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Lugislative fadizaor

Coentennizl Zuilding

¢oH Cedar Street

S, Pal, MM 55155

Leaxr Jim:

Thank you for sending us your final report entitled "State Grant
and Lear Programs for RBusiness,” which we received late Thursdav
aftweracen, Thank you also for extending ke deadline for
responding £ the report from Fridiy noon -2 nocon todary.

We would like to acknowledge Lhat the wersiorn at hand is waztly
inprowed frow Lhe draft report thaz we Ziscuszsed on Pehruary 2,
when we questioned your staff's objestivity ang characterized
tkeir reoscarsh melhods and reporting skills as less rigorous tharn
thase one mignt expect to encounrter io high-soiocl berm paper. To
their great credit and yours, they have rsemoved “rom the final
soport doxens of the inpaccuracies, mistnderslandings and
mischaracterizations that we found in the version you showed us
aine days ago.

To bo sure, we ooald ztall a find nits e pick, but we are ne:t
vary interzested in deing =a. Meilher do we want here to challenge
those oolicy recommendations of yours with which we dizagrec. We
tlo, licwever, want to address your assertions that the average
wage: of the #, 300 jobs created with assistance of funds from the
Foeonomic Becovery Fund since 1991 has heen $E.64 per hour and
Thart theo median wage has been £7.20 per hour.

We applawd Lhat you have chosen —o evaluate bath average and
nedZan wage vabtes, and zlthough von have not included the walue
of wrployas benetxts in those figures, we appresiala Lhat in Lhe
Bxecutive Zumrary of you report yon noted Thaz "approximately 90
poscenl af the dchs created provided heeiih cirs, 56 persenl
dentsl benefits, 85 percent life irscrance, and €2 percant
vet.irement senefits.”

we a_50 believe, however, that —he metlhods by which you arerived
gt those two figures understates the effectiveness of that
Crogran gand therefore understates the effectiveness af my Lwo
credecessors at the Department of Trade and Eccnomic Jevelopment .
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How? In ftwd important ways, the ficst, af which is by lumping job-
expanzicn efforts funded with stake Zunds together with simlar
cffortz fended with federal Community Development Block Grants.

Az you report, feceral law reguires thast 31 percent of the jobs
created withk the help of hlock-grant. asalstance he filled by _ow-
and moderaze-incoms individuala, whose work experiences do nnt
maka Lhem llkely candidates for Lhe Lhest-paying jokz. That
requirement pulls down the average and median and wagesz of
frederally funded joks Lo Jlevels ruch lower than coTparable state-
funded Eccnomic Recovery Fund loans. In vour Table Faur, sou
repork Loab the average wage far state—funded Economic Recoversy
"unds Loans is actually SB.87 per hour, anc the median is
armiua,ly 57,50 per hgur, Baoth figures are significantly aighex
than the states*ederal blended rates you have chosen to cite in
vour .aebtar gaoocompanying your reporl Lo Lhe Legistative Audot
Conmissicn.

The other way in winich your methodology understates Lha weges ol
jobs boing created with Economic Recovery Funcd loans has to do
with the period coversd by your study, Creom July 1930 threough
Julsy 1935, (That is, during Tiscal Years 1991-199%.)

During rauwghly the first tws years of that pericd, the United
Ztatezs and the Midwest were zn recession and soulhzen Minnesoata
wagz zuffering the lingering cffects of a2 farm crisis. Hot
surprizingly, incentives provided during the final manlhs of Lhe
Ferpich Adeiniskration and the ear’y months gf the Carlson
Admiristraticn helped create jobs that might seem less attreactive
todey than they did at the time. Tndeed, yaur Tabkle Threo shows
that the average wages of jobs created with Economic Becowverwy
Find loans in Minnesota'™s Pizcal 1921 and 1992 were 57.36 and
$1.597 per hour, respectively, bat that ny Fizcal 19%3, oo
avcrage had risen to $9.22 per hour.

Trre rchart also shows that the ficure slipped to $9.31 in fiscal
1224, bEfJIE rising to $9.36 is fiszal 1935, bal halh of those
Sigurss arc mnizleading for thiz reason: Whon compaoniss accept
Eccnomiz Eecowery furnd leoans, they promise to oreald an-agreed-
upan number of jobs at stipularted wage rates during a two-jyear
cericd. For projects that criginated in Fiscal 1994 [which beger
July 1, 1994], those rompanies must meel hiring deadlines that
will ocour at varying points of time pekween July 1%9% to July
1287, Yor projects that poriginated in Fiscal 1%395 (which begarn
July 1, 1%93), hiring deadlines will occur ak warying pownts of
bime betwesn Jely 1997 and July 19%E.
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Raturselly, Jim, many of Lhese jobs have boen created and counted
by your researchers. Others, however, have veb to ke created-and,
in Fast, »will be created in the present fuil-employment, high-
wage environmernt. When they are talliad, they will raise the
averaye and median wages of the jobs counted in your office's
study., Tf your researchers had truly wanted to show the raegults
of five years of loan ariginations, thoy would have had fto go
bact =2 the start of Fiscar 1989, We predict that had they done
g0, they wouid have noled steady improvement in the gualiky of
Jobz Delirg created with state assistance.

warge levels of jobs created witk the heip ot Econwnis Recovery
Fund loars are lixely teo contince to rise. AS o know and as
vour steff mighky have reported, the Department of Trade and
Eccromic Development is considering raguests MHor Economic
Recovary runds sssistance that would result in the creatian of
sigrificant numbers cf jobs paying much more than awverages of
recent years. Sdiitiznally, 1 hawe made it clear that I de aal
expoct in 1996 o approve any leoan Zor the purpose af creating
Jobs paying less than $10 per hour in the Twin Cikies
met-coclican zrea of S8 per bour in Greater Minnescta., Through
the Covernor's Office, the department is also askiang the
Legizlakture this year to define in statute craiteria for
leanTaking -—hrough the Economic Recaowvery Puml.

