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Legislative Audit Bureau

The Legislative Audit Bureau supports the Legislature in its oversight of
Wisconsin government and its promotion of efficient and effective state

operations by providing nonpartisan, independent, accurate, and

timely audits and evaluations of public finances and the management

of public programs. Bureau reports typically contain reviews of

financial transactions, analyses of agency performance or public policy

issues, conclusions regarding the causes of problems found, and
recommendations for improvement.

Reports are submitted to the Joint Legislative Audit Committee
and made available to other committees of the Legislature and to
the public. The Audit Committee may arrange public hearings on
the issues identified in a report and may introduce legislation in
response to the audit recommendations. However, the findings,
conclusions, and recommendations in the report are those of the
Legislative Audit Bureau.

The Bureau accepts confidential tips about fraud, waste, and
mismanagement in any Wisconsin state agency or program
through its hotline at 1-877-FRAUD-17.

For more information, visit wwuw.legis.wisconsin.gov/lab.

Contact the Bureau at 22 East Mifflin Street, Suite 500, Madison, Wisconsin 53703; AskLAB@legis.wisconsin.gov;

or (608) 266-2818.
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April 21, 2021

Senator Robert Cowles and

Representative Samantha Kerkman, Co-chairpersons
Joint Legislative Audit Committee

State Capitol

Madison, Wisconsin 53702

Dear Senator Cowles and Representative Kerkman:

As required by s. 13.94 (1) (dr), Wis. Stats., we have completed a biennial financial audit of the Wisconsin
Economic Development Corporation (WEDC) and a program evaluation audit of WEDC’s economic
development programs.

In fiscal year (FY) 2019-20, WEDC administered 31 economic development programs under which it
allocated an estimated $56.5 million in tax credits, awarded $27.5 million in grants and $2.2 million
in loans, and authorized local governments to issue $170.2 million in bonds.

We found that WEDC largely complied with statutes and its contracts when administering its economic
development programs in FY 2019-20. We make recommendations for WEDC to make further
improvements, including by modifying its written procedures for the Enterprise Zone program to require
it to award program tax credits only for the wages paid to employees for services provided in enterprise
zones, as is statutorily required.

WEDC'’s information indicated that 681 economic development awards ended through FY 2019-20,
including 151 tax credit and loan awards that contractually required the recipients to create jobs.
These recipients created 36.2 percent of the planned number of jobs. We found that WEDC's online
data, which indicate the results of its programs, contained inaccuracies and were incomplete. We
make recommendations for WEDC to improve how it oversees its tax credit contracts and assesses
program results.

In the quarter ending on June 30, 2020, WEDC's total available funding was $67.2 million more than its
total payments, excluding $75.0 million in federal funding WEDC received in June 2020. The Legislature
could consider directing WEDC to spend some of its available funding, such as on businesses affected by
the public health emergency.

We also assessed a report made to our Fraud, Waste, and Mismanagement Hotline about WEDC's
management of one of its programs. We found that WEDC administered this program in accordance with
its policies.

We appreciate the courtesy and cooperation extended to us by WEDC. A response from WEDC's
chief executive officer follows the appendices.

Respectfully submitted,

~

oe Chrisman
State Auditor

JC/DS/ss






Audits of WEDC

WEDC has been Wisconsin’s
lead economic development
organization since

FY 2011-12.

The Wisconsin Economic Development Corporation (WEDC) has been
Wisconsin’s lead economic development organization since fiscal year
(FY) 2011-12. Section 238.02 (1), Wis. Stats., provides that WEDC is
governed by an 18-member board, including:

* 6 members nominated by the Governor and
appointed with the advice and consent of the
Senate;

* 4 members appointed by the Assembly speaker;
* 4 members appointed by the Senate majority leader;

* 1 member appointed by the minority leader of the
Assembly;

* 1 member appointed by the minority leader of the
Senate; and

= the secretaries of the Department of Administration
(DOA) and the Department of Revenue (DOR), who
serve as nonvoting members.

Each board member nominated by the Governor serves at the pleasure
of the Governor, and each board member appointed by the Assembly
speaker, Senate majority leader, and the minority leaders of the
Assembly and the Senate serve for four-year terms. Statutes require the
governing board to elect a chairperson from among its voting members
who are not legislators.
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INTRODUCTION

The Governor is statutorily
required to appoint WEDC’s
chief executive officer, with
the advice and consent

of the Senate.

WEDC'’s governing board is statutorily authorized to conduct a number
of activities, including:

» adopting, amending, and repealing bylaws, policies,
and procedures;

» establishing WEDC’s annual budget and monitoring
WEDC'’s fiscal management;

» employing any officers, agents, and employees
that WEDC may require and determining their
qualifications, duties, and compensation;

* accepting gifts, grants, loans, and other
contributions from private or public sources;

* executing contracts and other instruments required
for WEDC's operations;

* incurring debt and issuing notes, bonds, and any
other obligations;

* makingloans and providing grants; and

* entering into agreements regarding compensation,
space, and other administrative matters as are
necessary to operate offices in other states and
foreign countries, subject to approval by the
secretary of DOA.

The Governor is statutorily required to appoint WEDC's chief executive
officer, with the advice and consent of the Senate. WEDC'’s governing
board is statutorily authorized to determine the chief executive officer’s
compensation and is statutorily permitted to delegate to the chief
executive officer any powers and duties that it considers proper.
Through WEDC's bylaws, the governing board has delegated to the
chief executive officer the authority to establish WEDC’s budget and
monitor WEDC'’s fiscal management, employ staff, and execute
documents on WEDC'’s behalf.

In FY 2020-21, a chief operating officer served as the chief executive
officer’s deputy. Four vice presidents managed:

* the business and community development division,
which provided financial and technical assistance to
businesses and communities;

= the entrepreneurship and innovation division,
which worked to develop new and emerging
entrepreneurial and high-growth businesses
in the state;



In report 19-6, we found that
WEDC had complied with
most recommendations from
our prior report, but we also
Jfound ongoing concerns.
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* the global trade and investment division,
which worked to strengthen Wisconsin’s export
partnerships and increase the export skills of
Wisconsin companies; and

» the marketing and brand strategy division, which
promoted Wisconsin’s economic assets and
business climate.

Audits of WEDC

Section 13.94 (1) (dr), Wis. Stats., requires the Legislative Audit Bureau
to conduct biennially a financial audit of WEDC and a program
evaluation audit of WEDC'’s economic development programs.
Combined, reports 13-7 and 14-11 fulfilled our statutory requirement
to conduct the first biennial audit of WEDC. Reports 15-3 and 17-9
fulfilled our statutory requirement to conduct the second and third
biennial audits of WEDC.

In report 19-6, which we published in May 2019, we found that WEDC
had complied with most recommendations from our prior report, but
we also found ongoing concerns, including that:

*  WEDC did not consistently comply with statutes
and its contracts when awarding tax credits,
including when it awarded tax credits to recipients
that created or retained jobs filled by individuals
who did not perform services in Wisconsin or were
non-Wisconsin residents;

*  WEDC did not comply with statutes because it
annually verified information in the performance
reports submitted by a sample of award recipients
in only one of the two years in our audit period; and

* the total resources available to WEDC considerably
exceeded the total payments that WEDC made for
its ongoing administrative costs and its payments to
grant and loan recipients.

To complete this fifth biennial audit of WEDC, we analyzed WEDC'’s
management of its programs in FY 2019-20, including new grant
programs it created as a result of the public health emergency. We
analyzed the governing board’s compliance with statutorily required
oversight duties and the results of economic development awards that
ended through FY 2019-20. We completed our analyses, in part, by
reviewing available information for 213 awards WEDC had made.
Appendix 1 provides summary information about these awards. We
also analyzed WEDC'’s revenues and administrative expenditures in
FY 2018-19 and FY 2019-20 and certain financial management issues.
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Types and Amounts of Assistance Provided
Bonding Authorization Program
Tax Credit Programs

Grant and Loan Programs

In FY 2019-20, WEDC
administered 31 economic
development programs.

In FY 2019-20, WEDC administered 31 economic development programs
under which it allocated an estimated $56.5 million in tax credits,
awarded $27.5 million in grants and $2.2 million in loans, and authorized
local governments to issue $170.2 million in bonds. We found that from
March 2020 through September 2020, WEDC administered three grant
programs that were intended to help small businesses negatively affected
by the public health emergency.

Types and Amounts of Assistance Provided

The economic development programs that WEDC administered
provided one or more types of assistance, including:

» grants and loans, which WEDC provided to
businesses and other organizations to finance
economic development projects;

» tax credits, which offset the income tax liability of
businesses and individuals or provided funds to
businesses and individuals;

* bonding authorization, which signified WEDC'’s
approval for local governments to issue bonds on
behalf of businesses and other organizations that
financed economic development projects; and

* technical assistance, such as training, marketing,
and consultation, that WEDC provided to
businesses, individuals, local governments, and
other organizations.
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We categorized WEDC'’s economic development programs based on
the primary type of assistance they provided, as shown in Table 1. In
FY 2019-20, WEDC administered 20 grant and loan programs, 7 tax
credit programs, 3 technical assistance programs, and 1 bonding
authorization program. Appendix 2 describes each of these

31 programs. In addition, WEDC continued to manage other programs
through which it no longer made awards.

Table 1

Primary Type of Assistance Provided by WEDC's Economic Development Programs

Number of Programs

FY FY FY FY FY
Program Type 201516 2016-17 2017-18 2018-19 2019-20
Grants and Loans 20 17 18 18 20
Tax Credits 9 7 8 7
Technical Assistance
Bonding Authorization 2 1 1 1 1
Total 34 28 30 29 31

Table 2 shows the amount of assistance provided through WEDC'’s
programs. The amounts in a given fiscal year may be actually provided
to recipients in either that fiscal year or future fiscal years, depending on
the extent to which recipients fulfill their contractual obligations, such
as creating jobs. The amount of tax credits in FY 2017-18 includes

$2.85 billion provided to Foxconn, and the amount of bonding
authorization in FY 2019-20 includes one bonding authorization for
$150.0 million in the City of Green Bay.
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Table 2
Amount of Assistance Provided through WEDC’s Economic Development Programs
(in millions)
FY FY FY FY FY

Program Type 2015-16 2016-17 2017-18 2018-19 2019-20
Bonding Authorization $17.4 $ 433 $ 657 $ 28.0 $170.2
Tax Credits 133.9 231.0 3,061.8’ 164.2 56.52
Grants 21.5 27.2 25.6 25.0 27.5
Loans?® 17.3 13.3 4.5 4.4 2.2

" Includes $2.85 billion provided to Foxconn.
2 Estimated as of March 2021 because final information was not yet available.

3 Includes loan guarantees.

Bonding Authorization Program

Federal law authorizes state and local governments to issue tax-exempt
bonds to finance economic development projects. Such bonds are an
attractive source of capital for businesses because they typically have
interest rates lower than those for conventional corporate bonds. In
addition, the bonds may be attractive to private investors because
earned income is typically exempt from federal taxes.

Through the Industrial Revenue Bonding program, WEDC was allowed
to authorize local governments to issue bonds on behalf of businesses
that used the proceeds to fund equipment and capital improvements at
manufacturing facilities. These businesses were responsible for debt
service on the bonds. Earned income from the bonds is not federally
taxable. WEDC authorized:

» five municipalities (Little Chute, Manitowoc,
Mukwonago, Pulaski, and Slinger) to issue a total of
$28.0 million in bonds in FY 2018-19; and

» five municipalities (Green Bay, Hartland, Sussex,
Watertown, and Waupaca) to issue a total of
$170.2 million in bonds in FY 2019-20.
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ECONOMIC DEVELOPMENT PROGRAMS

In FY 2019-20, WEDC
administered seven
programs that provided
tax credits.

