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Performance Audit of Economic Development Programs in Maine

EXECUTIVE SUMMARY

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

Purpose

The AFA Committee
requested an OPEGA
review of 13 specific
EDPs, and other
similar programs as

appropriate.

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

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

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

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

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

To determine which economic development programs should be included in
the review, OPEGA created a working definition for use in identifying
economic development programs most “similar” to the thirteen specified by
AFA. Based on this definition, OPEGA added 33 “similar” programs to the
original 13, resulting in a total of 46 programs supported by State resources
included in this study. These programs do not represent all existing
programs nor are they intended to be a scientifically representative sample of
the whole universe of programs.

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

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

2 System of controls refers to a set of activities, methods, policies, procedures, and other
mechanisms that help to assure desired objectives are met. Controls within a system range
from clear definition and communication of purpose to strong process oversight.

Office of Program Evaluation & Government Accountability
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Conclusions

Performance Audit of Economic Development Programs in Maine

Maine’s policymakers,
citizens, and
businesses need
accurate and reliable
information about
EDPs to facilitate
transparency and

accountability.

Past attempts to
improve
accountability and
coordination of EDPs
have produced limited

results.

Critical elements
necessary for
performance
evaluation and
accountability are still

lacking.

Maine citizens make substantial investments in economic development
programs each year. These programs, taken together, constitute an
investment portfolio that ideally should be designed and managed to assure
that the State is getting the best return on its investment. There are,
however, significant technical and political challenges in adopting a portfolio
approach.

Given these challenges, it will likely be some time before Maine is in a
position to truly design and manage its economic development programs as
an investment portfolio from a cost-benefit (return on investment)
perspective. In the meantime, however, Maine’s policymakers need accurate
and reliable information about these programs to make informed decisions.
Maine’s citizens and businesses also deserve as much transparency and
accountability as possible around these programs. This requires:

e ability to monitor progress toward desired results;

e coordination to minimize overlaps and gaps, and maximize synergies
and efficiencies among programs; and

e publicly accessible, understandable information about the programs
including relevant, objective and verifiable data on program costs and
performance.

Past Maine Legislatures have recognized these needs and supported serious
efforts to address them. Unfortunately, for a variety of reasons, these efforts
have produced limited results. OPEGA’s risk assessment, based on agency-
reported information regarding the 46 programs included in the scope of this
review, suggests that the State could be:

e investing in programs that are ineffective or no longer necessary;
e spending more than is necessary on administrative costs; or

e missing opportunities to provide incentives to some businesses while
potentially oversubsidizing others.

The current level of risk in Maine’s economic development portfolio exists in
large part because critical elements necessary for evaluating performance and
achieving real transparency and accountability have been, and still are,
lacking. These weaknesses exist both within the frameworks for individual
programs and within the structure for managing and monitoring the State’s
portfolio as a whole.

In the Findings and Action Plans section of this report, OPEGA elaborates
on the risk assessment results and provides recommendations for more in-
depth reviews of certain economic development programs (see Finding 1).
We also describe root causes of the risks identified that need to be addressed
(see Findings 2-6). The agreed upon Management Actions and

Office of Program Evaluation & Government Accountability

Page 2



Performance Audit of Economic Development Programs in Maine

Recommended Legislative Actions given are next steps that should be taken
to build on past efforts toward improving evaluation capabilities. They will
enhance transparency and accountability for economic development
programs. These are actions the State can take despite the technical
challenges in evaluating the true cost-benefit of such programs, and the
politics surrounding them.

Findings and Action Plans

Finding 1: Existing Programs May Be Ineffective or Inefficient

State resources currently being invested in economic development may not be employed as effectively
and efficiently as possible. Analysis of OPEGA’s risk assessment results revealed multiple indicators of
concern.

OPEGA Recommendations for Legislative Action

A. Legislature should consider subjecting the following programs included in this review to more in-
depth evaluations of effectiveness, efficiency and economic use of resources:

- All 15 tax incentive programs either individually or as a group;

- Revenue Obligations Securities Program (SMART and SMART-E);
-- Economic Recovery Loan Program;

-- Governor’s Training Initiative;

-- Commercial Loan Insurance Program;

- Milk Commission;

-- Regional Economic Development Revolving Program;

-- Maine Manufacturing Extension Partnership;

-- Agricultural Marketing Loan Fund;

-- Agricultural Water Management and Source Development Program;
-- Maine Apprenticeship Program;

- Potato Marketing Improvement Fund Program; and

- Farms for the Future Program.

B. Legislature should consider reviewing existing portfolio of programs to identify opportunities for
reducing the number of programs and/or administrative costs associated with them.

C. Legislature should consider establishing a process for assuring that future economic development
proposals are compared to existing programs to determine if the purpose of the new proposal can
be effectively met by modifying or replacing an existing program.

Office of Program Evaluation & Government Accountability Page 3
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Finding 2: Insufficient Definition of Economic Development

State of Maine does not have a sufficient definition of what constitutes an economic development
program.

Management Action Recommendations for Legislative Action
Department of Economic and Community A. Legislature should consider replacing the current
Development (DECD) will draft an operational definition of “economic development incentive”
definition of economic development programs. in 5 MRSA §13070-J.1.D with the definition
The Commissioner will present this proposed proposed by DECD and amended as necessary.
definition to the Joint Standing Committee on The Legislature should also consider
Business Research and Economic Development incorporating this definition into 5 MRSA
(BRED) by June 15, 2007. §813051-13060 to further define the roles and

responsibilities of DECD.

B. Legislature should clarify what is meant by “all
economic assistance programs” in 5 MRSA
§13070-J.3.B.

Finding 3: Lack of Statewide Coordination and Oversight

There are no meaningful statewide coordination efforts that facilitate understanding or effective
management of the State’s entire portfolio of programs.

Management Action Recommendation for Legislative Action

Commissiqner of DECD will prepare a proposal  The BRED Committee should consider seeking
for expanding the role of the Department to similar proposals from the Maine Development
include coordination of the State’s portfolio of Foundation and other existing non-State

economic development programs as defined by = grganizations with the capabilities necessary to carry

the Legislature (see Finding 2). Proposal will out the responsibilities of a portfolio coordinator.
include an assessment of the benefits and BRED could then assess these proposals in
resources necessary to fulfill this role. The conjunction with the one from DECD and make
Commissioner will submit this written proposal = recommendations to the entire Legislature on

to the BRED Committee by December 31, whether and how to proceed with designating a
2007. specific entity as portfolio coordinator.

Office of Program Evaluation & Government Accountability Page 4
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Finding 4. Inadequate Mechanisms to Assure Program Controls

Management Actions

Mandates and processes for assuring that adequate program controls are established for all economic
development programs are not effective due in part to factors described in Findings 2 and 3.

Recommendations for Legislative Action

1. Effective with the first regular session of the
123rd Legislature, DECD will begin reviewing
all new economic development proposals
as required by 5 MRSA §13070-0,
regardless of their source, and will submit
written reports of its assessments to the
appropriate joint standing committees.

2. Pursuant to other statutory requirements,
DECD will be providing an annual report on
Pine Tree Development Zones to the
Legislature by June 15, 2007. DECD will
include in this report an assessment of this
program against the criteria specified in
5 MRSA §13070-0.

A. Legislature should consider amending existing

statutes in several areas to strengthen and
clarify mandates for adequate program controls
in economic development programs. See Full
Report for details.

Legislature should consider directing all
administering agencies with programs meeting
expanded definition of economic development to
report to the joint standing committee of
jurisdiction on whether each program adequately
incorporates the criteria required in 5 MRSA
§13070-0.

