Economic Development Partnership of

North Carolina Should Increase Private
Funding and Improve Formal
Coordination with Department of
Commerce

A presentation to the Joint Legislative Program Evaluation
Oversight Committee
January 29, 2019

Sara Nienow, Principal Program Evaluator

Program Evaluation Division | B | ™ North Carolina General Assembl
g LLLLLL] y




Full Report

The EDPNC Needs to Increase Private Fundraising
and Improve Coordination and Communication
with the Department of Commerce

Final Report to the Joint Legislative
Program Evaluation Oversight Committee

Report Number 2019-02

January 29, 2019

Handouts

Slides

Joint Legisketive Program Evaluation Oversight Commithee
January 29, 2019

Economic Development Partnership of
North Carolina Should Increase Private
Funding and Improve Formal
Coordination with Department of
Commerce

to the Joint Legislative Program E:
Oversight Committee
Janvary 29, 2019

Sara Nienow, Principal Pragram Evaluator

[ E—— [P ——

Handouts

Full Report Slides Today's Handout

[—— e p—

Ecanomic Development Partnership

Today’s Handout

States Use a Variety of Organizational Structures for Economic Development

Organizatienal
L e

Definifion

Public dgency or

Stote Agency e

Stare Autheriy

& sarmanent ar semi-permanant cofity hat
sto

A7, 18, W, WA, N9, R
e, Wl

hor-Sterte Agency

o thar qualifiss for
1 f20eral incorne 1ax onel
operted exusively fo coe of the
fallawing purposes religious, charifable,
scieniifi texi g for public swialy, liercry,
festering natianal or
Int&nar onal GmoTeur SparTs Compsttics Si
the prevention of el o onmals

D, 1L IN, NG, M), T

A nonpract et that oparates
ptimciily fo furthes the cormon good ond
general welfare of people of fhe
cammuity. Commen ures incuds
homeswners” assedariors cod volumeer Tie
dmnariments.

Presgram Eralvalion Diviss
jnt of Trasury pubheation

Program Evaluation Division | 1 | an North Carolina General Assembly

JENNEEN}

Anenpret arganizotien that i typlcally
aypanited by menbership dues ang
denctions fo tere organizetions are net
corsiclerad chaitatis o re deduetiies.
dodde dhembars o cormercs

AL CT, FL b, 1O, UT




Our Charge

* Directive: 2018 Work Plan

* Obijective: Examine the Economic Development
Partnership of North Carolina (EDPNC) to
determine efficiency and effectiveness

* Team
— Sara Nienow, Evaluation Lead
— Joanne Brosh, Program Evaluator

— Emily McCartha, Program Evaluator
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Overview: Findings

1. The EDPNC’s ability to allocate resources is
limited by restricted appropriations and
private fundraising totals lower than those of
comparable organizations

. Little formal coordination exists between the
EDPNC and the Department of Commerce

. Tourism activities have limited synergy with
other EDPNC functions

. EDPNC base salaries are below market value
yet bonus compensation practices are
generous
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Overview: Findings (cont.)

5. The current systems for economic development
strategic planning and oversight lack
coordination

. The EDPNC’s management of federal grant
programs violates the intent of state law

. Improvements to the buildings and sites
database and more nuanced performance
measures would improve North Carolina’s
economic development efforts
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Overview: Recommendations

* Adjust fundraising rules and requirements

* Clarify roles and responsibilities to improve

communication between the EDPNC and the
Department of Commerce

* Take measures to improve the EDPNC’s tools
and performance measures
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The Economic Development Partnership
of North Carolina

* Founded in 2014

— Created after a period of weak economic
performance and declining state funding
* Serves as the sales and marketing arm for the
State’s economic development programs

* S.L. 2014-18 authorized contracting with the
EDPNC, stipulated Board of Directors
membership, formed Accountability and
Standards Committee to oversee contract
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Sources of the EDPNC’s $24.5 Million
in Revenue

Federal, $1.1 M (4%)
State, $21.9 M (89%) /

Private, $1.2 M

\(5 %)

Other, $.4 M (2%)
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Responsibilities by Agency

