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Despite being a period of economic growth for the United States, the 1980s was a
period of growing poverty and increasing income disparity. This was due to a number
of trends, including a continuing decline in real wages, economic restructuring, and
indifferent government policies. The recession that began in the late 1980s exacerbated
the plight of the poor. Now, in the 1.990s it has become harder than ever for the poor to
find work which will lift them out of poverty. Physical isolation in inner cities and rural
areas often makes accessing jobs in suburban locations, the areas of greatest job growth,
next to impossible. Further, new technologies have changed the nature of many jobs,
creating a widening gap between existing skills and employer needs.

Given this situation, direct program interventions that seek to address some of the
problems of the economically disadvantaged are more important than ever. The programs
described in the following pages provide some excellent examples of initiatives which
offer opportunity to the economically disadvantaged. Not all of the programs deal with
people who would be strictly classified as poor, yet given that the poverty threshold in
1992was $7,143 for a single person and $14,335 for a family of four, it is clear that many
people who are not officially poor may still face a precarious economic position.

The programs described here are organized in four groups, according to the four
major types of program interventions described earlier ín From the Bottom Up: Toward a
Strategy of Income and Employment Generation among the Disadaantaged,* a work to which
this voiume seryes as a companion piece. In determining whether a program should be
classified as Self-Employment, fob Training and Referral, Job Creation and Retention, or
Community Finance, a program's major activity or focus served as the deciding point.
In many cases, however, institutions are active on a number of fronts and making this
categorization for an organization as a whole can be problematic. For exampie, some
creative job training programs, such as those operated by Chicago Commons or
Esperanza Unida, have elements of job creation or retention to their work, as they seek
to ensure that their trainees will actually be able to find jobs in the field in which they
were trained. Often too, as in the Delancey Street program, working in a job is an inte-
gral part of the training experience. Similarly, some job creation programs, such as
CHCA or Watermark, directly involve training as part of their business activities to

* Copies of this report are available for a small fee from The Aspen Institute publications office in
Queenstown, Maryland.



make sure that their target population group can benefit from and effectively perform
the jobs created. Other groups, such as ACEnet, Iink with existing organizations in their
area to access haining for their client group.

The programs described here represent a sample of the programs we visited in the
course of our research and are offered to exemplify the typologies described in our
report, From the Bottom Up as well as to provide additional information on the opera-
tions of some innovative programs. Unless otherwise stated, the information presented
in these program descriptions comes from interviews with program staff and written
materials, such as annual reports, press releases, etc., furnished by the staff. It should be
noted, however, that this document is not intended to be a complete tist of the "best" pro-
Srams in the country and that many excellent programs are not inciuded in this volume.

Finally, as mentioned in our earlier report, although there are many in¡rovative and
inspiring programs, when viewed from a nationai perspective, the coverage of these
Programs is quite thin. Strategies are needed which will support program growth and
the spread of information and new methodologies while at the same time allowing for
innovation and responsiveness to changing local conditions. The LEAD program is
currently engaged in examining some possible strategies and intermediary support
systems. We will be publishing a final report which will hopefully offer some insight
into these issues.

vi
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I. Contact Information

Contact:

Address:

Phone:

Ms. Bonnie Dallinger
Di¡ector, Speciai Demonstration Projects
The Commonwealth of Massachusetts
Department of Employment and Training
4th Floor
C.F. Hurley Buiiding
Boston, MA 02114
(617)727-1826

II. Setting

Massachusetts has been hit particulariy hard by the most recent recession and is

suffering from growing unempìoyment pioblems. The state does, however, have one of

the mosihigtriy educaied andlt<iited wórkforces in the country. Thus unemployed

people in this àrea may be particulariy weil prepared to attempt self-employment.

III. Proiect Description

The Massachusetts Enterprise Project is a demonstration Program begu¡ in L990 that

allows unemployed persons to participate in entrepreneurship training-to help them

start their own businìss while riill r..èiuing their unemployment benefits. A demon-

stration program of this type was specifically called for in an act of Congress. The re-

quirement tõ acdvely loolior *otk is waivód, but participants only receive benefits for

214 weeks, rather than the 30 for which they are normally eligible when seeking tradi-

tionai wage and salary empioyment. Patterned after successful Programs in Great

Britain anã France, th; Enierprise Project aliows laid-off workers to pursue self-employ-

ment as an alternative to re-employment.



As required by the federal enabling legislation, the program includes both partici-
pant and control grouPs, who are carefrrUy tracked thrôugÉout the d.emonstration, in
order to reach a more explicit conclusion ás to the effectiveness of self-employment in
addressing unemployment problems. The Massachusetts Department of Émpioyment
and Training funds the administrative and training segmentãr tne program, while the
federal Department of Labor provides the resourcãs needed for the evaluation of the
demonstration. Participant and control group benefits are, as usual, paid out of the
Unemployment Insurance fund.

- .lil:. the project is in the demonstration phase, it is being run on a fairly small scale.
Individuals who have filed a new unemployment insurance claim in one of seven
Opportunity Iob Centers around the state are invited to attend an information session
9":igryd to hetp them assess their ability to succeed as a small business owner. Not all
individuals receiving an invitation are 

"iigiUl". 
For example, individuals with a definite

recall date would 
1ot beeligible. In ord.erlo apply for the program an applicant must

have a reasonably feasible business idea. of etìgiúre inviteäs, i4 p"r..r,[ Jrrow interest
in the program by attending an information session.

Of those who expressed interest, 63 percent actually submitted an application and
less.than 20 percent ol th9 applicants wõre rejected. Rejection is frequentÎy due to a poor
byjys¡ idea, generally detãimined as one that is too vague or is in a business area in
which the applicult h,T-"o experience. A business plan iã not required. Of the remain-
ing applicants, half will be allowed to participate in the progra*. n 

"y 
are chosen by

lottery,.but provision is made to ensurã a relatively even geógraphi. áirtrib.rtion. The
remaining 50 percent constitute the control groupãgamstïÑ.n tf," progress of the
assisted individuals is assessed.

. JHt- Program serves the unemployed throughout Massachusetts. It is operating in
both urban and rural areas and serveÁ people iria broad range of income brackets. The
average age of clients is 41. and the averagè number of yearsãf ed.ucation is 14 (as com-
pared to L3 years of education for the unemployed population in general). The majority
of participants to date have been white (89 peróent)'and male (6g iercent). Fifty-fiíe
percent of participants came from professional, technical, o, *u.,åg.rial backgrounds,
with another 22 percent coming fròm jobs in production and labor.

An intensive "Enterprise Seminar" is the first segment of the training. Here partici-
pants receive assistance in identifying their strengths and weaknesses aia refining their
business ideas as well as an introáuciion to the isiues ad.dressed in the workshopJ. rr,.
seminar is followed by six workshops in the fields of marketing, sales and personal
effectiveness, cash.flow planning, finance,legal and insurance issues, and Ëookkeeping
and tax considerations.



Participants are also assigned a business counseior and may seek as much indi-
vidual counseling as they feel they need. In hiring counselors, project administrators
estimate that a participant wiil, on average, seek 6 or 7 hours of consultation. In prac-
tice, however, successful participants generally seek more counseling than this. The
average figure is lowered due to the fact that participants who decide not to pursue
their business or decide to accept employment drop out and therefore use fewer coun-
seling hours.