Legislature should create a process to ensure
that DECD is made aware of all new economic
development programs proposed in legislation.

Finding 5: Data Collected Does Not Provide Clear Picture of Results

clear or complete picture of program results.

Management Actions

Performance data currently being collected on economic development programs does not provide a

Recommendation for Legislative Action

2007.

beginning with those due October 1, 2007.

3. Inits response to Finding 3, DECD will make

all economic development programs.

1. DECD is already seeking to streamline the process of
collecting the data from businesses. DECD will also make qata collectors the authority needed to
recommendations to the Legislature on additional public
benefit data that should be captured. DECD expects to
have an improved process in place by December 31,

2. DECD will work with reporting agencies to eliminate, or
bring transparency to, any double counting of public
benefits in current reports required under §13070-J.4 rules.

The Legislature should consider giving

compel businesses to provide data
required for measuring performance of
economic development programs.
Meaningful incentives and/or penalties
should be established and should be
included in enacting statutes or related

recommendations on how DECD might assure that
adequate and relevant performance data is collected for

Office of Program Evaluation & Government Accountability
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Finding 6: Inadequate Reporting for Accountability

Current reporting on economic development programs is inadequate for providing transparency and
accountability; for comparing the performance and costs of individual programs; and, for understanding
the State’s entire portfolio of programs.

Management Actions Recommendation for Legislative Action
1. DECD will design a standard reporting template for all ~ Legislature should consider modifying
agencies reporting on economic development programs = 2 MRSA §13058-5 to specify that the
to use. By October 1, 2007, DECD will distribute the Commissioner reports be in writing.

template to all agencies currently required to report
under 5 MRSA §13070-J.4 or that are otherwise
required to report to DECD.

2. Effective immediately, the Commissioner of DECD will
begin satisfying the reporting requirement in 5 MRSA
§13058-5 by preparing and submitting a formal written
report to the Governor and the full Legislature.

3. BylJuly 1, 2007, DECD will establish a means to make
legislators and the public aware of the reports
submitted in accordance with 5 MRSA §13070-J.4 and
5 MRSA §13058-5, or that are otherwise submitted to
DECD, and to facilitate access to them. In addition, as
part of its proposal in response to Finding 3, DECD will
make recommendations on how performance and cost
information on all economic development programs can
be made readily accessible to interested parties.

Office of Program Evaluation & Government Accountability Page 6
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Economic Development Programs in Maine — EDPs Still
Lack Elements Critical for Performance Evaluation and
Public Accountability

Purpose

The AFA Committee
requested an OPEGA
review of 13 specific
EDPs, and other
similar programs as
appropriate.

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

The Maine State Legislature’s Office of Program Evaluation and
Government Accountability (OPEGA) has completed a performance audit
of economic development programs in Maine. OPEGA conducted the
review at the direction of the joint legislative Government Oversight
Committee, and generally in accordance with 3 MRSA., Chapter 37, {{991-
997 and the Government Auditing Standards set forth by the United States
Government Accountability Office (GAO).

The impetus for this project was a request from the Joint Standing
Committee on Appropriations and Financial Affairs (AFA). AFA requested
a review of 13 specific economic development programs and “other similar
economic development programs as appropriate.” > AFA was primarily
concerned with whether:

e programs had adequate program controls in place to measure
success;

e programs were effective in meeting their stated purposes, goals and
objectives;

e there was overlap or redundancy among programs; and

e additional methods of accountability were needed.

The Government Oversight Committee subsequently directed OPEGA to
include a review of economic development programs in its FY06 Annual
Plan. It was not feasible for OPEGA to determine the effectiveness of, or
the overlap and redundancy among, so many individual programs in one
review. Consequently, this performance audit was structured to determine:

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

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

3 See Appendix 2 for a list of these programs.

4 System of controls refers to a set of activities, methods, policies, procedures, and other
mechanisms that help to assure desired objectives are met. Controls within a system range
from clear definition and communication of purpose to strong process oversight.

Office of Program Evaluation & Government Accountability Page 7
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OPEGA also assessed whether the overall framework for the State’s
economic development programs provides sufficient transparency and

accountability.

Scope

OPEGA found no
generally accepted or
codified definition of
economic
development
programs, so we
developed a working
definition for this

review.

OPEGA reviewed 46 economic development programs. To determine
which other programs should be added to the 13 of interest to AFA,
OPEGA searched for a standard, or generally accepted, definition of
economic development. Finding none, OPEGA studied the 13 programs
and established the following working definition of “economic development”

to identify “similar” programs:

“Activities which distribute, impact or risk State funds, where the primary purpose
is to stimulate the economy, expand or maintain employment opportunities, or
enconrage the establishment and growth of commerce and industry.”

Table 1. Examples of Applying OPEGA’s Working Definition of Economic Development

For This Review

Activities Considered Economic
Development by OPEGA

Activities Not Considered Economic
Development by OPEGA

Building roads or other infrastructure
to support a business park or
industrial complex

Providing education or training to
ensure that the workforce is able to
support the needs of a particular
business or industry

Protecting the state’s bee population
in order to ensure the continuation
of, or assist the start-up of, a honey
manufacturer

Building roads or other infrastructure
for the general public good

Providing education or training that
aims to develop the parenting skKills
of new mothers and fathers

Protecting the state’s bee population
as part of an environmental program
that aims to ensure biodiversity

Appendix 1 details the scope limitations applied to this review. These scope
limitations mean that any figures and statistics provided in this report do not
represent an analysis of all programs available in Maine’s economic
development portfolio; rather they are descriptive of the 46 programs for
which we collected, analyzed and interpreted detailed data. The data
analyzed was for the period 2003-2005. Agencies provided the data to
OPEGA and we did not independently verify its reliability.

Office of Program Evaluation & Government Accountability
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Methods

Performance Audit of Economic Development Programs in Maine

Background

To accomplish the objectives of this performance audit, OPEGA combined
high-level research and evaluation with a risk assessment of selected
economic development programs. In brief, work performed included:

e researching relevant State statutes, history, and processes related to
economic development programs, as well as national trends in
monitoring their effectiveness;

e testing compliance with certain statutory provisions in 5 MRSA
§§13070-], K & O for the 13 programs of specific interest to AFA;

e oathering basic information on 109 programs (via initial survey of
agencies identified as having involvement in economic development
programs) and then gathering additional detailed information (via a
second survey of responsible agencies) on those programs meeting
the working definition; and

e performing a risk assessment of 46 programs based on information
provided by the agencies responsible for those programs.

See Appendix 1 for the detailed methodology used in this performance audit.

How Much Does the State Invest in Economic Development
Programs?

EDPs may be funded
by federal or State
funds, bonds, or
forgone revenue.
These funds may flow
through several
organizational layers
before reaching
intended recipients.

Economic development programs are funded by a variety of sources
including federal funds, the State’s General Fund, bonds, fees, and loan
repayments from businesses. Tax incentives are essentially “funded” by
forgone State revenue. Most programs have multiple funding sources. Many
leverage state dollars to qualify for federal funds.

Depending on the program, funding for economic development may flow
through several organizational layers in varying combinations before reaching
businesses seeking assistance. Federal funds may flow directly from federal
agencies to businesses, or may go through State agencies or community-
based organizations before being distributed to individual businesses. The
same is true of funds derived from State revenues. Figure 1 gives a high level
view of funding flows. See Appendix 5 for a flow chart depicting Maine’s
economic development program delivery system.