Department of
Commerce

Commerce Finance
Rural Economic Development

Employment Services
Labor and Economic Analysis

Science, Technology, and
Innovation

Welcome Centers, call center

Workforce Solutions

Economic Development
Partnership of North

Carolina
Business Lead Development

Business Marketing and Research

Business Recruitment
International Trade and Export
Assistance

Small Business and Existing
Industry Support

Tourism, except for Welcome
Centers and call center




The EDPNC is a Public-Private
Partnership (PPP)

Potential Advantages

Reduce or supplement state
funding

Strong culture of
performance

Flexibility with staffing and
program expenditures

Continvuity of operations
outside of political
framework

Potential Disadvantages

Lack of transparency
Excessive executive pay
Conflicts of interest

Misuse of public funds
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Economic Development Organizations
Used by States

* Economic Development Agencies
29 State Departments
8 State Authorities

13 Nonprofits (including NC)

* Large variation among state authorities and non-
profits

— Entirely public, entirely private, everything in
between
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EDPNC Compared to Other Economic
Development Nonprofits

* Larger range of functions

— 10 functions as opposed to 4-8 functions

* Larger staff with 68 positions

— 90 in Ohio

— Between 6-18 for all others

* No public official on its board
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Findings
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Finding 1

The EDPNC’s ability to allocate
resources to vital activities is limited
by restricted appropriations and

private fundraising totals lower than
those of comparable organizations
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EDPNC Fundraising

* Met legislative fundraising requirements of
$1.25 million per year, =5% of revenue

— Annual goal was lowered to $500,000 in
2017

—The EDPNC was allowed to carry over funds

to 2018

e Current statute disincentivizes the EDPNC from
attempting to exceed legislative fundraising
targets
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Private Support By State (Millions)
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Restricted Funding Limits Flexibility

* Recent legislative increases in
appropriations to the EDPNC have tied
funds to specific projects, limiting
managerial flexibility
— Specifying creation of position for outdoor

recreation

— Restricted funding may not be used to
address emerging needs or opportunities
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Finding 2

Little formal coordination exists
between the EDPNC and the
Department of Commerce
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Lack of Coordination Detracts from

State’s Economic Development

Reputation

* No formal protocol exists between two
agencies to delineate communication and
coordination

* Developers and site selectors think process has
become more bureaucratic and slow; confusion
about who to contact for specific issues

* Little long-term research being performed
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Finding 3

There is limited synergy between
tourism activities and other EDPNC

functions
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Tourism Division

* Part of tourism division was transferred to the
EDPNC in 2014

— Welcome Centers and VisitNC call center remain in
Commerce

* NC is only nonprofit economic development PPP
to combine tourism with economic development

— Florida has its own PPP for tourism

 Staff earn bonuses like other EDPNC staff

— May be unusual among state tourism agencies
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Tourism Marketing Funds

* Tourism marketing program funds may only be
used for a research-based marketing program

— $12.9 million of the EDPNC’s $24.5 million total
budget

Funds may not be used for business development
marketing, state branding, or other ancillary
activities

Limits the EDPNC’s ability to use funds for other
priorities and limits coordination between
divisions
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Finding 4

EDPNC salaries are below market
value yet bonus compensation practices
are generous compared to other
economic development public-private
partnerships
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Salary and Pay for Performance Bonus

 EDPNC median salary = $58,841
* Industry median salary = $82,800

* Employees may earn up to 18.75% of their
salary as a performance bonus

— State appropriations fund base salaries, private
donations fund bonuses

— 46% of all private funds were used to pay staff
bonuses

— In three years, only one instance in which an
employee didn’t receive a performance bonus
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Finding 5

Current systems for economic
development strategic planning and
oversight lack coordination

T
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2014 Legislative Changes

* Secretary of Commerce does all strategic
planning for statewide economic development

* Neither the Secretary of Commerce nor the
EDPNC is required to include the other for
strategic planning purposes

— Enabling legislation did not require the EDPNC
Board of Directors to produce a strategic plan

* Created Accountability and Standards
Committee
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Finding 6