Currently, it takes nine weeks from the Enterprise Seminar to the end of the work-
shops. Originally the workshops were extended over a longer period of time in order to
keep clients meeting with their group, facilitating peer support, as well as to allow more
oversight of client progress. The training period was shortened, however, in order to
provide participants with enough information to get their businesses running in the
early stages of the program. Participants are also allowed to keep any income they
make from operating their business during the 24-week program period without losing
any of their unemployment benefits, a further encouragement to starting the business
early. Recently, a mid-program business presentation session was instituted in which
participants, who at this point should have a sufficiently refined business plan, present
their business to other members of their group. This process is designed to force partici-
pants to really decide whether they are going to start this particular business and, if
they are not, to encourage them to leave the program at this point while they still have
sufficient time to look for a job before their benefits run out.

If a participant needs additional financing to start his business, small business loans
are available through Shawmut Bank, which has branches throughout the state. The
project director made arrangements with bank loan officers so that they would make
smaller than usual loans-as low as $2,500. Shawmut's Vice President for Commerciai
Lending has designated an assistant vice president or vice president level officer in each
branch to work directly with Enterprise Project ioan applicants. Before approaching the
bank, proposals are finalized with the assistance of a project business consultant.
Shawmut tailors the terms of each loan to suit the needs of individual clients. To date,
however, very few (only 1.1. of the 108 businesses that have been established) have taken
advantage of this service. Other participants (8 to date) have chosen to work with their
own local banks. Loan amounts have varied from $5,000 to $60,000.

IV. Initial Results

Immediately after the first group of 105 participants finished the program,4T pet'
cent were self-empioyed and six weeks after the end of the program this figure rose to



58 percent. Although these businesses do not immed.iately generate a significant num-
ber of jobs, over 35 percent of the first year's group of paitiðipants paid someone to do
work for them during their first year in business. 

-

. The quality of training and follow'up s€rvices provided appears very higlu based. on
observed sessions and talks with particþants. At the same timè, the cafber óf c[ents is
elevated relative to many micro enterprise programs, allowing a more advanced.level of
training. Typical business starts include personal services, business and consulting
services, and small retail stores.

A comparison of the Unemployment Insurance benefits paid to program partici-
panls with those paid to members of the control group indièate a savings in 6enefits
paid of rougtrly $1,400 per participant. Furthermore, io date fewer members of the first
year's paräbipant group have gone back on unemployment than members of that year's
control grouP. Of the 1.05 participants in the program's first year, 62 percent started
businesses or found jobs before their benefitþeriod ended. The same was true of only
38 percent of the control group members. One year after program participation, 86
percent of program participants were employed or in business.

- Although these resultS are preliminary and not statistically.significant due to the
first year's small sample size, they indicate that the long-term savings in benefits could.
be much higher than the $1,400 figure. In addition, as unemptoymeñt insurance benefits
are extended, the benefit savings is likety to grow. Extending benefits, however, could
also deter people from joining the progrâm, Jince participanis'benefits would not be
extended and hence they would be giving up even more to participate. Early estimates
of the administrative and training costs of thé program are roughly$1,200 pei participant

The Massachusetts Department of Employment and Training has been encouraged
by the results of the Enterprise Project to date and is looking forlvard to seeing the
outcomes for the entire group of 500 participants.
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NeuoNnr FoUNDATIoNron TrecHrNc ENTnEpnENEURsHp (NFTE)

Nnw Yom, NY

Duane Moyer
Executive Director
National Foundation for Teaching Entrepreneurship
64 Fulton Street
Suite 700
New York, NY 10038
(212)233-383s
(2r2)233-1777
(212)233-3992

I. Project Identification

Contact:

Address:

Phone:

Fax:

II. Setting

NFTE began by working with groups of inner-city high school kids in impoverished
parts of Newark, NJ and New York City. Within these areas, NFTE confronts some of
the serious problems threatening the youth of our irurer cities: violence,larceny, drug
abuse, teen pregnancy, growing high school drop-out rates, and increasing alienation
from mainstream economic activities. NFTE has discovered, however, that some of
these adversities create certain strengths in inner-city youth; they are resilient, obser-
vant, and abie to deal with risk and uncertainty. These are vaiuable qualities for an
entrepreneur, but basic educationai skills as well as a sense of purpose and hope are too
often lacking among these teens. It is with a view to this situation that NFTE was
founded. As the problems of inner-city youth occur across the country, NFTE is rapidly
expanding and now operates nationaily.

III. Project Description

NFTE was founded in 1987 by Steve Mariotti, an entrepreneur turned public school
teacher, to teach handicapped and disadvantaged youth business literacy and the tech-
niques of entrepreneurship. Mariotti started the program as a one-man operation with a

contract with the Boys and Girls Clubs of Newark to provide entrepreneurship training.
Today, NFTE has a full-time teaching staff of eleven with another seven employed as



teaching consultants. By delivering entrepreneurship training, NFTE strives to provide
youth with the motivation to learn basic reading, math, and other necessary job skills,
and to improve the self-esteem, independence, and personal effectiveness of partici-
Pants. NFTE's goal is to provide the means for urban youth to break out of the persis-
tent cycle of poverty.

A. Structure and Stffing
Steve Mariotti continues to act as NFTE's president and CEO with oversight from a

board of directors, which includes individuals from business, educatiory and non-profit
backgrounds. NFTE has thirteen full-time staff members including an accountant and a
bookkeeper as well as program managers and staff involved in curriculum development
and teacher training. Most staff are involved in direct teaching and other teachers are
hired on a consultant basis. NFTE operates programs across the country, sending staff
to differertþcities for various lengths of time, from a few months to a couple of years.

B. Operatìons
Currently NFTE has three main functions. First, NFTE conducts student programs in

entrepreneurship; second, NFTE trains teachers to conduct their system of youth entre-
preneurship training; and third, NFTE sells all the educational materials, such as their
BIZBAGTM and WIZBAGTM, necessary for conducting their particular educational pro-
gram. The student training takes a variety of forms. NFTE offers a five-month school term
program, which meets during school hours for one 40 minute period three to five days
a week. The after school program meets twice a week for two hours and lasts two months.
NFTE also offers an Entrepreneurship "Boot Camp" which provides intensive training
for youth during school breaks. These sessions can be for one week, involving 35 hou¡s
of training over a five day period, or for two weeks, involving 80 hours of instruction.

In each of these programs, participating students receive aBIZBAçtt't, NFTE's
registered trademark name for its version of an entrepreneurial start up kit. Along with
the NFTE curriculum and business plan workbook, the kit contains such items as a
calculator, an address and date book, a record book, a business card holder, a receipt
book and a copy of. Entrepreneurs in Profile. During training students receive a small
amount of venture capital, $50-$100, to start their own business. In addition to the
classroom training on writing business plans and other entrepreneurship fundamentals,
students participate in a considerable number of field trips. Teachers take students to
open a savings account and meet a banker. I:r New York, NFTE has gotten banks to
agree to waive the monthly fees for an account and students may keep this account for
life. Students also tour an ongoing business, visit the stock exchange or an invesbnent
firm, and invest their capital in the wholesale district. Students also design and receive
their own business cards.

