting with the start-up or development of new business ventures,
which have received increasing attention in recent years because of
their potential for significant job creation. For the purposes of our
review, “entrepreneurs” include individuals or groups starting any
type of business, including those developing innovative products.
As shown in Figure 4, 17 of the 40 programs that specifically target
entrepreneurs offer technical assistance, 16 assist with business
planning, 7 offer assistance in obtaining equity financing and
venture capital, 7 provide funding for operating costs, and 6 offer
assistance through business incubators.
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Figure 4

Early-Stage Business and Entrepreneur Assistance Programs
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Lack of capital is

a common reason for
the failure of new
business ventures.

One of the most visible entrepreneurial assistance programs is the
Wisconsin Entrepreneurs” Network, which was created by

2003 Wisconsin Act 255 and is a partnership between Commerce
and UW-Extension. It is a statewide collaboration of more than

57 organizations that follow standardized procedures to assess
individual clients” needs and assist them in identifying appropriate
resources, such as classes or SBDC consulting services. Clients who
need specialized assistance on issues such as intellectual property
rights or patents are referred to one of four designated regional
specialists employed by UW-Extension. Information about each
client is tracked and shared with other network members to
facilitate follow-up and ensure that needed services are received.

A lack of access to capital is a commonly cited reason for the failure
of new business ventures that do not have the size, assets, or
operating histories necessary to obtain financing from traditional
sources, such as banks. Investments by outside parties in new
Wisconsin business ventures increased from $8.9 million in 1995 to
$67.9 million in 2005, but as shown in Table 10, less than 1.0 percent
of the nation’s venture capital investments were made in Wisconsin
businesses during this period. Therefore, policymakers and state
agencies have placed an increasing emphasis on attracting venture
capital to Wisconsin companies, including “angel investments” in
businesses at their earliest stages of development by individuals or
groups of investors.
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Table 10
Venture Capital Investments in Wisconsin
(In Millions)
Wisconsin as a Wisconsin's
United States Percentage of National
Year Wisconsin Total National Total Rank
1995 $ 8.9 $ 78793 0.1% 35
1996 25.4 11,014.3 0.2 28
1997 45.1 14,612.0 0.3 26
1998 83.7 20,810.6 0.4 26
1999 85.2 53,475.7 0.2 28
2000 198.9 104,700.7 0.2 29
2001 93.1 40,703.5 0.2 27
2002 50.8 21,697.8 0.2 30
2003 37.6 19,585.5 0.2 29
2004 57.1 21,635.3 0.3 25
2005 67.9 21,680.0 0.3 28

' Includes Puerto Rico and the District of Columbia.

Source: PricewaterhouseCoopers 2005 Money Tree Survey

We identified seven =~ We identified seven economic development programs that seek to

programs that promote increase the amount of venture capital available to Wisconsin
access to venture capital. companies:

* the Technology Venture Fund Grants and Loans
program, the Seed Capital Fund program, and
Venture Capital Conference Grants are all
administered by Commerce and provide grants or
loans to assist businesses, individuals, or
organizations in locating sources of venture
capital and attracting investments;

* the Certified Capital Companies (CAPCO)
program, the Early Stage Seed Investment Tax
Credit program, and the Angel Investment Tax
Credit program offer tax credits for investments
in qualified businesses certified by Commerce;
and



30 = = = =« PROGRAM OBJECTIVES AND SERVICES

SWIB has committed up
to 5185.0 million for
investments in new
business ventures.

*  the Wisconsin Technology Council, an
independent nonprofit corporation created by
1999 Wisconsin Act 106, offers direct services to
entrepreneurs and early-stage businesses.