The EDPNC’s role as state administrator
of funds for the State Trade and Export
Promotion (STEP) program and sub-
recipient of Manufacturing Extension
Partnership (MEP) program funds
conflicts with the intent of state law and
its contractual agreement with the
Department of Commerce
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Only the Department of Commerce Has

Authority to Grant Incentives

* The EDPNC grants STEP and MEP business

awards to incentivize participation in export
events

* State law forbids Commerce from contracting
with the EDPNC to administer federal funds

— Done to avoid giving grants to companies that
donate

* Also violates contract between agencies
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Finding 7

Improvements to the buildings and sites
database and more nuanced
performance measures would improve
the effectiveness and measurement of
North Carolina’s economic development
efforts
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North Carolina’s Buildings and Sites
Database Needs Improvement

* Lacks important information about available
buildings and sites

* No buildings under 10,000 sq. ft. or sites
under 1 acre

— No surrounding states limit listings by size

* Technical limitations: long load times, low
picture quality, etc.
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Performance Measures Lack Ability to
Quantify Effort and Service Quality

* Required reporting does not gauge the EDPNC’s
level of involvement in a project

— Level of effort varies substantially by project
— Value is contributed by a number of agencies

* Additional measures needed to consider
geographic impact
— Business leads directed to specific counties and number of site
visits

* Service quality measures are not required by
statute but are measured
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Recommendations
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Recommendation 1

Amend legislative language to spur

increased private fundraising by the
EDPNC

— Allow private funds to carry over for one
year

—Increase fundraising requirement from
$1.25 million to $2 million
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Recommendation 2

Direct the EDPNC and the
Department of Commerce to contract
with a facilitator to improve

communication and coordination
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Recommendation 3

Form a commission tasked with
determining whether to consolidate
state-level tourism functions

—EDPNC

—Department of Commerce

—New 501(c) nonprofit
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Recommendation 4

Repeal the statute that created the
Economic Development Accountability and
Standards Committee and entrust the

Secretary of Commerce with these

responsibilities
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Recommendation 5

Make the Secretary of Commerce a voting, ex-officio
member of the EDPNC Board of Directors

Require Secretary of Commerce to consult with additional
state agencies and stakeholders during the department’s
strategic planning process

Prohibit the Secretary of Commerce from fundraising for
the EDPNC

Direct Commerce to create two new positions with
existing funds to
— Support strategic planning

— Produce long-range economic development research to
inform strategic plan
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Recommendation 6

Direct the EDPNC Board of Directors to create
a long-range strategic plan for the

organization

Program Evaluation Division | B | ™ North Carolina General Assembl
g LLLLLL] y




Recommendation 7

Clarify that the EDPNC is able to

receive and administer federal funds
for the State Trade and Export

Promotion and the Manufacturing
Extension Partnership Programs
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Recommendation 8

Direct the EDPNC to make
improvements to the buildings and

sites database and website
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Recommendation @

Direct the EDPNC to work with an
outside entity to make suggestions for

additional or different performance
measures
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Summary: Findings

1. The EDPNC’s ability to allocate resources is
limited by restricted appropriations and
private fundraising totals lower than those of
comparable organizations

. Little formal coordination exists between the
EDPNC and the Department of Commerce

. Tourism activities have limited synergy with
other EDPNC functions

. EDPNC base salaries are below market value
yet bonus compensation practices are
generous
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Summary: Findings (cont.)

5. The current systems for economic development
strategic planning and oversight lack
coordination

. The EDPNC’s management of federal grant
programs violates the intent of state law

. Improvements to the buildings and sites
database and more nuanced performance
measures would improve North Carolina’s
economic development efforts
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Summary: Recommendations

* Adjust fundraising rules and requirements

* Clarify roles and responsibilities to improve
communication between the EDPNC and the
Department of Commerce

* Take measures to improve the EDPNC’s tools
and performance measures
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Summary: Response

Responses from the Economic
Development Partnership of North
Carolina and the Department of

Commerce are at the end of this
report
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Report available online at

www.ncleg.net/PED /Reports/reports.html
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