We o have £ second concern aboet the eflforts of yeur office
regarding wour study. I & net refereing heore to the conkent of
Lhe Tinal eeparn, it about the dissemination of data and
conclusions reached befere anyore io Lhe lLeparftment of Trade and
Economic Developnent saw the first draft of the report,

Bz you have indicated, your office has briefed at least two
legislators about your preliminary "discevories" anc answered
questicrs from legislative staffers about your "fFirnaiags." Yoo
and mexkhers of your staff have asserted that the reles onder
which you operate allow such brietings. If =0, pérhaps those
rales snovld be sorctinized,

Tn= extent -—o which the legislators sharced informaciorn recelwed
frem you with thelr peces is impossible for s to soow, mit it i3
clear trat conclusions reached 1o your prelimitary draft report
have been trested les: caonfidentially than you have asked me and
my =taff to treat them. Moreover, it is reaaonable to azsume that
information from those briefings and your preliminz-y assessments
of the Zconomic Recovery Fuand were used to prenare legislation.
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Az I think you agree, those preliminary asseszsments were at bost
flawed-and that's the kindest word we can think to describe them.
Tow will remember, for example that in your eolfice's proliminary
report, your s5lLaff as=scrted that:

1} "™any loans [from tha Economic Recovery Fund] wera originally
atructurad to bagin repaymant of principal aod interest at soma
date batwesen 5 and 25 years in the future. " You will remember,
tan, that wien we asked your stafi to name 3 single loans
sructured L¢ bhegin repayment more Lhan five yearzs Into Lhea
futinre, they conldrn't name ane. Normally, revayract begins witnin
iN daws. -f Lhere has been an exceplicn tc thac role—and porhags
there hasz, though there haven't besn "many"—we would be surprised
ta have it pcinted out bto us.

2y In the decision to grant & loan, "DTED doas not coozider the
wages, benafits, or type of jobs craated.™ We Lhink your stats
krnew betler, Jim, and we are pieased thaz you withdres Lhis
ridiculous assertion fzom the final report,. Soacdsy perhaps you
would explain how, after five montha of study of our department,
it ever got wriklen.

3) The Departmant's "Capital hocess program is one of the baat-
receivad. . .of all of the programs we reviewed." Hell, thanks. Haz
ook at how your staff came to thet conelusion. Rlchough there
gre &0 prozent 543 commercial banks operating in Minnesofa, and
althougn by yoeur count ard ours) only .7 of them (that's Jess
~hat. three tenths ot 1 percenl) have ever participalod in the
Capital Eccess crogram, your statf wanled to call it "one of the
best—-roceived, ™ And how @312 (hey reach that conclusion? By
contacting 12 of the 17 participants and none of the banks Lhaz
decicdod not ro participete. & simiiar survey of, say, owners of
Delorean austodchileos mighz show the Jelarean to be Bhe most
popalar car in Amsrica.

Iz thers worz to complain anout? Sure. iIn the draf. repoct, your

sbaff was =stimating v o writing Shat we nad 70 "foill-Zime" stafll
aperating Lhs Zoononic Becovery rumd program, whzn i Fecl chere
are five.! But, as we've zaid, there iz much leas ta Somplann
abeal in the prezent verzion of yoor report than there was in the
earlier wersisnt, Tou probably won'bt bake i1, hot we believe you
dasaecve creiit Zer wour stafti's responsivenssc Lo our CODCEITE.
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Members of the Legislative Audit Commission:

Nermally, [ 4o net write a rejoinder to 4 commissioners response letter. The lettar from
Commissioner Novak, hawever, requires Sume Commmen.

My staff and I expect 10 have differences and sume conllivls with the agencies we audit
and evalvate. There are even steps built into our audit snd evaluation procedures 1o help
resalve them. We went through those steps with Commisstaner Novak, but unfortupately
hee i3 stil] dissutisiied with our work

Department heads do, of course, have a different perspective from ours. Indeed, they
have a different job--to promote and defend their programs. We respect that role. But,
we think our mle is important too--to objectively review the facs and repott (hem
accurately. In this case, that fed us to write a different report than the ene Commissioner
Movak wanted us to write. [ can understand his disappaintmant.

O ihe other hand, I do not think the differences between Commissioner Novak and my
office are very great or unusual, which makes his leter all the more perplexing and
inappropriate. His letter is alsa, I must say, quite intemperate and not allogether accurate,
In my apinian, it is not a letter 4 commissianer in state povemment should write.

We commend onr report W the Legislarure, and to the comrnizszsioner. [ cuntams data and
analysis that will hefp the Legislature make policy decizions about loan and grant
programs [or businesses, and help the cummissioner administer them better,

Sincerciv,

oo Tl —

James Mobles
Legislative Auditor



