


PREFACE

As our work on this project proceeded we developed serious
doubts about the CETA Job Creation Program's albility to fulfill
its goals, particularly those of creating self-sufficient enter-
prises and contributing to economic developmeni. We have
attempted to incorporate these doubts into the Handbook, because
we feel that Prime Sponsors must be aware of the obstacles that
project applicants will face. We remain optomistic, however,
about the program's potential for providing people with training
and entrepreneurial experience and for creating some small-scale,
labor-intensive, community-based enterprises.

It is important that CETA Job Creation not be isolated from
other employment and economic development efforts in the
Commonwealth of Massachusetté. . The Job Creation Board, the
Community: Development Finance Corporation (CDFC) and other
agencies and programs with similar purposes are in a position to
either support or conflict with CETA Job Creation. Success of
the CETA Job Creation Program devends on coordination with these
other efforts.

We wish to acknowledge several people who have given us
invaluable assistance and support in the preparation of this
handbook. Betty Rossen and Bill Herring provided information
about winterization projects. Elizabeth Ford.collected the
material on technical assistance. Ned Hill and Mitch Rosenberg
commented on previous drafts of the handbook. Sandy Leon provided
needed support and encouragement throughout the project.

Finally, we express special appreciation to Art Solomon,
Bennett Harrison and Belden Daniels, who started us thinking in

new ways about employment and economic development.
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PART ONE - THE PROGRAM
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geli=suitelning non=proiit eaberorioes. Lucael SITA Fricce Sponsors ~l1ll allo-
cate furds from Title VI of the Comprehensive Employment ard Tralniné Act of
1873 (CZTA) to enterprises svonsored by eligible communiiy-tased orzanizations,
community action agoncies, community dovelopment corporations, or in&ividuals.
CEZTA funds »1ll be used as wapc aubsidics to help defray the start-up costs of
an entorpriso; funds for carital investmen! must be obtalned from other public
and privito sources, Esiablishing enterprises cay be one way to provide lons-
term jobs for the coraunity as well as training opportunities for the partici-
pants.

The passage of CITA 1n 1973 =zached a new era in public service employment
proprams. CETA tried to combine the goals cf reducing struckural unemployment’
through the orovision of skill training and/or subsidized, transitional employ-
ment ard relying on loc%} iaitiative to define spending priorities. The Dépnrt-
ment of Labor makes grants to about 400 Prime Sponsors who design ard execute
their own prograns according to federal guidelines.

Title VI vas added to CATA 1n 1974 in rosponse to the recession. It vas
aimed at providing transitloral publlec service cmployment oprortunities for
the disadvantage{and temporarily disadvantaged. Its .urderlyinz assumption waa
that the economy would improve after a year and private scctor Jlobs would once
more be avallable. In fact, however, unemployment rates have rcmalned hirh and
Title VI has been refunded annually; this temporary holding mechanism is beccm-
ing a pormanent approach to the unemployment problem. The apparent ineffective-
ness: of this and other CETA programs in reducing the unemployment rate has

been a source of dissatisfactlion among Massachusetis agencles involved in em-
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vloymen* trosrmas. This concern has led to pronosals for new uses of 0ITA
furds to malic a direct connrection btetween public spending and permanent job
oppariunities. Two susr 2raTosals are tn2 Massanauseiis Toezl Irnitiative

Prorranm and the CETA Job Creation Procranm.

In 1976 the ¥ascachusetts Local Initiative Prograa (MLIP), inspired by

Ji

the Caiadlan attempt to solve similar problems, was sporsored by.the State

Manoover Service Council (SMSC). One of its objectives was similar to tne

traditional public service employment programs of CETA--to offer short-term

productive employment to CETA-ellgible persons. However, ILIP had two ad-

ditioral objective thai carried the notion of local initiative even farther.

One objective vas to assist individuals or groups in initiating projects )\

neaningful to the community, The second was to provide the community with

a pood or’service which in some way improved the qualtiy of life and ws

L

vresently nceded but unavailable., 3Such projects as craft guilds, craft
marketing, day care centers, recreational activitie; for youth, restoration
of historic buildines, community clean-ups, tenant associalions, residential
improvement pro%rams, fisheries, and food cooperatlive were funded on a
six-month basis. The funds cane from a discretlonary tudget allocated to
state rovernors urder Title I of CETA, Projects were chosen acéording to the
extent to which they provided, among other things, a product, training, or a
service which was lackirns in the community, the extent to which they ser-
viced disadvantare grours, and the extent to which they utilized other fund-
ine sources,

Althouzh MLIP was short-term, the SM3C's intention was to distingsuish
employment provided under MLIP from the isolated, agency Jjob slo*s often l

characteristic of other public service employment proprams. Thus, productive

MLIP employment was to involve work proposed and performed by individuals or




grouns in the communiiy. } vor! h 1 alue to the individual;
hovever, MLIP vas desizned as a short-term job creation prosram that did not
necezsarily nave any lons-run

The CETA Jobh Creztion Praosranm is bhased on a2 siailar nc
nity~based and- -created projects are more likely to be beneficial to both
vorkers ard the community than are traditioral isclated job-slots, ™~ addi-
tion, however, the Job Creation Program attempts to create permanent job op~
potunities, Most other CETA prorrams provide only temporary employment or
traininz with the assuaption that_private sector'joﬁs will te available for
CZTA "sraduates", 3Such jobs, hovever, often do not exist due to voth cycli-
cal dovnturas in the economy and structural problems (which are particular-
ly severe in lassachusetts). Also, discrimination against vomen ard nminori-
ties often prevents them from moving into jobs in the privale sector. Al-
thoush thg latest CZTA lerislative revision has reoriented nuch of Title VI
furds fron job slots to project-oriented employment, the projects are still
only short-term. It is important to note that CETA Job Creation is not a
lerislative chanre; rather it is an adminstrative attempt to more effectively
use CEZTA funds.

By combining public and private resources, Title VI has the potential

to provide self-sustaining jobs. Resources in additlon to the CETA wage

sﬁbsidy vill be used to furnlsh tools and equipment useful in teaching workers

nev skills. The result may be hirher levels of productivity than vas pre-
viously feasible with MLIP projects that were funded solely with wage sub-
sidies. Increased productivity, in turn, may lead to increased project
revenues, hirher wawes, ardl self-supporiing activities. "Zxamples of IMLIP
projects rvhich have potential as long-term enterprises are craft zullds,

food coorerative, and cannerles.




154 1% 1mnnrtanf;td note azain the condifions which the CZTA Jﬁb Crea-
tion Prorram is trying to £fulfill and which will guide the type of enterprises
0 te furded. “irst, the prosram is almed at severely #isadvantazed awd lon~-
tern unemnlovel workers. (Zxverienced manarerial perscarel can he raid fron
+the ten per cent of CZITA funds not restricted to waszes znd from en.erprise
income.) Zecond, NETA Job Creation is aimed at creatinr new ovrovtunities
for the unenployed wvhile at the same time providings a zvod or service meuning-
ful to the community or to the quality of life of its members. That is, the
anterprise should have a public service objective, Thini, projects nust not
Aisplace currently employed workers. Fourth, new entergrises must be non-
profit. Fifth, CZTA funds will te provided for onec.year only.

The next section of this Handbook (Section II) pravides a more detailed
Aescrivtion of how thae CETA Job Creatlion Frogram will work, how the above
corditions affect which enterprises «will be the nost ‘feasible, and some of
the problens that may be enountered. Part Two éxplains how to evaluate a
project applicant: Section III explores the employment impacts of an enter-
orise; ?ecfion'IV describes the three components used %o assess the potential
for self-sufficiency«-m;ﬁaaement, market aralysis, ard financial analysisj
Section V discusses how to evaluate whether a project nereds the CETA subsidy.
An exanvle of the type of project that may sultable for the subsidy is pre-
sented in Appendix 1. This case study illustrates how the sters outlined
in the text of the Handbook can be applied by the Prime Sponsors to evaluate

project proposals. Finally, Arpendix 2 lists sources of capital and technical

assistance available to Program applicants,




II. How Will CETA Job Creation Work?
A. Goals . ‘
The CETA Job Creation Program has several goals, related

to providing jobs for the unemployed a2nd inducing local economic
development. Because of the constraints outlined below inherent
in the CETA regqulations and the difficulty in starting a viable
enterprise even under ideal conditions, it is unlike’wv that

any enterprise will meet all of these goals. However, it is
hoped that every CETA enterprise will be désigned ©o achieve

at least one of the purposes described in the following para-
graphs.

The basic goal of the program is the creation of permanent,
good jobs for the unemployed bv developing self—sustaihing
enterprises. An example of such an enterprise is a housing
rehab business which used its first (subsidized) year to
accumulate equipment, train workers and build a reputation in
the.community, and by the second year became a viable enter-
prise, providing permanent jobs for its workers.

Since achievement of this goal may be extremely difficult,
we present a secondary goal: the creation of enterprises which
provide skill training and entrepreneurial experience for parti-
cipants. Since Job Creation projects, unlike traditional CETA
employment, must produce marketable gocds or services, they
have the potential to train participan“s in marketable skills;
the projects can also give their workers valuable entrepreneurial
experience. This training and experience is important for
individual worker mobility as well as for community economic
development. An example is the Hampshire Community Canning
Center, a LIP project in which a few workers used the entre-
preneurial experience gained by organizing and managing the '
cannery in developing additional projects to stimulate the
local agricultural sector. If a project gives its participants
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marketable skills and experience, it may be valuable even if
the enterprise ultimately fails.

Another secondary goal of CETA Job Creation is the develop-
ment of enterprises which will further stimulate the local
ecoromy. Small-scale projects are generally seen as having
litcle potential for economic development. In small towns
and rural areas, however, well-placed CETA Job Creation projects
can have an impact by buying from and selling to established
local enterprises. One example is the network of community
enterprises begun as an offshoot of a Community Action Agency
in northeastern Vermont; a home building project spurred the
creation of a sawmill, which spawned a logging operation, and
all three utilized CETA labor.l

B. Problems in Achieving These Goals

Three components are needed to create a viable enterprise--
good management, a marketable product or sérvice, and adequate
capital. . Entrepreneurial and managerial ability are crucial
because enterprise creation demands creativity, dedication and
the ability to inspire confidence in others (especially the
enterprise's creditors.) A marketable product or service is
essential for an enterprise to operate without subsidy, and
capital is a prerequisite for all enterprises to get off the
ground, remain solvent, aﬁd expand.

These elements are difficult for any new enterprise to
obtain, but they present special wroblems for CETA Job Creation
enterprises because of constraints inherent in Title VI

regulations.2 These constraints include the following:

lBoston University Institute of Employment Policy, "Locally
Directed Economic Development: The Experience in Northexn
Vermont," December, 1976.

2The State Manpower Services Council of Massachusetts is current-
-ly awaiting jinterpretation of these regulations from the Depart-
ment of Labor, and some may be waived or modified for the CETA
Job Creation Program.




1. ' Projects must employ members of the target population
(Massachusetts' residents are eligible if they have exhausted
their unemployment insurance benefits but their claim has not
expired, or if they are not eligible for unemployment insurance
benefits for monetary or non-monetary reasons.). This poses
potential problems in finding an entrepreneur and in capital
acquisition. The target population may not have access to
personal savings, which are an important source of equity for

a new enterprise. Banks often require personal equity invest-

ment as a measure of entrepreneurial commitment to a project.

2. Projects must be non—prafiﬁ and have a "public service
objective". The public service objective requirement will limit
the type of product or service that the enterprise can sell,
and may consequently limit its viability because most goods
ar1 services with a clear public service objective are not
marketable. The non-profit constraint may make it difficult
to sttract a good entrepreneur to the gnterprise, for it
requires finding people who will commit a tremendous amount of
energy with little desire for monetary reward. It will also
prevent the enterprise from attracting investment capital, and
force it to rely on contributions for initial equity.

3. Projects ﬁnst not displace currently employed workers.
This limits the Lype of product or service that the enterprise
can offer by virtually prohibiting conpetition with existing
local businesses. It dictates the creation of enterprises which
will meet a new demand or one inadequitely met by existing local

business.

4. Projects must use at least 90% of their Title VI funds
for wages and fringe benefits. This means that the CETA subsidy
will not provide start-up capital. The types of capital which
are the most crucial and the most difficult for a new entergrise
to obtain are equity and long-term debt; a subsidy earmarked
for wages will not help the enterprise obtain either of these.




5. Projects must be completed within one year. According
to current interpretation of the regulaticns, this meaﬂs that
an enterprise can receive a CETA subsidy for one year only.l
This creates problems for viability, sinc2 virtually all new
businesses take frcm two to five years tc reach the break-even

point.

C. What Types of Enterprises Will Work?

Given the constraints outlined above, are there any types
of enterprises which may be able to succeed in attaining self-
sufficiency, providing good, permanent jobs, offering worthwhile
training and experience, and/or stimulating the local economy?
The answer is a qualified yes. Fach proposed enterprise must
be critically evaluated in terms of its potential to meet these
goals, but some generalizations can be made about types of
enterprises which will have the greatest chance of success:

l. Small-scale enterprises--Because of their size and

relative non-complexity, small-scale enterprises have the best
chance of succeeding without an experien:ed, high-powered
entrepreneur. They are also more likely to have a non-hierarchi-
cal organizational form and nence a high degree of worker commit-
meht, which can substitute for certain entrepreneurial qualities.