Office of Program Evaluation & Government Accountability Page 9



From 2003 through
2005, a total of
$602,181,397 in
State resources was
distributed, or
credited through
forgone revenue, to
the recipients of the
46 EDPs included in
this review.

Administrative costs
were reported for 21
out of the 46 EDPs.
These costs totaled
$21,922,486 for
2003 through 2005.

Performance Audit of Economic Development Programs in Maine

Figure 1. High-level Funding Flow for Economic Development Programs
( DY
@deral Agencies
State & Quasi-State Agencies
Regional Organizations
Community Agencies
L A

In this review, OPEGA was interested in identifying the amount of Maine
State dollars spent on economic development programs. In response to
OPEGA’s surveys, administering agencies reported that from 2003 through
2005 a total of $602,181,397 in State resources had been distributed or
credited in foregone tax revenues on the 46 programs within our scope. This
amount, however, represents only a portion of Maine’s total investment in
economic development programs over this time period. A considerable
number of programs did not fall within the scope of this review.

While OPEGA made a conscientious effort to identify all similar programs,
we relied on administering agencies to inform us of existing programs that
met our working definition.” We have since become aware of other
programs we would have surveyed had they been brought to our attention.
For example, our surveys captured information on one Applied Technology
Development Center being administered by River Valley Growth Council.
We subsequently learned that there are 6 more being administered through
different regional organizations that are part of the same program. This total
program has purportedly been receiving between $83,000 and $550,000 in
annual funding for operational support.” Consequently, while we have
effectively captured the program, we have not captured all the associated
expenditures.

The level of investment reported here also does not include the
administrative costs associated with these programs. Administrative costs
include: staff salaries and benefits; other costs associated with reviewing and
approving applications and assessing recipients’ compliance with program
requirements; and general program overhead. OPEGA’s survey did solicit
information about administrative costs and these costs were provided for 21

5 See Appendix 1 for OPEGA’s methodology.

6 In Search of Silver Buckshot: Thirty Years of Economic Development in Maine; Laurie
Lachance, Maine Development Foundation; pg. 28.

Office of Program Evaluation & Government Accountability
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of the 46 programs. The administrative costs reported totaled $21,922,486
for the period 2003-2005.

Maine’s investment in economic development is theoretically offset by
returns of new or retained tax revenues and other benefits associated with
employing Mainers in good jobs. It was outside the scope of this review,
however, to determine the amount of those financial benefits.

What Are the Types of Economic Development Programs?

The majority of the 46
EDPs OPEGA reviewed
are available
statewide, and 33% of
them are available to
all or many types of
businesses.

The EDPs reviewed
offer assistance to
businesses through
tax incentives, grants,
loans, loan support,
training, and business
assistance.

OPEGA categorized the economic development programs included in this
review by type of assistance offered, eligible recipients, and targeted
geographic region. A number of programs offer similar types of assistance
and/or target similar types of businesses. Some are intended to complement
each other to support businesses at different stages of development. The
majority of the 46 programs in OPEGA’s inventory are available on a
statewide basis. Appendix 2 contains a description of the individual
programs.

Types of Assistance Offered

Most of the programs we reviewed offer assistance through:

Tax Incentives: Tax incentives include exemptions, credits, and
reimbursements that provide direct financial benefits to businesses by
reducing tax liabilities or returning all or a portion of taxes paid.

Grants: Monies that do not need to be repaid as long as the objectives of the
program are met.

Loans: Money loaned from the administering agency to businesses with
specific repayment requirements in addition to program obligations.

Loan Support: Loan guarantees and other mechanisms, like interest rate
reduction agreements, that assist businesses in obtaining more affordable
loans from private lending institutions. Loan guarantees represent
commitments by administering agencies to repay the principal obtained from
banks or other private financial institutions if borrowers default on loan
payments.

Training: Training assistance includes the funding of training programs, or
the provision of training, directed at increasing employee skills specifically
required by a particular business or industry.

Business Assistance: Business assistance includes general consulting and
training on business issues like entrepreneurship, business management, and
marketing. It also includes technical assistance with permitting and other
regulatory requirements and resources, like access to physical space, that are
provided to help lower overhead costs.

Office of Program Evaluation & Government Accountability
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Figure 2. Percent of Average Annual Funds and Number of Programs by Type |
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Table 2. Categorization of Programs by Type of Assistance

Type of Assistance *Averg ugr? dﬁ;nnual # of Programs
Tax $159,541,510 15
Loan Support $20,378,494 6
Grant $6,426,267 3
Loan $5,202,180 8
Training $4,822,262 6
**Combination $1,993,400 4
Business Assistance $534,845 2
Other $1,828,174 2
Totals $200,727,132 46

*Average Annual Funds represents State funds or forgone revenue distributed to program
recipients each year for the period 2003-2005 for the 46 programs in this review. Figures are
as reported by administering agencies and have not been independently verified.

**These programs offer a combination of training and business assistance and could not be in
just one category.

Eligible Recipients

OPEGA also categorized programs by recipient eligibility. Programs are
sometimes limited or targeted to specific types of businesses, but 33% of the
programs OPEGA identified in this review are available to all or many
different types of businesses.

Office of Program Evaluation & Government Accountability Page 12
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Figure 3. Percent of Average Annual Funds and Number of Programs by Recipient
0,
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Table 3. Categorization of Programs by Eligible Recipient Groups

Eligible Groups *Average Annual Funds # of Groups
Manufacturing $87,453,532 6
All or Many Businesses $86,394,984 15
Agriculture or Aquaculture $14,339,263 11
Technologies $5,633,333 1
Shipbuilders $3,232,066 1

Business Stage or Size $135,720

Other $3,538,235 7
Total $200,727,132 46

*Average Annual Funds Distributed represents State funds or forgone revenue distributed to
program recipients each year for the period 2003-2005 for the 46 programs in this review.
Figures are as reported by administering agencies and have not been independently verified.

Targeted Geographic Region

Lastly, OPEGA grouped the 46 economic development programs by
geographic region targeted. While some programs limit distribution of funds
to recipients in specific geographic areas, nearly 85% of the programs were
available to eligible businesses located, or locating, anywhere in the state.

Office of Program Evaluation & Government Accountability
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Table 4. Categorization of Programs by Geographic Region
Geographic Region *T_ota_l Funds % of # of % of
Distributed Funds Programs Programs
Statewide $601,315,646.00 99.86% 39 84.78%
By county $757,000 0.13% 5 10.87%
Biddeford and Saco $101,930 0.02% 1 2.17%
Pine Tree Zones’ $6,821 0.00% 1 2.17%
Total $602,181,397 100% 46 100%

Administration of
EDPs in Maine is
decentralized,
involving many
federal, state,
regional, and local
organizations.

*Represents total State funds or forgone revenue distributed to program recipients for the
entire period 2003-2005 as reported by administering agencies.

Administration of economic
development programs in Maine is
decentralized and involves a variety of
federal, state, regional, and local
organizations.® The primary state and
quasi-state agencies managing state-
funded economic development
programs we reviewed are: the
Department of Labor (DOL), Maine
Revenue Services (MRS), the
Department of Agriculture, Food &
Rural Resources (DAFRR), the
Finance Authority of Maine (FAME)
and the Department of Economic and
Community Development (DECD).
Other organizations that administer
economic development programs
include the Maine Community College
System, various regional Council’s of
Government and Economic
Development Corporations, and
municipal development departments.

What Agencies Are Involved in Economic Development Programs
and What Do They Do?