In the 2003-05 biennium, the Wisconsin Technology Council
received $500,000 in GPR and $1.3 million from private sources and
fees to foster entrepreneurship and innovation through the annual
Wisconsin Entrepreneurs Conference, the Governor’s Business Plan
contest, and other activities. With assistance from Commerce and
the Department of Financial Institutions, the Council created the
Wisconsin Angel Network in January 2005 to assist investors and
early-stage Wisconsin-based businesses in pursuing venture capital
financing. The Wisconsin Angel Network has since created a
searchable online database that allows investors to locate potential
business investments, and it has organized and created new
investor networks and hosted conferences and other events to
encourage communication among investors and early-stage
businesses.

The State of Wisconsin Investment Board (SWIB) also provides
equity financing for Wisconsin-based businesses through its venture
capital initiative. We did not include this initiative in our inventory
because its primary purpose is not economic development; instead,
it assists SWIB in fulfilling its fiduciary responsibility to manage the
assets of the Wisconsin Retirement System, the State Investment
Fund, and other trust funds. Nonetheless, SWIB’s investment
activity represents a significant source of capital for early-stage
businesses and serves to promote economic development in
Wisconsin.

Through December 31, 2005, SWIB committed a total of

$135.0 million to be invested through four venture capital funds
managed by firms with offices in Wisconsin. In order to meet its
fiduciary responsibility, SWIB does not require that all

$135.0 million be invested in Wisconsin companies, but its contracts
require that fund managers attempt to maximize investments in
Wisconsin-based companies. As shown in Table 11, SWIB reported
that the venture capital firms had invested $52.7 million of its
$135.0 million commitment, including $25.8 million in Wisconsin-
based businesses, through December 2005. Further, SWIB—subject
to the completion of its due-diligence process—has approved up to
an additional $50.0 million, to be allocated between the Mason Wells
and Venture Investors funds, depending on the amount of
additional capital raised by each. This additional allocation is
expected to be made available in 2006.
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Table 11
SWIB Commitments to Venture Capital Firms
December 2005
Amount Invested in
Amount Amount Wisconsin
Fund Name Committed Invested Businesses
Mason Wells Biomedical Fund | $ 25,000,000 $16,984,155 $13,440,743
Venture Investors Early Stage IlI 20,000,000 14,936,404 11,389,918
Baird Venture Partners | (B) 30,000,000 8,864,274 1,003,612
Frazier Technology Ventures Il 60,000,000 11,937,755 0
Total $135,000,000 $52,722,588 $25,834,273
Programs for Agricultural Business
Agricultural businesses and farming are an important component of
Wisconsin’s economy. The federal Department of Agriculture
estimated that 77,131 farms employed 16.6 percent of the workforce
in 2002, and their total cash receipts for farm products were
$5.6 billion. A 2004 UW-Madison study concluded that the
aggregate direct and indirect effects of agriculture on Wisconsin’s
economy were $51.5 billion per year.
We identified = DATCP administers 22 of the 34 programs that target agricultural

34 programs that
offer assistance to
agricultural businesses.

businesses. As shown in Figure 5, 18 programs offer technical
assistance, 13 provide funding for operating costs, 12 provide
funding for the purchase of fixed assets, and 10 assist with
marketing and promotion.
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Technical Assistance

Funding for Operating Costs

Funding for Fixed Assets

Marketing and Promotion

Business Planning

Research and Development

Community Development

Remediation and Redevelopment
of Contaminated Properties

Figure 5

Agricultural Business Assistance Programs
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Programs that target agricultural businesses include:

ten agricultural marketing and international
export assistance programs, nine of which are
administered by DATCP and provide direct
services to assist agricultural businesses in
marketing their products domestically and
overseas;

three Farm Center programs, which are
administered by DATCP and provide technical
assistance and consultation to farmers on
agricultural business and farm-related issues;

the Agricultural Development Zone program,
which is administered by Commerce and offers
tax credits to agricultural businesses that locate or
expand in 18 designated counties;

the Milk Volume Production program, which is
administered by Commerce and provides loans to
dairy farmers modernizing their operations, to
assist them in purchasing additional cows; and



We identified

21 programs that
offer assistance to
technology-based
businesses.
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* three loan guarantee programs, which are
administered by WHEDA and guarantee the
principal of loans from private lenders to farmers
for the purchase of supplies necessary to produce
commodities or to modernize their farms.