6



NFTE has fou¡rd this hands on approach to be very effective in keeping kids moti-
vated and interested in the program, and, more importantly, interested in learning and
staying in school. It also seems to be working in terms of the improved skill levels of
students at the end of the program, assessed by comparing the results of entrance and
finishing exams. Some follow-up on graduates of the program also seems to indicate
that these students are more likely to be engaged in profit-making activities following
this training. Systematic evaluation is difficult however, given the difficulty in locating
many students<ne-third of one survey mailing came back stamped "not at this address."

The program costs range from $850 to $1,000 per student, with about $350 of that
going directly to the student in the form of materials and seed capital. This program
generally involves students from the eighth grade on, although other curriculum has
been developed for elementary school students. Funding sources vary from location to
location. In some locations, NFTE receives funding from a local philanthropic founda-
tion, while in others money comes from corporate sponsorship.

NFTE wiil license its program locally, but in order for a program to go by the NFTE
name, they must use NFTE materials and local teachers trained by NFTE staff. Pro-
grams can be tailored to address the needs of sponsors. Materials for teacher training
are also available, including the WIZBAGTM, which contains lessons on L0 well-known
inventions of the 20th century, including a sample of each invention.

IV. Results to Date/Future Directions

Currently NFTE works with about 2,500 students per year in over a dozen iocations
across the U.S., inciuding Los Angeles; San ]ose; San Francisco; San Diego; St. Paul, MN;
Wichita, KS; Washington, DC; Philadelphia; Detroit; Newport, RI; and New Bedford,
MA as well as the New York/ New Jersey metropolitan area . Of these students,
roughly 400 to 500 are elementary school children, another 400 to 500 participate in the
three intensive summer programs, and the remainder are junior high school and high
school students who participate in the program year round.

Follow up surveys indicate that 15 to 25 percent of students continue with their
businesses two months after completing the program. Moreover, other contacts indicate
that a significant number of students go back into business a year or two after complet-
ing the program. Due to limited resources, more specific information on students'
entrepreneurial endeavors, as well as other information concerning NFTE's impact on
participants-such as effect on employability-has been difficult to gather. Recently,
however, NFTE received a grant to do a more rigorous evaluation of its programs.

7



NFTE is continuing to expand its service, with hopes to start new programs in Flint,
Michigan and Corpus Christi, Texas and to increase the number of students served in
California. While expanding, NFTE has intensified its teacher training programs. Re-
cently they began working with American Management Association to assist them with
recruiting new teachers and training teachers throughout the U.S. Finding teachers
interested in and knowledgeable of entrepreneurship education has been one of the
obstacles to further expansion of the program. NFTE is conducting more and more
teacher training to address this problem and to avoid having to send its New York staff
to other parts of the country for extended periods of time.

In addition, NFTE has received requests for training and collaboration from organi-
zations promoting entrepreneurial skills in London, Eastern Europe, and the former
Soviet Union.
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I. Contact Information

Contact:

Address:

Phone:
Fax:

William Bynum
Director
4 N. Blount Street
Raleigh, NC 27601
(919) 821-17s4
(91e) 834-28e0

II. Setting

The rural areas of North Carolina cover the majority of the state's land and are home
to a substantial portion of the state's population; over 43 percent of North Carolina's
population, roughly 2.9 million people,live in rural areas of the state and 75 of the
state's 100 counties are classified as rural. During the 1-980s, although the economy and
population in both rurai and urban areas gtew, rural areas grew much more slowly and
the gap between the two widened considerably. By the end of the decade, rural areas
had a much higher incidence of poverty-I6.35 percent of the rural population com-
pared to 1.0.35 percent of the urban popuiation-and government transfer payments,
primariiy for income maintenance and welfare programs, accounted for 18 percent of
total personal income in rural counties while only accounting for lL percent in urban
counties. Other statistics, such as the quality and availability of housing or of health
care and the level of educational achievement in the population, also show rural areas
falling behind urban areas.

During the 1980s job opportunities expanded much faster in urban than in rural
areas of North Carolina; more than twice as many jobs were created in urban than rural
counties. The rate of unemployment in rural counties was also one-third higher than
that for urban counties. Rural areas had a significantly larger proportion of blue collar
jobs and smaller proportion of white collar jobs than urban areas, with manufacturing
acting as the engine of rural economies, accountingfor 27 percent of empioyment.
The number of farms and amount of land devoted to agriculture also dropped during
the 1980s, as did the number of people who earned their primary income through

9



farm operations. It is in this context that the Rural Center began their Microenterprise
Loan Program as one way to help expand and diversify job opportunities in rural
North Carolina.

III. Project Description

A. Goøls
The Rural Center was set up to do research and demonstration projects and has

already sPun one initiative off as an independent entity, the North Carolina Enterprise
Corporation. Th¡ough the Microenterprise Loan Program, the Rural Center intends to
offer access to self-employment opportunities to low income individuals by providing
small amounts of credit, ranging from a few hundred to several thousand dollars, in an
effective and reasonably cost efficient manner. The Center has learned considerably
from their experience to date and has adapted their program accordingly. As this pro-
gram becomes more mature and self-sustaining, it too could become an entity indepen-
dent of the Rural Center.

B. Bríef Descriptíon €t Hìstory
Given the declining conditions of rural areas in North Carolina, in 1986 the NC

Commission on ]obs and Economic Growth recommended the creation of an orgariza-
tion dedicated to leading efforts to improve economic conditions in rural parts of the
state. The Rurai Center was founded in January 1987 inresponse to this charge. The
Center began by addressing financing needs for small and medium sized businesses
and commissioned a comprehensive capital needs analysis. The resulting report noted a
variety of credit gaps and recommended the creation of a comprehensive deveiopment
finance system. In particular, the report stated that the rate of small business formation
in the state was constrained by the iimited number of people with sufficient personal
wealth to finance a business start-up on their own, especially among women and mi-
norities. The report also noted that nearly half of small businesses are begun with less
than $20,000 in capital and that banks are generally reluctant to make such small loans
due to their reiatively low profitability and perceived high risk.

Given this situation and the relative lack of knowledge at that time about microen-
terprise lending, the report recommended a demonstration program. The Rural Center
then designed such a program and began implementing it in the fatl of L989. The pro-
gram used established community-based organizations to reach clients and provide the
necessary direct services, while the Center administered the loan fund and reviewed the
operations at local sites. The Center hired an independent group to evaluate the demon-
stration, assessing the level of demand for microloans, the ability to meet this demand

10



efficiently and effectively, the role meeting these credit needs would play in improving
the economic livelihoods of loan recipients, the impact on the state of the local econ-
omy, and the influence differences in local contexts and institutions has on the success
or failure of a loan program. The experiences and evaluations from this demonstration
period have led to the current form of the Center's Microenterprise Loan Program.

C. O rg øni z ation al S tructure
The Rural Center is an independent 501(c)(3) organization with a roughly S0-member

board of directors that includes heads of universities, representatives of large founda-
tions, appointees of the Governor,leaders from the community college system, and
representatives of the business community, among others. Within the Center there are
poticy programs and direct service programs, with the Microenterprise Loan Program
falling under the latter category. The MLP has its own L6-member advisory panel made
up of bankers, state representatives, people from community colleges, and others who
provide input regarding ongoing program development. The program is staffed by the
Program Director, an Assistant Director, and two Program Specialists. The Program's
loan operations are carried out through community-based orgarizatíons oPerating in
the rural areas the program would like to serve. The relationship and division of resPon-
sibilities between the Center and the local affitiates is described in more detail below.