2. Labor-intensive enterprises--Since the CETA subsidy is

primarily a wage subsidy and obtaining other capital will be a
major problem for CETA Job Creation projects, labor-intensive
enterprises can make the best use of the subsidy. For a manu-
facturing firm requiring $20,000 worth of equipment/worker,

the major obstacle comes in finding start-up equipment capital;

a wage subsidy will hardly make a dent in the start-up expense.

11f, however, "project" can be defined as the start-up of the
business, then in subsequent years expansion or continued opera-
tion of the same enterprise could ke defined as a separate
project and re-funded. We are awaiting Department of Labor
clarification of this issue.




Any such industry which could succeed with a wage subsidy could

probably also succeed without one. For a weatherization business
requiring much less equipment/worker, however, the CETA subsidy
could make the difference between successful or unsuccessful
start-up.

3. Collectively-organized enterprises--As mentioned in

connection with small-scale enterprises, non-hierarchical orga-
nization often means more worker commitment, which can substitute
in part for the lack of an experienced entrepreneur. This is
especially true for an enterprise created by a group of people
with strong personal motivation to make it work--in a sense,

they share the role of entrepreneur. This was the case in the
Mass-Craft Marketing Project, a successful LIP project.
Collectively organized enterprises can also provide broader
training for participants by encouraging both rotation of respon-
sibilities and opportunities for self-management.

4. Enterprises producing a good or service which is needed

in the community or for which a public agency provides a captive

market--This assur s the enterprise a market in spite of the
public service and nc \displacement constraints. One example

is the Wind-0-Seal enterprise started by the Lynn Economic
Opportunity Agency, which markets its product to Community Action
winterization programs throughout the state. Another example
would be a community-sponsored child-care center in an area

with no existing child-care facilities.

5. Enterprises providing innovative products which are

not currently available in the marketplace--This addresses

similar marketing problems to those mentioned under the previous
point. It also has economic development ramifications, because
if a new product developed in a town catches on, it has great
potential for expansion within the town. Job Creation subsidies
are not geared to high technology industries, but could be used
for small-scale, experimental production such as wind power
equipment, innovative agriculture (e.g. hydroponics), devices




for handicapped people, etc.

6. Enterprises which train people in difficult skills--

Because oi the one year wage subsidy, the CETA Job Creation
concept is especially well-suited to projects which require long
training periods or high training costs. Although such enter-
prises might succeed without a subsidy, it allows them to hire
and train members of the target population by providing a year-
long period before workers must reach full productive capacity.

7. Enterprises linked to a community.development corpora-

tion (CDC), community action program (CRO) or some other well-

established organization--Such a connection provides the enter-

prise with technical assistance and administrative support to
supplemént its limited entrepreneurial experience. It can

also confer legitimacy on the enterprise and help provide access
to capital through non-profit, tax-exampt status in the case of
a CAP. and through federal and foundation grants, etc. in the
case of a CDC.

8. Enterprises which are linked to other community enter-

prises--As in the northern Vermont experience mentioned previous-
" ly, community-based enterprises whose products arz linked, e.g.
they buy from and sell to one another, can reinforce each other
and have a significant impace on a rural or small town economy.
Economic links with other public ehterprises help non-profit,
community~based enterprises overcome the difficulties they
encounter in an economy geared to private enterprise.

No enterprise will embody al® of these characteristics.
However, Prime Sonsors can seek out prujects with some of these
qualities by cdistributing information on CETA Job Creation to
community groups representing segments of the target popula;ion.
It is likely that substantial interest can be generated, parti-
cularly given the Success of the LIP program in which project
initiative came from small community groups and individuals.




D. Pitfalls to Avoid
Title VI constraints make it difficult to design projects
that will meet the -goals of the CETA Job Creation program.
Keeping the goals in mind,‘therefore, Prime Sponsors should be
especially cautious of the following types of enterprises:
-Projects which will provide "bad jobs", displace local
workers, or fail to employ the target population

-Enterprises which will take the subsidy and fail after
a year

-Enterprises which do not need the subsidy

These last two issues are closely related,.because many enter-
prises with potential for lont-term survival will not really
need the subsidy to start up, and many enterprises which need
the subsidy to start up will not be viable when it is withdrawn.

The remainder of this handbook is oriented toward these
three issues, and suggests how Pfime Sponsors can -evaluate
proposed projects in terms of their employment impact (Section III),
potential for viability (Section 1IV), and evidence of need for
the subsidy (Section V). Such an evaluation is a particularly
difficult task. While a project's employment impact is fairly
straightforward, analyzing both viability and need for the
subsidy requires some knowledge of finance and experience in
business. This handbook provides a framework for such analysis
and suggests questions for evaluating CETA Job Creation proposals,
but it does not explain how to do a thorough analysis. It is
strongly recommended that.after screening projects for their
employment impact, Prime Sponsors seek help from knowledgeable
people in finance, business or public technical assistance
services such as the Small Business Administration (SBA) or
the Economic Development Administration (EDA) to evaluate '

viability and need for the subsidy.

It is especially important to avoid raising unrealistic




expectations for the CETA Job Creation prmamx: Some enterprises

can succeed, create -permanent jobs, and mhdidy even stimulate
the local economy. Other projects, even ihey ultimately fail,
will provide valuable training and experizEzc: However, the
program's constraints and the difficulty esfarting new enter-
prises must be acknowledged and considersbthcby Prime Sponsors
and the individuals and groups applying Ztar CETA subsidy.




PART TWO - EVALUATING PROPOSED PROJECTS




, DITTOYMENT TMPACT

Tne success of training and eunploymient pregrads 1s oo oiten dcdsused vy
counting up the absolute mmcar of tmainging slois and Jobs creaded wita little
or no regard for the quality of the jobs. A training program which trains ten
people to be janitors is not necessarily more successful than ofie which trains
five people to be electricians, Employment and economic development strategles
should have multiple objectives which include increasing both the long term
quantity and quality of employment. In evaluating the employment impact of a
project prorosal, a nunoer of questions ought to be asked which considexr the
qualitative benefits of the jobs created, the number of jobs created, and who

benefits from the Jjobs.

¥hat 1s the Quality of Jobs Offered by the Project?

Work plays a crucial role in people's lives, It need not be regarded as
merely a means of supporting oneself and one's family; it can and should be
a fulfilling social activity which gives people a sense of worth, When
work is organized such that it consists of repetitive, unmeaningful, detziled
tasks, it is rational for workers to feel dissatisfaction. Since the quality »f
work life affects people's self concepts and their relationships outside of
work, it is imperative that attentlion be glven to the quality of jobs created.
"Good Jobs", or primary sector jJobs, have traditiorally becn characterized
by adequate wages and benefits, sufficient opportunities for advancement, good
working conditions, and Job security. While these characteristics were not
emphasized in designing traditioral CETA employment, they are crucial 15 the

CETA Job Creation Progran because thu Jobs created through the projects are
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intended to be pern#nant.

Furthermore, the increasinzg number of gecondary jobs or "bad jobs"
(1.e. jobs whlén charactéristically Tay very little, have f'ew opportunities
for a";ncement, little security, poor working conditions, and uniniegrz=ted,
repetitive tasks) and the decreasing proportion of "good jobs" is considered
by some to be a major cause of the high unemployment rate. Economists who
support this theory belleve that the high unemployment rate can be explained
in part by high turnover rrevalent among workers confined to "bad jobs".
It logicall: follows that workars in "tad jobs" wlll tend to quit those jobs
more readi_y than those employed in "good jobs". In the long-run, therefore,
projects which prcvide_baﬂ Jobs will exacerbate the problem of unemployment.

In addition, "bad Jjobs" encourage workers to develop work habits unaccept-
able in the primary sector. I? 1s rational for workers stuck in "tad jobs"
to have a casual devotion to thelr jobs,and to exhiblit  high rates of tardiness
and absenteelsm, Thus, workers in the secondary sector are considered relatively
unproductive, partly because of the work patterns developed in secondary jobs.
Of course, bad work habits do not cause "bad jobs", rather, they re developed
and serve to relnforce the exlstence of bad jobs.,

"Good Jjobs" Eave traditionally been assoclated with high skill, capital
intensive manufecturing enterprises, while labor intehsive Jjobs like clerical
or custodial work are often described as protptyplcal "bad jobs". All of the
characteristics of a "good job" need not exist for a job to be "good". For
exanple, a child care job which dves not provide training or oprortunities for
advancement and only lasts nine months out of the year might still be considered
a "good Job" if it provides adequate wages and beneflts, interesting and meaning-

ful work in a pleasant supportive environment; and allows for collectlive decision
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making., Another example is a craft collective, which may not provide job

security or high wagss but does offer an oprortunity for worker ownership
and self management.
Given the goal) o/ creating good jobs, the following questions can help
evaluate the quality of the jobs provided by a CETA Job Creation Project:
PAY: A"good job" provides adequate remuneration. )
~What are the starting and progressive wages?
-What fringe benefits are offered?
SKILLS: A "good Job" provides learning opportunities.
-What is the skill content of the job?
-W¥hat skills will be learned? What training will be offered?
MOBILITY: A '"good job"™ opens up other opportunities within and outside
of the enterprise. Jobs which supply skills that are locally in
high demand are preferable, because they can serve as a.bridge to

‘ a locality's unsubsidized primary Jobs.

/ -What are the opportunities for movement and advancement
within and.autside of the enterprise?

SECURITY: A "good job" provides security.

-Is the work non-seasonal?

WORKING CONDITIONSt A "good job" provides a pleasant, supportive work
environment which encourages workers to realize their potential
=Is the work organized a a set of integrative tasks rather than
small tasks done over and over again?

-Will the worker be provided a cense of social worth?
-How much control will the worker have over her or his work?
-Will the declsions be made collectively or hierarchically?

~Will the Job encourage interaction among workers?



How Many Jobs Does the Project Create?

In evaiuating the employment impaét of a project, one must consider the
actual numger oT peézanant Jobs cresated.

The CETA project must not displace existing local employmeni. Displacsment
can occur in several ways and to varying degrees. The most serious form of
displacement is bumping. The most platant example of bumping-is a situation
where an existing enterprise fires half of its employees and fills the vacancles
with CETA employees, Even though the new CETA employees may be more disadvan-

| taged than the previous employees, this form of displacement can not be tolerated.

A more subtle, yet equally harmful type of bumping can occur if a CETA
Job Creation projegt provides a good alreédy provided locally. If demand for
the good does not increasec and if the CETA Job Creatlon project absorbs some
of the market, the exlsting enterprise may have to lay off some of 1ts empleyees.
It may be difficult to find a project without potential for displacement, because
the requirement that the project eventually become self sufficient means that
there muct be a market for the good or service.

Displacement can.;lso occur through attrition and expansion, This
would happen 1f an existing enterprise recelved CETA Job Creation money and
used it to employ people in job.vacancies resulting from normal attrition ox
in new jobs resulting from expansion that would have occured without the
subsidy. This is not a form of job_creation,because the jobs would exist
without the subsidiy., This form of displacement, although undesirable, may

be tolerated to some extent if the project has offsetting benefits (e.g. employ-

ment of people who in the past have been preuluded from those jobs due to
discrinination).

In addition, special care must be taken to prevent the funding of CETA




Job Creation projects which will use the wage subslidy to undercut prices charged

by unsubsidized competltors.

Hho {ill Benerit Trom The Jous?

The project must employ the target population consisting of those workers
who are the most disadvantaged in terms of unemployment. .

Pro jects which will provide jobs requiring a _high level of skill or edu-
cation may not beneiit the target population as well as other jobs might. A
problem may arise in matching skill requirements to skills possessed by disad-
vantaged target groups because CETA Job Creation projects, in centrast to tra-
 ditional public works projects, must become self-sufficient and therefore will
require some joos with high skill or educational requirements. Projects will
need at least one percon with entrepreneurial and managerial skills, not
usually possessed by taret gioup members; these people can be hired as ren-CirA

enmloyees and vald wilth the non-wage portion of CETA money or with project income.

If other skill requirements cannot be matched to those of the target groups,

special training and on-the-job-training will have to be incorporated into projects. ]
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IV. Potential for Viability

Introduction: .

Evaluating the viability of a new business is extremely
difficult. It requires judging the ability and commitment of
the entrepreneur, the market potential of the product, and the
adequacy of the enterprise's capital. Because of the Prime
Sponsors' limited time and expertise, seeking outside technical
assistance is strongly recommended.