Programs for Technology-Based Business

In recent years, Wisconsin and many other states have implemented
programs to promote the development of technology-based
businesses, including biotechnology and information technology
companies that may attract research and investment dollars and
create new, high-paying jobs. Wisconsin has 21 programs that target
technology-based businesses, including 15 administered by
Commerce and 6 administered by UW System. As shown in

Figure 6, 11 programs provide technical assistance, 7 provide
funding for operating costs, 5 offer assistance in obtaining equity
investment from private sources, and 4 assist with the research and
development of new products.

Figure 6

Technology-Based Business Assistance Programs
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Some examples of technology-based programs include:

* the Technology Development Zone program,
which is administered by Commerce and offers
tax credits to businesses that locate or expand in
one of eight designated technology development
zones;

* four technology commercialization grant and loan
programs, which are administered by Commerce
and provide financial assistance to businesses
seeking to commercialize new technologies,
products, and processes; and

» three specialty centers, which are administered by
UW System and affiliated with the SBDC
network, and which provide a variety of technical
assistance and consultation to technology-based
businesses: the Center for Advanced Technology
and Innovation (CATI) associated with UW-
Parkside and Gateway Technical College, the
Center for Innovation and Development at
UW-Stout, and the Wisconsin Innovation Service
Center at UW-Whitewater.

Programs for Minority-Owned Business

We identified =~ Wisconsin has 18 programs that target ethnic minorities, who have
18 programs that historically faced barriers to business ownership that include a lack
offer assistance to  of access to capital. Commerce administers 14 of these programs,
minority-owned  while DOT and WHEDA each administer 2 programs. In general, a
businesses.  buysiness that is at least 51.0 percent owned and operated by
members of a minority group is considered a minority-owned
business.

The four programs administered by DOT and WHEDA also provide
assistance to businesses owned by women, but Commerce does not
define businesses owned by women as minority-owned businesses.
Commerce is required by s. 560.035, Wis. Stats., to maintain a
database of Wisconsin businesses owned by women, but this
provision has not been implemented. In addition, 2005 Wisconsin
Act 358, which was enacted in April 2006, requires Commerce to
certify and publish on the Internet a list of Wisconsin businesses
owned by women.

As shown in Figure 7, programs that target minority-owned
businesses include eight that provide technical assistance, four that
assist with business planning, three that provide funding for
operating costs, and three that provide funding for fixed assets.
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Figure 7

Minority-Owned Business Assistance Programs
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The majority of financial assistance to minority-owned businesses is
provided through Commerce’s Minority Business Development
Fund, which includes eight grant and loan programs. The Minority
Business Development Board, which is attached to Commerce, is
responsible for reviewing and approving awards from this fund.
WHEDA also provides financial assistance to businesses that are at
least 51.0 percent owned or controlled by ethnic minorities or
women through its Linked Deposit Loan Subsidy program, under
which loans that may be used for start-up or expansion costs are
offered at below-market interest rates.

Commerce’s Bureau of Minority Business Development provides
technical assistance to minority-owned businesses, including:

* one-on-one consulting on starting or planning a
business, buying a business, or expanding an
existing business;

» assistance in developing customized marketing
strategies and identifying state, federal, and
private marketing resources;
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Wisconsin has two
programs that offer
certification for minority-
owned businesses.

Duplicative programs
increase administrative
costs, hinder oversight,
and may confuse those

seeking assistance.

* coordinating the Wisconsin Marketplace, an
annual conference that brings together certified
minority-owned businesses, government
purchasing agents, and corporate buyers and that
was attended by 378 people in 2005; and

* providing resources and counseling for Native
American economic development, including
offering advice to existing and start-up businesses
that are located on a reservation or that benefit a
reservation’s economy.