D. B enefi ci ary Ch ar act erist i c s
While the program does not specifically target any particuiar demographic grouP,

given the program policies, small loan sizes, and generally depressed areas in which the
program operates, it was generally expected that the program would serve low- to
moderate-income individuals, since more affluent individuals would have access to iess
demanding options for obtaining credit, such as credit cards,loans from family and
friends, or traditional bank loans. To date this expectation has been borne out; roughly
24 percent of the 340 program participants have incomes below the federal poverty line.
Of the 240 loan recipients, roughly 47 percent are women and 54 percent are African
American. Loan recipients almost always have at least a high school degree and 21.
percent have a degree from a four-year college.

Of the types of businesses which have been assisted, 58 percent are services, 19
percent are retail, and22 percent are production-largely crafts, as well as some furni-
ture and blacksmith operations. Approximately 58 percent of businesses financed have
been existing businesses with the remainder being start-ups.

E. Project Actiaities
To choose sites for the MLP, the Center sends out requests for proposals to commu-

nity-based organizations th¡oughout the state. In evaluating these proposais Center

1 1



staff look for organizations operating in rural areas with strongorgantzational capacity
and experience in community economic development or small business development.
The demand for loans in the organization's target area and the ability of the organiza-
tion to reach non-traditional business owners are also important assessment criteria. In
making awards the Center tries to achieve geographic balance within the state.

Sites may choose to run an individual, group, or integrated lending program.
Through the individual lending program, participants may access loans of up to
$20,000, priced at between two and five points above the prime rate. The amortization
period cannot exceed 36 months and these loans are secured by personal and/or busi-
ness assets. This approach is for more experienced businesses and detaued busirtess
pìans and finançial rec-ords are required lo appþ folthese loans. Site staff review loan
applications and assist clients in preparing their applicatron or refer them to outside
business counselors in area Small Business and Technical Development Centers or
Smail Business Centers in the state's community coilege system, which are quite similar
to the SBA's Small Business Development Centers (SBDCs). The application is then sent
to a local credit committee, composed of business and community leaders for approval.
Although Rural Center staff do review the loan documents before disbursing the loan,
the loans have usually been well screened before they get to the Center.

For less experienced entrepreneurs, the group-based lending program provides
loans of up to $8,000, with a real annual interest rate currently at about 16 percent.
In this program borrowers self-select into groups of four to ten and undergo an orien-
tation and training period. Enterprise agents facilitate the formation of groups and offer
information on the program and responsibilities of group members, generally linking
up participants to other sources of training such as a series of courses offered by a
local SBDC. In order for groups to begin borrowing, someone other than the enterprise
agent who is familiar with the program must certify the group. The groups will then
meet at least once a month to address ioan decisions, collect payments, review the
stafus of loans, and hear member business reports. In addition, each site holds monthly
center meetings that all group members and enterprise agents attend. Most group
meetings coincide with this monthly center meeting. Center meetings cover loan status
reports, recognition of non-delinquent groups, technical assistance and training pro-
grams, discussion of center-wide policy issues, Center Reserve Fund activity report,
and loan disbursement.

Since beginrring the program, Rural Center staff have increased their emphasis on
training for both sites and enterprise agents as well as for participants, finding training
to be a critical element of program success. To date participant training has been
handled primarily through SBDCs located in community colleges or through site staff.
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The type and quality of training received by participants has, however, varied consider-
ably. The Center is currently working with a training design team to construct a curricu-
lum specifically geared to its ciientele. They then plan to train trainers at the participat-
ing sites in this curriculum, with the aim of improving the quality and consistency of
the training component of the MLP as a whole. The new training curriculum is planned
to be flexible in design so that it may serve experienced business owners, who may be
able to utilize certain training components, as well as newer entrepreneurs. Presently
most sites operate either an individual or a group-based lending scheme, but ideally,
program participants would have a choice between the two upon completion of the
training, based on their experience and credit needs. This new training program should
facilitate the development of more integrated programs.

In addition, more time wiil be spent training enterprise agents and site directors as
to how the program should run and what they should consider in structuring their own
program. The Assistant Director will be primariiy responsible for this site staff training,
and was hired mainly for this purpose.

F. Finønce
The Rural Center receives an appropriation from the state of North Carolina each

year that covers most of their operating costs. In addition, the Ford Foundation granted
the Ru¡al Center a $2.2 million Program Related Investment (PRI), a very low interest
loan, to capitalize the loan fund. The Center had previously contracted with another
organization to service the loan portfolio, but to pay for this service, the Center gave uP
the interest earnings on the loans. As the program matured, the MLP staff felt confident
enough to take over servicing the portfolio and now that provides a reliable source of
income. Although it is not enough to cover the administrative and other costs of the
program at present, the central fund should become self-sustaining when programs
reach maturity.

The Rurai Center grants new sites $25,000 per year for two years, with the second
year's grant being contingent upon satisfactory performance in the first year. Sites use
the funds to partially cover the costs of running the MLP and hiring an Enterprise
Agent. MLP staff estimate that a mature site would have $250,000 in both group and
individual loans. The earnings on such a portfolio, however, would not be enough to
cover all the administrative costs of the central fund as well as all the administrative,
outreach, training and other costs incurred at the sites. Sites are strongly urged to have
their own fund raising plan from the beginning, as the Rurai Center has a limited
amount of grant money.
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IV. Results to DateÆuture Directions

As of October 30,1993, the MLP has formed 79 borrowing groups and made loans to
75 individual borrowers; these represent over 360 existing or planned businesses.
Ttuough the MLP the Center has made 27'J.loans, totaling roughly $1.45 million. The
MLP currently operates in L0 sites through 10 different organizations and Rural Center
staff expect to fund an additional three to five sites in their next funding cycle. The total
default rate is currently 1.4 percenÇ but Center staff expect that their new loan policies
and portfolio management procedures will improve this performance, bringing the rate
closer to 5 percent.

Center staff are in the process of implementing the new training curriculum and do
not expect to make any other methodological changes in the near future. Due to the size
of the statåihowever, they are considering establishing regional hubs which would
facilitate staff training as well as other administrative matters.
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WusrErw Messacgusnrrs ENrrnpnrsn FuNp (WMEF)
Gn¡EruprELD, MA

I. Project Identification

Contact:

Address:

Phone:
Fax:

II. Setting

The Western Massachusetts Enterprise Fund (WMEF) is a financing network which
serves a predominantly rural area encompassing 46 towns with a total (1990) popula-
tion of close to 254,000. Eighty percent of these towns have populations under 5,000,
with the smallest having i15 inhabitants. The largest town has 56,632 residents.

The economy of Western Massachusetts, which lacks the strong financiai service and
technology base found in the eastern part of the state, did not benefit from the state's
strong growth period in the 1980s. The region's economy has suffered from plant clos-
ings and the inability of small farms to compete with large producers from other parts
of the country. In the eariy to mid 1.980s, many larger towns lost half of their manufac-
turing jobs and some small towns, which had been dependent on a single mill for em-
ployment,lost virtually their entire economic base. The retail and service jobs, which
have replaced some of the lost manufacturing positions, pay an average of 40 to75
percent of the former wage rate.