Tax Credit Programs

In FY 2019-20, WEDC administered seven programs that provided tax
credits, including:

two development zone programs that were
intended to encourage economic development in
specific geographic areas;

» three investment tax credit programs that were
intended to increase funding for Wisconsin
businesses; and

* two other tax credit programs that were intended to
assist individuals and businesses throughout
Wisconsin.

WEDC allocates tax credits to recipients. This allocation represents

the maximum amount of tax credits that can be awarded during a
contract’s term. The amount of awarded tax credits is based on a
recipient achieving contractually required results, such as creating
jobs. After awarding tax credits, WEDC informs DOR, and recipients
may claim the awarded tax credits against their Wisconsin income
taxes. Tax credit payments to award recipients are made with general
purpose revenue (GPR) through appropriations separate from WEDC'’s
appropriations. Appendix 3 lists the 20 recipients allocated the largest
amounts of tax credits in FY 2019-20.

Development Zone Programs

Until December 2018, statutes authorized WEDC to designate up to

30 zones through the Enterprise Zone program. Each zone may be
effective for up to 12 years. 2017 Wisconsin Act 369, which was enacted
in December 2018, modified statutes to allow WEDC to designate any
number of zones, but under the 14-day passive approval process WEDC
must notify the Joint Committee on Finance in writing of its intention to
designate a new zone. Businesses in the zones could be allocated tax
credits based on employee wages, the number of jobs created or
retained, employee training costs, significant capital expenditures, and
purchases of goods and services from Wisconsin suppliers. Enterprise
Zone tax credits are refundable, meaning that they can be claimed
regardless of a business’s Wisconsin income tax liability. Statutes do not
limit the amount of tax credits available through the program.

Through the Development Opportunity Zone program, statutes
authorized WEDC in FY 2019-20 to allocate tax credits to businesses
operating in the cities of Beloit, Janesville, or Kenosha. Businesses
could be allocated tax credits for agreeing to create or retain jobs, make
capital investments, or perform environmental remediation. Program
tax credits are nonrefundable, meaning that they can be claimed only
up to the amount of a business’s Wisconsin income tax liability in a
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given year. Unclaimed credits can be carried forward to offset tax
liabilities for up to 15 years. Statutes permit WEDC to allocate up to
$10.0 million in program tax credits in each of the three zones over a
10-year period.

In FY 2019-20, WEDC As shown in Table 3, WEDC did not allocate any tax credits through its

did not allocate any two development zone programs in FY 2019-20. WEDC indicated that
tax credits through its businesses had decreased interest in the programs because of the
public health emergency and, therefore, it did not identify any
businesses that could benefit from either program’s tax credits in that
fiscal year.

two development zone
programs.

Table 3

Tax Credits Allocated through Development Zone Programs’

FY 2018-19 FY 2019-20
Amount Amount
Program (in millions) Awards (in millions) Awards
Enterprise Zone $106.0 3 $0.0
Development Opportunity Zone 0.0 0 0.0 0
Total $106.0 3 $0.0 0

T Tax credits are allocated on a fiscal year basis.

Investment Tax Credit Programs

Through the Qualified New Business Venture program, WEDC certified
eligible new Wisconsin businesses to participate in two other WEDC
programs that awarded nonrefundable tax credits to individuals and
venture capital funds that invested in the certified businesses. To be
certified, a business needed to meet certain criteria, including being
headquartered in Wisconsin, having at least 51.0 percent of its
employees based in the state, having fewer than 100 employees, and
having been in operation in Wisconsin for no more than 10 consecutive
years. WEDC certified 46 businesses in FY 2019-20.

Through the Angel Investment Tax Credit and Early Stage Seed
Investment Tax Credit programs, statutes permitted WEDC in FY 2019-20
to award tax credits in amounts equal to 25.0 percent of investments
made in certified new business ventures and held for at least three years,
up to a maximum amount specified by WEDC for individual businesses.
Certain individuals and groups of individuals who provided start-up
financing to certified businesses were awarded tax credits through the
Angel Investment Tax Credit program, while venture capital funds that
invested in certified businesses were awarded tax credits through the
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In 2020, investors were
awarded an estimated
$10.7 million in tax credits
through two investment
tax credit programs.

Early Stage Seed Investment Tax Credit program. Statutes permitted up
to $30.0 million in tax credits to be claimed per calendar year as a
combined limit for both programs.

As shown in Table 4, investors in 57 businesses were awarded an
estimated $10.7 million in tax credits through the Angel Investment Tax
Credit and Early Stage Seed Investment Tax Credit programs in 2020.
As of March 2021, final information for 2020 was not yet available.

Table 4

Tax Credits Awarded through Investment Tax Credit Programs’

2019 20202
Amount Amount
Program (in millions) Businesses® | (in millions) Businesses?®
Angel Investment Tax Credit $ 8.0 56 $ 6.3 45
Early Stage Seed Investment Tax Credit 6.1 27 4.4 26
Total $14.1 70 $10.7 57

1 Tax credits are awarded on a calendar year basis.

2 Estimated as of March 2021 because final information was not available.

3 Some businesses had investors who were awarded tax credits through both programs.

Other Tax Credit Programs

Through the Historic Preservation Tax Credit program, statutes
authorized WEDC in FY 2019-20 to allocate to businesses or individuals
tax credits for preserving or rehabilitating properties certified as
historic. Recipients could receive nonrefundable tax credits in amounts
equal to 20.0 percent of their qualified expenditures, and recipients
could transfer tax credits to third parties in exchange for cash or other
valuable considerations. 2017 Wisconsin Act 280, which was enacted in
April 2018, provided that beginning in FY 2018-19 WEDC could award
no more than $3.5 million in tax credits to projects undertaken on the
same land parcel.

Through the Business Development Tax Credit program, statutes
authorized WEDC in FY 2019-20 to allocate refundable tax credits for up
to 10 years if a business increased its net employment in Wisconsin
above its net employment in the state in the year before it was allocated
the tax credits. Statutes authorized WEDC to award tax credits based on
wages paid to employees in existing and newly created full-time jobs,
including additional credits if the jobs were in economically distressed
areas. WEDC could also award tax credits for projects involving capital



In FY 2019-20, WEDC
allocated a total of

$45.8 million in tax credits
through the Historic
Preservation Tax Credit
and Business Development
Tax Credit programs.
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investments, employee training, or either a business retaining a
corporate headquarters in or relocating a corporate headquarters to
Wisconsin.

As shown in Table 5, WEDC allocated a total of $45.8 million

in tax credits through the Historic Preservation Tax Credit and Business
Development Tax Credit programs in FY 2019-20. The amounts WEDC
allocated through the Historic Preservation Tax Credit program in

FY 2018-19 and FY 2019-20 were less than the $114.4 million it
allocated through this program in FY 2016-17 and the $77.5 million it
allocated in FY 2017-18. Appendix 4 lists each allocation made through
the Historic Preservation Tax Credit program in FY 2019-20.

Table 5

Tax Credits Allocated through Other Programs’

FY 2018-19 FY 2019-20
Amount Amount
Program (in millions) Awards (in millions) Awards
Historic Preservation Tax Credit $10.4 13 $36.1 24
Business Development Tax Credit 26.2 45 9.7 23
Total $36.6 58 $45.8 47

T Tax credits are allocated on a fiscal year basis.

In FY 2019-20, WEDC
awarded 1,056 economic
development grants
totaling $27.5 million.

Grant and Loan Programs

WEDC awarded grants and loans directly to businesses, as well as

to economic development organizations and local governments

that distributed this funding to minority-owned businesses, early-stage
businesses, and other types of businesses typically underserved by
commercial lenders. The grants and loans supported a variety of
projects, such as expanding factories, purchasing business equipment,
and performing environmental remediation. If recipients do not
achieve contractual obligations or meet loan repayment requirements,
WEDC is contractually allowed to attempt to recoup the funds, such as
by initiating collection proceedings.

As shown in Table 6, WEDC awarded 1,056 economic development
grants totaling $27.5 million in FY 2019-20. This total includes

890 grants of $2,500 each that it awarded to minority-owned business in
response to the public health emergency. Appendix 5 lists the

20 recipients awarded the largest amounts of grants and loans in

FY 2019-20.
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Table 6

Economic Development Grants Awarded by WEDC

FY 2018-19 FY 2019-20
Amount Amount

Program Grants (in millions) Grants (in millions)
Brownfields Grant 8 $ 3.0 14 $ 59
Small Business 20/20 - - 8 5.0
Community Development Investment Grant 30 6.0 20 41
Minority Business Development 3 0.1 8941 2.4
Small Business Innovation Research/Small Business
Technology Transfer Matching Grant 1 1.5 1 1.5
Idle Sites Redevelopment 5 1.8 3 1.5
Capital Catalyst 4 1.2 4 1.3
Site Assessment Grant 11 1.1 9 0.9
Global Business Development Grant 50 1.1 37 0.9
Seed Accelerator 8 1.0 6 0.8
Disaster Recovery Microloan 6 1.8 3 0.8
Fabrication Laboratories Grant 20 0.5 31 0.7
Capacity Building Grant 15 0.7 13 0.5
Targeted Industry Projects 13 3.9 3 0.5
Workforce Training Grant 3 0.7 1 0.3
Entrepreneurial Micro-Grant 1 0.2 1 0.2
ExporTech 1 0.2 1 0.2
We're All In - - 7 <0.1?
Total 179 $25.0 1,056 $27.5

" Includes 890 grants of $2,500 each that WEDC awarded in response to the public health emergency.
2 The seven grants totaled $17,500.

In FY 2019-20, WEDC As shown in Table 7, WEDC awarded 11 economic development loans
awarded 11 economic totaling $2.2 million in FY 2019-20.
development loans
totaling $2.2 million.
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Table 7

Economic Development Loans Awarded by WEDC

Program

FY 2018-19 FY 2019-20

Amount Amount
Loans (in millions) Loans (in millions)

Technology Development Loan 17 $4.1 11 $2.2

Business Development Loan 1 0.3 0 0.0

Total

18 $4.4 1 $2.2

From March 2020 through
September 2020, WEDC
administered three grant
programs related to the
public health emergency in
accordance with its policies.

Through FY 2016-17, WEDC administered programs that allowed it to
award forgivable loans, which did not require recipients to repay some
or all of the principal or interest if the recipients achieved contractually
required results, such as creating or retaining specified numbers of
jobs. Beginning in FY 2017-18, statutes have not allowed WEDC to
award forgivable loans, as a result of provisions in 2017 Wisconsin

Act 59, the 2017-19 Biennial Budget Act. Act 59 also requires new
WEDC loan programs to adhere as closely as is practicable to
commonly accepted lending practices.

Grant Programs Related to the Public Health Emergency

To help small businesses negatively affected by the public health
emergency, WEDC implemented two new grant programs and
modified an existing grant program from March 2020 through
September 2020. We found that WEDC administered the three grant
programs over this seven-month period of time in accordance with
its policies.

In March 2020, WEDC implemented the Small Business 20/20 program.
Under this program, WEDC awarded grants to eight Community
Development Financial Institutions, which provide affordable lending
to disadvantaged people and communities. These eight institutions
used their grants to award sub-grants of up to $20,000 to eligible
businesses, which could use the funds to cover payroll and rent
expenses for up to two months. An eligible business was required to
have no more than 20 employees and annual revenue of no more than
$2.0 million.

In April 2020, WEDC modified its existing Minority Business
Development program to allow it to award $2,500 grants to
minority-owned businesses that had no more than five full-time
equivalent (FTE) staff positions and were in the retail, service, or
hospitality industries. Funding was intended to provide short-term
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From March 2020 through
September 2020, WEDC
awarded $72.6 million in
grants under three grant
programs related to the
public health emergency.

operations assistance. A business was required to attest that it had not
received funding from the Small Business 20/20 program or the federal
Payroll Protection Program.