In @ 2006 Background Paper prepared for the
Brookings Institute, the Executive Director of the
Maine Development Foundation lists the
entities that comprise the State’s economic
development infrastructure. They include:

o Five federal economic development
entities with offices in Maine;

o At least five State agencies and four
other state-wide entities delivering
economic development services in
some form;

e Eleven regional organizations (Council
of Governments, Regional Planning
Commissions or County Development
Offices);

e At least 43 municipalities that appear
to have economic development staff;

o A State Chamber of Commerce and 66
local Chambers; and

e Other economic development entities
such as the Maine Development
Foundation, Coastal Enterprises, Inc.,
Cooperative Extension, and Women,
Work and Community to name a few.

~ In Search of Silver Buckshot:
Thirty Years of Economic Development in Maine

7 Nine zones, representing more than 30,000 acres in over 100 municipalities, are currently
designated: Aroostook County, Androscoggin Valley, Downeast, Kennebec Valley, Midcoast,
Penobscot Valley, PenQuis, Southern Maine and Military Redevelopment. Funds distributed
for this program represent consulting type services. The forgone revenue from the tax
credits provided under PTDZ has been included in the figures for the relevant tax incentive

programs.

8 See Appendix 5 for a detailed depiction of Maine’s economic development program delivery

system.
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Table 5. Agencies Administering EDPs reviewed

Avg. Annual
Agencies Pro#;roz:ms Funds
Distributed*
State Agencies
Maine Department of Agriculture 6 $1,920,314
Maine Department of Community and Economic 5 $22.767.802
Development
Maine Department of Labor 2 $2,862,759
Maine Revenue Service 12 $135,923,272
State-Related Agencies
Finance Authority of Maine 11 $25,742,599
Maine Community College System 1 $1,083,296
Maine Milk Commission 1 $1,828,174
Maine Technology Institute 1 $5,633,333
Regional
Biddeford-Saco Area Economic Dé:zf;(;p;:;e;; 1 $33.977
Penquis Community Action Program 1 $150,000
River Valley Growth Council 1 $69,743
Washington-Hancock C.ommgnity Agency 3 $62,000
Community Action Program
Other
Maine Highlands Guild 1 $40,333
Maine Procurement Technical Assistance Center 1 $685,874
Maine Small Business Administration 1 $1,923,657
Maine Manufacturing Extension Partnership** 1 $0

*Avg. Annual Funds Distributed represents State funds or forgone revenue distributed to
program recipients each year for the period 2003-2005 for the 46 programs in this review.
Figures are as reported by administering agencies and have not been independently
verified.

**By federal mandate, MMEP may not “distribute” funding.

Responsibility for administering a program is usually assigned in the enacting
statute and may be detailed in associated procedural rules. Administrative
responsibility may also be split between two or more organizations with the
detailed division of duties spelled out in statute or procedural rules, or
negotiated by those involved.

Organizations managing EDPs monitor them according to the requirements
specified in each program’s governing statute and rules. This monitoring is
primarily focused on verifying that recipients comply with the programs’
obligations, but some agencies also collect data to assess achievement of
programs’ stated purposes, goals or objectives. Reports of their monitoring
results, program results, or agency activities, are often made available to the
public upon request on an agency-by-agency basis. Some of these reports are
presented to the Legislature.
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DECD, which may be perceived as the State’s lead economic development
agency, actually administers only 2 of the 46 programs reviewed by OPEGA.
It is not involved in many economic development programs, and acts solely
as a “financial pass-through” or data collector for others. DECD does,
however, engage in a number of other economic development activities. For
example, the Department:

e monitors, creates, facilitates and implements statutory policies
surrounding economic development;

e helps connect communities and businesses needing economic
development assistance with the economic development programs
and administering agencies that can provide that assistance;

e assists those communities and businesses in navigating the
bureaucratic maze associated with many of the programs;

e administers tourism programs that were not included in the scope of
this review; and

e processes applications and distributes Community Development
Block Grant funds received from the federal government.

How Are Economic Development Programs Created and Overseen
by the Legislature?

Many legislative
committees are
involved in creating or
overseeing different
EDPs.

Performance reports
for specific EDPs are
presented to different
committees in varied
formats and at

different times.

Any legislative committee may be involved in creating or overseeing specific
EDPs. The Joint Standing Committee on Business, Research, and Economic
Development has many of the State’s economic development programs
under its jurisdiction, but certain types of programs generally fall to other
committees. Job training programs, for example, are under the jurisdiction
of the Labor Committee. Likewise, tax increment financing, tax credits, and
tax exemptions generally belong to the Taxation Committee.

Economic development programs may be proposed in various types of bills
including single topic, larger multi-purpose, or biennial budget bills. These
bills may be referred to any joint standing committee (JSC) depending on
their overall nature, and the proposed EDPs may subsequently be assigned to
different JSCs for ongoing monitoring and oversight. For example, the
Research Expense Tax Credit was proposed as part of the budget bill during
the first regular session in 1995. The bill was referred to the Appropriations
and Financial Affairs Committee, but the Taxation Committee assumed
oversight for the Research Expense Tax Credit once it was signed into law.

In fulfillment of its oversight role, the Legislature receives a number of
reports concerning the performance of individual economic development
programs or agencies. These reports are provided to several different joint
standing committees in varied formats and at different times. Some reports
are only provided to legislative leadership for distribution and are not
formally presented to any committee. An example of these are the four

Office of Program Evaluation & Government Accountability Page 16



Performance Audit of Economic Development Programs in Maine

annual reports required by 5 MRSA §13070-J.4. This statutory provision
requires that MRS, DOL, DECD and the Maine Community College System
each report certain information on economic development programs to the
Legislature by October 1% of each year.” These reports are commonly known
as the Economic Development Incentive Reports (EDIRs).

How Are the State’s Economic Development Programs

Coordinated?

Coordination of economic development programs is important to ensure

The Maine Legislature
has recognized the
need to coordinate
Maine’s EDPs in order
to achieve economic
development goals.

recognized the need to coordinate

programs to assure achievement of the
State’s economic development goals. In
1985, the Joint Standing Committee on
State Government produced a report
entitled “I'’he Need for an Economic Development

Strategy for the State of Maine” that
recommended a number of actions to
coordinate the State’s economic
development efforts

1987 - The Joint Select Committee on around a clear
Economic Development strategy.
reported:
“There is no planned focus to Two years later, the
economic development efforts 1987 Joint Select

throughout the State and no defined

state policy for targeting economic Committee on

develop and implement these types of
programs.”

Committee on Economic Development

that state resources are targeted effectively. The Maine Legislature has

1985 - The Joint Standing Committee
on State Government reported:

“...there are no comprehensive or
over-riding statutory goals and
objectives that serve to direct the
state’s economic development
activities or that could be used to
measure Maine’s progress in
economic development;”

“...there is very little coordination of
economic development efforts across
state, regional, and local
organizations.”

~ The Need for an Economic
Development Strategy for the

development resources.” Economic State of Maine
Development

“There is no formal mechanism to echoed these

coordinate economic development concerns. As a result of its findings, this committee

policies and programs... The current s : :

N A S A recommended establishing a cal?met level committee

coordination of economic to develop and oversee a statewide economic

development policies and programs development strategy. It also recommended creating

depends upon the extent to which the Department of Economic and Community

each agency is willing and able to e . .

cooperate with the several other Development “to coordinate and implement state

agencies of state government to economic development programs.”