Many proposals for CETA Job Creation enterprises will con-
tain less complete information than that required by bankers
or public lending agencies to evaluate the viabilityv of a new
enterprise. Prime Sponsors have two choices--evaluate the
proposal based on the limited information presented, or help
the applicanﬁ do a more complete analysis. A more complete
analysis is preferred, both for its predictive value and proof
that the proposal is serious--an enterpri:é which cannot put
together an adequate business plan today his little chance of
succeeding in years to come. Also, a complete analysis insures
that the entrepreneurs have considered potential pitfalls in
their pronosed venture. For help, Prime Sponsors can refer
applicants to the sources of technical assistance listed in
Appendix 2. _

This section is divided into three parts: management,
market analysis, and financial analysis. The management section
discusses the importance of entrepreneurial and managerial skills.
The market analysis section discusses how to assess the market
for a particular project applicant's good or service. Finally,
the financial analysis section describes capital needs of new
and expanding enterprises and presents a framework for evaluating

viability.
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A. Management

Entrepreneurial and managerial skills are key factors in
starting a business and managing it once it is wviable. This sec-
tion is not intended as a complete analvsis of these skills;
rather, it is a brief description intended to be useful 10 Prime
Sponsors for project evaluation.

Most people think of creativity and commitment as the most

escential qualities of an entrepreneur. An egqually basic factor,

however, is a healtily pessimism about the difficulties inherent
in creating an enterprise. It is vital that a person wishing
to start a business he realistic about the likelihood of both
good erd bad events occurring. Numerous unexpected events and
dela“s plégue business st.rt-up and operation; even a usual,
seeningly riskless situation may backfire and cause a business
*o fold. An entrepreneur must bhe able to understand and weigh
the consequences of daily crises, and make realistic decisions
about how to handle such crises.

Good management is also vital to enterprise viability. A
good manager must have the ability to oversee a wide variety
of operations sucl as financial and production activities and
interpersonal relations. Both perserverance and creativity are
required of a manager regardless of the scale of enterprise
s/he manages.

Because of the importance of management, bankers, granting
agencies, and other potential providers of capital look carefully
at the manager's experience and ability before offering funds to
an enterprise. This is especially true for new enterprises,
which have no "track record"--the lender's decision rests in
large part on her/his confidence in the manager. Consequently,
enterprises lacking good management will find it very difficult
to obtain loans and, to a lesser extent, grants.

Good entrepreneurs and managers are scarce in any population,




but the non-profit and target population Title VT constraints

restrict the pool of knowledgeable, skilled and‘experlenced
entrepreneurs and managers even further. Experienced managers
usually demand a large return on their invested money and time;
in addition, discrimination in education and hiring has limited
the access of many target group members to traditional sources
of entrepreneurial and ﬁanagerial skills. Therefore, project
applicants may lack or be inexperienced in the skills necessary
for start-up and operation. Prime Sponsors must evaluate
whether applicants have a sense of a project's risks and the
-ability to handle unexpected situations.




B MARKST ANALYSIS
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population's willingnes., to buy, the ability to buy, and competition in the
market. It supplies tansidl: information about the basic support offersd to
the enterprise by its nmarket (i.e. demand), as well 2s the strensth and scone
of this denand, ZFuch data can then be used to ass2ss vhether the projecied
sales firure used in the cash flov and income statenents is tased on realistic

assumptions.

The an2lysis is also useful in assessing the pqtential for future rrovwin
or expansion., CZETA Job Creation Prosram enterprises will alvays be small-
scale vhen they are first established. Therefore, the enternrise's initial
size may be nuch smaller than the market warrants. Crowth, however, is one of
the lons-ranre coals of the Program; the abllity to expand largely depends on
the strength of demand for the good or service produced, Prime Spansors should
use the potential for expansion tased on market data as one of the selection
criteria for choosins amonz othervise equal competing proposals--equal in terns
of number ani qualtiy of jobts, utility of roods and services, etc.

A market analysis vill also help in rccon;nizin; provlens vhich may need

by
i

to e workel on before the enterprise receives a CZT\ sudbsidy. or exanvle, an

(o8

1
2 in denard

unconnon enterprise such as a cooverative cannery may aprear to
tased on the rural lifestyle and income of a certain poprlation., However,
despite 'the attractliveness of ccocors, notential customers .ay not know enourh

atout this tyre of service to patronize it. To obtaln proof that there will te




+11ll be a marikei resvonse to the naw enterpr

to neasure local a*titudes.

- s

rallv, infornation col : the maritet annlyzis nn the gharaniew-
istics of po*eniial corsumers, comnet v gize ¢ 2 marknt can be
used by the new enterprise to nine the optimzl sales stratersy, define

a roed oromotional stratery, and

II. Definins the Teographic Size of the Market

The first step in a parket analysis is to define the reovrrachical mar-
Tne small-scale nature of mos* ORTA-fundad enterprises neans that
arsa will rost likely be small--within a city, a metrorolitan

area or a part of the state. (Zureav of the Census dreaks down population,
hounin",.an& other relevant information Ty census tracts for most cities.
Theralore, naritets can Ye aralyzed by very small sectors where necessary,

”ron.trade manuals ard ‘rovernment azencies are usually published
accordine to cities ard county boudaries or by metropolitan areas vhere they
exaned the cily ard county limits,) The market area of an existing business
deciring to expand may be definéd by usine the former narket area as a bage
and ad justing ft fo accomadate the expansion,

The 1 .rket area may be redefined if subsequent analysis uncovers a small
or weak market relative to the enterprise's cash needs. Snlarging the market
area, "hovever, 1is subject to physical anrd cost consiraints of distance btetween
the product ari consuners. These constraints vill vary by method of sales,
tyve of product and conszumers. ~For exanple, an enterprise preducing a roeod
for consumption by a low-income rroups and which will be sold in a sinrle’

store should not depend on customers vho must travel a freat distance.

ITII. Defininr the MNumerical Size of the lMarket




Zstimatineg the sales poszibilities In a particular narket besinz by
analyzins the numter of prospective customers in the macket area. The number
of nrosnective custoners decends umon the ifyse of oredir® under considsratinn,
Tor a consumer vroduct that is Trequently used Ly mesi neorle, the rprobabla
sales in an area could be neasured by the total populatiion, by the number of
families, or by the numker of dwelling units, .'or consimer prcducis that are
purchased less fregquently anrd only be specific groups, 2 more detailed anralysis
of the population is required. For example, a home weatherization business

may only be used by owners of homes over a certain are: the rumter of these
older homes in the area trovides a neasure of ‘he marked, (Ciher common pori-
lation descriptions vhich nay be relevant to specific pmducts or services are
the are Aistribution and the derree to which the population lives in a rural,
urban or surburban enviremen:t.) A rood description of the rature of the pro-
duct or service will help to determine the type of cénsuner most likely to btuy
it. ?heréfore, the oroiuct description should incluie what need the product is
desrned to satisfy, whether it is a staple or an impulse item, and the frequen-
cy of use or purchase, The number of potential consumers then defines the

size of the market.

It is important to consider possitle changes in the markei area populatiszn,
Such informatlion can be obtained by comparing U.3. Censws flgures for different
years. A tremd can be calculated for the particulir mariet measure chosen
atove. A decision must then te made about whetlier this trend will continue
or vhat factors may cause it to reverse, slow down, or quicken. An absolute
decline in population may rot erdanger the market since it also depends on the
rate of decline and who the people are vho remain. Altesnately, 2 rroving

community 1s not an automatic sigzn of a good marxet, espicially if the preduct

1s used infrequently by that part of the population that is arowins. Therefore,




fon of the new population,
The population should also be examined for seasmmal cor cyclical unearloy-
‘hiech demand For the product cr ssrvine nay dze
e partlicularly charac:eristic of towns tha* devend or the touriai +razde in
¥assachusetts. A service for the non-torrist population may nct be - .1 as much
demanl durinm off-season months when mur. of the pomillztion is not working,

The issue here is vhether there are encugh sales during the employment periods

to tide the business over during a time of weak denmari.

TV, Definine the Monetary Streneth of the lMarket

After the nunmter of possitle purchases of the product in the

area has been measure according to the qualitative amelysis above,

power should be estimated as accurately as possible, Current town
income distribution estimates are available from the 3.3, Census.
income data, btroken down by countles, are available fron the U,S, Derar

1 ard

of Arriculiure.) Fooks such as the Survey of Current Tuvinc Pover

2

Marke: Cuide™ contain data on personal spending pattezns of income groups

bty counties and pricipai cities, Information is also available from business
schools of universities,

A frequency distritution of income proups ani an estiration of the
speniing patterns of these sroups provide an estimate of the buyire power or
nonetary stren~th of the market for various categories of coods.

As descrited in the population analysis, trenis in emnloyment andi in-
come should te exanined for anry chanres that may affect the tarzet population's

spverdinz pover.

V. Competition in the lMarket

Once the total demand for a product in a given territory has

1. Published by Zales }anarement marazine annually,

2. Published by iditor ari Publisher marazine.




nzted, the next stev is to asiimate the anocunt of comps*ition a new ertar- s
] . .

prise will face. "“hile the CEZTA Job Creation Program will mak: every effor:

not <o furd prnjizcts that ars likely to lemad tc éisplacenment, competizion
nust still te studied, TFroducts or services that are similar or that may

be substituted for each other may act as competition in the market place,
There 1s livtle to do to lessen competitive pressure operatins azainst a
Y siness, but it is gocd to develop a clear working knowledze of what it

.21 face--the state of competition, the relative strength of the business
within the narket, and the general patterns of development and chanre. In
oddition, a study of the comretition is l1likely to point up methods of ovnera-
tion which may be bereficial fTor use in the new enterprise, Particular
attention should be ziven to competitors of roughly the same type and size
as the Prosram applicant since they are likely to be the apnlicant's real
convetitors,

"The fﬁllowins questions will provide a fraéevork with vhich to anulrze .

the competition:

1., How many competitive businesses are.there within the marke: area of
the enterprise? “here are they located? “hat can e found out atout
then?

2, Hovw many competitive businesses have gone out of tusiness or moved
out of the market area with the past year?

If there has been a decline 1in the number of competitors, an attmept
should te made to fird out why. If the decline has been siecnificant,
it may indicate that there are too many businesses of that type for
the potential sales volume. If other areas of the analysis terd to

indicate a declining market, exodus of competins businesses may

serve to support these findings,




in the pastyear?

Is ¢ 3 5 2, norsn, exvecied?
*hat cirecunm )¢ sivle : : se in nconpezi-
tion? Can the market support all these businesses?

Unless the marke »s in vroportion to new comre

net result 1s a smaller share for each competitor.

“hat sort of sales effort does the competition make?

How do the competitors adveriise, promote? !'nat adwvertis

used? How much? “hat is the qualiy of comnpetitors' sales

“hat is the gegeral vhysical aprearance of competitive

“hat are the reneral pricing yolicies of competitors?

An actual vrice comparison of specific products or services should

mada., Attentio: should be concentrated on reneral price levels rather

than specific items--the purpose 1s to compare the new enterprise

and its ceapetitlon, takinz into account cost of merchardise, relation
with sources of supply, cost of operation and so-on.

Is there evidence of concerted or cooperative effort the part of
the competition to increase the total market?

Throurh trade associations? Joint promotional programs? How effective

does the effort appear to be?

VI. The Prime Sponsor's Role
Apvplicants should present the ! . 2 supportive data concern-
ine the existence of a market for their entervrise, The Prime Sponsor nust

.

then analyze the data, based on the abtove discussion, to ensure that all aspects

of the market have been considered.




C. Financial Analysis

Enterprise creation is not a simple tasksy; a high proportion
of new businesses started each vear ultimatelwy fail, and the
constraints imposed by Title VI regulations mmke the success nf
a CETA Job Creation enterprise even more diffficult. One such
constraint is capital availability; since Title VI funds sub-
sidize only the wage conponent cf an enterpriise's working capital,

other capital needs such gs equity and debt for start-up costs
_must be obtained elsewhere. Small and/or mimority businesses
have traditionally had very limited access to such. resources;
non-profit enterprises similarly have trouble obtaining both
equity and debt capital. These limitations must be appreciated
if Title VI funds are to succeed in creating new enterprises
and permanent jobs. _

This section includes a discussion of capital needs of new
and expanding enterprises--what they are and how they are esti-
mated--and presents a framework for determining whether a pro-
posed enterprise is viable. It is primarily intended to present
an introduction to these complex issues and to suggest some
impor tant questions to ask; Prime Sponsors are strongly urged
to seek further assistance in performing a financial analysis.

1. Capital Needs

Two types of capital are required to create an enterprise:
start-up capital, including promotional and fixed asset capital,
and working capital. Promotional capital includes advertising,
training, legal fees, and other expenses necessary to get the
business off the ground. Fixed asset capital includes funds
necessary for buildings, land, fixtures and machinery acquisition.
Working capital is the amount of cash and inventory that the
enterprise must have on hand at all times to cover current obli-
gations (rent, wages, materials, etc.). While promotional and
fixed asset capital are strictly start-up or expansion needs,




i
a certain amount of working capital is needed throughout the life
of the enterprise.