In June 2020, WEDC implemented the We’re All In program to support
eligible small businesses. An eligible business could receive a $2,500
grant if it had no more than 20 FTE staff positions; was in business as of
February 2020; was not part of a corporate chain, unless it was a
third-party franchisee; and had annual revenue of no more than

$1.0 million. WEDC's policies did not prohibit individuals who owned
multiple businesses from receiving multiple grants.

As shown in Table 8, WEDC awarded $72.6 million in grants under
these three grant programs from March 2020 through September 2020.
WEDC indicated that it awarded a grant under the We're All In program
to each eligible business that applied for one.

Table 8

Economic Development Grants Awarded by WEDC through Programs

Related to the Public Health Emergency
March 2020 through September 2020

Amount
Program Grants (in millions)
We're All In 26,122 $65.3
Small Business 20/20 765" 5.0
Minority Business Development 8902 2.2
Total 27,777 $72.6

T Indicates the number of businesses awarded sub-grants, based on WEDC's information.

2 Indicates the number of businesses awarded grants through the Ethnic Minority
Emergency Grant initiative within the Minority Business Development program.

We found that WEDC established sufficient policies for its two new
grant programs. In addition, it modified policies for an existing grant
program to reflect the grants made to minority-owned businesses
on the basis of the public health emergency. We also examined
information for the eight grants that WEDC awarded to Community
Development Financial Institutions under the Small Business 20/20
program and found that WEDC awarded these eight grants in
accordance with its policies.
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We reviewed summary information for the 26,122 grants awarded
under the We're All In program through September 2020 and found
that WEDC awarded two businesses duplicate grants, even though the
program was intended to award only 1 grant to a given business. WEDC
awarded these two businesses a total of $10,000. Because available
program funds exceeded the total amount awarded, no business was
denied a grant as a result of these two businesses having received
duplicate grants. WEDC indicated it planned to contact these
businesses to recoup the funds erroneously awarded.

From October 2020 through December 2020, WEDC'’s information
indicated that WEDC awarded approximately $177.7 million on the
basis of the public health emergency. During this three-month period
of time, WEDC collaborated with DOR to award $174.7 million to an
estimated 28,000 Wisconsin businesses under the We’'re All In program.
Individual grants ranged from $5,000 to $20,000. In addition, WEDC
collaborated with the Wisconsin Technology Council to administer a
contest to support the efforts of small businesses and start-up
businesses to develop innovative responses to the public health
emergency. As a result of this contest, WEDC awarded grants totaling
$3.0 million to 231 businesses. As of mid-December 2020, WEDC had
awarded public health emergency-related grants to recipients in every
county.

Through December 2020, WEDC awarded a total of $250.3 million on
the basis of the public health emergency, and it may award additional
such funds in the coming months, including funds it may receive as a
result of the American Rescue Plan Act of 2021. To ensure transparency
and accountability for the considerable amount of taxpayer funds spent
to help mitigate the effects of the public health emergency, WEDC
should separately report information on how it awarded all such funds
through FY 2020-21. Such information should at a minimum include
the number, amount, location, and industry classification of awards
made under each public health emergency-related program.

M Recommendation

We recommend the Wisconsin Economic Development Corporation:

= provide information on how it awarded all funds
under each public health emergency—-related program
through FY 2020-21; and

= report to the Joint Legislative Audit Committee by
October 29, 2021, on its efforts to comply with this
recommendation.






Monitoring Loans
Managing Contracts
Veritying Performance Measure Information

WEDC largely complied with
statutes and its contracts
when administering its
programs in FY 2019-20, but
we make recommendations
Jor further improvements.

We assessed WEDC's administration of its economic development
programs. To do so, we reviewed WEDC's loan monitoring efforts in
2019 and 2020. We also reviewed WEDC's files for 37 tax credit awards
totaling $283.1 million. The recipients of these awards were required
to submit reports on their performance to WEDC in FY 2019-20. We
selected these awards based on factors such as whether the contracts
were for larger amounts or the recipients were required to create or
retain jobs. In addition, we reviewed the results of WEDC’s most-recent
statutorily required annual verification of performance information for
a sample of award recipients. We found that WEDC largely complied
with statutes and its contracts when administering its programs in

FY 2019-20, but we make recommendations for further improvements.

Monitoring Loans

In its capacity as a lender, WEDC is responsible for collecting loan
repayments, monitoring loans not fully repaid, and pursuing collection
of delinquent loans. WEDC's policies required WEDC to send notices to
recipients of loans for which repayments were 30 days, 60 days, and

90 days past due and consider other actions when loan repayments
were 120 days or more past due. WEDC compiled information on loans
90 days or more past due, including the remaining balance of these
loans.

Loan delinquency rates can be calculated in different ways. A payment
delinquency rate measures loan repayments 90 days or more past due
as a percentage of the remaining balance of all loans. It indicates the
success of efforts to bring delinquent loans into current repayment
status but does not consider the entire loan balance that is potentially

19



20

PROGRAM ADMINISTRATION

WEDC’s loan delinquency
rates increased from
December 31, 2018, to
December 31, 2020.

uncollectible. A principal delinquency rate considers the entire loan
balance that is potentially uncollectible. It measures the remaining
balance for loans 90 days or more past due as a percentage of the
remaining balance of all loans.

As shown in Table 9, WEDC's loan delinquency rates increased from
December 31, 2018, to December 31, 2020. These rates increased
because the remaining balance for all loans decreased considerably over
this two-year period, but the delinquent balances decreased to a lesser
extent. We included the amounts of interest owed by recipients when we
calculated the rates because doing so provides more-precise information

about the extent of loan delinquencies. In contrast, WEDC does not
include the amounts of interest owed when it calculates the rates.

Table 9

WEDC's Loan Delinquency Rates, by Year'
As of December 31

Payment Principal
Year Delinquency Rate Delinquency Rate
2016 1.8% 14.1%
2017 3.3 13.2
2018 3.5 14.6
2019 43 10.0
2020 11.0 19.4

T Includes the amounts of interest owed by recipients.

From December 31, 2018,
to December 31, 2020, the
potentially uncollectable
loan balance decreased
Jrom $7.6 million to

$6.6 million.

As shown in Table 10, the potentially uncollectible balance of

loans 90 days or more past due decreased from $7.6 million on
December 31, 2018, to $6.6 million on December 31, 2020. This
decrease occurred largely because WEDC wrote off loans and amended
loan contracts to defer repayments, even though new loans became

90 days or more past due during this two-year period.
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Table 10
Change in the Potentially Uncollectible Balance of Loans 90 Days or More Past Due
(in millions)
Loan Loan
Amount Amount
Loans Past Due on December 31, 2018 $7.6 Loans Past Due on December 31, 2019 $4.2

Reasons for the Change’
Loan Contracts Amended to

Reasons for the Change’
Loan Contracts Amended to

Defer Repayments (1.4) Defer Repayments (0.1)
Loans Written Off (2.5) Loans Written Off (1.0)
Loans Forgiven (0.0) Loans Forgiven (0.4)
Loans No Longer Past Due (0.5) Loans No Longer Past Due <(0.1)
Payments/Interest on Loans That Payments/Interest on Loans That

Remain Past Due 0.1 Remain Past Due 01

New Loans Past Due 1.0 New Loans Past Due 3.7
Loans Past Due on December 31, 2019 $4.2 Loans Past Due on December 31, 2020 $6.6

' The amounts amended, written off, forgiven, and no longer past due reflect the potentially uncollectible balance of the loans on
December 31, 2019, and December 31, 2020, excluding interest accrued after those dates.

If WEDC amends a loan contract to defer the dates on which a recipient
must make loan repayments, it no longer considers that loan to be
delinquent. WEDC amended contracts to defer repayments on five loans
that were 90 days or more past due on December 31, 2018. As of
December 31, 2020, four of these five loan recipients were in compliance
with their amended contracts, but one loan recipient was more than

90 days past due with its loan repayments.

WEDC wrote off eight loans that were 90 days or more past due on
December 31, 2018, and three loans that were 90 days or more past due
on December 31, 2019. These 11 loans had a total remaining balance of
$3.5 million on the December 31 before the year in which they were
written off. The 11 loans included a $50,000 loan that the former
Department of Commerce had awarded and 10 loans totaling

$3.6 million that WEDC had awarded. WEDC turns over loans awarded
by Commerce that it considers uncollectible to DOA, which works with
the Department of Justice to pursue collection. Because any amounts
collected are retained by DOA, WEDC writes off loans turned over to
DOA. Before determining that a loan it had awarded is uncollectible,
WEDC may hire a private collection agency. Amounts collected are
remitted to WEDC, which pays the collection agency for its services.

WEDC forgave $0.4 million of the remaining balance of one loan that
was 90 days or more past due on December 31, 2019. WEDC did so
because it determined that the loan recipient had partially achieved its
contractually required results. Recipients are not required to repay
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Technology Development
Loan program policies
allow WEDC to convert a
loan’s outstanding
balance into equity in a
loan recipient.

some or all of the principal or interest on forgivable loans if they achieve
contractually required results, such as creating or retaining jobs.

Technology Development Loan program policies allow WEDC to
convert a loan’s outstanding balance into equity in a loan recipient.
These policies require WEDC to own less than 20.0 percent of a firm and
not to help repay any additional debt a firm incurs. In February 2019,
WEDC planned to exchange $159,000 in accrued interest on a loan that
was 90 days or more past due on December 31, 2018, for 31,299 shares.
Because each share was valued at $0.0001, WEDC'’s equity in the firm
would have totaled approximately $3. However, the firm ceased
operations before WEDC obtained the shares. WEDC indicated that it
had not converted any outstanding loan balances into equity as of
January 2021, but that its contracts with 29 loan recipients allowed it to
do so.

In report 19-6, we recommended that WEDC provide the Joint
Legislative Audit Committee with semiannual information on past-due
loans. WEDC provided such information for each six-month period
through December 2020. WEDC should continue to provide the Joint
Legislative Audit Committee with such information for each six-month
period.

™ Recommendation

We recommend the Wisconsin Economic Development Corporation:

= beginning on July 1, 2021, and every six months
thereafter, determine the remaining balance and the
total amount of past-due repayments for all loans
90 days or more past due;

» determine the remaining balance for all of these
loans that were amended to defer repayments,
written off, or forgiven from July 2021 through
December 2021, and then during each six-month
period thereafter;

= determine the remaining balance for all of these
loans that were no longer 90 days or more past due
during each six-month period thereafter because the
recipients made loan repayments;

= determine the payment delinquency rate and the
principal delinquency rate on the first and last day of
each six-month period; and

» report this information to the Joint Legislative Audit
Committee by February 3, 2022, for the six-month
period from July 2021 through December 2021, and
then report this information every six months
thereafter.



Statutes require WEDC to
award Enterprise Zone
program tax credits for the
wages paid to employees
Jfor services performed in
an enterprise zone.
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Managing Contracts

Our file review found that WEDC largely complied with statutes and its
contracts when administering its tax credit programs in FY 2019-20.
However, our file review also found that WEDC did not:

» develop written procedures for the Enterprise Zone
that require it to award program tax credits only for
the wages paid to employees for services performed
in enterprise zones; or

= consistently revoke tax credits in a timely manner.

Services Performed in Enterprise Zones

Statutes provide that WEDC'’s governing board must require each
recipient of a tax credit, grant, or loan to submit a report to WEDC, and
that the contracts with these recipients must specify the frequency and
format of a report and the performance measures to be included in it.
WEDC uses these performance reports to complete its statutorily
required annual economic development program report and to
compile the accompanying online data that show the results of each
award, such as the number of jobs that were created.