Wisconsin also has two programs that assist minority-owned
businesses in competing for government procurement contracts.
Section 16.75(3m)(b), Wis. Stats., requires that state agencies
attempt to direct 5.0 percent of total state purchasing funds to
minority-owned businesses that are certified by Commerce through
the Minority Business Enterprise program. Participating
minority-owned businesses may submit qualified bids that are no
more than 5.0 percent higher than the next-lowest bid and still be
awarded contracts. As of June 30, 2005, Commerce certified

1,026 minority-owned businesses for this program. The Department
of Administration, which is responsible for overseeing state
procurement activities, reported that minority-owned businesses
secured $46.1 million in direct state agency purchases in FY 2004-05,
or 2.8 percent of the of $1.65 billion total.

The federally mandated Disadvantaged Business Enterprise
programs, which are administered by DOT, are intended to increase
the participation of woman-owned and minority-owned businesses
in federal and state transportation contracts. DOT is responsible for
certifying businesses eligible to participate, and it provides technical
assistance, loan guarantees, business plan development, financial
package preparation, accounting systems, and marketing and other
assistance in contracting with the State or subcontracting with a
primary contractor selected by DOT. DOT reported that certified
disadvantaged business enterprises were awarded contracts from
that agency worth $95.0 million from FFY 2002-03 through

FFY 2003-04.

Duplication of Program Services

The large number of programs we identified raises concerns about
potential duplication of program services. Some duplication may be
desirable to ensure that services are available statewide and that
some services, such as small business planning assistance or
manufacturing technical assistance, can be provided locally. On the
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other hand, program duplication increases administrative costs,
hinders the Legislature’s ability to assess program accomplishments
and provide adequate oversight, and may confuse those seeking
assistance.

Duplication of program services occurs because state statutes
authorize programs with similar purposes that differ only in their
source of funding, eligibility criteria, or geographic focus; because
state agencies may take on additional responsibilities that are
consistent with their missions but duplicate services already
available elsewhere; or because policymakers may create new
programs or modify existing programs without eliminating or
consolidating similar programs that are inactive, outdated, or
unfunded.

Examples of Potential Service Duplication

The level of duplication in economic development programs is
illustrated by the range and number of programs potentially
available to three fictional businesses:

* Company A, a fictional group of entrepreneurs
looking to commercialize new agricultural
products and to produce specialty products from
commodities;

* Company B, a fictional small, minority-owned
printing business; and

*» Company C, a fictional established manufacturing
company specializing in medical equipment.

Company A is a joint venture founded in 2001 by a group of
scientists and agribusiness leaders who are seeking to commercialize
new agricultural products resulting from university research.

Since 2002, Company A has operated a small pilot facility with

ten employees in Columbia County. It has developed several
innovative products from Wisconsin agricultural commodities but
has not earned a profit. In 2006, the company intends to begin
research and development under an exclusive patent that may
ultimately lead to the development of new products from dairy
byproducts. It does not anticipate increasing its workforce in the
short term but needs to raise capital to continue its operations and to
purchase supplies and equipment.

This fictional company could be eligible for services provided by as
many as 22 programs administered by Commerce, DATCP,

UW System, and WHEDA. They include 13 grant, loan, or loan
guarantee programs that provide financing for business planning,
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working capital, and research and development. In addition, it may
be eligible for tax credits available to businesses located in an
Agricultural Development Zone, tax credits designed to encourage
equity investments from venture capital firms, and tax credits for
expenditures related to research facility construction and other
research costs. Finally, as many as six programs could offer direct
services or technical assistance to assist with business operations
and planning, marketing, and commercialization of the company’s
products.

Company B, a fictional minority-owned printing business located in
the City of West Allis in Milwaukee County, was formed in 2003.
The owners have never developed a formal business plan and have
financed their company primarily through personal savings and
loans from family members. Company B had sales of less than

$1.0 million in 2005, but it has outgrown its existing facility and
requires more space to take on larger jobs. The owners would like to
develop a business plan and raise outside capital to relocate to a
former industrial property located in the City of Milwaukee.