DECD was created in 1987. The Department’s
enacting statute, 5 MRSA {§13051-13060, includes

~ Final Report of the Joint Select |  statement of purpose and establishment sections.
The language in both sections indicates the legislative
intent for DECD to serve as the main agency

responsible for economic development and

9 See Appendix 4 for a summary of relevant statutory provisions.
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DECD’s role in
coordinating State
economic
development
activities has varied
historically with
changes in
administration.
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coordination of the State’s programs to support an economic development
strategy.'” DECD’s statute, however, does not include any reference to
coordination activities in the list of specific departmental responsibilities, nor
is it clear that DECD has the authority to act in this capacity. The only
statutory provision speaking to coordination is found under duties and
responsibilities of the Commissioner, §13058. It implies that the
responsibility to coordinate is only related to programs and services

administered by DECD.

While DECD’s role has varied historically with changes in administration,
and there is a perception that DECD provides broader coordination of

programs, in reality, its coordinating
role remains limited as does its
authority over programs administered
by other agencies. Its current
coordination activities are at the
program implementation level. The
Department works with regional and
local economic development
organizations to assist businesses in

accessing the benefits of certain
EDPs.

How are the State’s Economic
Development Programs Evaluated
and Held Accountable?

Ten years ago the
Maine Legislature
passed PL1997,
chapter 761 to
strengthen oversight

of specific EDPs.

Statutory Requirements

Enacting statutes and related rules
inconsistently include monitoring and
evaluation requirements for individual
economic development programs.
Where requirements do exist, they
vary in their level of specificity. As
previously mentioned, statutes may
also call for any resulting performance
reports from administering agencies
to be submitted to any one of several
agencies and/or legislative Joint
Standing Committees.

Figure 4. Timeline of Key Legislative
Activity on Economic Development

AFA Committee requests
OPEGA review of economic
development programs

EDIC releases final report
and sunsets soon after

5 MRSA §13070-0 requires
evaluation of new
economic development
proposals

5 MRSA §13070-J creates
the EDIC and reporting
requirements for some
programs

Joint Select Committee on
Economic Development
releases report and DECD
is created

Joint Standing Committee
on State Government
releases report on
economic development

Approximately 10 years ago, the Maine Legislature initiated stronger
evaluation of EDPs with the passage of PL 1997, chapter 761. This public
law enacted 5 MRSA §13070-] which focuses on ensuring that some EDPs

10 See Appendix 4 for the statutory language.
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5 MRSA §13070-J
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specific programs.
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are subject to regular performance evaluation and reporting to provide
accountability.

Provisions within 5 MRSA §13070-] _ _

h b dded led and 5 MRSA §13070-J defines economic
ave been added, repea ?1 an . development incentives as:

amended over the years. . This statute 1. Maine Quality Centers

currently deﬁr'les cconomic 2. The Governor’s Training Initiative

development incentives (EDIs) as ten Program

specific programs and requires that: Municipal tax increment

e cach applicant for five of the
pp The research expense tax credit

specified EDI’s identify the
public purpose to be served by
the business and the goals for
job creation or retention

3
4. The jobs and investment tax credit
5
6

Reimbursement for taxes paid on
certain business property

7. Employment tax increment
financing

5 MRSA §13058-5
requires the DECD
Commissioner to
regularly report to the
Governor and
Legislature on DECD’s
programs and
functions, as well as
the operation of the
economic
development delivery
system.

stemming from receipt of the 8. The shipbuilding facility credit
EDI; " 9. The credit for seed capital
investment
* businesses receiving benefits 10. The credit for pollution-reducing
>$10,000 in one year from an boilers.

EDI annually provide DECD

data concerning the amount of
assistance received and the public benefit derived;

e Maine Revenue Services, the Department of Labor, the Maine
Community College System, and the Department of Economic and
Community Development report annually to the Legislature on the
EDIs under their management; and

¢ DECD annually notify MRS of businesses that have not provided
data as required, allowing that these businesses will forfeit future EDI
benefits they might be eligible for under 36 MRSA chapter 915.

In addition to requirements for individual programs, Title 5 contains some
statutory provisions that provide for evaluation and accountability from a
broader perspective. 5 MRSA §13058-5 requires the Commissioner of
DECD to review and evaluate the programs and functions of the
Department and the operation of the economic delivery system. This section
also requires the Commissioner to report on the results of this evaluation to
the Governor and the Legislature no later than February 1% of each regular
session of the Legislature. It goes on to prescribe ten specific topics that the
Commissioner’s evaluation should include (see Appendix 4). These reporting
specifications intend to promote transparency and accountability for the
programs managed by DECD. The Commissioner currently satisfies these
requirements through an oral report to the Joint Standing Committee on
Business, Research and Economic Development.

11 Appendix 4 includes a summary of the present statutory language.

12 The five EDI's are Maine Quality Centers, Governor’s Training Initiative, Municipal Tax
Increment Financing, Jobs and Investment Tax Credit and Employment Tax Increment
Financing.
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The EDIC encountered
difficulties carrying
out its charge and
was sunset in 2002.
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Efforts of the Economic Development Incentive Commission

Public Law 1997, chapter 761 also created the Economic Development
Incentive Commission (EDIC) to “review and advise the commissioner and
the Legislature on public benefits derived from economic development
incentives provided to employers.””” Among other tasks, the Commission

was specifically charged to:

e cvaluate the effectiveness of seven economic development incentives
defined in 5 MRSA §13070-] relative to alternative public investment

opportunities;

e cvaluate the effectiveness of economic development programs in

general;

e review the aggregate number of jobs created, the cost to taxpayers to
create the jobs, and the wages in those jobs;

e report the rate of return on EDIs; and

e recommend to the Governor and the Legislature, improvements in
purpose, award criteria, administration, accountability and
enforcement of EDI requirements.

The Commission, comprised of
state legislators and appointed
members of the public, represented
a range of perspectives on
economic development policy.
After meeting from 1998 until 2000
the EDIC released a final report
describing the difficulties
encountered in carrying out its
charge before its sunset in 2002.
Reportedly, these difficulties
prevented the Commission from
completing any program
evaluations. However, the
Commission did conduct
considerable research and ultimately
reported that “despite significant
philosophical differences regarding
EDIs, all members agree on the
need for continued research and
analysis of data relative to the
effectiveness of EDIs.”™

b

One of the EDIC’s most notable
accomplishments was the

2000 - The Economic Development
Incentive Commission described difficulties
in carrying out its charge including:

. inability to agree “on what types of
programs ought to be considered
‘incentives,” how to define rate of
return, how to identify casual
relationships between incentives and
business activity and how to obtain
useful data for analysis”;

e complications in comparing seven
programs that all had “different
statutory purposes, differences in
agency reporting requirements with
regards to programs, inconsistencies
in data collected on the business
reports and timing issues that make it
difficult to establish casual
relationships between incentives and
their effects”; and

e lack of sufficient funding to perform
the studies required.

~ Report of the Economic Development
Incentive Commission

13Report of the Economic Development Incentive Commission; 2000; pg. B-4
14Report of the Economic Development Incentive Commission; 2000
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standard data
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EDPs. DECD currently
uses it to collect
statutorily required
data from businesses.
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development of a standard reporting form used to gather data from business
recipients of EDIs concerning: number of jobs created or retained, wages
and benefits provided through those jobs, and investments in capital and
training. This form enabled the Commission to start collecting useful data
for evaluating the performance of EDPs.

This form remains in use by DECD to collect annual data that businesses are
required to provide under 5 MRSA §13070-].3 as described above. DECD
provides these forms to businesses and then compiles the information
submitted. Finally, DECD disperses the compiled information to the
agencies that are required by 5 MRSA §13070-]J.4 to submit reports to the
Legislature by October 1%."° These reports are not submitted to any
particular Joint Standing Committee but are instead directed to legislative

leadership and filed in the Law and Legislative Reference Library.