Sections 71.07 (3w), 71.28 (3w), and 71.47 (3w), Wis. Stats., require
WEDC to award Enterprise Zone program tax credits based on a tax
credit recipient’s zone payroll, which is statutorily defined to be the
wages paid to full-time employees for services performed in an
enterprise zone. Statutes do not permit WEDC to award program tax
credits for services performed outside of an enterprise zone. In
report 19-6 and our current audit, we found that WEDC's contracts
complied with statutes by requiring WEDC to award program tax
credits for the wages of employees who performed services in an
enterprise zone.

In report 19-6, we found that WEDC developed written procedures that
allowed it to award Enterprise Zone program tax credits for the wages
of employees who did not perform services in Wisconsin. As a result,
we recommended that WEDC modify its written procedures to require
it to award program tax credits only for the wages of employees who
perform services in an enterprise zone, as is statutorily required.

In our current audit, we found that WEDC's written procedures still did
not require WEDC to award Enterprise Zone program tax credits only
for the wages paid to employees for services performed in an enterprise
zone. In this way, these procedures did not comply with statutes or
WEDC'’s contracts.

In the performance reports, WEDC required recipients of Enterprise
Zone program tax credits to provide certain information, including
each employee’s residency, work site, and wages. However, WEDC did
not require recipients to specify the wages paid to employees for



24 ) PROGRAM ADMINISTRATION

services performed in an enterprise zone. Instead, WEDC awarded
program tax credits for the wages of employees who were paid out of,
and directed by, a location in an enterprise zone, regardless of where
these employees performed services.

WEDC followed its Our file review found that WEDC followed its statutorily noncompliant
statutorily noncompliant written procedures when it determined the amounts of Enterprise Zone
written procedures when it tax credits to award recipients, including for the wages of employees
who lived in states that are not contiguous to Wisconsin. We question
whether such employees actually performed services in enterprise
zones. For example:

calculated the amounts of
Enterprise Zone tax credits
to award recipients.

* In August 2019, WEDC executed an amended
$9.0 million contract with a firm that agreed to
create jobs. When WEDC determined the amount
of tax credits to award the firm for the 12-month
period ending on December 31, 2019, it included
18 individuals with residencies in states that are not
contiguous to Wisconsin.

» In February 2018, WEDC executed a $10.5 million
contract with a firm that agreed to create and retain
jobs. When WEDC determined the amount of tax
credits to award the firm for the 12-month period
ending on December 31, 2019, it included in its
calculations two employees with residencies in
Florida.

= In November 2018, WEDC executed an
$18.5 million contract with a firm that agreed to
create and retain jobs. When WEDC determined
the amount of tax credits to award the firm for the
12-month period ending on December 31, 2019, it
included in its calculations six employees with
residencies in states that are not contiguous to
Wisconsin.

Because these three firms reported having created and retained more
jobs than contractually required, WEDC may not have awarded them
more tax credits than was statutorily allowed. However, WEDC'’s
written procedures could result in WEDC awarding tax credits for

the wages paid to employees for services not performed in an
enterprise zone.

We again recommend that WEDC moditfy its Enterprise Zone written
procedures to require it to award program tax credits only for the
wages paid to employees for services performed in an enterprise zone,
as is statutorily required. To allow it to comply with statutes, WEDC
should require all recipients of program tax credits to provide
information on the wages paid to employees for services performed

in an enterprise zone.



WEDC at times waited
more than one year to
revoke tax credits from
firms that had not met
their contractual
obligations.
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M Recommendation
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We recommend the Wisconsin Economic Development Corporation:

* modify its Enterprise Zone program written
procedures to require it to award program tax credits
only for the wages paid to employees for services
performed in an enterprise zone, as is statutorily
required;

= require all recipients of Enterprise Zone program tax
credits to provide information on the wages paid to
employees for services performed in an enterprise
zone; and

= report to the Joint Legislative Audit Committee by

October 29, 2021, on its efforts to comply with these
recommendations.

Tax Credit Revocations

If a tax credit recipient does not meet its contractual obligations,
WEDC'’s contracts specify the process by which WEDC may revoke

previously awarded tax credits. WEDC did not develop written policies

that specify the point in time when it should revoke tax credits.

DOR is statutorily required to charge 12.0 percent interest annually on

the amount of unpaid taxes. It indicated that it charges interest in
amounts based on the date a recipient claimed the tax credits and the

date WEDC revoked the tax credits.

Our file review found that WEDC at times waited more than one year to

revoke tax credits from firms that had not met their contractual
obligations. For example:

=  WEDC executed a contract under the Economic
Development Tax Credit program with a firm.
Although the firm’s final contractually required
performance report in March 2017 indicated that
the firm had lost all of the contractually required
jobs it had previously created, WEDC did not revoke
approximately $125,000 in tax credits until
June 2020, which was more than three years later.

»  WEDC executed a contract under the Jobs Tax
Credit program with a firm. Although the firm's final
contractually required performance report in
December 2017 indicated that the firm had not
maintained 19 jobs it had previously created, WEDC
did not revoke approximately $200,000 in tax credits
until April 2020, which was more than two years
later.
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WEDC executed a contract under the Business
Development Tax Credit program with a firm.
Although the firm requested in January 2020 that its
contract be terminated, WEDC did not revoke
approximately $300,000 in tax credits until

March 2021, which was more than one year later.

WEDC should develop written policies that require it to revoke tax
credits in a timely manner if a recipient did not meet contractual
obligations. Doing so will help to ensure that taxpayer funds are spent
appropriately and that recipients do not unnecessarily pay interest.

™ Recommendation

We recommend the Wisconsin Economic Development Corporation:

develop written policies that require it to revoke tax
credits in a timely manner if a recipient did not meet
contractual obligations; and

report to the Joint Legislative Audit Committee by
October 29, 2021, on its efforts to comply with this
recommendation.

Issue for Legislative Consideration

The tax credit programs through which WEDC is currently permitted to
execute contracts typically require WEDC to award tax credits based on
the wages paid to employees for services performed in Wisconsin or the
number of jobs filled by Wisconsin residents. Statutes require WEDC to
award tax credits under the:

Enterprise Zone program only for the wages paid to
employees for services performed in an enterprise
Zone;

Electronics and Information Technology
Manufacturing Zone program only for the wages
paid to employees for services performed in
Wisconsin; and

Development Opportunity Zone program for
creating or retaining jobs filled by Wisconsin
residents.

The Legislature could The Legislature could consider modifying Business Development Tax
consider modifying Credit program statutes to require WEDC to award program tax credits
Business Development Tax only for the wages paid to employees for services performed in

Credit program statutes.

Wisconsin. Currently, statutes do not require WEDC to award program

tax credits in this manner. As a result, taxpayer funds could be awarded
for the wages paid to employees for services performed in other states.



PROGRAM ADMINISTRATION 27

Verifying Performance Measure Information

Statutes require WEDC to annually and independently verify the
accuracy of the information in the performance reports submitted by a
sample of tax credit, grant, and loan recipients. In report 19-6, we found
that WEDC did not comply with statutes because it completed only one
annual verification over the two-year period from January 2017 through
December 2018.

WEDC complied with In our current audit, we found that WEDC complied with statutes by
statutes by completing an completing an annual verification for FY 2018-19 and for the first six
annual verification for ~ Mmonths of FY 2019-20. Combined, these verification efforts included
FY 2018-19 and for the first consideration of information in 139 performance reports, which
represented 10.2 percent of all performance reports submitted to
WEDC over that 18-month period. At the time of our audit, WEDC had
paid a consultant $148,100 to help conduct these verification efforts.

six months of FY 2019-20.

To complete these verification efforts, the consultant requested that
award recipients provide it with payroll and other documents to verify
the accuracy of information in previously submitted performance
reports. In some instances, the consultant attempted to verify
information associated with a sample of jobs that recipients claimed
they had created or retained. The consultant reported to WEDC that it
was unable to verify all information related to jobs that 26 of the

139 award recipients (18.7 percent) claimed they had created or
retained.

WEDC appropriately used We found that WEDC appropriately used the results of the annual
the results of the annual verification efforts to take action regarding the 26 award recipients.
verl:ﬁcation eﬁorts to AS Of ]al’luary 2021, WEDC.

take action regarding

. . * concluded that most of the issues pertaining to
award recipients.

19 recipients were minor and did not constitute
contractual violations;

* wasin the process of collecting and reviewing
additional documentation pertaining to
5 recipients; and

» was in the process of terminating its contracts with
2 recipients that had not responded to its requests
for documentation.

We found that WEDC's annual verification efforts did not assess the
fringe benefits offered to the employees of award recipients. Statutes
require a recipient that is awarded funds for creating and retaining jobs
to offer the employees in those positions the same retirement, health,
and other benefits that are offered to a recipient’s other full-time
employees. WEDC should ensure that its annual verification of
performance measure information determines whether recipients
complied with statutes by offering the same retirement, health, and
other benefits to employees in jobs for which the recipients were
awarded funds as were offered to other full-time employees.
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M Recommendation

We recommend the Wisconsin Economic Development Corporation:

» ensure that its annual verification of performance
measure information determines whether award
recipients complied with statutes by offering the
same retirement, health, and other benefits to
employees in jobs for which the recipients were
awarded funds as were offered to other full-time
employees; and

» report to the Joint Legislative Audit Committee by
October 29, 2021, on its efforts to implement this
recommendation.



Assessing Award Effectiveness
Closing Awards

Assessing Program Results

Statutes require WEDC'’s
governing board to
monitor the performance
of its economic
development programs.

WEDC’s information
indicated that 681 awards
totaling $286.2 million
ended from FY 2011-12
through FY 2019-20.

Statutes require WEDC'’s governing board to monitor the performance
of its economic development programs. WEDC'’s information indicated
that 681 awards ended from FY 2011-12 through FY 2019-20, including
151 tax credit and loan awards that contractually required the
recipients to create jobs and 131 tax credit and loan awards that
contractually required the recipients to retain jobs. We assessed the
extent to which the recipients of these tax credit and loan awards
created or retained the contractually required jobs, the amounts it cost
to create or retain these jobs, and how WEDC closed awards that
ended. We make recommendations for WEDC to improve how it
oversees tax credit contracts and assesses program results.

Assessing Award Effectiveness

Assessing the effectiveness of WEDC's awards involves determining the
extent to which award recipients met their contractual obligations,
such as by creating or retaining jobs. An award ends at the conclusion
of the contractually specified time period for the recipient to meet its
obligations or if other circumstances occur, such as if a recipient
withdraws from its contract or goes out of business. When an award
ends, WEDC closes it by preparing a written summary that indicates the
extent to which the recipient fulfilled its contractual obligations.

As shown in Table 11, WEDC'’s information indicated that 681 awards
totaling $286.2 million ended from FY 2011-12 through FY 2019-20.
Appendix 6 lists the programs through which WEDC made these

681 awards.

29
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Table 11

Economic Development Awards That Ended, by Type'
FY 2011-12 through FY 2019-20

Amount Awarded
Percentage Average
Type Awards of Total Total per Award
Grants 313 46.0% $ 31,716,400 $101,300
Tax Credits? 258 37.9 196,610,900 762,100
Loans 110 16.1 57,888,000 526,300
Total 681 100.0% $286,215,300 420,300

" Based on WEDC's information.

2 Includes 116 awards made through the Qualified New Business Venture program, which certified businesses
to participate in two other tax credit programs.