Although some towns have experienced out migration due to the deteriorating
economic situation, others have seen population growth due to an inflow of immigrants
from Latin America and Southeast Asia. With jobs already scarce, these residents face
particular difficuity in finding viable employment opportunities. Thus self-employment
becomes one of the few available options for earning an income.

Access to credit has also recently become more of a problem in the area. Commercial
bank consolidation has caused the removai of many services and a lack of banks serving

Mr. John Dunne
Executive Di¡ector
16 Armory Street
North Hampton, MA 01060
(413) s86-s85s
(413)773-3s62
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the area which are actually based in the region. Most of the banks now serving the
region are based in the Eastern portion of the state. Moreover, as banks consolidated,
they called in many notes due from viable enterprises which had sound repayment
records, but did not have desirable debt/equity ratios.

III. Program Description

The \A|MEF, founded in 1989 and incorporated as a non-profit entity in L990, was
created to provide grants,loans and technical assistance to a consortium of community
development corporations. The goal is to increase the capacity of CDCs to invest in
minority and lower-income enterprises and to create a climate of economic opportunity
in the region. The fund was begun by five CDCs in collaboration with the Massachu-
setts Assöciation of Community Development Corporations and a sixth CDC joined in
L990. Participating CDCs now include Chicopee Development Corporation, Franklin
County CDC, Hilltown CDC, Millers River Self-Help Network CDC, North Adams
CDC, and Valley CDC, but other CDCs are welcome and expected to join. WMEF wel-
comes participation of other àrea CDCs and expects that the number of participating
CDCs will grow. The idea behind the fund was that by working together, CDCs could
more easilyleverage tesources from foundatio*, .orr,*erciat6anks and other funding
sources. WMEF offers CDCs technical assistance in the areas of loan fund and financial
resource management in addition to acting as a source of credit for the CDCs.

The fund employs a part-time staff person experienced in loan administration and
small business and is governed by a thirteen-member board of directors. The board is
comprised of one representative from the'Massachusetts Association of CDCs and from
each of the member CDCs as weil as community development specialists, academics,
bankers, business professionals, and micro-enterprise owners. The board is responsible
for approving loan requests from individual CDCs. The representative from the particu-
lar CDC which is to receive the loan does not vote on the loan.

Since a major goal of WMEF is to provide area CDCs with access to resources they
could not tap on their own, the fund has looked to national and regional sources for
support. Individual CDC enterprise funds may seek additional support from individu-
als and organizations within their communities. Initiat operating support for the fund
came from area banks and the Fidelity and Mott foundations. Capitalization of the loan
fund consisted of loans from the Marianist Sharing Fund, the Calvert Social Investment
Fund, and the Massachusetts Minority Enterprise Investment Corporation, as well as a
line of credit from Shawmut Bank and a grant from the Farmers Home Administration.
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The fund loans to participating CDCs and the CDCs on lend the money to micro
enterprises through their own programs. Some CDCs have their own revolving loan
pool and seek funds to capitalize this pool. They then make small loans to individuals,
often using a peer group iending model. In order to participate in the fund, each CDC
needs to lend within the limits set by WMEF; nameiy, one quarter of the loans should
be no larger than $5,000, the u'u.rugå loan size should be no larger than $10,000, and the
maximum loan size is $20,000. WMEF borrows at rougtrly 4 percent, lends to CDCs at 8
percent, and CDCs on lend at 12 percent. The fund is capitalized to a level of 9257,000
with a $50,000 grant from the C.S. Mott Foundation providing the loan loss reserve.

Each participating CDC operates somewhat differently, depending on their
strengths and the needs of the community. At one CDC, the Valley CDC, the procedure
for getting a loan begins with the applicant approaching the director with a business
concept or plan. The applicant generally works with the locai SBDC in developing and
refining the plan. The director and the SBDC staff have a good working reiationship at
present and the SBDC staff know what will be required in this business plan. The Valley
CDC director wiil work with the applicant on the final part of the business plan. The
director then becomes the applicant's representative at WMEF. This procedure is gener-
ally followed for applicants seeking $2,000 or more. The Millers River CDC, on the other
hand, operates a peer group lending program while the Franklin County CDC lends
through a small business incubator.

The methods of promoting the program and the client mix also vary from commu-
nity to community. Montily bulletins in papers, radio announcements, talks to people
at homeless shelters, and flyers are among the promotional tools that have been used.

IV. Results to Date/Future Directions

Over its three years of operation, WMEF has issued 87 credits, with an average loan
síze of about $3,500 and currently has about $120,000 in principal outstanding. No
defaults have been registered to date. However, WMEF lends to CDCs, some of whom
have covered sub-loan arrearages with internal funds to avoid default to WMEF. Still
the overall client performance has been very sound, since virtually all are first-time
borrowers who are not bankable.

As its loan numbers continue to grow, the fund is facing increasing pressure to
increase loan size. Some clients complain of being under financed while administrators
connected with the program feel that the costs associated with issuing numerous small
loans will impinge on eventuai self-sustainability of the fund. With the increasing credit
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gaP caused by bank consolidation, the fund could no doubt move upward in loan size
to more secure business. WMEF management, however, remains committed to assisting
disadvantaged clients, particularly the unemployed and those on welfare.

The impact and appropriateness of loans among different borrower groups is an
ongoing concern of the WMEF. In offering loans to particular client groups, the fund
president has found women on AFDC to be very motivated, and one woman who was
on AFDC is now on the WMEFboard. In contrast, people coming from homeless shel-
ters often have other problems which keep them from starting a business and are gener-
ally better served by other employment programs.

The fund has also provided technical assistance to CDCs, helping establish two new
CDC small business lending programs and supporting the expansion of three others.
WMEF also made $50,000 worth of grants to member CDCs which went to the provi-
sion of over 5,000 hours of technical assistance for micro businesses.
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Wonrwc Caprrnr
Nuw ENcraNp

I. Project Identification

Contact: Mr. ]effrey Ashe, Director
Address: InstituteforCooperativeCommunityDevelopment

2500 North River Road
Manchester, New Hampshire 031.04

Phone: (603) 644-3L24
Fax: (603) 644-31,50

II. Background/Setting

Working Capital is a micro enterprise project which operates at more than 50 sites in
Vermont, New Hampshire, Massachusetts and Maine, in both rural and urban settings.
New England was been hit very hard by the recession and has experienced substantial
job loss. The area has also experienced a considerable influx of immigrants in recent
years. Population make-up varies greatly in the towns in which Working Capital oper-
ates, with some areas having high concentrations of Latino, Cambodian, Vietnamese, or
other minority populations.

III. Project Description

Working Capital, founded in September of t990, promotes seif-employment by
offering credit to businesses that do not have access to commerciai credit. These small
loans enable business owners to expand and upgrade their business operations, allow-
ing them to improve their income and skill leveis as well as to make a positive contribu-
tion to their community.