A distinction can be drawn between service-oriented and
production-oriented firms in terms of the amount and type of
start-up or expansion capital needed. A service-oriented
business may need only working capital to pay wages and purchase
materials and supplies, while production-oriented firms regquire
capital for investment in buildings and/or equipment as well as
working capital.

a. Debt vs. equity

Start-up and working capital come from two sources: equity
and debt. Equity capital is money that does not usually need to
be repaid; it is obtained either through a grant with "no strings"
attached or through an investor who expects to share in any appre-
ciation of the business. Since investors in non-profit enter-
prises cannot profit from the growth of the business, the only
real source of equity for CETA Job Creation project applicants
is contributions and/or grants.l

Debt capital is borrowed money carrying an interest charge;
the borrower must pay the lender in fixed (usually monthly)
installments of principal, interest, or both. An enterprise is
concerned with its proportions of debt and equity capital
because this determines its ability to meet obligations in periods
of both high and low revenue; if the business is overburdened
with debt and suffers unexpected expenses, it may not be able to
meet loun installment payments. The more debt obligations the
enterprise must meet, the longer it will take it to reach the
break-even point. Different debt/equity ratios are acceptable
depending on the industry, its nature of operations, projected
business conditions, and management style.

A lender is concerned with the debt/equity ratio not only

lro obtain grants the enterprise must have non-profit, tax-exempt
status.




because of its effect on the enterprise's viability, but because
it determines the lender's risk. The more money s/he invests
relative to the enterprise's total capital, the more the lender
will lose if the enterprise fails. Therefore, because lenders
perceive new small business as high risk business, they will

not accept a high debt/equity ratio.

b. Short-term vs. long-terﬁ debt; secured vs. unsecured debt

Short-term loans are repaid in a year or less, intermediate-
term loaus in one to five years, and long-term loans in more than
five years.

Although loans can be either secured or unsecured, most
are secured. In a secured loan agreement, the borrower pledges
a security or asset against default on the loan. Fither equip-
ment or accounts receivable can be pledced; however, banks pre-
fer a tangible asset such as equipment. This makes it more
difficult for labor-intensive firms to obtain loans.

Intermediate and long-term loans are more difficult to
obtain than short-term loans, butlfor most new businesses they
are essential for financing eguipment and other major start-up
expenses. The CETA subsidy, however, may enable some enter-
prises to get by on short-term loans--if the subsidy allows the
enterprise to show a surplus during the first year, and start-up
capital needs are relatively small, the enterprise can finance
its start-up costs through one-year loans paid off with the
surplus. This is one of the major ways in which a CETA subsidy
can help an enterprise start up, by eliminating its need for

hard-to-obtain long-term loans.

c. Estimating capital needs

The amount of capital needed for fixed assets depends on
the nature and scale of the business. Leasing equipment can
reduce initital fixed asset investment; this may be essential
for CETA Job Creation enterprises because of their difficulty

in obtaining start-up capital. Excessive investment in fixed




assets should be avoided for two reasons. First, given the

limited amount of available start-up capital, heavy fixed asset
investment may prevent the eﬁterprise from allocating an adequate
amount to working capital. Second, overinvestment in fixed
assets raises the breakeven point and becomes a burden during
unexpected periods of falling prices or low sales.

New small businesses should consider several factors when

" determining working capital requirements. A time lag of three

months to over a year is typical before the business will have
sufficient income to pay expenses; there must be adequate
working capital to sustain it during this time. Unexpected
delays, increased expenses, and sudden drops in demand must all
be provided for with working capital reserves. Sufficient cash
allows a business to both take advantage of discounts offered
by suppliers and to grant credit to its customers. A new small
business must make sure it has the economic ability to hang on
until it reaches the breakeven point.

In addition, inventory requirements must be considered.
For a production-oriented business, the desirable initial inven-
tory is estimated by soliciting suggestions from prospective
suppliers of merchandise and verifyving these estimates against
the typical ratio of inventory to sales for the same business.
It is crucial not to exceed the determined maximum dollar
figure for inventory. |

2. Framework for analyzing financial viability
A complete financial analysis has four components:l

1. Estimate of start-up capital needs--This includes a list

(with costs) of egquipment, promotion, overhead and other
start-up expenses that will be incurred before the enter-

begins to bring in revenue.

lan example of each component is included in Appendix 1 - Case
Study.




2. Income statement--sometimes call "statement of operations"’

or "profit-loss statement"--This shows monthly, quarterly,
or annual revenue, expenses, and net income or net loss.
It is used by bankers and other investors to judge the
long-term viability of the enterprise. A new enterprise
may show a net loss for several months or even a few
years and still be able to obtain financing, if the
lender beiieves that after this initial period there will
be net income. The statement is usually pfepared for as
many years as the enterprise believes it will take to
reach the breakeven point or for the term of the loan

request.

3. Cash flow statement--This shows monthly, gquarterly or

annual revenue and expenses, but differs from the income
statement in that it accounts only for those dollars
actually received and spent by the enterprise in a given
month. For example, it shows the lump sum actually
spert for start-up equipment as an expense in the first
mbnth, while the income statement shows depreciation on
equipment over several years. The cash flow statement
is also used by investors to judge viability, because

it shows the enterprise's ability to pay its obligations
each month, and indicates how this ability would be
affected by unforeseen changes in revenue or expenses.
For example, it shows whether the enterprise would have
enough cash reserve to make its loan payments if sales

suddenly dropped for one month.

4. Balance sheets--for the first day and end of the year--

These show the assets and liabilities of the enterprise,
and are used to measure growth and to judge the enter-
prise's ability to get a loan (i.e. the greater its

assets, the more easily it can get a loan).

How can Prime Sponsors use this information to gauge the




enterprise's potential for success? For new enterprises, each

financial statement will involve predictions--predictions of
productivity, revenue, operating expenses, etc. For expanding
enterprises, the figures will be based on the past history of
the business, but will still entail predictions. The assumptions
underlying these predictions si.ould be carefully examined to
evaluate the enterprise's claim that it will attain viability.

' For enterprises which have not yet obtained a loan, one of
the most crucial predictions relates to the grants and loans
for which it has applied. Since viability depends substantially
on finan~ing, Prime Sponsors should only aéprove such projects
contingent upon acquisition of capital. : :

Some of Lhe important questions to ask are:

1. Estimates of start-up capital

a. If the enterprise intends to sell in the open market,
has enough start-up capital been allocated for adver-
tising?

Has '‘enough money been allowed for training staff,
taking into account the skill level of the CETA target
population?

Is enough equipment included to reach the production
levels implied by the expected revenue figures? Are
the projected costs of this equipment realistic?

d. Has money been allocated for such start-up expenses
as legal, accounting and incorporation fees?

Income statement

a. How were sales and revenue predicted? 1Is the figure
realistic, based on the market and the enterprise's
expected productivity?

How was materials' cost predicted? 1Is the cost and
volume of materials realistic? Is the materials' inven-
tory adequate but not excessive? (Consulting with
managers of similar enterprises or trade journals can
help answer these gquestions.)




Have ény overhead costs been left out?

How were sales expenses calculated? Are they
adequate, given the market?
Are administrative costs adequate to support the
enterprise? Or have they been overestimated?
Is the number of employees reasonable? The CETA
subsidy makes it easy to overhire during the first
year, but will the enterprise be able to retain all
of its employees in years to come?
g. Does the enterprise break even in the second vear?
Cash flow statement--These figures will correspond in

large part to those on the previous two statements.
However, the cash flow statement is the place where
.working capital needs are reflected.
a. Is the timing of expenses and revenue realistic?
-Is enough money allowed for training and other start-
up activities before revenue is predicted to come in?
-Projects will experience a one-month delay in
receiving Title VI payments. Has the project included
this in its working capital requirements?
b. Is a reserve allowed for possible losses, unexpected
drops in revenue, or other emergencies?
Balance sheet
a. Does the CETA subsidy have the effect of creating a

large cash surplus at the end of the year? If so,

how will it be used in years two and three? For
expansion? Debt consolidation? Wage increases?

Is the investment in equipment so high that it may
burden the enterprise during periods of falling prices
or low sales? (Compare current assets to current

liabilities.)

These questions can guide Prime Sponsors in evaluating the

viability of a proposed enterprise. As well as evaluating via-




bility from the perspective of an investor, however, Prime Sponsors

should also consider whether the enterprise needs the Title VI

subsidy from the perspective of a public grantor. This guestion
is discussed in the next chapter.
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V. ©Evidence of Need for the Subsidy

After determiaing that a proposed project has acceptable
employment impact and potential for viability, the Prime Sponsor
should evaluate whether it needs the CETA subsidy. Ideally,
CETA Job Creation should subsidize only those enterprises which
1- would not start upl without the wage subsidy, or 2- would
start upl but would not employ the target population; other-
wise CETA funds will provide "windfall" to enterprises which do
not need the subsidy.

1- Enterprise would not start up without shbsidy. This situation

is most likely to occur with labor-intensive enterprises. For

a new business, the types of financing most difficult to obtain
are equity (which must be found before the enterprise can obtain
any loans) and long-term loans (needed to cover fixed assets

and other start-up costs.) Although the Title VI subsidy cannot
meet either of these needs, it can help an enterprise get off
the ground in two ways--by reducing its need for long-term loans,
and by reducing the amount of working capital that it must
borrow.

The need for long-term loans can be reduced if the CETA
subsidy gives the enterprise a surplus during its first year
which enables it to finance and repay most of its start-up
expenses with short-term loans. This will occur primarily in
enterprises with low start-up costs (labor-intensive businesses)
because enterprises with high start-up costs need so much
capital in the first year that the wage subsidy will not create
a surplus.

The reduction of working capital needs will also be most
significant for labor-intensive enterprises. Working capital
is the bulk of start-up costs for such enterprises; further-
more, they are often considered high risks by lending institu-
tions because they have few fixed assets with which to secure a

lor expand, in the case of existing enterprises.
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loan. Consequently,'a working capital subsidy which allows the

business to break-even within one year, rather than one and
one-half or two years, could make the difference in a bank's
decision to make a short-term loan and hence enable the enter-
prise to start up. A capital intensive industry, on the other
hand, has a major obstacle to overcome in obtaining capital for
equipment and other fixed assets. If it can obtain these,
working capital loans are relatively easy to f£ind. Consequently,
it is unlikely that a CETA wage (working capital) subsidy
would be a significant factor in the creatiom of such an enter-
prise.

Prime Sponsors can g2t an inc.cation of whether the
subsidy is needed from the financial statements described in
Section IV, Part C. Has the enterprise obtained a one-year
loan which it intends to repay with a surplus created by the CETA
subsidy? Or does the surplus enable the enterprise to get a
working capital .oan by decreasing its apparent riskiness?
These questions can best be answered with the help of the insti-

tutions to which the enterprise has applied for loans.

2- Enterprise would not employ the target population. In this

case, Title VI funds enable a new enterprise to employ members
of the target population who would not otherwise be hired.
Ordinarily, an enterprise has to operate as efficiently as
possible during its first year while it struggles to build its
market and break even. It cannot afford to keep a worker on the
payroll who needs training or cime to learn the trade; in
some cases, this may preclude the hiring of Title VI target
population members. The wage subsidy gives the new enterprise
some leeway to operate at below peak efficiency during the
first year, which allows more time for on-the-job training and
therefore permits the hiring of less-ski.led workers.

It is irportant to note, however, that while members of
the Title VI population are unemployed, they are not necessarily
unskilled workers. 1In evaluating a project's need for the subsidy,




Prime Sﬁonsors should examine the amount and type of training
planned to see whether it does in fact take advantage of the
subsidy to employ target population members who could not other-
wise be hired. Prime Sponsors might also want to get a formal
commitment from the project to insure that it will hire workers

who need training.
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APPENDIX 1: Case Study---Wintesrization Enterprise

The purposs of this case study is twofold:

-to give an example of a type of project that may be the suitable
recipient of CETA Job Creation funds.

-to show how some of the steps outlined in the text cf the handbook
can be applied by the Prime Sponsor in evaluating project proposals.

The case study consists of a hypothetical proposal to a Prime Sponsor
from a CAP agency for CETA Job Creation money to étart a weatherization project.
The second part of the case study represents the Prime Sponsor's response to
the proposal, in which the ma jor weaknesses and strengths of the proposal are
outlined. It must be noted that this case study is not comprehensive;
rather it is meant to emphasize the major conponents of a proposal and eval-
vation. In actually evaluating proposals, the Prime Sponsor will often seek
assistance from local bankers and business people to adequately assess the
financial strength and market potential of each proposed project.

Notet the employment requirements, material and equipment costs are
for illustrative purposes only. Although many of the figures are based on

estimates from people who wetherize homes, this case study can make no claims

of being technically or financially correct,




To: Coldburg CETA Prize Sponsor
From: Coldburg CAP
Re: Prorpocs2l for CETA Job Creation Project Fundinz

A, Introduction

The Coldburz CAP agency nas for the past two yea—s orerated 2 hone
weatherization program for low income families., Using materials provided
by CSA, overhead provided by the CAP and CETA labor, we do insulation,
weatherstripping, and other energy saving improvements at no cost to low
income residents.

We propose to turn over our low incame weatherization program to a new
non-profit corroration consisting of two parts: a low income weatherizaticn
service which will continue to depend on .SA, CETA, and CAP subsidies, and
a middle income service, Coldwinter, Inc, i1haich will charge market rates for
weatherization and will receive CETA J~* Zreation Project subsidies for
the first year only. The two m™.rts of the enterprise will share some over-
head costs (space, some eﬁuipment, and possibly a truck) but will keep
separate financial records.