Some awards required the recipients to meet multiple contractual
obligations and achieve multiple results. For example, an award may
have required a recipient to purchase manufacturing equipment and
retain a specified number of jobs. We used WEDC'’s information to
categorize the expected results of awards as follows:

* “capital investments” includes purchasing
equipment or building, leasing, or renovating
commercial space;

* “job creation or retention” includes creating new
jobs, retaining existing jobs, or both;

* ‘“increased export capacity” includes obtaining
consulting or translation services, participating in
trade missions, or attending conventions related to
export activities;

= “third-party investments” includes using awarded
funds to obtain additional capital investments in
start-up recipients; and

* “community development” includes improving
public infrastructure, rehabilitating buildings, or
performing environmental remediation activities.

As shown in Table 12, WEDC'’s information indicated that an expected
result of 226 of the 681 awards that ended (33.2 percent) was capital
investment, and that an expected result of 211 awards that ended
(31.0 percent) was job creation or retention.
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Table 12

Expected Results of Economic Development Awards That Ended’
FY 2011-12 through FY 2019-20

Percentage
Expected Result Awards of Total
Capital Investments 226 33.2%
Job Creation or Retention 211 31.0
Increased Export Capacity 180 26.4
Third-Party Investments 166 24.4
Community Development 107 15.7
Other? 23 3.4

1 Based on WEDC's information. Some awards required recipients to achieve
multiple expected results.

2 Includes requirements for recipients to relocate to Wisconsin, provide
employee training, and develop products.

We assessed the results of all 168 tax credit and loan awards that ended
from FY 2011-12 through FY 2019-20 and contractually required the
recipients to create jobs, retain jobs, or both. Appendix 1 contains
summary information about these 168 awards, which had a total contract
value of $119.2 million. We did not assess the results of grant awards, most
of which required recipients to create or retain few, if any, jobs.

The numbers of jobs The numbers of jobs created or retained as a result of awards that ended
created or retained as a cannot be known. In recent years, WEDC has collected more-complete
result of awards that information about the extent to which award recipients created or
ended cannot be known. retained jobs. As noted, it also completed the most-recent statutorily
required annual verification of performance measure information.
However, in prior audits we found that WEDC did not consistently:

= collect sufficiently detailed information during
the underwriting process about the numbers of
individuals employed by award applicants at the
time of contract execution;

= collect sufficiently detailed information when
closing awards to determine whether award
recipients created or retained jobs that met the
contractual specifications; or

= comply with statutes by annually verifying the
performance measure information.
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Job Creation

Statutes required WEDC to award tax credits under certain programs
based on each job a recipient created, up to a contractually specified

maximum number of jobs. We considered this maximum number to be
the planned number of jobs. Under other programs, statutes required

WEDC to award tax credits based on the wages a recipient paid to

employees. WEDC'’s contracts for these programs specified the planned
numbers of jobs to be created.

Recipients of 151 tax credit As shown in Table 13, WEDC's information indicated that recipients of
and loan awards that 151 tax credit and loan awards that ended through FY 2019-20 created
ended through FY 2019-20 36.2 percent of the planned number of jobs. If WEDC determined that a
given recipient did not create all contractually required jobs, WEDC did
not award that recipient all of the tax credits that it had allocated to that

created 36.2 percent of the

l d b jobs. L.
planned number of jobs recipient.

Estimated Job Creation Results of Awards That Ended, by Program’

Table 13

FY 2011-12 through FY 2019-20

Number of Jobs

Percentage

Awards Created Planned Created
Tax Credit Programs
Economic Development Tax Credit? 67 1,731 5,263 32.9%
Jobs Tax Credit? 21 671 2,063 325
Business Development Tax Credit 20 32 1,445 2.2
Development Opportunity Zone 3 60 212 28.3
Enterprise Zone 1 0 665 0.0
Subtotal 112 2,494 9,648 25.8
Loan Programs
Business Retention and Expansion Investment? 22 1,806 2,185 82.7
Business Opportunity Loan Fund? 14 282 808 349
State Energy Program? 3 21 60 35.0
Subtotal 39 2,109 3,053 69.1
Total 151 4,603 12,701 36.2

" According to WEDC's information. The numbers of jobs created cannot be known.

2 WEDC no longer makes new awards under this program.
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We found that 72 of the 151 awards ended before the contractually
specified completion dates. As a result, recipients of these 72 awards
were no longer contractually required to create up to 6,319 jobs. These
72 awards included:

» 32 awards involving recipients that withdrew from
their contracts;

* 11 awards involving recipients that did not comply
with contractual requirements;

» 10 awards involving recipients that ceased operating
in Wisconsin or at the project locations;

» 10 awards involving recipients that repaid their
loans, after which WEDC closed these awards
and ceased determining whether jobs were created
or retained, even though the recipients were
contractually required to create or retain jobs for
longer periods of time in order to avoid paying
penalties; and

* 9 awards involving recipients that sold their
operations in Wisconsin.

We found that 28 of the 151 awards did not end early, but the recipients
of these awards were not paid for creating any jobs. WEDC did not pay
the recipients because either the contracts did not contain provisions
for it to pay the recipients for creating jobs or the recipients did not
create any contractually specified jobs.

We estimated the cost to create jobs through tax credit and loan awards
that ended through FY 2019-20, reached contractually specified
completion dates, and resulted in recipients being paid for creating
jobs. As shown in Table 14, WEDC'’s information indicated that 51 such
awards had ended. Under the terms of an $18.0 million Enterprise Zone
program contract that WEDC awarded in January 2012, the recipient
received $179,400 for creating jobs. This recipient created but
subsequently lost all of the jobs that it had previously created. WEDC'’s
contract prevented WEDC from revoking all of the tax credits it had
previously awarded to this recipient for creating jobs.
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Table 14

Estimated Total and Average Costs of Created Jobs, by Program’-2

FY 2011-12 through FY 2019-20

Total Cost of Created Average Cost

Awards Created Jobs Jobs per Created Job
Tax Credit Programs
Economic Development Tax Credit3 29 $ 4,997,000 1,729 $2,900
Jobs Tax Credit® 4 3,995,400 671 6,000
Development Opportunity Zone Tax Credit 1 154,100 60 2,600
Enterprise Zone 1 179,400 04 -
Loan Programs
Business Retention and Expansion Investment? 11 2,341,000 1,543 1,500
Business Opportunity Loan Fund? 5 1,384,500 282 4,900
Total 51 $13,051,400 4,285 3,000

T According to WEDC's information. The numbers of jobs created cannot be known.
2 Includes awards that reached contractually specified completion dates, and the award recipients earned funds for creating jobs.

3 WEDC no longer makes new awards under this program.
4 The award recipient created but subsequently lost jobs. WEDC's contract prevented WEDC from revoking all previously awarded tax

credits for job creation.

WEDC’s information
indicated that recipients of
131 tax credit and loan
awards that ended through
FY 2019-20retained

59.3 percent of contractually
required jobs.

Job Retention

As shown in Table 15, WEDC'’s information indicated that recipients of

131 tax credit and loan awards that ended through FY 2019-20 retained
59.3 percent of contractually required jobs. We found that WEDC
determined the numbers of existing jobs that recipients were contractually
required to retain only after it had executed contracts for 85 of these

131 awards. If WEDC determined that a given recipient did not retain all
contractually required jobs associated with a tax credit allocation, WEDC
did not award that recipient all of the tax credits that it had allocated to that
recipient. We also found that WEDC amended eight contracts to reduce
the numbers of jobs that recipients were required to retain. It did so after it
obtained more-accurate information about the numbers of jobs that the
recipients actually had at the time of contract execution.
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Table 15

Estimated Job Retention Results of Awards That Ended, by Program’

FY 2011-12 through FY 2019-20

Number of Jobs

Contractually Percentage

Awards Retained Required Retained
Tax Credit Programs
Economic Development Tax Credit? 65 7,213 10,287 70.1%
Jobs Tax Credit? 16 1,087 4,437 24.5
Business Development Tax Credit 16 0 1,606 0.0
Development Opportunity Zone 3 894 1,266 70.6
Subtotal 100 9,194 17,596 52.3
Loan Programs
Business Retention and Expansion Investment? 21 4,833 6,508 74.3
Business Opportunity Loan Fund? 9 1,057 1,305 81.0
Special Project Loan Fund? 1 0 34 0.0
Subtotal 31 5,890 7,847 75.1
Total 131 15,084 25,443 59.3

T According to WEDC's information. The numbers of jobs retained cannot be known.

2 WEDC no longer makes new awards under this program.

A total of 53 of the We found that 53 of the 131 awards ended before the contractually

131 awards ended before

completion dates.

22 awards involving recipients that withdrew from
their contracts;

11 awards involving recipients that ceased operating
in Wisconsin or at the project locations;

8 awards involving recipients that did not comply
with contractual requirements;

8 awards involving recipients that sold their
operations in Wisconsin; and

4 awards involving recipients that repaid their loans,
after which WEDC closed these awards and ceased
determining whether jobs were retained, even
though the recipients had been contractually

specified completion dates. As a result, recipients of these awards were
the contractually specified no longer contractually required to retain 8,404 jobs. These 53 awards
included:
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required to retain jobs for longer periods of time in
order to avoid paying penalties.

We found that 58 of the 131 awards did not end early, but the recipients
of these awards were not paid for retaining any jobs. WEDC did not pay
the recipients because either the contracts did not contain provisions
for it to pay the recipients for retaining jobs or the recipients did not
retain any contractually specified jobs.

We estimated the cost to retain jobs through tax credit and loan awards
that ended through FY 2019-20, reached the contractually specified
completion dates, and resulted in recipients being paid for retaining
jobs. As shown in Table 16, WEDC'’s information indicated that 20 such
awards had ended.

Table 16

Estimated Total and Average Costs of Retained Jobs, by Program’ 2

FY 2011-12 through FY 2019-20

Total Cost of Retained Average Cost per
Awards Retained Jobs Jobs Retained Job

Tax Credit Program

Economic Development Tax Credit? 5 S 3,037,400 1,816 $1,700

Loan Programs

Business Retention and Expansion Investment? 12 7,701,600 4,210 1,800
Business Opportunity Loan Fund?® 3 1,460,400 858 1,700
Total 20 $12,199,300 6,884 1,800

1 According to WEDC's information. The numbers of jobs retained cannot be known.

2 Includes awards that reached contractually specified completion dates, and the award recipients earned funds for retaining jobs.

8 WEDC no longer makes new awards under this program.

Closing Awards

WEDC's contracts typically specify that recipients may be awarded tax
credits for creating jobs during only contractually specified time
periods. For example, a five-year contract may indicate that a recipient
will be awarded tax credits for creating jobs during the contract’s first
three years, and that a recipient must maintain these jobs for the
contract’s duration. When WEDC closes such an award, it determines
the extent to which the recipient created and retained jobs.

In report 19-6, we found concerns with certain decisions WEDC
made when it closed awards through FY 2017-18. As a result, we
recommended that WEDC establish detailed written procedures that
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procedures for
closing awards.
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require it to close awards according to contractual provisions and
consistently follow these written procedures when closing awards.

In our current audit, we found that WEDC established written
procedures for closing awards, but the procedures were incomplete.
The procedures:

= allowed award recipients that had been awarded tax
credits for creating jobs to keep all of those tax
credits while contracts were ongoing, even if
recipients did not retain all of those jobs; and

» did not require WEDC to ensure that recipients of
tax credits under certain other programs provided
information indicating whether employees were
Wisconsin residents, which can be the statutorily or
contractually prescribed basis for awarding job
creation tax credits.

We examined decisions WEDC made when it closed awards in

FY 2018-19 and FY 2019-20. To do so, we examined all 82 tax credit and
loan awards that closed in that two-year period and contractually
required recipients to create or retain jobs. Our file review found that
WEDC could have reclaimed $123,900 in tax credits because recipients
created jobs after the contractually specified time periods for creating
jobs had ended. Although WEDC's written procedures allowed it to not
reclaim these tax credits, reclaiming them would have saved the State
$123,900.