Company B could be eligible for services provided by as many as
15 economic development programs administered by Commerce,
WHEDA, DNR, and UW System. They include ten programs that
provide grants, loans, or loan guarantees to assist businesses with
planning, fixed-asset financing, working capital, or remediation and
redevelopment of contaminated industrial property. Two of these
programs—Commerce’s Minority Business Development Grants
and Loans program and WHEDA's Linked Deposit Loan Subsidy
program—are exclusive to minority-owned businesses, while the
remainder are available to any business in a similar situation.
Depending on where it relocates within the City of Milwaukee,
Company B could be eligible to receive tax credits under the
Enterprise Development Zone program. It could also seek
certification as a minority-owned business under Commerce’s
Minority Business Enterprise program, which would give it an
advantage in competing for state procurement contracts. Finally, as
many as three programs could provide technical assistance or direct
services for the proposed project.

Company C is located in rural St. Croix County and manufactures
parts used in medical imaging and diagnostic equipment. This
fictional company had sales of $25.0 million, and 75 employees,

in 2005. In 2006, it signed a contract with a major international
medical equipment company to supply parts for a new medical
device. This new contract, combined with increased demand for
existing products, is expected to result in the need to hire as many as
25 new employees. The company is therefore looking to expand its
facilities to respond to the increased demand, purchase new



We identified

23 programs that were
inactive during some
or all of the period

we reviewed.
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machinery that will reduce costs and improve productivity, and
train employees on the new equipment.

Company C could be eligible for services provided by as many as

11 programs administered by Commerce, UW System, and WTCS.
They include seven programs that provide financial assistance
through grants, loans, or bonding for working capital, fixed-asset
financing, or employee training costs. Because the company is
located in a technology zone, it may be eligible for income tax
credits based on the number of new jobs created or capital
investments made. As many as three programs could provide direct
services to assist with implementing the company’s new
manufacturing process. The company would also be eligible for
exemptions from state and county sales taxes on fuel, electricity, and
personal property used in manufacturing, and for exemptions from
property taxes on machinery and equipment used in manufacturing
and on computer equipment.

Inactive or Outdated Programs

As noted, some duplication exists because inactive and outdated
programs have not been repealed. We identified 23 programs that
were inactive during some or all of the period we reviewed. These
programs are listed in Appendix 5 and include:

* 6 programs for which statutory authority and
funding were eliminated during our review
period;

» 5 programs that were not funded during some or
all of our review period, even though they remain
authorized in statutes; and

* 12 programs that were not used at the discretion
of the responsible agency, either because services
were provided under another program or because
the agency did not receive any eligible requests.

For example, funding for the Manufacturing Assessment Center was
eliminated in the 2003-05 biennium because the center duplicated
services available through the nonprofit Wisconsin Manufacturing
Extension Partnership, which receives state and federal funding.
However, s. 560.935, Wis. Stats., continues to direct Commerce to
implement other manufacturing programs that may duplicate
services provided by the Wisconsin Manufacturing Extension
Partnership.
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Commerce’s area
development managers
work with businesses
throughout the state to
help them locate
assistance.

Agencies chose not to fund qualified projects using some of the
inactive programs we identified because other sources of funding
were available. For example, Commerce officials noted that some
projects that could have been funded by Minority Business
Development Fund programs were instead funded with
Community-Based Economic Development program dollars. Other
programs were inactive because requests for their services were not
made during the period we reviewed. However, Commerce officials
believe these infrequently requested programs, which include the
Rapid Response Fund and Employee Ownership Program, should
continue to be authorized so they are available when eligible
projects arise.

Reducing Program Duplication

Given the array of available economic development programs,
identifying the most appropriate source of assistance can be
challenging for businesses, local governments, and other
organizations. Businesses and individuals may not be aware that a
program is available to assist them, or they may be confused by
multiple programs that offer similar types of assistance. Commerce
has attempted to simplify the process by establishing seven area
development managers across the state to serve as a point of first
contact and to help those seeking assistance in determining which
programs best meet their needs. However, this approach does not
ensure that businesses and individuals are aware of programs
available through other agencies, nor does it minimize the
duplication of services that Commerce and the other agencies offer.