Coldwinter, Inc, will provide a valuable service to middle income house-
holds as well as providing good jobs and training in a growing field to
CETA workers. Energy conservation through weatherization provides two types
of econcmic benefits to the community: a direct benefit to the weatherization
workers in £he form of jobs and an indirect benefit of keeping money in the
community, because every dollar not snent on fuel is a poterntial contribution
to the local economy.

As our market and financlal analysis indicate, Coldwinter, Inc, 13 designed
to meet a growing demand, and 1t can reach the financial break-even: point

and end rellance on CETA subsidies after one year,




It tncre is a market demaﬁd. why do wWe need CFTA subsidies at all?

. There.are two reasons., First, we are dedicatsd to the concept of hiring

and training low income people, wWomen and minorities, There are plenty of
unemployed carpenters in Coldburg who will jump at the chance to start a
weatherization business, especially when federal imentives to homeowners
further stimulate demand. In thelr scurry to make . profit, however, they will
seek to hire experienced labor, For Coldwinter, Inc. the hiring and training
of unskilled people is as important as our product {i.e. the weatherization
1tself). In order to compensate for the extra traiiing cosis imposed by this
public purpose, we need a subsidy for the first yeas.

Furthermore, private weatherization enterprisc: are ustally begun with
small capital investments and only two or three emjloyees, It would take a
long time for them to expand to eight or more émplc(ees. By enabling us to
make a-larger initial capital investment and pay off our debt in one year, the
subsidy will allow us to employ 11 people from the autset. The expected ratc;
of return in the weatherization industry is not hish enough to attract much

capital from the private market,

B, Nature of the Business

Coldwinter, Inc. will make home repalrs and emrgy saving improvements

to minimize heat loss and improve thermal efficlency, including weatherstripping,
repairing ﬁroken windows, patching roofs and walls, insullating attics and walls,
1nsula£1ng attics and walls, installing storm windoss and doors., Our proposed
method for insulating homes is to blow cellulose irto walls and into attlics.
Although blown inzulation requires a greater capital investment than rolled

fiberglass, it is quicker to install and hence more cost effective.

Prior to making any repairs or energy saving iaprovements, estimates




will be made for all interested households of the annual potential savings
which will result from the recommended weatherization services.

Coldwinter, Inc. will be a not-for-profit enterprise providing services
to homeowners in the Coldburg metropolitan area who can afford to pay for the

market-priced services.

Energy conservaticn is becoming a very high priority on the national and

state levels and 1s becoming increasingly important to individual consumers.
As the cost of energy continues to escalate there will be an increase in demand

for the type of services we propose to pravide.

C. Employment Requirements
One of the main objectives of the project is to create permanant "good
jobs" for low incocne residents, especlally women and minorities who have been'
unenployed a long time and who would otherwise protably not find employment.
The project will employ a staff of eleven people:
i Operations Manager/ﬁdminiatrator: General supervision; Sales;
Estimates and design of installatdons; Purchasing; Scheduling;
Book keeplng; Billing; Clerical Work.

Must have experience in supervision and sales and background in
energy conservation, $12,000

Carpenterst Sales; Estimates and design of installation; Part-
time supcrvision of installersy Carpentry repairs

Must have general construction skills,

Will be trained in areas of energy conservation, zales, and
management. ($12,000 each) $24,000

Installers/Laborers
Will be trained to insullate homes, install windows, weather-
stripping etec. (38000 each) $64,000

TOTAL PAYROLL FIRST YEAR OF OPERATIONS $100,000




During the first year, CETA will pay the full salaries of the installers
and $10,000 for each of the thnree employeés salaried at $12,000, CETA will
also Tay Ior eacn enployee's ffinge teneiits.

ATter the starf is hired there will ve two weoks ﬁf intensive training
and orientation. The Operations manager/administrator will coordinate the
training ' progran. The staff people from the Colﬁurg CAP's winterization pro-
gram for low income households,in exbdstence for almost two years now, will con-

duct most of the training sessions,

D. Market Analysis

The market for winterization services is growing rapldly. Rising fuel
prices combined with the government's increasing rellance on energy conser-
vation will serve to increase the demand for winterizatlon services, The
market will expand further when consumers begin to realige the substantial
savings they éan expect in thelr utility bill as a result of winterizing
their homes.

Fortunately, it is rather easy tn show potential customers how they will
benefit in terms of dollar savings, It has been estimated that one can
expect to save between 20¢ and 65¢ per square foot per year of heated space
for an investment of between 75 and $1150 per square foot., As utility
bills swallow an increasingly larger percentage of households' incomes,
consumers will become more eager to learn about the benefits of winter-
ization;

Our potential customers will be middle income homeowners in the Coldburg

thetropolitan area, The 1970 Census showed that of the 240,000 households

in the metropolitan area, 120,000 owned their own home, and that 90,000
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of the homeowning households can te considered at least middle income. Alrost

half of the housing in the metropolitan area was built prior to 1929, and

nost or thé homes built after 1929 were built within ten years or the end
of World War II. Older hcmes tend to be less energy efficient and stand
to gain the most from winterization services. Since there were only 100
single housing starts between 1960 and 1970, we can safely assume that at
least 80% of the middle income homeowning households could benefit substan-
tially from winterization, leaving a market of 72,000 households,
Existing and future competitors will reduce the size of our market.
Our competitors, as listed in the Yellow Pages, are the following:
6 Heating Consultants
16 Insulation Contractors
12 Storm Window and Door Dealers
Comparing this list to last year's Yellow Pages, one storm window dealer
has gone out of business or left the market area while two heating consul-
tants, six insulation contractors and two storm window dealers have entered
the market. This is a strong indication that the market is growinzg,
Most insulation contracting enterprises employ four or less installers,
If the sixteen insulatior contractors can each complete a maximum of twenty
Jjobs per month and an a‘rerage of fifteen per month, 2,880 homes can be
insulated each year by the existing competition. However, since some of the
contractors will be wintarizing businesses, schools, etc., the number of
homes that are insulated annually by the existing competition is actually
much lower,
As indicated in our firancial analysis, the maximum number of jobs we
can complete is forty per month., During the first few months, productivity

w1ll be lower, and during the summer we will not be able to do as many jobs




due to the heat, By the end of year one we must complete 350 jobs, The

ey

average two day winterization job, recuiring four people-drys, will consiszt

of one day of blowing insulation and one day of reralrs, caulling, weather-

- e

stripping and installing storm windows.

The average selling price for such

a job will be $700, which s a competitive price for the area. From the
four most comparable competitors, we found that prices ranged from

$650 - $900.,

E. Mazketing Plan

Advertising will be done through the Yellow Pages, local newspapers,
local radio stations, and targeted mailings.

This project w#ill have an advantage over some of its competitors

because:’

- Coldwinter, Inc. will offer comprehensive winterization
services,

-~ Coldwinter, Inc, will employ three people who will spenc part

of thelr time doing sales work, Most competitors have only
one person doing sales work part-time.

- Coldwinter, Inc, will benefit from the good reputation that
the CAP agency has earned for its low income winterization
program,

In order for a homeowner to benefit subatantially from winterization services,
the investment should be paid back from savings within four to seven years.




Zguipment and Tools:
1 Van (a2 second to be provided
hy one of the carpenters), - $ £,200
2 Cellinylose insﬁlation blowers € 22,000 - I, nnQ
PC"'”“ 'tno'Iﬂg .
8 Drills € $50- SLoo
2 Table saws € $300- 600
2 Sawsalls @ $150- 300
1,300
8 Ladders € $150- 1,200
Hand tools =~ 500
Office eonipment - 500
Total:
Labor:
Administrative staff: 3 rersons emprloyed 3,450
for cne nmonth before CETA wages arrive and '
before any homes are winterized,
€ $1,000 per mo. + 3150 benefits,
Direct labor: 8 persons employed for 5,888

L weeks before CETA wages arrive and before
ang homes are winterized,
e i o
160 per week + $24 per week benerits.

Total:

Cther Start-up Costs:

Initial advertising and marketing: $ 1,000
Lawyer, CFA: $ 1,000
Total

Total Start-up Capital Needs:

314,000

9,388

$ 2,000

$25,388

Estimates are based on the experience of the Coldburz CAP's
low income weatherizaticn project and information from rprivate

contractors in the area,

g



LT SALES
’ temm i, +* -~ ._'L.
year 2 G10 unﬁts € $700 avz.)

COST OF GOODS SOLD:

- Direct Materials

“Inventorvy, beginning of vear:
interials purchased 2 $250/jch:
laterials available for use:

T - 1 . -
Less inventory, end of year:

Cost of moterials used:

Direct Labor
(3 Laborers 7 5160/““. + 15% hencfits
+ 3% in second vear)

Transportation
(L5¢/mile % 6 round-trips/job
x 12 miles/ avg. trip = $1l/joh)
Overhead
Indierect Labor:
(2 Foremen 38$12,00/yr+15% +
8% in second year)
lent & Utilities:
Supplies:
Insurance and Taxes (@ 3% of sales):

Depreciation (5 yr. straight line):

TOTAL COST OF GOODS:

GROSS MARGIN:

$245,000

nno
89,000
. 89,000

27,600

6,000
3,000
3,000
2,300

- T —————

42,400

$209,700 _

. 2,000
102,200
103,600

2,000

$102.000

$ 32,700

$ 4,500

29,800
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GEDSE MARGIN:

SLLLING AlID ADMINISTRATIVE EXPLNSES:

Selling Expense

Sales salaries (included in manager
and formen salaries)

Advertising:

Total:

Administrative Expense

Salaries:
(1l manager Q $12,000/ year + 15%
+ 8% raise in second vear)
!1iscellaneous Expenses:

Total:

MON-CAPITAL START-UP
(and all interest)

CXPEUSES:
TOTAL EXPLNSES:
HET

OPERATING IMNCOME:

CETA FUNDS:
($123,260 wage subsidy + $11,790 op.)

NLT INCOME:

‘ncone s

U T

tater

VEAR 1

Ns 3 800

13,800

)
—
O
-

[4+]
-
o

$ 40,183

$ (6,283)

$133,059

&
»

S

3

6,000

6,000

14,990
4,900

—— -

24,900

26,200

$128,672

— -

26,900



NCTES to accompany tha2 Income Statament
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haoad on NAD avrpavrianns with Taw ‘rnmama

rization and the experience c¢f vrivate contraciors.

ML

", e
weazth

Direct I"atarisls costs are estimated by multiplying the materizls
needed for an "average" weatherization job by the szles projections.
Averace needs are estimated as follows:

2 Windows € 15.00 = $ 30.00
Lo Bags of cellulose
€ $4.00 2 bag = 160,00
2 Pieces of rolled _
insulaticn € 38.50 = 17.00
2 Packages of weatherstiripping
@ S1.40 = .80
Nails, screws, sandpaver
wood, plaster, paint, etc. 5.00

Total est. 214,80

Plus 20% margin 35.20

BUDGETED CCST: $ 250,00
" Rent and Utilitieg nre axpected to‘cost $500 a month based on
sharing the cost of the 2,000 sgq. ft. space now used exclusively

by the low income weatherizaticn pregram. The rent includes
utilities and is 50¢ per square foot per menth, % x .50 x 2000= 500,

Supplies includes stationery, telephone, minor construction
materials for shelves, etc., and postace.

Advert ng costs are based on the experience of other insulation

isin
enterprises.
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NCTES to accompany the Casn- Flg
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Line: 1, Inits Ccmpleted is

R —_—— =l

nrivraTa penTrapTorae
plvaTte contIracLers

Line 3, Sales are based on an a2verage selling price of $700.00
per unit., This contrasts with an expected cost of $512,00 per
unit, and a general slaes range of $650- $°00 00 in the area.

Lines 5&7, CETA subsidies are based cn one-time, one year grants of
$8,000 per installer for wages plus 15% fringe benefits; and
$10,000 per foreman and manager plus fringes. Job Creatiocn
funds ray also be spent on other costs, so we have agked for
almost $12,000 in cperation costs to be paid for by CETA. .This
is under the limit of 10% of the total allocation.

Line 9, Bank Lozn. We expect to obtain standazrd commericial loans
for a total of about £%0,000,

Line 12, Teot2l Revenue is +he sum of all sources of cash and credit
received during a given month.

Line 16, Fixed Creratineg Expenses are.the unchanylnp costs the

" firm faces distriobuted evenlj across the year. These co ts are
Overhead, Selling,znd Adrinistrative Expenses. For more detail,
see the income statement.

Line 17, Variable Cperating Expenses includes the cost of ranspor-
tation and Lirect llaterials.

Line 18, PLirect Lator is the cost of wages and fringe benefits for
the installers.

Line 20, Tota2l is the sum of lines 16,17, and 18, This represents
the real expected costs of running the busin-ss without taking
into account financing problems, etc.

Line 22, Loan Payments (Erincival) shews the payrent schedule
we favor for financineg start-up., We have shown a large one-
time payment in Cctober to be paid with September sales revenue
and the CETA operating subsidy and monthly payments of $2,000
for the rest of the year.

Line 23, Interest is based on the assumption of monthly payments
on the outstanding debt of a S% commercial loan.