Some Economic Development Tax Credit program contracts required
WEDC to annually award no more than 10.0 percent of tax credits

for a given contract based on a recipient creating jobs filled by non-
Wisconsin residents. Our file review found that when WEDC closed

five awards it had made under this program, it did not require the five
recipients to submit complete information on whether employees in
the created jobs were Wisconsin residents. We question whether WEDC
should have awarded a total of $160,600 to these five recipients.

We also analyzed how WEDC oversees tax credit contracts. To illustrate
the manner in which WEDC oversees tax credit contracts, we examined
a typical contract. Figure 1 shows the job creation results of a $94,700
contract that WEDC executed in May 2014 under the Economic
Development Tax Credit program with a recipient that had 93 jobs
when the contract started. The five-year contract required WEDC to
award tax credits if the recipient created jobs during the first four
reporting periods, each of which was up to one year in length. Although
the contract required the recipient to maintain all existing and newly
created jobs over the contract’s duration, it allowed WEDC to decide
whether to reclaim tax credits if the recipient did not comply with the
contract. WEDC'’s information indicated that the recipient had:

= 89 jobs at the end of the contract’s first reporting
period, which was 4 jobs fewer than at the contract’s
start;
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* 114 jobs at the end of the contract’s second
reporting period, including 21 jobs for which
WEDC awarded tax credits;

* 97 jobs at the end of the contract’s third reporting
period and 94 jobs at the end of the contract’s fourth
reporting period, but WEDC did not reclaim any tax
credits even though the recipient had eliminated
jobs; and

= 109 jobs at the contract’s end, which was 16 jobs
more than the recipient had at the contract’s start.
When WEDC closed this award in April 2020, it
allowed the recipient to keep the tax credits for
16 of the 21 jobs it had previously awarded after the
contract’s second reporting period, but it reclaimed
the tax credits for the other 5 jobs.

Figure 1

Job Creation Results of a Tax Credit Award that WEDC Closed in April 2020’
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"Based on WEDC's information for a $94,700 contract that WEDC executed under
the Economic Development Tax Credit program in May 2014 and closed in April 2020.

WEDC'’s method of awarding tax credits allows recipients to receive
funds for creating jobs for only short periods of time. For example, if a
recipient created jobs in a contract’s first year, eliminated them in the
second year, and then did not create them again until a contract’s final
year, WEDC's written procedures would not prohibit a recipient from
keeping the tax credits the recipient was awarded for creating jobs in
the contract’s first year.
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WEDC should improve how it oversees tax credit contracts. It should
award job creation tax credits only when recipients create jobs
according to contractual provisions, such as those that require WEDC
to award tax credits that are based, in part, on whether employees were
Wisconsin residents. To prevent recipients from being awarded tax
credits for creating jobs in a contract’s first year, eliminating them in
the second year, and then creating them again in a contract’s final year,
WEDC should work with DOR to implement a method for reclaiming
after each contract year some or all previously awarded tax credits. For
example, after the recipient shown in Figure 1 eliminated 17 jobs in the
contract’s third reporting period, such a method would have allowed
WEDC to direct DOR at that point in time to reclaim the job creation tax
credits that WEDC had previously awarded for those 17 jobs.

M Recommendation

We recommend the Wisconsin Economic Development Corporation:

= award job creation tax credits only when recipients
create jobs according to contractual provisions;

»  work with the Department of Revenue to implement a
method for reclaiming after each contract year some
or all previously awarded tax credits if recipients do
not retain all jobs for which they had been previously
awarded job creation tax credits; and

= report to the Joint Legislative Audit Committee by
October 29, 2021, on its efforts to implement these
recommendations.

Assessing Program Results

In report 19-6, we recommended that WEDC improve how it assesses
the results of its programs, including by annually assessing the awards
it made and using this information to consider changes to its program
policies and when making decisions about future awards. In our
current audit, we found that WEDC did not implement our
recommendations. WEDC indicated that it did not consider assessing
award results to be informative because too few awards have ended
under any given program. It also noted that it no longer makes awards
under some programs under which awards have ended.

We believe that a sufficient number of awards have ended to annually
make a comprehensive assessment by WEDC useful. As noted, 168 tax
credit and loan awards that required job creation or retention ended
through FY 2019-20, and these awards had a total contract value of
$119.2 million. More awards will end in future years. Even if WEDC no
longer makes awards under a given program, it can use the information
learned to improve how it makes awards under other programs. For
example, WEDC can modify its program policies to increase the



40

PROGRAM RESULTS

likelihood that recipients create or retain contractually required jobs at
areasonable cost to taxpayers.

¥ Recommendation

We recommend the Wisconsin Economic Development Corporation:

= annually and comprehensively assess awards that
ended and use this information to consider changes
to its program policies and when making decisions
about future awards; and

» report to the Joint Legislative Audit Committee by
October 29, 2021, on its efforts to implement this
recommendation.



Reporting Program Results

Statutes require WEDC'’s Statutes require WEDC'’s governing board to report to the Legislature
governing board to report annually by October 1 on each economic development program that it
administered in the prior fiscal year and make the reported information
readily accessible to the public on the internet. Statutes require this
annual economic development program report to include the results of
each such program. We assessed how WEDC reported on its programs
and the results of these programs in FY 2019-20. We again found that
WEDC'’s online data, which indicate program results, contained
inaccuracies and were incomplete. We make a recommendation for
improvements.

annually on each of its
economic development
programs.

Reporting Program Results

For each program, the annual economic development program report
must contain statutorily specified information pertaining to the prior
fiscal year, including:

* aprogram description;

* acomparison of expected and actual program
outcomes;

* the number of grants and loans made, the amount
and recipient of each grant and loan, and the total
amount of grants and loans awarded to each
recipient;

* thelocation and industry classification, by

municipality, of each job created or retained
in the state as a result of the program;

41
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the total amount of tax benefits allocated and the
total amount of tax benefits verified to DOR through
the program;

the recipient of each allocated tax benefit and each
verified tax benefit through the program; and

any recommended changes to the program.

In our current audit, we reviewed WEDC'’s October 2020 report, which
includes information on the programs that WEDC administered in

FY 2019-20, and the accompanying online data that present
information on the results of certain awards that WEDC made from
FY 2011-12 through FY 2019-20. Appendix 7 summarizes the activities
of each program in FY 2019-20.

We found concerns with WEDC'’s online data, including:

The online data did not accurately reflect the
numbers of contractually required jobs created

and retained as a result of awards that ended in

FY 2018-19 or FY 2019-20. Although the online

data indicated that 62 award recipients had

created 2,868 jobs, WEDC's files indicated that these
recipients actually had created 1,624 jobs that met
contractual requirements. The online data included
jobs created by recipients that had ceased
operations in Wisconsin or otherwise terminated
their awards before the contractually specified
completion dates, as well as jobs that did not meet
the contractual requirements necessary for
recipients to be awarded tax credits for creating jobs.

The online data double-counted the numbers of
jobs retained as a result of certain awards. For
example, WEDC executed two tax credit contracts
with one recipient in December 2013. Each contract
required this recipient to retain all existing jobs.
Although this recipient reported the same
employees over the same period for each of the two
awards, WEDC double-counted the number of these
employees in its online data.

WEDC removed from its online data information
about awards that closed a year or more earlier. As a
result, the online data no longer included the job
creation and retention results of 494 awards that
had closed.
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WEDC'’s online data continued Table 17 summarizes the concerns we found in our current audit and
to contain inaccurate and similar concerns that we had found in our two most-recent audits of

incomplete information about WEDC. WEDC'’s online data continued to contain inaccurate and

incomplete information about the numbers of jobs that award

the numbers of jobs that o .
recipients created and retained.

award recipients created
and retained.

Table 17

Concerns We Identified with WEDC's Online Data

Legislative Audit Bureau Report

Type of Concern 17-9 19-6 21-7
Inaccurate numbers of jobs were reported v v v
Double-counted jobs were reported v v v
Jobs information was removed from the online data v v

In our current audit, we found that WEDC improved one aspect of how
it reported jobs-related information in its online data. WEDC reported
only those jobs that met contractual requirements for recipients to be
awarded tax credits, but it did so only for programs under which it
made new awards in FY 2019-20. For programs under which it no
longer made awards, it continued to report all jobs that award
recipients created and retained, regardless of whether these jobs met
contractual requirements for the recipients to be awarded tax credits.

WEDC'’s online data, which are part of its statutorily required annual
economic development program report, continue to have inaccuracies
and are incomplete. It is difficult for legislators and the public to assess
program effectiveness unless the online data indicate accurate
numbers of jobs created and retained as a result of WEDC'’s awards.

™ Recommendation

We recommend the Wisconsin Economic Development Corporation:

» jmprove the accuracy and completeness of its
statutorily required annual economic development
program report; and

= report to the Joint Legislative Audit Committee by
October 29, 2021, on its efforts to implement this
recommendation.
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The Legislature could
consider modifying
statutes to require WEDC
to report additional
information about the
numbers of jobs created
and retained as a result of
WEDC'’s awards.

Issue for Legislative Consideration

The Legislature could consider modifying statutes to require WEDC to
report additional information about the numbers of jobs created and
retained as a result of WEDC'’s awards. As noted, we found that WEDC
removed from its online data the results of certain awards that it closed
ayear or more earlier, and that WEDC included in its online data
information about jobs that did not meet the contractual requirements
necessary for recipients to be awarded tax credits for creating jobs. If
WEDC were statutorily required to report on the results of all awards,
including those that closed a year or more earlier, and to separately
report on the numbers of jobs that were created and retained but that
did not meet contractual requirements necessary for recipients to be
awarded tax credits, it would be easier for legislators and the public to
assess program effectiveness.



Revenues
Cash and Investments

Administrative Expenditures

In FY 2019-20, state funding
accounted for 90.4 percent
of WEDC’s $45.0 million in

total revenue.

We examined WEDC'’s financial management in FY 2018-19 and

FY 2019-20. WEDC is funded primarily by state funding. WEDC'’s

total revenues declined from $47.8 million in FY 2018-19 to

$45.0 million in FY 2019-20, or by 5.9 percent. Over this two-year
period, its administrative expenditures declined from $24.0 million to
$23.1 million, or by 3.8 percent. We found that WEDC's total available
funding considerably exceeded its total payments for each quarter from
July 1, 2018, through June 30, 2020. Therefore, the Legislature could
consider directing WEDC to spend some of its available funding, such
as on businesses affected by the public health emergency.

Revenues

In FY 2019-20, state funding accounted for 90.4 percent of WEDC'’s
$45.0 million in total revenue, as shown in Table 18. The Economic
Development Fund, which was funded by a surcharge on Wisconsin
businesses, provided most of WEDC'’s segregated revenue.

45
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Table 18
WEDC's Revenues, by Type
(in millions)
Percentage Percentage

Type FY 2018-19 of Total FY 2019-20" of Total
State Funding

General Purpose Revenue $28.2 59.0% $35.7 79.3%
Segregated Revenue 13.3 27.8 49 10.9
Subtotal 41.6 87.0 40.7 90.4
Federal Revenue 2.0 42 0.4 0.9
Loan Interest and Fees 1.5 3.1 1.3 29
Other? 2.8 5.9 2.6 5.8
Total $47.8 100.0% $45.0 100.0%

1 Excludes $75.0 million in federal Coronavirus Aid, Relief, and Economic Security (CARES) Act funding that WEDC

received in June 2020.

2 Includes bond servicing fees, tax transfer fees, investment income, fees paid by attendees of
WEDC-sponsored conferences and trade missions, and other miscellaneous revenue.