16

What Are Best Practices in Evaluating Economic Development
Programs?

EDPs are inherently
difficult to evaluate
due to their complex
and politically-charged
nature.

Determining true
effectiveness, or cost-
benefit, for EDPs
could involve
significant technical
challenges and costs.

The difficulties encountered by the Economic Development Incentive
Commission are not unique to Maine. OPEGA’s research validates that
economic development programs are inherently difficult to evaluate due to
their complex and politically-charged nature. There is still little agreement
about exactly what types of performance measures EDPs should employ,

how to calculate return on
investment (ROI), or even what
types of programs should be
considered economic
development. Failure to agree on
these points often obstructs
evaluation efforts and leaves
EDPs without sufficient
accountability.

There are also significant
technical challenges and costs
associated with determining the
true effectiveness, or cost-benefit,
of any particular EDP or groups
of EDPs. Arriving at such
determinations requires isolating
the benefits specifically
attributable to the programs by
eliminating other external factors
that impact business and
economic growth or decline. The

According to the National Association of State
Development Agencies, there are six key steps
to establishing an effective monitoring and
evaluation system for EDPs:

1. Articulating the goals of the incentive and
the policy problem the incentive addresses;

2. Transforming economic development goals
into measurable objectives;

3. Selecting a strategy for assessing progress
in achieving the policy goal;

4. Determining what data can be collected and
how to collect it;

5. Deciding what analytic methods are most
appropriate for analysis; and

6. Determining how the monitoring and
evaluation efforts can be managed to be
most effective.

~ Report of the Economic Development
Incentive Commission

15 These agencies are MRS, DOL, MCCS and DECD.
16 See Appendix 4 for the statutory requirements associated with these reports.
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models and research necessary to accomplish can become complicated and

expensive.

Consensus is

emerging around the
need to evaluate the

performance of EDPs.

Despite these obstacles, a consensus is emerging around the need to evaluate

the performance of EDPs as well as what program elements or controls are

necessary for doing so. The EDIC conducted substantial research on
evaluating economic development programs. In its report, the Commission
referenced conclusions reached in work done by other organizations
advocating that economic development should be performance-based and

that states should actively monitor and evaluate program performance.
These organizations further advocate that specific steps or conditions are

critical to performance evaluation.

These perspectives continue to represent current thinking. Best practices
identified for economic development programs are the same as those

appropriate to any program including:

1.

According to a study conducted for Ohio’s Economic
Development Study Advisory Committee, there are
six conditions for performance-based economic
development programs.

They are guided by clear, unambiguous, and
consistent goals.

Their performance is judged in terms of the
programs’ intended and unintended effects in
the short, intermediate and long terms.

They consider the industry, geographic,
population, labor, market, state and local
governmental finance, and natural resource
impacts of using the programs.

They are budgeted annually and account for
their full costs and benefits to state and local
governments.

They strive at a minimum to achieve break-even
financial performance for state and local
government, considering their full costs and
benefits.

They provide adequate legal recourse for state
and local government against those companies
that do not meet the requirements of their
negotiated agreements.

~ Report of the Economic Development
Incentive Commission

defining the general purpose to be
achieved or specific need to be met;

developing clear and measurable goals
and timelines for assessing how well
they were achieved;

identifying what information needs to
be collected, and how it will be
collected, before, during and after
assistance is provided in order to
accurately monitor, track and evaluate
program performance;

establishing eligibility criteria and an
appropriate application process for
those interested in receiving
assistance;

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

establishing systematic, objective and
independent processes for
determining whether recipients are
complying with all program
requirements.

Effective program evaluation also requires that the goals, objectives and
performance measures be specific and relevant to the program being
evaluated. Best Practices in Carrying Out State Economic Development Efforts,
published by the National State Auditors Association and found in
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Appendix 6, summarizes how these best practices can be applied to
economic development programs, and includes examples of appropriate
goals, objectives and measures. Other publications with additional examples
are listed in the Bibliography of this report.

Maine’s statute 5 MRSA §13070-O is designed to help assure that proposals
for new economic development programs incorporate elements reflective of
these best practices."” This statutory provision, which was enacted in 1999,
states that all new economic development proposals must include 7 criteria
(including specific objectives, measurements, and monitoring procedures).
The same law also requires DECD to evaluate the proposals against those
criteria and report to the appropriate Joint Standing Committee of
jurisdiction on the extent to which the criteria are met.

How Did OPEGA Assess the Risks Related to Economic
Development Programs?

OPEGA’s primary goal in performing a risk assessment was to identify “risk
priorities”— economic development programs or categories of programs,
that should be considered for a more detailed review of effectiveness,
efficiency, compliance or cost-benefit. Analysis of the risk assessment
results, however, also informed our evaluation of the system of controls.

Based on its research, OPEGA identified risks associated with economic
development programs and program evaluation in general. We designed a
survey to collect data on individual programs, allowing us to assess levels of
risk on the 13 different risk factors summarized in Table 6. OPEGA
selected these risk factors because they are most relevant to a program’s
ability to evaluate its performance and provide accountability.

Table 6 also describes the control criteria for each risk factor against which
the agency-provided information was compared. OPEGA “scored” each
program on each risk factor as a result of this comparison and assigned a
rating as follows:

Rating Description
Low Substantially meets control criteria
Medium Minimally meets control criteria
High Does not meet control criteria

More details on this process are included in Appendix 1.

17 See Appendix 4 for relevant statutory language.
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Table 6. Risk Factors Considered in OPEGA’s Risk Assessment

outcomes will not be achieved and
decreases ability to evaluate effectiveness.

Risk Factor Associated Risks Control Criteria
.lelted urlldefstandmg of p rpose Purpose provided by agency is clear and
increases likelihood that desired . L

Purpose specific and matches legislative purpose

(where known).

Goals & Objectives

Weak goals may result in lack of focus on
desired outcomes and substantially
hamper evaluation and oversight.

Goals are clear, specific, and measurable
and support the purpose.

Inadequate performance measurement

Adequate and relevant data is being

to evaluate program efficiency.

Performance may allow program mismanagement or .
. . collected to measure achievement of
Measures failure to meet desired outcomes to go oals
unnoticed. 5OS:
Lack of accessible, quality information Reports are widely available outside the
Reports prevents informed decisions and strong managing agency and are easily
oversight. accessible.
. .. The program collects and retains
Ovetlap can result in costly duplications, .o . .
S . sufficient information to permit
Overlap over-subsidization of businesses, and o .
. .. determination of overlap with other
confusion over similar programs.
programs.
. . Insufficient financial data prevents Administering agency was able to
Administrative : . - . o
Costs informed decisions and decreases ability provide the cost to administer the

program.

Funding Review

Infrequent funding review may result in
over and under allocation of resources.

Funding is reviewed at regular intervals
by an independent group.

Lack of independent review may allow

Independent audits are performed

selecting program recipients.

External Audit mismanagement or fraud to go
regularly.
undetected.
o Inconsistent processes and criteria may Application and selection process is
Application o i . . S .
process result in bias, favoritism or fraud in designed to minimize risk of bias,

favoritism, or fraud.

Monitor Recipients

Insufficient monitoring may allow
recipients to benefit from programs
without contributing to desired
outcomes.

Recipients are actively monitored and
obligated to meet specified goals.

Complexity

Complex systems provide more
opportunities for inefficiencies and
confusion that can affect program
performance.

Straightforward, stable easily understood
rules, and a simple organizational
structure.