Working Capital promotes its program through nearly 30local organizations rang-
ing from Community Development Corporations to town goverrunents to minority
business councils. Working Capital pays each of its "affiliates" $200 per new lending
grouP to defray the costs of administering the program. The locai organizations also
receive a $100 commission for the first loan to each participating business and $50 for
subsequent loans to a business.
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Promotion of the program within communities is up to the local agency and the
approach varies from town to town. Word of mouth is often the best way programs
become known in a community. Organizations have also used other methods in pro-
moting their program, such as flyers or radio announcements.

The Working Capital methodology is based on third world peer lending programs,
most notably the FINCA Village Bank program, on which the Working Capital's direc-
tor, through his experience with ACCION International and other organizations, is a
leading expert. In the peer lending model the initial loans are generaily quite small, but
the amount of credit avaiiable increases rapidly as the group proves its credit worthi-
ness. Peer pressure keeps ioan repayment high, since the entire group must be up to
date on their payments for an individual member to receive an additional loan. Some
grouPs form savings poois of their own so that, should a member fall behind or default,
they can cover the payments and keep their credit line open.

A. Org ønizationl Stntcture I St affing
Working Capital staff consists of the Director, the Assistant Director, and a part time

technical resources coordinator. In addition there are currently three student interns
who work half-time. The project is carried out locally by Enterprise Agents, who work
with the lending groups. Enterprise Agents are employees of a local affiliate and typically
work one-half to one day per week on the project. Regional Facilitators supervise the
Enterprise Agents and typically work one to one and one-half days on the project. There
are six regional facilitators covering the areas of Northern New Hampshire, Southern
New Hampshire, Vermont, Maine, Boston, and Massachusetts (outside of Boston).

Working Capital is a project of the Institute for Cooperative Community Develop-
ment, which is affiliated with the Community Economic Deveiopment program of New
Hampshire College.

Working Capital receives funding for operations from the Ford and Charles Stewart
Mott Foundations, the New Hampshire Charitable Fund, Sun Microsystems, and the
U.S. Department of Health and Human Services. Their total operating budget for the
current fiscai yeat, including the costs of training, business planning and technical
assistance is $283,695. Funds for the loan pool come from th¡ee banks, which have
extended lines of credit, totaling $230,000, and the MacArthur Foundation, which has
granted the organization a $125,000 program related investment (PRI).

B, Client Selection and Assistance
Any self-employed business owner is eligible to participate in the program, inciud-

ing those who work at their home or only work on a part time basis. The recipients of
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Working Capital loans tend to be low-income people-using the Housing and Urban
Development Guidelines, 60 percent of Working Capital loan recipients are "low in-
come" and only 40 percent are moderate income.

The design of the Working Capital program deters upper income people from par-
ticipating. The program offers very small loans to begin with and requires a loan recipi-
ent to invest a fai¡ amount of time before they actually get the money. More financially
stable people are not likely to need such loans, as they generally have access to commer-
cial credit or have personal savings. Some loan recipients were on public assistance
prior to receiving the loan.

Working Capital recenily revised its loan application form in order to gain more
information about its borrowers. Of the 50 borrowers who completed this appiication,
60 percent were women and 40 percent were men. The borrowers, although Poor/ are
relatively well educated; only 3 percent have not finished high school while 44 percent
have some college education, L8 percent graduated from college, and 3 percent have
some graduate education. On average they established their business two years prior to
joining a loan group and have nine years experience in their current line of work.

For 64 percent of the sample group, their business is a full-time occupation and
another 20 percent work over 20 hours per week at their business. Many (42 percent)
supplement their business income with employment, and most pursue business owner-
ship out of choice rather than due to an inabitity to find work. Otùy eight percent of the
sample said they are in business because of a lack of jobs.

It is up to group members to review and approve loan applications and Working
Capital emphasizes that group members shouid be given as much responsibility as
possible. Delegating the work to group members has the duai benefits of forcing the
group to learn and giving the group the satisfaction of having achieved their goals on
their own as well as lightening the workload of the Enterprise Agent, allowing that
agent to work with a larger number of groups. The majority of group members already
have their business up and runrring, although they may be running it out of their home
or on some other type of informal basis. The group officers may try to "counsel out"
individuals with particularly impractical business ideas.

Working Capital provides local Enterprise Agents with training as well as a manual
which delineates the process of forming groups and the stages the groups should go
through in preparing to apply for loans. It also clearly sets forth Working Capital poli-
cies, discusses all the necessary forms, and provides advice on conducting good meet-
ings and pitfalls to avoid.
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As mentioned, most of Working Capital's loan pool comes from banks. The banks
loan money to ICCD, Working Capital's parent organization, at the prime lending rate
plus one percentage point. Working Capital then lends this money out to individuals at
12 percent and also charges a three to five dollar per month service fee. Two percent of
the interest is for their loan loss reserve and four percent goes toward Working
Capital's operational costs. The service fee also covers some operational costs. This
practice allows the local affiliates to avoid the risk and administrative cost of setting up
their own loan fund, although some do choose to do so. All group members receive
their first loan at the same time. The first loan is for $500 and is repaid in four to six
months. Limits on subsequent loans increase in th¡ee stages with $5,000 as the maxi-
mlun loan amount available.

No monitoring of how the loan is spent is conducted, although it is expected that the
loan will be used for business purposes. The main emphasis is simply upon repayment.
The loan applications increase in compiexity as the loan amounts increase, in turn
increasing the level of sophistication with which the business owner must view his or
her business. Upon reaching the loan limit, the business owner should have the neces-
sary information and business skills required to obtain a loan from a commercial credit
source. In its initial phases the program tried to avoid involvement with technical assis-
tance provision, but as the program began operating, the level of skills of many of the
Program beneficiaries demanded the incorporation of some type of technical assistance.
A training approach is now being designed by a committee of Enterprise Agents.

IV. Results to Date/Future Plans

Working Capital currently has 30 organizations and roughly 40 Enterprise Agents
involved in its program. These Enterprise Agents work an average of one day per week
or less on Working Capital activities. Enterprise Agents have organized 68loan groups
with an average of five members per group. After 23 months of operations, Working
Capital has made a total of 354 business loans, amountin g to fi229,200, with the average
loan size atfi736. Most of this work was done with the two full-time headquarters
staff and L2 Enterprise Agents. The newest agents only completed their training as of
March, 1992.

Working Capital estimates that both the number and size of their loans will grow
substantially in the coming year. They predict that by September 1993,local affiliates
will have organized about 103 borrower's groups with over 500 business owning mem-
bers, of whom 323 will hold outstanding ioans. Further, the average loan size should
increase, as many business members will be through the initial stages. Their estimate is
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that the average loan size will be around 91,,176. This increase in volume should help
further decrease the cost per loan, which, since the inception of the program, has de-
creased from approúmately $1.,600 to $500 per loan.

As of June 7992,48 full time jobs, other than owner of the business, have been cre-
ated by businesses that received Working Capital financing. In addition, 64 percent of
the businesses reported increased sales after the first $500loan. Working Capital plans
to establish themselves as an organization independent of their current parent organiza-
tion and aims to expand their operations to reach 720 borrowers within two years.