WEDC may receive more
Junding than it actually
needs in order to cover the
costs of its operations and
Julfill its grant and loan
commitments.

DOA provided WEDC with state funding on a quarterly basis, which
was consistent with a July 2014 arrangement between WEDC and DOA.
Each quarter, DOA provided WEDC with one-fourth of the total
amount of state funding in the budget schedule for the given fiscal year.
DOA provided this funding without taking into consideration WEDC'’s
existing resources, commitments, or expenditures. DOA indicated that
it did so because WEDC is not a state agency and, therefore, DOA had
no statutory authority to require WEDC to demonstrate the need for
funding. As a result, WEDC may receive more funding than it actually
needs in order to cover the costs of its operations and fulfill its grant
and loan commitments. WEDC'’s funding does not need to cover the
cost of its tax credit awards, which are paid by DOR.

Cash and Investments

WEDC is the custodian of its cash and investments, which represent its
total available funding. The total funding available at any point is the
accumulated amount that WEDC has received but not paid out. In

FY 2019-20, WEDC received state funding through payments that DOA
provided and that totaled $40.7 million. In June 2020, WEDC received
$75.0 million in federal CARES Act funding to provide grants to small
businesses. WEDC received other amounts, such as loan repayments,
throughout the year. These other amounts averaged $14.8 million each
quarter and totaled $59.0 million for FY 2019-20. In addition, WEDC
liquidated investments to increase cash when necessary.
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On an ongoing basis, WEDC makes payments for its administrative
costs and to grant and loan recipients. Such payments averaged
$14.2 million per quarter in FY 2019-20 and totaled $56.7 million for
that fiscal year.

In report 19-6, we reported that WEDC'’s total available funding
exceeded its total payments each quarter from July 1, 2011, when WEDC
became fully operational, through June 30, 2018. 2019 Wisconsin Act 9,
the 2019-21 Biennial Budget Act, required WEDC no later than

January 1, 2020, to pay DOA $25.0 million for deposit into the

General Fund. WEDC paid these funds in December 2019.

WEDC'’s total available As shown in Figure 2, WEDC's total available funding exceeded its total
funding exceeded its total payments for each quarter from July 1, 2018, through June 30, 2020.
payments for each quarter Over each quarter of this two-year period, WEDC'’s total available
from July 1, 2018, through funding averaged $113.7 million, excluding $75.0 million in CARES Act

June 30, 2020. funding that WEDC received in June 2020, and its total payments

! averaged $30.4 million. In comparison, over each quarter during the
seven-year period from FY 2011-12 through FY 2017-18, WEDC'’s total
available funding averaged $82.0 million, and its total payments
averaged $17.6 million.

Figure 2
WEDC's Total Payments and Total Available Funding, at Quarter End
(in millions)
$200.0 — Total Available Funding' === Total Payments?
160.0 — i
$150.6 i Represents $75.0 million
1 in CARES Act funding
140.0 — i that WEDC received in
! June 2020.
1200 —{ $116.0 st0s9  S1M17 $114.5
1000 $103.0 $990 - J
80.0 —
60.0 —|
40.0 —| /\/
200 —

Sep 30 Dec 31 Mar 31 Jun 30 | Sep 30 Dec 31 Mar 31 Jun 30

FY 2018-19 FY 2019-20
"Includes the cash and investments balance at the start of a given quarter
as well as the amounts received during that quarter.

2 Includes all payments made for administrative costs and payments to
grant and loan recipients. Excludes tax credit payments, which WEDC does not pay.
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The Legislature could
consider directing WEDC
to spend some of its
available funding, such as
on businesses affected by
the public health
emergency.

WEDC’s administrative
expenditures decreased
by 3.8 percent from

FY 2018-19 to FY 2019-20.

Issue for Legislative Consideration

The Legislature could consider directing WEDC to spend some of its
available funding, such as on businesses affected by the public health
emergency. Currently, WEDC decides whether and how to spend its
available funding. Instead, the Legislature could direct WEDC to spend
some of this funding to provide additional support to Wisconsin
businesses affected by the public health emergency. In the quarter
ending on June 30, 2020, WEDC'’s available funding was $67.2 million
more than its total payments, excluding $75.0 million in CARES Act
funding that WEDC received in June 2020. WEDC provided information
indicating that its unassigned fund balance, which represents the
remaining amount held by WEDC that is not obligated or specifically
set aside to be used for particular purposes, was $6.2 million on

June 30, 2020.

Administrative Expenditures

As shown in Table 19, WEDC'’s administrative expenditures for
operations decreased from $24.0 million in FY 2018-19 to $23.1 million
in FY 2019-20, or by 3.8 percent. Over this two-year period, expenditures
for salaries and fringe benefits increased, but expenditures for
marketing decreased.

Table 19
Administrative Expenditures, by Type
(in millions)
Percentage Percentage

Type FY 2018-19 of Total FY 2019-20 of Total
Salaries and Fringe Benefits $11.3 47.1% $12.3 53.2%
Marketing 7.3 304 5.8 25.1
Professional Services 1.3 5.4 1.7 7.4
Conferences and Professional

Development 1.1 4.6 1.1 4.8
Information Technology 1.0 4.2 0.6 2.6
Building, Maintenance, and Utilities 0.7 2.9 0.6 2.6
Travel 0.7 29 0.6 2.6
Other’ 0.5 2.1 0.4 1.7
Total $24.0 100.0% $23.1 100.0%

T Includes business insurance, supplies, equipment, business meals, recruiting, and other expenditures.
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Salaries and Fringe Benefits

Because WEDC is not a state agency and its staff are not state employees,
WEDC is not authorized positions through the state budget. As shown in
Table 20, WEDC had 110 full-time and part-time permanent staff on
June 30, 2020. Of this total, 17 staff had been employed by WEDC since
its inception, and 12 staff had been employed by WEDC for less than

one year.

Table 20

Number of WEDC Staff’
June 30, 2020

Functional Area Number

Business and Community Development 23
Credit and Risk 1
Marketing and Brand Strategy

Executive Office

Global Trade and Investment

Legal Services and Compliance

Entrepreneurship and Innovation

Technology and Information Systems

Budget and Finance

Human Resources

Office of Public Policy

Operations and Program Performance

Business and Investment Attraction

= W b 01O 01 0O O O WO VO O W

Sector Strategy Development

Total 110

" Includes full-time and part-time permanent staff.

We found that 13 permanent staff whom WEDC employed on

July 1, 2019, were no longer employed by WEDC on June 30, 2020.

In FY 2019-20, WEDC hired 12 individuals, all of whom were still
employed by WEDC on June 30, 2020. One senior manager left
employment at WEDC in FY 2018-19, and three more left employment
in FY 2019-20.

We examined WEDC'’s expenditures for salaries and fringe benefits,
which represented 53.2 percent of its total administrative expenditures
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in FY 2019-20. As shown in Table 21, WEDC paid more than $100,000 to
staff in 14 positions in FY 2019-20.

Table 21

Amounts Paid to Certain WEDC Staff in FY 2019-20

Amount
Paid
Chief Legal Counsel and Compliance Officer’ $226,300
Chief Executive Officer? 210,300
Chief Operating Officer? 166,200
Chief Financial Officer 145,100
Vice President of Human Resources 142,300
Vice President of Global Trade and Investment 118,700
Vice President of Entrepreneurship and Innovation 117,400
Vice President of Marketing and Brand Strategy 115,800
Vice President of Business and Community Development 115,800
Vice President of Technology and Information Systems 109,000
Senior Financial Services Director 106,500
Senior Financial Underwriting Director 103,000
Senior Director of Economic Development 101,333
Controller 100,900

" Includes the combined amounts paid to the two individuals who held this position in FY 2019 20,
including $86,000 in severance pay that WEDC provided to one individual.

2 Includes the combined amounts paid to the two individuals who held this position in FY 2019-20.

3 Includes the combined amounts paid to the two individuals who held this position in FY 2019-20.
Two individuals held this position concurrently for approximately two weeks of FY 2019-20.

In addition to their salaries, WEDC provided certain staff with merit
and recognition awards. Merit awards acknowledged staff who
exceeded performance expectations for a project, and recognition
awards acknowledged special efforts or accomplishments. Merit and
recognition awards increased from $85,700 in FY 2018-19 to $108,800 in
FY 2019-20, or by 27.0 percent.









Appendix 1

Three File Reviews Conducted of Selected WEDC Contracts

Program Number provides a numerical reference created by the Legislative Audit Bureau for each
program that WEDC administered in FY 2019-20 and is also used in other appendices.

Public Health Emergency-Related Grants

Program Number of
Number Program Contracts Amount
9 Small Business 20/20 8 $5,030,000
Total 8 $5,030,000

Tax Credit Contracts Executed from FY 2013-14 through FY 2019-20

Program Number of
Number Program Contracts Amount
3 Enterprise Zone' 10 $237,800,000
- Jobs Tax Credit! 6 19,575,000
2 Business Development Tax Credit 17 18,136,000
- Economic Development Tax Credit’ 3 5,792,000
4 Development Opportunity Zone' 1 1,800,000
Total 37 $283,103,000

T WEDC did not execute contracts under this program in FY 2019-20.

Tax Credit and Loan Awards Requiring Job Creation or Retention
That Ended from FY 2011-12 through FY 2019-20'

Program Number of
Number  Program Contracts Amount
- Economic Development Tax Credit? 72 $ 33,680,000
_ aL\J/seiQt?zZnFigtention and Expansion 31 21,580,000
- Jobs Tax Credit? 23 21,485,000
3 Enterprise Zone? 1 18,000,000
- Business Opportunity Loan Fund? 14 9,296,000
2 Business Development Tax Credit 20 7,724,000
- State Energy Program? 3 6,149,000
4 Development Opportunity Zone? 3 1,034,000
- Special Projects Loan Fund? 1 250,000
Total 168 $119,196,000

"Includes 82 awards that ended from FY 2018-19 through FY 2019-20, and 86 awards
that ended from FY 2011-12 through FY 2017-18.

2 WEDC did not execute contracts under this program in FY 2019-20.






Appendix 2

Descriptions of WEDC'’s Economic Development Programs
FY 2019-20

This appendix provides a brief description of the 31 economic development programs WEDC
administered in FY 2019-20. Statutes define an economic development program as a program or
activity that has the primary purpose of encouraging the establishment and growth of business in
Wisconsin, including the creation and retention of jobs.

The programs are organized by award type and the amount of economic development allocated.
Definitions of key terms follow.

Program Number provides a numerical reference created by the Legislative Audit Bureau for each
program and is also used in other appendices.

Program provides the designated name for each economic development program.

Wisconsin Statutes cites statutory authority for the program. For programs without a specific
statutory authorization, we cite ch. 238, Wis. Stats., which authorizes WEDC's operations.