The Legislature, with assistance from Commerce, may wish to
consider consolidating duplicative programs and eliminating
inactive or outdated programs. Doing so would reduce the State’s
administrative costs, may improve the Legislature’s ability to
provide effective oversight in the use of economic development
funds, and could help businesses to locate assistance.

¥ Recommendation

We recommend the Department of Commerce report to the Joint
Legislative Audit Committee by February 15, 2007, with specific
statutory changes to consolidate duplicative programs and eliminate
inactive and outdated programs.
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Improving Access to UW System and WTCS Programs

Economic Development Programs at
Post-Secondary Institutions =

UW System and WTCS
administer 22 programs
that are included in

our inventory.

UW System and WTCS help to ensure the availability of a well-
trained and knowledgeable workforce, which can influence
businesses” decisions to locate or expand in Wisconsin. Each also
provides economic development-related services to businesses, local
governments, and other organizations and has the potential to
generate new industries through the commercialization of
discoveries and innovations at research centers, applied technology
centers, and laboratories. However, their economic development
programs are decentralized and are not consistently coordinated
among campuses or with other state agencies.

Because businesses increasingly rely on UW System and WTCS to
educate future workers, train existing workers, develop new
technologies, and provide outreach and technical assistance, there is
considerable legislative interest in identifying these institutions’
economic development contributions. Our inventory includes

22 programs they administered. Other programs that play an
important role in the development of Wisconsin’s economy were
excluded because they are focused primarily on academic research
or teaching; they do not use state funding or state employees; or
they have broad public policy missions that may include but are not
limited to economic development.

11
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UW System is Wisconsin's
largest employer,

with 28,345 FTE

faculty and staff

in FY 2004-05.

We identified

21 economic
development programs
administered by

UW System campuses.

UW System Economic Development Programs

UW System is the largest employer in Wisconsin and consists of

13 four-year campuses, 13 two-year campuses, and UW-Extension,
which maintains offices and outreach staff in every county. It had a
budget of $3.9 billion in FY 2004-05, when it employed 28,345 FTE
faculty and staff and enrolled 160,800 students. A 2002 study
commissioned by UW System indicates that its activities contribute
$9.5 billion to Wisconsin’s economy, including direct and indirect
expenditures, and approximately 151,000 jobs. The study also
estimated that these activities generate approximately $408.0 million
in income and sales tax revenue annually.

Table 12 lists 21 economic development programs administered by
UW System that are included in our inventory and shows the
variety of services they provide. For example, we identified five
networking programs at three campuses—UW-Madison, UW-
Oshkosh, and UW-Platteville—that serve as the initial point of
contact for individuals and businesses interested in taking
advantage of UW System resources. UW-Madison’s Office of
Corporate Relations serves as the primary link between businesses
and UW-Madison researchers, faculty, and resources.
UW-Platteville maintained a full-time coordinator of corporate
relations who served in a similar role until the position was
eliminated in 2005.

Some UW System economic development programs work with
specific industries. For example, the UW-Green Bay Paper Industry
Resource Center (formerly the Paper Technology Transfer Center)
was created in 2004, in part through funding from the federal Small
Business Administration. It provides regulatory information and
assists Wisconsin’s paper-related businesses in locating information
about emerging technologies to improve their competitiveness.
Similarly, the Northwest Wisconsin Manufacturing Outreach Center
at UW-Stout provides on-site assessments, worker training, and
technical assistance to small and medium-size manufacturers
located in 33 northwest Wisconsin counties. It is affiliated with the
Wisconsin Manufacturing Extension Partnership and the Chippewa
Valley, Western, Wisconsin Indianhead, Nicolet Area, and
Northcentral technical college districts.
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