V. Assessment and Analysis/Lessons learned

Working Capital provides an interesting example of an intermediary organization
providing loan capital,loan fund management, and expertise to local organizations in
order to improve the capacity of these organizations. It effectiveiy demonstrates a way
in which different local deveiopment organizations can avoid "reinventing the wheel."
Working Capital's methodology has been kept simple, allowing it to be quickly under-
stood and adopted. The division of labor between the actors involved seems to effi-
ciently draw on the strengths of the local organizations, who know their communities,
and those of Working Capital staff, who have more specialized expertise.

The Working Capital program has been modified since its initial inception. The
major change has been to incorporate more technical assistance into the development of
groups/ reflecting the difference in using peer lending in the U.S. versus third world
countries. Now members receive their first loan after they compiete a five meeting
training course, which typically takes a month.

Although they do incorporate some business training, Working Capitai still tries to
keep this to a minimum. In their view, it is better to offer business assistance after mem-
bers have operated their businesses for a while and realize they need the assistance.
They feel that programs which front-end training spend a lot of money training people
to start businesses, but then many or most trainees go on to find a job or just drop out.
Since training is costly the Working Capital model tries to limit it to those who will run
a business, delivering it at a time when the business owners are ready for the training
they will receive.
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CHlcaco IL

I. Contact Information

Contact: Mr. Ric Gudeil, Director
Industrial Business and Training Program
Chicago Commons and
President, Chicago Manufacturing Institute

Address: 41.00 West Belmont Avenue
Chicago, IL 6064I

Phone: (312) 685-1010
Fax: (312) 685-2358

II. Setting

The Industrial Business and Training Program (I81") is a city-wide initiative for
training and job placement with six training sites located in low-income and industrial
areas of the city. While unemployment, currently at7.I percent, is a growing problem
for the city, there also remain significant shortages of skilled labor in key industries -

metal work, plastics, industrial mechanics and inspection. The program seeks to fill this
gap by providing trained workers from the inner city while at the same time helping to
strengthen these industries for the future.

III. Proiect Description

A. Goals
The IBTP addresses both training and employment needs in Chicago. The IBTP

trains iong-term unemployed poor from the inner city in skill areas which enable them
to obtain well-paying jobs with opportunities for advancement, leaving them with eco-
nomic independence and relatively secure future economic futures. Further, by providing

25



industries with the skilled worke¡s which they need, the IBTP helps these industries
expand and grow, improving the economic prospects for all area residents. The pro-
gram/ through its leadership, has also become an informal networking facility for the
exchange of information among businesses, particularly regarding modernization and
innovation. The program's dual role, providing employment and contributing to indus-
trial strengthening, is critical to understanding the unique value of the program, as is its
continuing success in fostering the participation of industries in the design and assess-
ment of training, the equipping of the centers, and the placement of the trainees.

B, History
The concept of IBTP arose tfuough the efforts of its current Director, Dr. Ric Gudell,

a physicist by training who later became a community service and community develop-
ment manþer with Chicago Commons Association. Beginning in l-981, Mr. Gudell
began to study employment problems and opportunities for the unemployed in the
inner city, particularly the "structurally unemployed," or those, mainly minority males,
with little employment history and training. He began a dialogue with local indus-
tries-primarily in metal work, which has traditionally been Chicago's leading indus-
try-to assess the gap in skills and education needed for this group to enter the blue
collar work and found two things: 1.) that, with an education roughly equivalent to the
GED, very focused or "occupation specific" training could be given to satisfy entry-level
requirements for a number of trades; and 2) that the industries consistently responded
that they could not fill a number of skilled job positions due to a lack of sufficiently
trained workers. Asked if they were willing to support efforts to specificalty link train-
ing to job requirements and. to placement, the industries responded positively.

Mr. Gudell turned first to Chicago's vocational schools, which he found to be out of
touch with the industries and their skill needs and, most unfortunately, not very willing
to reorient training to occupation specific curricula with direct industry linkages. Out of
this vacuum, the Chicago Commons Industrial Business and Training Program began,
with Mr. Gudell first spending the better part of a year working in screw-machine and
metal job shops to learn the technical skills involved first hand as well as to get a better
understanding of the operations of the specific industries themselves and the metal-
working sector on the whole.

The first initiative undertaken was to form a network of industries to support the
training by advising on the curricula; by channeling job-opening arìnouncements and
requirements ; and by donating used machinery to set up the training centers. The fi¡st
training for forty trainees was initiated in screw machines ín1984/5 with some initial
grant support, donated machinery from a participating network of 40-50 medium-sized
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screw-machine companies, and fI"A contract funds from the Mayor's Office of Em-
ployment and Training (MET). Since that time, five additional centers have opened,
each with its own area of specialization (see "Operations" below) , and with each pro-
gram being initiated in response to specific industry demand and having direct linkages
to relevant enterprises. Today approximately 300 people are trained Per year/ and the
number of participating enterprises (providing direct support, guidance, and trainee
placement) has grown to between 500-600. These business are located throughout the
greater Chicago area.

In addition, to service the needs of youth in vocational training, as well as those who
do not qualify for industrial training, the IBTP has created two sub-programs. In 1989
the West Humbolt Center for Education and Employment was created to provide an
integrated approach to adult education and job placement. The West Humbolt center
provides intensive life-planning and job counseling together with ESL and literacy
education, basic GED education, and on the job training. These employment services,
aimed at welfare recipients and the unemployed in this poor, largely Hispanic and
African-American neighborhood, are integrated with social support services, including
day care, family counseiing and heaith-care provision. The Center places approximately
150 clients, mainly minority women, in jobs each year.

To assist youth in vocational training to secure work-piaced training and experience,
Project Switch was initiated in L990, with support from the C.S. Mott Foundation. This
experimental program places disadvantaged high school youth in apprenticeship-type
positions to gain workplace experience and sharpen skills. The program aims to pro-
vide more occupation-based training by placing students in manufacturing firms.
Through this program,3}students, comprising 9 seniors and 23 juniors, have been
placed in manufacturing jobs, predominantly in metalworking. Of the juniors, at least
90 percent are expected to work part-time for the same firm during the next schoolyear,
either through a cooperative education program or through a direct teacher arrangement.

Chicago Commons staff plan to continue and expand this program with foundation
or other funding in the short-term, but seek to make the program an integral part of the
vocational training in Chicago Public Schools (CPS). Next year they will work directly
with the teachers involved in CPS metalworking programs and anticipate that the
number of participating students will increase. They are currently expioring other
sources of funding for the program, including grants for "Youth Apprenticeship" and
"Work-Based Learning" available through the U.S. Department of Labor and the De-
partment of Commerce and Community Affairs of the State of Illinois. Expansion of the
program to inciude suburban school districts through collaboration with the Tooling
and Manufacturing Association could also bring additional support.
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C. Orgønizational.Stnrcture , Staffing and Budget
The IBTP is a distinct sub-uni[ of the Chicagä Commons, a community-based human

services organization with fourteen communit!-centers and over 300 staíf throughout
the city' The centers offer a diverse array of services, including day care, adult educa-
tion (literacy, ESL, and GED), emergency assistance, health c["nics, and community
advocacy.