Age (years since
origin of program)

Older programs may have evolved away
from the original legislative intent or no
longer be relevant to overall strategy.

Years since program was created. 15
years = high, between 5 and 15 =
medium, less than 5 = low

Funding (average
annual funding
2003-2005)

High funding levels present increased
financial risk if program is not achieving
desired outcomes and increases
possibility of fraud.

Level of average annual funding for
2003-2005. >$5 million = high,

between $1 million & $4.9 million =
medium, less than $1 million = low
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After rating each program on each risk factor, OPEGA determined the
overall risk profile for individual programs as follows:

Risk Profile Description

Low Risk No more than 3 risk factors rated as high or medium risk

Medium Risk | Between 4 and 6 risk factors rated as high or medium risk

High Risk Seven or more risk factors rated as high or medium risk

See Appendix 3 for detailed results of OPEGA’s risk assessment.

Maine’s policymakers,
citizens, and
businesses need
accurate and reliable
information about
EDPs to facilitate
transparency and
accountability.

Maine citizens make substantial investments in economic development
programs each year. These programs, taken together, constitute an
investment portfolio that ideally should be designed and managed to assure
that the State is getting the best return on its investment. To be sure, there
are significant and well-recognized technical challenges to adopting such a
portfolio approach. These include:

e cvaluating the true effectiveness and cost-benefit of individual
programs or types of programs;

e comparing the merits of dissimilar programs; and

e determining what an optimum portfolio mix might be.

These technical challenges are exacerbated by the fact that economic
development is a highly politicized subject. Strongly held differing points of
view disrupt meaningful discussion and compromise on the topic. Decisions
regarding economic development activities can be politically-influenced, and
the slant taken on reporting results of economic development efforts is often
politically-biased. While the politics surrounding economic development are
an accepted reality, they must nonetheless be recognized as a strong inherent
risk to assuring that economic development programs are as cost-effective as
possible.

Given the technical and political challenges, it will likely be some time before
Maine is in a position to truly design and manage its Economic Development
programs as an investment portfolio from a cost-benefit (return on
investment) perspective. In the meantime, however, Maine’s policymakers
need accurate and reliable information about these programs to make
informed decisions. Maine’s citizens and businesses also deserve as much
transparency and accountability as possible around these programs. This
requires:

e ability to monitor progress toward desired results;
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improve
accountability and
coordination of EDPs
have produced limited

results.

Critical elements
necessary for
performance
evaluation and
accountability are still
lacking.

Weaknesses exist
within individual
programs, and within
the State’s overall
structure for

managing them.

Performance Audit of Economic Development Programs in Maine

e coordination to minimize overlaps and gaps, and maximize synergies
and efficiencies among programs; and

e publicly accessible, understandable information about these
programs, including relevant, objective and verifiable data on
program costs and performance.

Past Maine Legislatures have recognized these needs and supported serious
efforts to address them. The work of the 1987 Joint Select Committee on
Economic Development, the creation of the Department of Economic and
Community Development, the enactment of 5 MRSA §13070-], K & O, and
the work of the Economic Development Incentive Commission all represent
positive steps toward that end. Unfortunately, for a variety of reasons, these
efforts have produced limited results.

OPEGA’s risk assessment, based on agency-reported information regarding
the 46 programs included in the scope of this review, suggests a significant
level of financial and/or performance risk in the State’s cutrent portfolio of
economic development programs. Nearly 48% of these programs had an
overall profile of high risk and another 35% were medium risk.
Consequently, there is an increased likelihood that the State could be:

e investing in programs that are ineffective or no longer necessary;
e spending more than is necessary on administrative costs; or

e missing opportunities to provide incentives to some businesses while
potentially oversubsidizing others.

The current level of risk in Maine’s economic development portfolio exists in
large part because critical elements necessary for evaluating performance and
achieving real transparency and accountability have been, and still are,
lacking. These weaknesses exist both within the frameworks for individual
programs and within the structure for managing and monitoring the State’s
portfolio as a whole. Specifically, OPEGA found that:

e the majority of programs reviewed lack standard program controls
necessary for performance evaluation (i.e. adequate purpose, goals
and objectives, performance measures);

e there are no meaningful or effective efforts to coordinate programs at
a state level; and

e the capture and reporting of relevant, verifiable information is
inadequate at both the program and portfolio level.
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| Figure 5. Key Elements for Sufficient Performance Evaluation and Accountability

Current State Desired State
Weak evaluation Strong evaluation
and accountability and accountability

collection & reporting

Insufficient data
data collected & reported

‘ Sufficient high-quality

Fragmented overall structure
for managing & monitoring EDPs

Well-defined structure for
managing & monitoring EDP portfolio

In the Findings and Action Plans section of this report, OPEGA elaborates
on the risk assessment results and provides recommendations for more in-
depth reviews of certain economic development programs (see Finding 1).
We also describe root causes of the risks identified that need to be addressed
(see Findings 2-6). The agreed upon Management Actions and
Recommended Legislative Actions given are next steps that should be taken
to build on past efforts toward improving evaluation capabilities. They will
enhance transparency and accountability for economic development
programs. These are actions the State can take despite the technical
challenges in evaluating the true cost-benefit of such programs, and the
politics surrounding them. Taking these actions will help assure that:

e programs are well-managed to maximize effectiveness and efficiency;
e a fair playing field is maintained for all Maine businesses;

¢ information is readily available to those seeking to participate in
programs;

e citizens and elected officials can determine whether they agree with
the State’s current economic development priorities, and whether
those priorities are in line with the State’s strategic direction overall;

e policymakers have accurate and reliable information about costs and
effectiveness from which to make informed decisions about
economic development programs;

e inherent risk presented by political realities is minimized as much as
possible; and

e the State moves closer to being able to design and manage economic
development programs as a statewide investment portfolio.
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Findings and Action Plans

OPEGA discussed these findings and its recommendations for management
action with the Department of Economic and Community Development.
OPEGA also considered alternative solutions presented by management.
Management actions described in this report were agreed upon as a result of
these exchanges and OPEGA is satisfied that they are acceptable and
reasonable steps toward improving the current situation. We include any
additional details related to our recommendations for management action in
the description of relevant findings. We also provide recommendations for
possible legislative action that should be referred to the appropriate
legislative bodies for consideration.

Finding 1. Existing Programs May be Ineffective or Inefficient

An assessment of agency-reported information on 46 existing programs
suggests that State resources currently being invested in economic
development may not be employed as effectively and efficiently as possible in
achieving desired outcomes for Maine’s economy. Specifically, OPEGA’s
risk assessment showed the following multiple indicators of concern.'®

1. There is a lack of program controls necessary for evaluating the
performance of individual programs. Twenty percent of the programs
reviewed have no clearly stated public purpose, 24% lack specific and
measurable goals and objectives, 26% do not have adequate performance
measures and 33% do not report their performance regularly or in a
manner that provides for reasonable legislative and public review. In
addition, a significant percentage of programs only had minimally
adequate controls in these areas. Consequently, the ability to identify
whether these programs are achieving intended results is limited.

2. Any efforts to monitor or oversee these programs as an investment
portfolio would be severely undermined by a lack of essential
information. Ninety-four percent of the programs do not collect or
maintain sufficient data to allow analysis of overlap and gaps between
programs and 54% of the programs did not provide OPEGA with their
administrative costs, even though we encouraged estimates. Without such
data, there may be missed opportunities to streamline programs and
reduce administrative costs within and among programs. It is also
difficult to determine whether some businesses or business sectors are
receiving more assistance than needed while others are not receiving
enough.