Description provides a brief description of the main features of the program in FY 2019-20.
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Appendix 3

Recipients Allocated the Largest Amounts of Tax Credits in FY 2019-20
(in millions)

‘ Recipient Amount ‘
2100 Northwestern Avenue, LLC $ 35
JS 1924, LLC 3.5
JS 1962, LLC 3.5
National Soldiers Home Residences I, LLC 3.3
Capio Biosciences, Inc. 3.0
The Main Attraction, LLC 29
GenCap Sheboygan Falls 63, LLC 2.7
1715 N 37th Street LLC 2.5
Phillis Wheatley School Redevelopment, LLC 2.0
Crescent-Lofts Appleton, LLC 1.9
Printery Row, LLC 1.9
Follicle, Inc 1.8
Horicon School Apartments, LLC 1.8
Plumb Pharmaceuticals, LLC 1.7
600 Broadway LLC 1.5
Kroger Fulfillment Network LLC 1.5
Warehouse 170, LLC 15
Cockpit Mobile, Inc. 1.4
SlingshotVR, Inc. 1.4
Catalent Pharma Solutions, LLC 1.3

Total $44.5






Appendix 4

Allocations Made through the Historic Preservation

Tax Credit Program in FY 2019-20

Recipient Project Location Amount

2100 Northwestern Avenue, LLC Racine $ 3,500,000
JS 1962, LLC Milwaukee 3,500,000
JS 1924, LLC Milwaukee 3,500,000
National Soldiers Home Residences llI, LLC Milwaukee 3,333,825
The Main Attraction, LLC Racine 2,925,293
GenCap Sheboygan Falls 63, LLC Milwaukee 2,667,477
1715 N 37th Street LLC Milwaukee 2,502,619
Phillis Wheatley School Redevelopment, LLC Milwaukee 1,984,628
Crescent-Lofts Appleton, LLC Appleton 1,900,000
Printery Row, LLC Pulaski 1,862,000
Horicon School Apartments, LLC Horicon 1,780,000
600 Broadway LLC Milwaukee 1,500,000
Warehouse 170, LLC Milwaukee 1,500,000
Muskego School Apartments, LLC Muskego 1,300,000
Historic Barden, LLC Kenosha 993,831
230 Wells Street Commercial, LLC Milwaukee 411,871
Dubbel Dutch LLC Milwaukee 280,000
BD One, LLC Sun Prairie 260,000
Ulrich Sielaff Mineral Point 140,676
Jefferson St, LLC Spring Green 140,000
GParcel LLC Milwaukee 61,120
TGAARLLC La Crosse 51,400
B Squared Real Estate LLC Port Washington 14,416
Victory Capital, LLC Oshkosh 13,000

Total

$36,122,156






Appendix 5

Recipients Awarded the Largest Amounts of

Grants and Loans in FY 2019-20

(in millions)

Recipient Type Amount
Wisconsin Women's Business Initiative Corporation’ Grant $20
Center for Technology Commercialization Grant 1.5
CoVantage Credit Union' Grant 1.2
Admiral's Wharf, LLC Grant 0.5
City of Green Bay Grant 0.5
City of West Bend Grant 0.5
DDL Holdings, LLC Grant 0.5
KKH20 LLC Grant 0.5
Milwaukee Economic Development Corporation’ Grant 0.5
Middleton Center Ph 3, LLC Grant 0.5
SHD, Inc. Grant 0.5
Thirteen31 Place Apartments LLC Grant 0.5
West Quarter East, LLC Grant 0.5
Wisconsin Women's Business Initiative Corporation? Grant 0.5
Village of Ashwaubenon Grant 0.5
Village of Kimberly Grant 0.5
Bay Bank’ Grant 0.4
C-Store Properties LLC Grant 0.4
Conservancy Bend Residences, LLC Grant 0.4
Midwest Energy Research Consortium, Inc. Grant 0.4
Total $12.8

" Award from the Small Business 20/20 program.

2 Award from the Capital Catalyst program.






Appendix 6

Economic Development Awards That Ended, by Program

FY 2011-12 through FY 2019-20

Program Number
Number  Program Name of Awards
1 Historic Preservation Tax Credit 9
2 Business Development Tax Credit 21
3 Enterprise Zone 1
4 Development Opportunity Zone 3
5 Qualified New Business Venture 116
8 Brownfields Grant 26
10 Community Development Investment Grant 40
11 Minority Business Development 1
14 Capital Catalyst 4
15 Site Assessment Grant 27
16 Global Business Development Grant' 173
17 Seed Accelerator 8
20 Capacity Building Grant’ 4
21 Targeted Industry Projects 8
22 Workforce Training Grant 5
23 Entrepreneurial Micro-Grant 3
24 ExporTech 3
26 Technology Development Loan 46
Programs Through Which WEDC No Longer Makes Awards
Economic Development Tax Credit 83
Business Retention and Expansion Investment 40
Jobs Tax Credit 25
Business Opportunity Loan Fund 17
Emergency Loan Guarantee for Certified Propane Dealers 4
State Energy Program 4
Export Development Grants 3
Special Project Loan Fund 3
Idle Sites Redevelopment Program 2
Export Education Grant 1
Manufacturing Clean Energy Revolving Loan Fund 1
Total 681

" Includes International Market Access Grant and Collaborative Market Access Grant.







Appendix 7

Activity of WEDC’s Economic Development Programs
FY 2019-20

This appendix provides information on the reported activity of WEDC'’s 31 economic development
programs in FY 2019-20. Statutes define an economic development program as a program or activity
that has the primary purpose of encouraging the establishment and growth of business in Wisconsin,
including the creation and retention of jobs.

The programs are organized by award type. Definitions of key terms follow.

Program Number provides a numerical reference created by the Legislative Audit Bureau for each
program and is also used in other appendices.

Program provides the designated name for each economic development program.

Program Activity describes the activity of economic development programs, as reported by WEDC.
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THINK-MAKE-HAPPEN.

April 19, 2021

Mr. Joseph Chrisman

State Auditor

Legislative Audit Bureau

22 E. Mifflin Street, Suite 500
Madison, WI 53703

Dear Mr. Chrisman:

Thank you for the opportunity to respond to the Legislative Audit Bureau’s (LAB)
financial and program evaluation of the Wisconsin Economic Development
Corporation (WEDC). We appreciate the professionalism and cooperation your
staff has exhibited during its review. As was done in prior audits, management
will formally discuss your report with our Audit & Budget Committee within the
next few months. At that time, we will provide our action plan for addressing the
recommendations contained in this audit and reporting to the Joint Legislative
Audit Committee.

WEDC strives to support businesses and communities in Wisconsin in a way
that improves the economy for all Wisconsinites. The COVID-19 pandemic
helped us to discover pieces of the economy that WEDC’s long-standing
programs were leaving out as well as the strength of our structure which allowed
us to quickly and nimbly respond to the evolving challenges companies of all
sizes and in all locations across the state were facing.

WEDC staff stepped up in an unprecedented way to deploy over $250.3M in
relief funding from March through December of 2020. LAB has found our
procedures for administering those dollars were sufficient and we are proud of
the work we were able to do to help businesses across Wisconsin.

Along with providing assistance to businesses and communities in our state,
WEDC is committed to providing the highest levels of transparency,
accountability, and operational excellence. Our focus on continuous process
improvement efforts in achieving these goals has increasingly defined who we
are as an organization.

WEDC'’s financial reporting and controls continue to be strong. An independent
auditof WEDC'’s FY 2020 financial statements conducted by Sikich LLP resulted
in a clean audit opinion and found no internal control deficiencies in our financial
reporting. For the seventh consecutive year, WEDC received the Certificate of
Achievement for Excellence in Financial Reporting from the Government
Finance Officers’ Association of the United States and Canada. This certificate
is the highest form of recognition in governmental accounting and financial
reporting.

WEDC thanks LAB for acknowledging these efforts as the report contained zero
recommendations for improvement of WEDC'’s financial administration and
controls, and LAB’s recommendations focused on for improved outward



reporting and program administration matters as we discuss in more detail below.

WEDC'’s Fund Balance and Availability of Funds:

WEDC uses its available funding to satisfy award commitments and contracts, fund operations, and
balance future operating budgets. LAB has indicated that WEDC has significant funding that could be
available to assist Wisconsin during the public health emergency; however, much of this funding is
already committed to contracted awards.

Awards are encumbered as part of the fund balance when they are first approved (i.e., committed),
even though the awardee may have several years to request disbursement of the award funds.
Because of this significant time lag, it is important to understand the stages a grant and loan award
progresses through, from a financial perspective.

A commitment represents an award that has been fully approved through WEDC'’s award process. At
this stage, WEDC is in the process of contracting or negotiating final contract terms with the awardee.
The maijority of our commitments will become contracts in the very near term. Once a commitment
has been made, WEDC sets funding aside in the assigned fund balance to satisfy that commitment.

The assigned fund balance for fiscal year 2020 of $10.7 million includes $7.4 million funds set aside
for the following award commitments:

e $1.3 million assigned to 2 technology development loans
e $6.1 million assigned to COVID-19 relief program (to be contracted in FY21)

Once the contract has been fully executed, the awardee can begin requesting payment under the
terms of the award. Often the entire award is not paid out all at one time. Only the amounts that have
been paid on an award grant or loan are considered to be expended. The remaining balance of a
contract is set aside in the restricted fund balance.

The restricted fund balance for fiscal year 2020 of $41.0 million represents the following contractual
obligations that WEDC has made under its economic development programs and awards.

e $27.5 million contracted for 193 business and community development awards
e $ 5.7 million contracted for 26 entrepreneurship and innovation awards
e $ 7.8 million contracted for 76 international business development awards

The unassigned fund balance for fiscal year 2020 of $6.2 million represents the remaining balance
held by WEDC that is not restricted or set aside for any specific purpose. Amounts over the established
target of one-sixth of WEDC’s annual administrative costs are used to help fund future operating
budgets or to increase program spending in the current fiscal year. For example, to achieve a balanced
budget for FY20, WEDC used $11.4 million of the unassigned fund balance at the end of FY19.

Tax Credit Administration:
LAB identified several recommendations for the improvement of WEDC’s administration of tax credits
including:

e Tracking and verifying wages paid for services performed in the zone under the Enterprise
Zone Tax Credit program;

o Closing tax credit awards, and revoke certifications and reclaim amounts if necessary, shortly
after the end of the performance period; and
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o Working with the Department of Revenue to have recipients repay tax credits awarded if the
exact number of jobs created and for which credits were earned are not maintained in each
year of the contract.

WEDC has been diligently working on methods to administer and track wages related to services
performed in the Zone for its Enterprise Zone program in a way that will be both statutorily compliant
and practical for the recipients. We will update the Joint Legislative Audit Committee on that proposed
solution when we report back to them in October. WEDC is also in the process of engaging an
academic researcher experienced in the economic impact of tax credit incentives to review the
Enterprise Zone program and analyze what types of investments provide the best return on investment
to the State. This analysis will give us additional information to help advise the Legislature on whether
a physical placement requirement makes the most sense, especially with the turn to remote work seen
from the COVID-19 pandemic.

Additionally, WEDC plans to quickly implement the recommendation that tax credit awards are closed
in a timely manner. We will review our current practice of waiting until the end of a contract
performance period to assess whether any tax credits need to be reclaimed and discuss those with
the Department of Revenue. The proposed recommendation of reclaiming tax credits after every year
during a contract if there is a dip in employment would have had a devastating impact on businesses
over the past year that suffered temporary shutdowns with the COVID-19 pandemic, and we want to
be sure we are evaluating the recommendation in light of this and practical realities of businesses.

Transparency:
WEDC is committed to transparency. We appreciate LAB’s acknowledgement of our continued

improvement regarding the online data within our Annual Report on Economic Development. As
WEDC evaluates the information we report out to the public, we continue to find ways to make our
data more robust and digestible.

For example, when LAB talks about WEDC removing information about awards that closed a year or
more earlier from its online data, the information is actually relocated to another location on the site.
WEDC retires awards off the active records page and moves the information to the archive awards
page when an award has been closed for a year or more. Moving forward, we look at ways to ensure
this information is easily accessible and clear to the user.

WEDC will work with its Audit and Budget Committee of the Board of Directors to establish responses
and timelines for working through LAB’s recommended changes. We will report to the Joint Legislative
Audit Committee by October 29, 2021, on our efforts to implement the recommendations of this audit
report.

Again, we appreciate and thank LAB for its constructive approach in working with WEDC’s team.

Sincerely,

/]
/;’./xh I

Melissa L. Hughes
Secretary and CEO
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