Line 2k, Contigencies Fund is a cushion for absorbineg unexpected
expenses such as repair bills, temporary rentals while equipment
145 not functioning vroperly, etc. '

Line 26, Equipment Purchase refers to those articles described in




Line 33, Net Flow shows how much money came into (or left) the firm
over the ronth,

ine 36, Liguid Assets is the accurmulation of each month's Net Flow. -
It includes cash "n hand and accounts receivable.

Line 38, Debt is the total debt outstanding during that ronth.

Line 41, is line 36 minus line 38, that is Liguid Assets rinus
Debt CL anding for given menth., The Net does not corresrend

let Wo*th since it dces not include the-value of fixecd
toc net income since capital expenses are a2kscrbed
course of the first year, but amortized ovev five,
The Net 1* bes 1dicater of the enterprise's short-
financial

Uu&la
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I.b;

tremnta
2%

1. Currant psgets
a, Cash

b. Accounts Receivable

¢« Inventory

2. Fixed Assets

Total:

1. Current Liabilities
g2. Ioans Cutstanding
2. Long-term Liabilities
3+ Eaqulty or Net Worth
Total:

»
Notes

1. Due to the uncertainty of present fede

Q

Proposals, we do not Ynow now much financing

in. oQur cash=~flow

unimportant for our purposes,

2. We assume that depreciation 2llowances will be used

pro jection

S Suzgest enough
the distinction between cash on hand and accon

14,000.00

L 0.00

$113,276.50

$ 1808,00
; 0
$111,46¢8,50

$113,276.50

ral loan guarantee
we will be engacad
of a cushion that
nts receivable is

& constant level of investment in fixed capital assets,

to rmaintaian




propesad weztherizaticn project fer middle income hcuse-

eems to be basically sound. Z2Eefore making z

plan to discuss yocur financial prc rons and market analysis

with a local banker and a representative from the Small Business
Administration. We will not decide which projects to fund until
we receive their comments. Ve will be notifying yo our cec-
ision within three weeks. In the meantime, wz hope you will con-
sider our reactions to your oproposal carefully. If you make mod-
ations or additions to your preposal please forward them to this
as quickxly as possible,

For your convenience we have orgznized our corments into the

same categories which you used in your proposal.

Employment Impact

Will this project displace other workers?

Is the market large enough that Coldwinter, Inc. will not be
displacing installers working for already existing weatherization
enterprises?' Although this is difficult to predict we must be very
cautious in "creating" jobs which have the potential for displacing
other people.

Who gets the jobs?

If Coldwinter is justifying its request for a subsidy partly.
on the grounds that it is committed to hiring women 2nd minorities
for the new jobs, what do you plan to do to insure that they will

get some of the jobs? What will your search methods be? The dis-
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necessary.

It is very unlikely that you will be able to find a CETA
qlgible applicant for the operations manager job who posesses the
requsite skills and experience (the ability to do estimates,
design instazllations, manage, and do sales). sause the
jects must becoire self-sustainin t is crucial
manager be very well qualified. IMaybe Coldwinter should consider

hiring a non-C=TA perscn for this position using the non-wag

portion of CETA funds or sales revenue instead of the wagze subsidy

to pay her or him.

Will the jobs be of good quality?
The jobs you have Jdescribed seem to be basically "good" jobs
in that thay will provide the workers with training and exrerience

in a growing field, thus enhancing worker mecbility. To further

this mobility we suggest that the laborer/installers also be trained

to detect heat loss, design installations, and to do sales. Your
plan to help ‘.e carpenters develop sales and managerial skills is
commendable. We would hore that as the installer/laborers begin
to learn those skills which are not part of their rresent job des-
cription the work will be reorganized such that all of the em-
ployees share in the various tasks.,

Another positive aspect of the new jobs is that it seems as




We hope that wages will continue to increase so that after
a few years installers will be paid higher wages cormensurate with
their experience. If your ‘performance is a good as you project
we.hope you'll be generous.

Cur final question concerning job quality pertainé to the sez-
sonzlity of the work. GCiven that tlere are slow sessons, what

will happen tc some of the workers in the seccnd vear when there
i

are no wage subsidies and business is slow.2 Are there other pro-

they coul engzged in over the surmer
o installation, disserinzting
information on energy conservation, or expanding into a new weath-
erizaticn market)? What guarantee can you give us that they won't
be laid off seascnélly and become a burden to the unemployment

insurance system?

I'arket Analysis

In estimating the number of patential consumers, it would be
useful to look at the population and income trends rather than just
taking a static view. ?or'example. if the population's spendable
income has been decreasing over the past ten years, your projections
of the number of poctential customers in Celdburg may be inflated.
This decrease seems to have occured.

It might be useful to have information on the average size of

the housing units here in order to better estimate the time needed
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Your crcrosal i3 d2 any discussion zt>ut how
ficult or easy it will be for homeowners to get lercans to finance
the weatherization. It is not at all clear to us that homeowners
will be willing or able to lay out such a large sum of money. In
spite of provosed tax credits and lozan guarantees from the federal
government, you may find that reople are so confused zbout the
details of these prcgrams that they put off making any committrments
for as lonz as possible,

Finally, we are skeptical about your a2bility to contract for

LOO units a year when you estimate that the: exisiting competiticn

is already ccmpleting about 3000 units a year. Although we expect

the demand for insulation services to grow in the next few years,
you may find it hard to capture such a large share of the market
this quickly. We suggest that you investignte doing winterization
work on public buildings such as schools and also that you try to

get contracts from government agencies and community organizations.

Financial Analysis

As we have already mentioned, ycur sales projecticns seem
too optimistic., Consequently your revenue projections may also
be unrealistically high., We suspect that the lack of sufficient
demand combined with scheduling problems involved with the sharing
of equipment and dealing with equipment breakdown and other un-
anticipated problems will result in sales significantly lower

than you have projected. If this in fact turns out to be the carce,
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subsidy ends. %e are cormitted to creating
are ouh laces that cur money
that large scale lay-offs very disruptive to business. It mi
be more apporriate to start off with half zs many employses and *o
expand as demand warrants it.

Assuming that we authorize a subsidy it appears quite likely
that you will be able to get short term credit for capital and other
start-up costs tecause your projections indicate that you could
meet all of your financial obligations even if your first year
sales were to fall as much as 50% behind your prcjecticns. We,
however, will not authorize a sudbsidy until a financial institution
indicates its committrent to give ycu the necessary loans ccnditicnal
upon our apprcval of a csubsidy. We cannot corsider your applicatien
seriously without this commitiment since it is clear that the
entire plan cdepends on an adequate supply of fixed and start-up
capital.

Cn the other hand, we must also consider whether you really
need the CETA subsidy in order to succeed. 1t seems quite clear that
without Job Creatio.i meney you would need much mere start-up

working capital, that you would have to be much deeper debt for a

much longer pericd of time, and that start-up would hence become

next to impossible because banks would not extend credit under such

conditions without some sort of direct government guarsntee. Thus,
in spite of your high income projections we think you need the

subsidy.
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of such magnitude may 'indicated a sericus threat to the viability
of the enterprise since we find you sales figuves generally to
optimistic., |

Further, you project an average inventory on hand of only
32,000 worth of insulation materials. This is about one week's
worth of insulation raterial. This strikes us as unreascnably
low., We think a more reasconable amountis some figzure around

one month's supply, or $10,000., The fact that your cash flow

itaterment doesn't reflect this exoense mzans that abeut 310,000

of expenses that may have t» be met in the first few months of

operation are unaccounted for.

Lastly, looking at your balance she2t, we are concerned about
your projections of a $140,000 net worth at the end of the second
year, Although we suspect that this is very much an upper limit
rather than an expected value, we remain very intere;ted about
your plans to utilize your surpluses. You haven't indicated prlans
for exparsion and you don't need it for ccnsolidation of existing
debt. A precondition for fundinz must be a satisfactory agreerent

about the disposition of operating income.

Lest our criticisms seem too pessimistic, we repeat that we
find the project to be basically sound in conception. Again we
would be more than happy to receive additional material from ycu

on these topics.,




Appendix 2 - Sources of Capital and Technical Assistance

A. Sources of Debt and Equity Capital

Snurces of both éebt and equity (grant) capital available
to non-profit small businesses desiring Title VI wage subsidy
are limited. However, éublic and private bodies are both poten-
tial sources of capital. An excellent guide to capital resources
is Sources of Capital for Community Economic Development, a

handbook compiled for the Center for Community Economic Develop-
-ment.

Debt:

Commercial banks and commercial credit companies are the
major private sources of debt for both working and fixed asset
capital. It is important to establish a working relationship
with a banker before a loan is actually requested; Dbanks can
serve as an important technical assistance resource in prepar-
ing financial statements and business plans and in providing
continued assistance after start-up. Commercial credit
companies do accounts receivable financing that a commercial
bank will not, but charge a higher rate of interest for the
increased risk.

An existing business seeking debt capital for expansion
has the advantages of both a "track record" to support long-
term loan requests and a possible established relationship
with a bank from which it can ohtain funds.

Public debt sources are included in the Sources of Capital
listing below.

Eguitﬁ:

Federal and state grant sources are listed by program in
the Sources of Capital listing in this appendix.

In addition, grants from the Department of Community
Affairs (DCA) and the to—be—éreated state non-profit Job Crea-
tion Corporation (expected to be operational within six months)




may be available for combination with Title VI monies. DCA

has applied for a $600,000 grant from the Community Services
Administration (CSA) to participate in job creation efforts
in Massachusetts. If approved, the program will operate from
August 1, 1977 to July 31, 1979. Eligible applicants are
non-profit, "public purpose" corporations which focus their
activities on the causes or conditions of poverty.

DCA money is available only after approval has -been obtained
from the state Job Creation Corporation. The grants are consid-
ered an incentive ! ) create jobs that are relatively capital
.intensive; they are, therefore, for fixed asset investment
rather than working capital. Additional information car be
obtained from Bill Benish at DCA.

The following Sources of Capital listing includes federal,
state, and local programs from which grants and/or loans may
be obtained by non-profit businesses. Each listing includes
the name of the program and its administering agency, the
program's legislative authorization, the type of assistance,
eligibility requirements, terms or conditions of the assis-
tance, and the funding level and cycle when applicable.
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:Community'Eddndmic Development (special impact)

Community Services Administration, Office of Economic
Developmerit. Region I office: Room E-400, JFK Building,
Boston, Massachusetts, 02203.

Contact Porson: Larry Faye
223-0975

Legal Authority: Economic Opportunity Act of 1964, 2s amended by the
Community Services Act of 1974, Title VII Sectioms 701,
et.seq., Public Law 93-644; 42 U.S.C. 298 1 b.

Objectives: To promote community based economic development as a me:ns
of: (1) making a measurable impact in arresting tendencies
toward dependency, chronic unemployment and community
deterioraticn in urban and rural areas having concentrations
on substantial numbers of low inc me perions (2) holding
forth the prospect of continuing to have such impact after
the termination of financial assistance, and (3) providing
financial or other assistance to start expand or locate
enterprises in or near the area sewed so as to provide
employment and ownership opportunities for the residents
of such areas, ;

Type of Assistance: Project grants

Eligible Activities: To fund a limited number of projects designed to test
whether locally controlled communi .y organizations in partner-
ship with established business can produce effective prograos
in economic development in poverty areas. This would provide
funds for a variety of investment ventures which will create
jobs for poverty area residents and for the creation of oppor-
tunities for pover*y area resients to participate in the owner-
ship and management of community development corporations. No
grants are made directly by CSA to individuals or individual
businesses. However, corporations funded by CSA may elect
to provide such assistance or to make loans for business
purposes., :

Eligible Applicants: Non-profit éommunity development corporations in the area
where development is to take place which are capable of fulf.lling
the objectives of the program.

Terms and Conditions: Bonding is required for principal officers. The
community organization must provide at least 10% of the
total grant in non-Federal share, either in cash contri-
butions or in-kind.

Funding Cycles: Contact CSA

Application Procedures: To obtain funding for a CDC, contact the office
of Economic Development of CSA.
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FmHA Guaranteed Business and Industria. Loans
Farmers Home Administration (FmHA)

New England Regional Office
Box 588

141 Main Street
Montepelier, VI 05602

Contact Person: Richard Angney or Carol Spilak
(802) 223-2371

Also, local offices in Acton, Bourne, Hadley, Holden,
Gardner, Pittsfield, and Raynham.

Legal Authority: 7 U.S.C. 1989, 7 CFR Part 1980-E

Objectives:

To enable public, private, or cooperative organizations,
Indian tribes, or individuals in rural areas to obtai
loans for the purpose of improving the econoaic envir-
onment climate in rural communities.

Type of Assistance: Guaranteed loans (up to 90% of prizcipal and interest)

to all types of businesses and industries in defined
rural areas.

Eligible Activities: Business and industrial (B & I) acquisitions;

construction. enlargement, repair, modernization; purchase
of land, machinery and equipment, furniture and fixtures;

processing and marketing facilities; start-up and working

capital; pollution control,

Eligible Applicants: B & I loans may be made in any area outside the

boundary of a city of 50,000 or more and its immediately
adjacent urbanized areas with population density of more

than 100 persons per sq. mile. Priority is given to
applications for projects in open country, rural communities,
and towns of 25,000 and smaller.