18 See Appendix 3 for more detailed results.
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3. Some basic financial controls are often inadequate or missing entirely.
Funding for 35% of the programs examined is not reviewed and
reconsidered on a regular basis. The funding for an additional 35%
receives only a minimally adequate review. In addition, 43% of the
programs report that they are not subject to regular independent financial
audits. As a result, the State’s funds may not be getting used as intended
or most appropriately.

4. 'The age of a significant number of programs puts them at increased risk
of having evolved away from their original legislative intent, or of having
a purpose that is no longer relevant to the State’s economic development
strategy. Forty-six percent of the 46 programs were established 15 or
more years ago. An additional 43% are between 5 and 15 years old.

5. The organizational structure and administrative rules add complexity to
some programs increasing the risk of ineffectiveness, inefficiency or
funds not being used as intended. Thirteen percent of programs were
rated as very complex. Another 26% were rated as moderately complex.

6. There are multiple programs of the same type and multiple programs that
serve the same business sector. Twenty-four percent of programs are
targeted to agriculture or aquaculture businesses, 13% to manufacturing
and 33% to all or many different types of businesses. Consequently,
there may be opportunities to combine or modify existing programs to
reduce the number of programs, and thus administrative costs, overall.

7. As a category, tax incentives exhibit especially high risk. All but two of
the 15 tax incentive programs assessed have a high risk rating for at least
four risk factors, and 66% of the tax incentive programs have 7 or more
risk factors rated as high risk. Over the three years covered by the
surveys these tax incentive programs accounted for $478,624,531.

The level of risk existing in any particular program is not necessarily a
reflection of the managing agency’s performance, but can be due to factors
outside of the agency’s control. For example, tax incentives are generally not
treated the same as other economic development programs, even though
many of them are defined as such in statute. Consequently, though it
appears that Maine Revenue Service does a good job of controlling the
application process and monitoring the requirements for individual
businesses, no one is tasked with establishing overall program goals and
objectives or monitoring program performance in terms of intended
outcomes. There also appear to be no provisions made for periodic review
of the State funding for these programs — which, in this case, is forgone
revenue.

The risk assessment also showed some areas of strength in the 46 economic
development programs. All of the economic development programs
reviewed appear to maintain sound systems for assuring fair and equitable
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application processes. In addition, nearly all have some established process
for monitoring beneficiaries’ requirements and responsibilities.

Recommendations for Legislative Action

Management actions, and other recommendations for legislative action,
related to improving this situation are addressed in Findings 2-6. However,
OPEGA suggests the following additional legislative actions in relation to the
46 programs we reviewed.

A. The Legislature should consider subjecting the following programs to
more in-depth evaluations of effectiveness, efficiency and economical use
of resources. While all of the programs we assessed may benefit from
more in-depth reviews, OPEGA recommends that these programs be
considered a higher priority, based on their overall risk profiles and the
dollar amounts involved:

-- All 15 tax incentive programs either individually or as a group, see
Appendix 2 for a listing;

-- Revenue Obligations Securities Program (SMART and SMART-E);
-- Economic Recovery Loan Program;
-- Governor’s Training Initiative;
-- Commercial Loan Insurance Program;
-- Milk Commission;
-- Regional Economic Development Revolving Program;
-- Maine Manufacturing Extension Partnership;
-- Agricultural Marketing Loan Fund;
-- Agricultural Water Management and Source Development Program;
-- Maine Apprenticeship;
-- Potato Marketing Improvement Fund Program; and
-- Farms for the Future Program.
B. The Legislature should also consider reviewing the existing portfolio of
economic development programs to identify opportunities for reducing

the number of programs and/or the administrative costs associated with
them.

C. Lastly, the Legislature should consider establishing a process for assuring
that future economic development proposals are compared to existing
programs to determine if the purpose of new proposals can be effectively
met by modifying existing programs or whether new proposals should
replace existing programs. The Legislature could make this a task of the
entity assigned responsibility for portfolio-level coordination (see Finding
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3) that occurs in conjunction with review of proposals for other criteria
listed in 5 MRSA §13070-O (see Finding 4).

Finding 2. Insufficient Definition of Economic Development

The State of Maine does not have a sufficient definition of what constitutes
an economic development program. 5 MRSA §13070-].1.D currently defines
“economic development incentive” (EDI) narrowly as a list of 10 specific
state-funded programs. There is also no consistently applied definition of
economic development programs among the primary economic development
agencies in Maine or within the Legislature. In fact, the program most
recently added to the list of “economic development incentives” in 2005, Tax
Credit for Pollution-Reducing Boilers, does not state improvement of the
State’s economy as a primary purpose.

Without a more comprehensive definition of economic development
programs, it is impossible to know exactly which state programs are part of
the overall economic development strategy and just how much they cost
collectively. OPEGA'’s survey identified at least 36 other state-funded
programs that appear to be intended to develop the economy and there are
many more.

In addition, the current narrow statutory definition of “economic
development incentives” is not consistent with other statutory requirements.
5 MRSA §13070-] requires that businesses receiving more than $10,000 in
one year from any of 8 specified EDIs annually provide information on the
total amount they have received “from all economic assistance programs.” It
is unclear whether this means they must provide the amount they have
received from any program that they individually consider economic
development or just from the 10 EDIs defined in Section J.

5 MRSA {13070-].1.E already defines “economic development proposal” as
“intended to encourage significant business expansion or retention in the
State.” This definition of proposals may be a good starting place in
developing a more comprehensive definition of economic development
programs. Establishing a more comprehensive and commonly understood
definition would pave the way for the other requirements currently in, or that
may be added to, 5 MRSA §13070-] to be applied to all economic
development programs (see Finding 4)."” It would also provide a foundation
for more productive discussions on economic development and better
coordination of economic development programs (see Finding 3).

19 The Legislature would still be able to exempt particular programs from certain requirements
if appropriate.
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Management Action

The Department of Economic and Community Development will draft an
operational definition of economic development programs for use in
establishing which programs are to be considered part of the State’s
economic development investment portfolio. The Commissioner of DECD
will present this proposed definition to the JSC on Business, Research and
Economic Development by June 15, 2007.

Recommendations for Legislative Action

A. The Legislature should consider replacing the current definition of
“economic development incentive” in 5 MRSA §13070-].1.D with the
definition proposed by DECD and amended as necessary. The
Legislature should also consider incorporating this definition, where
appropriate, into 5 MRSA §§13051-13060 to further define the roles and
responsibilities of DECD.

B. The Legislature should clarify what is meant by “all economic assistance
programs” in 5 MRSA §13070-].3.B.

Finding 3. Lack of Statewide Coordination and Oversight

There are currently no meaningful, statewide coordination efforts that
facilitate understanding or effective management of the State’s entire
portfolio of economic development programs. No governmental agency is
currently assigned the responsibility and authority to oversee and coordinate
all of Maine’s economic development programs as a portfolio. No inventory
of all state-funded economic development programs exists, and data is not
comprehensively captured, analyzed, or reported for all EDPs as a group. In
addition, there is currently no single legislative body that has complete
oversight responsibility for the State’s entire portfolio of economic
development programs.

Maine’s decentralized economic development delivery system is viable, but
without effective portfolio-level coordination and oversight policy-makers do
not have adequate information to:

e assess the success of the State’s overall economic development
efforts;

e determine how state economic development funds are best invested;
and

e identify gaps, overlaps, or synergies among state-funded programs.
At a minimum, the State should maintain an inventory of state-funded

economic development programs available in Maine, based on a definition
the Legislature establishes (see Finding 2). The inventory should include
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