An applicant may be a cooperative, corporation, partnership,
trust, or other legal entity operated on a profit or non-
profit basis; a municipality or county; zn Indian tribe;

or an individual. An applicant must be eagaged in or
proposing to engage in improving, developing, or financing
business, industry, and employment and izproving the
economic and environmental climate in rural areas, including
pollution abatement and control.

-
ek




Terms and Conditions: FmHA will guarantee loans by private lenders to

Funding

Cycle:

qualifying applicants. FmHA contractors to reim-
burse the lender for a percentage (up to 90%) of
any loss sustained on such loans. FmHA advises
potential borrowers who want loans of $500,0C0

or less to apply to 5.B.A., because the processing
time is shorter than that of FmHA.

Maxinum maturities for business and industrial
loans may be up to 30 years on laund, buildings,

and permanent fixtures; up to 15 years on machinery
and equipment (depending on useful life of
equipment); up to seven years for working capital.

The interest rates are determined between lender
and borrower consistent with the market rate. The
guaranctee fee is 1% of the principal amount multi-
plied by the percentage of the FmHA guarantee., The
fee is paid by the lender, who may pass it on to
the borrower.

Normally, a 10% equity investment is required.
However, for new ventures and non-profit ventures
(which FmHA believe may have less continuity of
management than private businesscs), as much as
30% equity may be required.

Massachusetts was allocated $3,130,000 in 1976;
however, only one loan was made for $975,000.
Other loans are still being processed. There
seems to be ample money.

No deadlines

Application Procedure: Local FmHA office will supply application

materials on request.

CETA Job Creation Example: A non-profit organization could apply to

FmHA for a loan for land, buildings, machinery,
equipment, or working capital.

This program is useful for enterprises that could
not pget credit from local banks without a federal
guarantee. However, the interest rate may be
prohibitively high, since it depend: entirely on
the credit market.




Progran: FmHA Industrial Development Grants
Agency: Farmers Home Administration /{FmHA)
New England Regional Cffice
"Box 588
141 ‘fain Street
Montpelier, Vt. 05602

Contact Person: Richard Angney or Carol Spilak
(802) 223-2371

Legal Authority: 7 U.S.C. 1989, 7 CFR Part 1980-E

Objectives: To facilitate the development of business, industry
and related employment for improving the economy
in rural communities.

Type of Assistance: Grants to public bodies.

Eligible Activities: Development of industrial sites, including the
acquisition and development of land and the construction,
conversion, enlargement, repair or modernization of
buildings, plants, machinery, equipment, access streets
and roads, utility extensions, water supply, waste
disposal facilities, pollution control, =2te.

Eligible Applicants:- Public bodies su¢h as towns, authorities, and
Indian tribes serving rural areas, outside cities of
50,000 of more (see the definition under FmHA Guaranteed
Business and Industrial Loans).

Terms and Conditions: Evidence of legal capacity, economic feasibility,
and financia)l, responsibility is required.

Funding Level: 7Tiiis is a small program =-- only $10 million was allocated
nationwide in 1976. This year, about $100,000 is available
in Massachusetts. FmHA hopes to fund two or three projects
in Massachusetts.

R e

Funding Cycle: No deadlines

Application Prccedure: Application is made through the local FmHA offices
(for locations, see Business and industrial Loan Program).

CETA Job Creation Example: A town could use an FmHA grant to purchase
and convert or modernize a wvarchouse or factory, which
it would then lease to a non-profit enterprise.




Farmers Home Administration (FmHA)

New England Regional Office
Box 588

141 Main Street
Montpelier, VI. 05602

Contact Person: Richard Angney or Corl Spilak
(802) 223-2371

Legal Authority: 7 U.S.C. 1989, 7 CFR Part 1980-E

Objectives: To construct, enlarge, extend, or otherwise improve
community facilities providing essential services to
rural residents. !

Eligible Activities: Funds must be used for public facilities —
to "construct, enlarge, extend, or iimprove water,
sewer, and solid waste disposal systems, fire stztions,
libraries, hospitals, =linics, comnunity buildings,
industrial parks (for lease to private industry)
recreation and .transportation to related projects,
or toher cormunity facilities."

Eligible Applicants: Loans may be made in rural areas and towns of
less than 10,000 people.

Applicants are usually public bodies, but may also

be nen-profit corporations wishing to develop cocmunity
facilities for public use.

Terms and conditions: Loans carry a 5% interest rate, with a maximum
term of 40 years. Security in the form of bonds or
notes pledging taxes, assessments, or revenues is
required. The applicant must be unable to obtain needed
funds from other sources at reasonable rates and terms
and must be financially sound and able to organize and
manage the facility effeciently.

Funding Level: 1In 1976 there was about $1.9 miilion available in
Massachusetts. The average loan is about $400,000;
the range in Mas. ‘husetts last year was between
$40,000 and $1 million

Funding Cycle: No deadlines

Application Procedure: Application is made through local FmHA offices
(for locations, see the Business and Industrial Loan
Program..)

CETA Job Creation Example: This program is better suited to one-shot
public works projects than to self-sustaining enterprises.
It could, however, be used to build a public recreation
or health facility in which space could than be leased
to a non-profit enterprise.




Public Works and Development Facilities Program

Agency: Economic Development Administration, U.S. Department
Agency P
of Commerce

Massachusetts Office: 441 Stuart Street
" Boston, MA

Contact Person: William Fitzherry or
Margo Blu
223-6468

Legal Authority: Titles I & II of the Public Works and Economic
Development Act of 1965, 42 U.S.C.ss.3131 et seq.,
and regulations at 13 CFR 305

Objectives: To eliminate substantial unemployment zad underemploy-
ment in economically distressed areas. '

Type of Assistance: Grants of from 50-100% of project cost depending
on local (eg. 607%-70% in poverty areas, 80% in disaster
areas, 100% in municipalities which hava demonstrably
exhausted their taxing and borrowing cazpacity). Loans
of up to 100% of project cost are also zuthorized by
the Act, but are much less common than grants.

Eligible Activities: Acquisition, development, or expznsion of public
works facilities including water and sewer systems,
gite improvements for industrial parks, factories and
port facilities, where such facilities will further
the establishment or expansion of industrial or
commercial enterprises or will otherwise create long-
term employment opportunities.

Eligible Applicants: States, municipalities, special authorities, and
public or private non-profit organizations representing
EDA-designated ''redevelopment areas'. Projects nust
alos be located within either redevelopzent areas or
“"centers" in economic development districts. Virtually
all of Massachusetts qualifies under the Act; however,
in order to apply for grants or loans, an area must have
an approved overall Economic Development Program (OEDP).
The following areas have OEDP on file with EDA:

Barnstable Co. ~ ' Glocester Palmer area Teunton area
Boston Greenfield area Pjttsfield area Dukes Co. area
Brockton area Lawrence/Haverill Plymouth zrea Ware area
Chelsea area Quincy Worcester area
Fall River area Lowell area Lynn/Salen area
Fitchburg/Leominster Milford area Scuthbridge/Webster

area New Bedford area area
Gardner area Newburyport area Springfield area

North Adams area




Grants ~-- see 'type of assistance' above,

Funding Level:

Funding Cycle:

Loans ++ for 100% of project cost, up to 40 years,

at a low interest rate 1/2% above the current U.S.
Treasury borrowing rate. Funds cannot be used for
acquisition of land, but can be used for facilities
located on land owned by public or non-profit entities.
Projects must conform with the OEDP.

EDA is not interested in making grants for less than
$500,000. The average grant is $1 to $2 million; the
largest grant in Massachusetts last year was $4 milliom.
Decisions are made at the regional level (Philadelphia
office), so Massachusetts applications compete with
applicatons from all over the Northeast. Last year, 4
grants were awarded in Massachusetts.

No deadlines

Application Procedure: 'Eligible applicant, acting within its overall

Economic Development Program, for application with local
office.

CETA Job Creation Example: An eligible applicant could apply for a

grant to improve or expand an industrial park, or
park facility, which could then accommodate a non-
profit enterprise.




Community Development Block Grants (CD2G)

Department of Housing and Urban Development
Boston Area Office (covers Massachusetts): 15 New Chardon Streec
2 Boston, M& 02114

Contact Person: Bob Pacquin

223-4114

Legal Authority: Housing and Community Development Act of 1974,
Public Law 93-383, A

Objectives:

To develop viable urban communities including decent housing
and a suitable living environment and expand economic oppor-
tunities, principally for persons of low and moderate incoue.

Type of Assistance: Entitlement grants are based on formula that includes
the factors of population, density, level of poverty, and
past federal funding experience. Entitlements can be used
by communities for either grants or loans. Discretionary
grants are project grants made either from the Secretary's
fund, from the transition fund for urgsnt community develop-

ment needs, or from the general purposz funds for metropolitan
and nonmetropolitan areas.

Eligible Activities: The Block Grant Program consolidates seven former
" commity development-type categorical programs, including

urban Renewal, Model cities, Neighborhood facilities, Open
space land, Historical Preservation, Urban Beautification,
the Basic Water and Sewer Facilities Program, Public Facilirties
Loans, Rehabilitation Loans. Generally most activities pre-
viously eligible under the consolidated categorical programs
are able to be performed under this program, i.e. acquisition,
construction of certain public works, facilities and improve-
ment, clearance, housing rehabilitation. Code enforement,
relocation payments, and assistance, acministrative expenses,

and completing existing urban renewal projects are all eligible
activities.

Grants may also be used to improve neighborhood public service
facilities including those concernad with employment and
economic development needs of persons rasiding within the
recipient ccmmunity. Discretionary grants will be made through
the Secretary's fund for innovative cormunity development
projects. Communities may not construct or rehabilitate

public facilities for the general conduct of government or
city-wide use, nor may they underwrite the cost of constructing
new housing or provide housing allowances or other income
maintenance-type payments.



Eligible Applicants: States, municipalities, or othzr units of local

government such as counties.

ons in excess of

Terms and Conditions: Cities in SMSA's with populat
i

Funding Level:

Fundi-g Cycle:

50,000, "urban counties" as defined in the Act, and cities

with populations under 50,000 which arz central cities in

SMSA's are all entitled to receive amounts of funds determined
by a statutory formula. In addition, localities which received
grants under the urban renewal and moczl cities programs will
receive "hold harmless'" grants based oa their level of prior
participation in those programs. Applicants may be eligible

for grants from one or more sources of discretionary funds:

1. General Purpose Funds: Funds remaining after entitlement

and hold harmless obligations are met. 2. Secretary's Fund:

Two percent of the total funds each yezr is set aside in a
national discretionary fund for grants to communities; to

assist "new communities," to carry out area-wide housing and
community development programs; to carry out innovative projects;
to meet emergency community developmen: needs caused by federally
recognized disasters; and to correct itzequities arising from

the formula allocation. 3. Urgent Nesds Fund: a special fund
intended to help in bridging the gaps ratween old categerical
programs and new block grants.

In Massachusetts, approximately $100,C00,000 of funds are
available to the 39 entitlement cormmunities; $5 millicn is
available for non-entitlement comzunitiss.

There is a deadline each year for appiications (generally is
in the spring).

Application Procedure: For entitlement funding localities file HUD form 7015

containing: (1) a summary of a three-yaar community develop-
ment plan, (2) a one-year community development program, (3)
a budget, (4) a housing assistance plan.




Business Develrpment Loans

g Economic Development Administration, U.S. Department of
Commerce

]

Massachusetts 0fZir

. 441 Stuart Screet
Boston, Massachusetts

Contact Person: William Fitzhenry or Margo Blue

223-6468

Legal Authority: Section 202 of the Public Works ard Economic Development
Act of 1965, 43 U.S.C. s. 3142
13 C.F.R. s. 306

Objectives;

To eliminate substantial unemployment and underemployment in
economically distressed areas.

Type of Assistance:

Loans -- EDA will lend up to 6533 of project cost.
local development corp. or state agency usually participates
to the extent of 5%4. Of the remaining 30%, 107 must be in

the form of applicant's equity, and the balance
conventional lender.

A

from a

Loan gua - antees —-- EDA will

unpaid balance of loans for the ‘acquisition of fixed assets

or' for vorking capital; ‘and up to 90% for the rental payments :
require. by a4 guaranteed lease,

guarantee up to 90% of the

Eligible Activities:

\equisition of fixed assests, including land, building,
equipment, wachinery, land preparaticn, and building rehabilita-
tion, for industrial or commercial enterprises; working capital
loans for industrial or commerci.l enterprises.

Eligible Applicants:

Any public or private entity, iacluding non-profit
corporations, for-profit corporations, sole proprietorships,
and partnerships. (Hence, unlike other EDA programs, poten-
tially includes cooperatives). (Virtuzlly all loans have
been made to for-profit business in the past.) Projects
must be located in EDA-designated redevelopment areas or
certain section of economic development districts, which
have approved OEDP's (see Public Works and Development
Facilities Program for a list of eligible arezs).

Terms and Conditions:

Maximum fixed asset loan term is 25 years or the
weighted average of the useful life of the assets financed,
whichever is less. Maximum working capital loan term is
five years. Interest on direct loans is at a rate set by
the Secretary of the Treasury based upea current U.S. borrowing
rates, plus an additional charge for working capital loans
reflecting their higher risk. Interest on guaranteed loans
is at the prevailing bank interest rate. Liens on fixed assets
: and/or receivables and inventory are reguired as collateral,
but EDA will take a subordinate position as necessary to
encourage participation by lending institutions in fixed asset
loans. Personal guarantees are frequently required.
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0 Program: V'r:MJEDA{Supplemental

Agency: Economic Development Administration

Massachusetts office: 441 Stuart Street
Boston, MA

. Contact Person: Willlam Fitzhenry or Margo Blu
223-6468

Office of State Planning ( Commonwealth of Massachusetts)
Room 2101, John N. McCormack Building

One Ashburton Place

Boston, MA .02108

Contact Person: John Judge
727-8990

Department of Community Affairs

Room 1613, John W. McCormack Building
One Ashburton Place

Boston, MA 02108

Contact Person: Rick Austin
727-7005

Office of the Lieutenant Governo
Room 259, The State House ’
Boston, MA 02133

Contact Person: Othello Mzhone or John Dorfman
727-7206

Legal Authority: Section 304 of the Public Works and Economic Development
Act of 1965, 42 vu.s.cC. » 13 CFR 312

Type of Assistance: Grants or loans

Eligible Activities: Projects otherwise eligible under Titles I, ITI, and
VI of the Act, except that grants to profit-making entities
are excluded. Includes public works grants and loans, business
loans, planning by redevelopment areas.

Eligible Applicants: Funds are allocated to states proportionately to
other EDA funding. States may distribute to states, munici-
palities, EDA redevelopment areas and districts, non-profit
enterprises.

Terms and Conditions: State must supply 25% share of 304 assistance to each
project. May not use local or priwate contributions to make
up the 25% share.
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Program: New England Regicnal Commission Demonsctration and Training
e Program
Agency: New England Regional Commission

55 Court Street
Boston, MA

Contact Person: Economic Developmext: Irene McInnis
Georgr Sahady

Energy: Boh Keating
Transportation: vid Stein

617-223-6380

Office of the Lieutenant Governo%
Room 259, The State House ;
Boston, MA 02133

Contact Person: Sam Vitale
617-727-7206

Legal Authority: Public Works and Economic Development Act of 1965,
Sec. 505 (a) (2). 42 U.S.C. 3188a

Objectives: To promote regional development

Type of Assistance: Grants and contracts, no loans.

Eligible Activities: Innovative projects in the areas of energy, trans-

- portation, and economic development. Proposals for grants
for $10.000 or less should be presented to Economic Develop-
ment Project Communittee for Governors discretionary NERCOM
funds. -

Eligible Applicants: States, subdivisions, non-profit agencies

Terms and Condition=z: 100% federal .assistance.

Funding Level: §3-5 million, which varies from year to year. Transportation
' takes largest share.

Funding Cycle: Annual Congressional appropriation. No deadlines.

Application Procedure: Application should be made in coordination with
Lieutenant Governor's Office. Governors meet guarterly to
review proposals and allocate funds basad on regional impact
or prototype value.

CETA Job Creation Example: NERCOM has made grants to community development
corporations for innovative enterprises. .
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Funding Level: Accumulated total available as of'5 AU I
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Future appropriations are uncertain.

i Funding Cycle: See applicat!nn Procedure

Application Procedure: Office of State Planning has solicited proposals due
in May, 1977 for public works-economic developzent activities
in certain older communities. Departzant of Community Affairs
is designing a process to solicit proposals for cozmunity’
economic development projects. Office of the Lieutenant Governcr
will be involved in reviewing proposals. Final funding decisions
will be made by the Governors Developzent Cabiret and rust be

approved by EDA.

CETA Job Creation Example: EDA 304 funds granted through ‘the Department of
Community Affairs could be used togethzr with CETA to initiate

' ; a non-profit community-based enterprise.
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Program: New England Regional Commissiofievérnor's Discretionary
Funds

Agency: Economic Development Project Cetés

2Ecuey I 3

c/o Office of State Planning

John W. McCormack Building, Roa0IX’
One Ashburton Place

Boston, MA 02108

Contact Person: Susan Houstm
617-727-5063

Legal Authority: Sec of Public Works amioBomic Development Act

of 1965, 42 USC .

Type of Assistance: Grants, generally under $HRDIN

Eligible Activities: Public works or enterprigeading to job creation

and community economic developmt.

Eligible Applicants: Units of local governmeniyn=profit corporations.

Terms ..d Conditions: 100% grants

Funding Level: Varies from year to year with Toessional appropriations

to NERCOM and allocations by Gowrsw. Generally, $50,000-
100,000 per year.

Funding Cycle: No deédlines

Application Proce&ure: Submit proposal to EcowzBavelopment Project

Committee, c/o Susan Houston, Ciagrson, at Office of
State Planning.

CETA Job Creation Example: .Governor's DiscretioygsERCOM funds have

been used to purchase equipment zpay expanses for
community-based enterprises.




Program/Agency: Massachusetts Industrial Mortgage Insurance Agency (MDMIA):

Legal Authority: MGL Chapter 23A Sections 29-35

Objectives: To meet the financing needs of small industrial enterprises.

Type of Assistance: Mortgage loan insurance

Eligible Activities: The acquisition, construction, or alternation of
"industrial development facilities" e.g. buildings, docks,
wharves, land, rights in land, water rights, machinery,
equipment, et.

Eligible Applicants: Generally directed towards smaller "industrial enter-—
prises, including otherwise eligible non-profit corporations.

Terms and Conditions: MIMIA insures loans made by banks or other institu-
tions, charging a premium commensurate with the apparent
risk. The loan is to be secured by a first mortgage of
real or personal property. The project must be of such
size and scope as to provide a definite benefit to the
economy. The employment created by the project to the
economy must be substantially primary employment, i.e.
permanent full-time, with minimum hourly wage equal to
1507 of non-manufacturing minimem wage defined in Chapter
149 (i.e. approximately $3/hr. minimum). The principal
amount of the loan may not exceed 90% of the cost of the
machinery and equipment. A desirable but not necessarily
required aspect of a project is that it be located in an
ar.a of high unemployment to provide employment opportunities
to the residents of that area.

Funding Level: Initial funding of $2 million has been appropriated by
the Massachusetts Legislature. MIMIA can insure approxi-~
mately $18 million in mortgages of industrial land, plant,
and equipment.

Funding Cycle: No deadline

Application Procedure: Contact MIMIA's Boston office.

CETA Job Creation Example: MIMIA could guarantee a loan for land, buildings,
and equipment for a non-profit fish packing plant.




Program/Agency: Massachusetts Business Development Corporation

Contact Person: Thomas Rivers, Executive Vice-President
One boston Place
Boston, MA 02108
723-7515

Legal Authority: C. 671 of the Massachusetts Acts of 1953

Objectives: To foster industrial growth within the state.

Type of Assistance: Purchase or construction of fixed business assets
(land, plant. equipment); working capital loans where
secured by fixed assests,

Eligible Applicants: Any private feor--profit firm, including corporations,
partnerships, cooperatives, etc., which are Massachusetts
based; non-profit firms are eligible, but to date most
loan recipients have been for-profit firms.

Terms and Conditions: MBDC was formed as a private corporation under
special charter by the Massachusetts banking community.
Loans must contribute to employment expansion in Massa-
chusetts, must make economic sense, and are available
only to borrowers who are not able to obtain financing
from conventional lenders. Loan terms resemble conventional
loans, except that .(BDC allows for floating interest rates
and longer-term loans (as much as 20-25 years on a pay-out
basis) depending upon the borrower's neads and cash flow,
and offers 100% loans for real estate. MBDC loans are
normally in a secondary position to other financing. MBDC
will frequently take the initiative in participating
A portion of the loan to a bank or, if the situation
warrants, in securing an FmHA or SBA guarantee for the loan.

Funding Level: Estimated $4,000,000 -- $6,000,000

Funding Cycle: No deadlines

Application Procedure: Contact the office in Boston

CETA Job Creation Example: MBDC could lend money to a non-profit enterprice
for the purchase of equipment to coupleaent CETA wage stiperds.




‘Program/Agency: Massachusetts Community Development Finance Corporation
' (CDFC)

Massachusetts Department of Commerce and Development
100 Cambridge Street
Boston, A 02202

Contact Person: Don Worth
727-3216

Legal Authority: MGLA c.40F (Chapter 866 of the Acts of 1975)

Objectives: To stimulate private investment in the re-development of
economically depressed areas, by providing capital to CDC's
and small businesses in such areas.

Type of Assistance: Equity and debt capital

Eligible Activities: Any commercial, industrial, or other economic d=velop-
ment activity undertaken in a target area, which meets the
following general criteria: (more detailed criteria are
currently being developed)

= contributes to "primary employment" (wages must be at
ieast 11/2 times the minimunm wage and job cannot be seasonal
or part-time);

= contributes to redevelopment of the target area;

'~ has a reasonable expectation of financial viability

= cannot meet its capital needs through the private market,
because capital is either unavailable or available at
credit terms which preclude the success of the venture.

Eligible Applicants: All projects must be controlled by Comnunity Developzent
Corporations (CDC's). For purposes of the Act, a CDC is a
public-purpose, non-profit corporation organized under MGLA
c. 180, which meets the following criteria:

= organized within a specific geographic area, coincident
with existing political boundaries, with a population of
less than 115,000;

= located in a "target area", i.e. a blighted area as defined
by MGLA c. 1214, with average household income of $11,291
or below (i.e. 157 below the mean income of the Boston SMSAL)
Over 100 cities and towns meet the income criterion.

- membership open to all residents of the area over 18 years
of age;

- majority of the board of directors elected by the full
membership, with the remaining directors appointed by local
or state government officials or other non-profit organizations.
The CDFO Act suggests various ways a project can be organized
to allow CDC control, including joint ventures between ChC's
and private entrepreneurs (in which the CDC has no financial
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W Y . some return on CDFG's capital investrent). For /purposes

of LEAP, however, oﬁly non-profit enterprises a.ce eligible;
consequently, all projects will prabably have tc be sponsoréd
totally by CDC's or their subsidiar-es.

Terms and Conditions: Negotiated individually with the CDFC. Terms will
generally be comewhat more liberal than private market terms.
CDFC cannot contribute more than 49% of the capital to an
enterprise, no more than 20% of CDiC's funds can be committed
to a single enterprise.

Funding Level: The legislature has authorized the sale of $10 million worth
of general obligation bonds. With the proceeds from the sale
the state will purchase all one million shares of CDFC common
stock of $10 per share. Part of this investment must purchase
various government and corporate securities from which CDFC
will derive its operating revenues.

Funding Cycle: No deadlines

Application Procedure: Applications must be made o CDFC in the form
: prescribing CDFC,

CETA Job Creation Example: CDFC could invest in a noa-profit enterprise
operated directly or controlled by a CDC.




Industrial Development Finance Authorities (IDFA's) and
Economic Development Industrial Commissions (EDTC's)

Agencyv: Programs are run by the above-named local coxporations,
but IDFA's are also supervised by the Department of
Commerce and DPevalopment, and bond issues mus: be approved
by the State Industrial Firnance Board.

IDFA Contact Person: William Sugrue
Department of Commerce and
Development
100 Cambridge Street; 13 Floor
Boston, MA
727-3331

Legal Authority: IDFA's: MGLA c. 40D
EDIC's: MGLA c¢. 121C

Objectives: IDFA's: to foster industrial development within the
state.
EDIC's: to carry out economic development projects within
economic development areas pursuant to an economic
development plan.

Type of Assistance: Primarily revenue bonding. The IDFA or EDIC can

issue revenue bonds and use the proceeds to contruct
, fFacilities which it then leases or sells to industrial

occupants.” IDFA's and EDIC's may also issue general
obligation bonds backed by the full faith and credit
of the municipality, upon special vote of the municipality.
Legislative amendments are pending to delete this latter
power from IDFA's.

Eligible Activities: Acquisition or construction of facilities for
industrial, manufacturing, or research and development
enterprises, including facilities such as buildings,
docks, wharves, utilities, and pollution abatement
equipment, and machinery and equipment in general.
EDIC's in addition, have the power to construct such
facilities speculatively (without a particular occupant
already committed), and to take land by eminent domain
for such projects. '

Eligible Applicants: Any municipality which determines that it has high
unemployment may form an IDFA. Municipalities certified
as having "substantial unemployment" may form EDIC's.
"industrial occupants'" are defined as any person operating
an industrial enterprise in the facilities described above,
and, while traditionally consisting of private corporations,
could conceivably include cooperatives, other business firms,
or nonprofit groups.

Terms and Conditions: Because project revenues must be sufficient.to
assure repayment of the bonds (CO bonds have never been
used by municipalities under these programs), IDFA's have
primarily financed facilities for large private firms with
well-established credit ratings.




Funding .Level: $200,000 is the minimum amount for a bond issue.

Funding Cycle: No deadline

Application Procedure: Eligible municipalities may issue bonds after
approved by State Idustrial Finance Board.

CETA Job Creation Example: Municipality could issue bonds to construct

a building and purchase equipment for the use of a non-
profit enterprise. The enterprise must be extremely (/€0 | —
worthy, or: the municipality must back the bonds with

its own credit.