The IBTP itsell has six centers with 30 staff. Each of these specialized industrial
training centers has a Program director as well as two to three trainers. The trainers are
experienced journeymen tradesmen in their field recruited from industry; they are not
trainers by profession. The IBTP-pays trainers commensurate with what'they would
earn.in the private sector (roughly $+O,OOO to $50,000 per year), illustrating the salaries
to which trainees can aspire

The Humbolt Center has an additional25 staff ,including counselors, literacy and
ESL teachers, and sociai service workers with administrativã staff. project Switch is
operated by Mr. Harry Tobin, a vocational training and job placement expert, and
formerly.seif-employed woodworker, with over tñenty-¡iy. yuurc experience in the
public school system.

The majority- of the industrial training costs (averaging roughly $6,500 per trainee)
are covered under l-I"A through the contract with the vÈt, aJmóst of the trainees
qualify by low income status. The remainder of the IBTP's $2.0 million yearly budget is
contributed by foundations and private industry. In addition, the trainiig uses donated
machinery, the depreciated valué of which is rolghly $3.0 million. The West Humbolt
Education and Employment Center is largeiy priätéty funded.

ru. Operations

A,IBTP
The IBTP offers training courses in the following areas:

1.. Industrial Mechanical Inspection (four months,450 hours)
2. Industrial Maintenance Mechanics (nine months, 1.3g0 hours)
3. Plastic [rjection Molding (five months,525 hours)
4' Single Spindle Screw machine Set-Up and Operations (ten months, 1290 hours)
5. spring machine Set-up and operations (six months,g60hours)
6. Multiple spindle screw Machine set-up (ten and one-half *oittr¡
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Some of the courses are offered twice per year (mechanical inspection and plastic
injections molding); the rest are once per year with applications in ]une and ]uly. The
program is promoted through Chicago Commons facilities and through public adver-
tisements in the press and on radio and T.V. Rougtrly 2,000 applicants are screened per
year, out of which 250-300 are chosen. All appticants must be 18 or older, and must be
Chicago residents with a high school diploma or GED. AII are given a three-hour apti-
tude test and are interviewed by counselors. Selection is based on test scores, on their
background and application form, and upon presentation and perceived motivation as
gleaned from the interviews. Drug use, a big problem with any use of industrial ma-
chinery, is grounds for non-admission and dismissal at any time during training; drug
tests are administered at the outset of training and randomly throughout the courses.

Costs per course, averaging approximately $6,500, can be paid by trainees
but the vast majority qualify for JTPA assistance through the MET contract and hence
are exempt from paying tuition. Trainees are placed in courses depending on openings
and upon experience and aptitude for the different trades. Most training is on the shop
floor, although classrooms are used for theoretical and mathematical work. Each course
runs according to a tightly detailed curriculum which/or each course ig designedby repre-
sentatiaes of the industries in question with the assistance of a training expert. Originally,
the curricula were deveioped by Chicago Commons staff, and the Director wishes he
had switched to the industries doing it from the beginning-again, practice having
proven the greater the participation by experienced industries, the better the results, as
the industries know exactly what skills they need in order to employ people. As each
new training area is taken on, new curricula are developed with the participating indus-
tries. These curricula are reviewed each yeat by an advisory committee for each course.
Management is currently giving thought to upgrading the training skills of the trades-
men who provide training, aithough no major complaints have been registered by the
employing industries as to entry skill levels.

Testing is administered on completion of each major training component. Roughly
1.0 percent of trainees do not finish the course, either for technical or disciplinary rea-
sons. Of those who graduate, g0 percent find empioyment with area industries, and this
equals, in the director's view, virtually everyone who really wants a job. (See Results,
below) To protect its status as a trusted training organization with high participation
from industry, each of the centers concentrates on the quality of graduates. To further
protect its status, all products produced during training are scrapped. Although con-
tracts could easily be won to gain revenue from trainee production, this would compete
with participating industries which are donating the equipment and expertise. In the
director's view, moving in such a direction could endanger such relatiorìs very
quickly- even if they only accepted sub-contract work from participating industries (as
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this would raise the problem of which industries would be gaining in price through
subsidized production at the centers). The trade-off presented is thus of internai rev-
enue generation versus continued high impact and job placement.

The work of the IBTP has expanded on the industrial side to providing networking,
information sharing and the sensitive advocacy of irurovation in what has been a some-
what insulated culture among the metal-working and related industries. Many are
family owned businesses with higtriy skilled owners who have relied mainly on sub-
contracting and jobbing but are starting to "feel but not articulate" the increased compe-
tition from abroad and. the loss of secure contracts from larger industries, many of
which have moved or shut down. Mr. Gudell is concerned over the future of these
critical industries if they do not innovate, expand capacity, and find new markets. In an
informal but important manner, he is using his unique position as a person who under-
stands the operations of the industries and has gained the trust of business owners, to
act as a facilitator for change.

As a result of these concerns, Mr. Gudell very recently formed the Chicago Manufac'
turing Institute to provide management, financial, organizational and other support/
consulting services to manufacturers. CMI will also be an advocate for the interests of
manufacturing firms. Mr. Gudell sees CMI's role as providing more general services to
manufacturers, while marketing and technical assistance, which are very industry
specific, would be made available tfuough the specific training programs. The idea of
manufacturing networks, he explains, has been going on for years among many of
Chicago's small-to-medium sized concerns, although no one has called it that. The key
missing ingredients are new product ideas, markets, and equipment- in short up-
graded entrepreneurship and. technologies. Skills and capital will fall into place behind
these factors. Mr. Gudell also feels that by filling a specific need for the firms, the need
for skilled workers, he has earned the legitimacy in the eyes of the manufacturers to
now offer other kinds of technical assistance, which ordinarily these business owners
are reiuctant to seek or accept. He feels that offering training or marketing services to
firms are the two avenues for gaining legitimacy with firms.

Firms are charged for the services provided by CMI and a few firms have already
begun paying for these services. Other services which CMI may offer in the future
include a tool and gauge library where industries could borrow, for a fee, specific molds
and other equipment needed to bid certain jobs and expand capacity without large
investment. CMI would also be willing to offer consulting services to organizations in
other areas seeking to begin an industrial training program.
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B, The West Humbolt Education ønd Employment Center
The Humbolt Education and Empioyment Center operates in a quite distinct fash-

ion. Here, given the high incidence of AFDC-dependent women, many of whom do not
speak English, significant direct outreach is needed. This function is carried out through
sðhools, welfare agencies, churches and other CBOs. Once entered, clients are assigned
a counselor who reviews their life situation (which is often difficult due to domestic
violence, general family distress and social problems in the communitY).Ttre Center
organizes peer groups so that mutual support canbe gained and day care and health
services are provided. Together participants and their counselors agree to a plan involv-
ing job readiness, skill development, and basic education in literacy, ESL or GED. The
CJnter strives to engage participants in on the job training as soon as possible , but the
main emphasis is on determining a strategy for each client suitable to his/her needs and
abilities. Thus the turnover of clients is highly staggered within the program, with an
average of 150 per year matriculating into the workforce, and up to 200 being involved.
This ii a very cómmendable record given the very disadvantaged nature of the clientele'

VI. Results to Date/Future Plans

Out of the lndustrial Training program, approximately 275 Vainees are being placed
in jobs which pay on average $7.50 per hour. Normally, this will increase to between

$9.00 and $10.00 per hour after the first year. Cumuiatively, about 1,300 trainees have
been placed, and while detailed follow-up has not been undertakery it is understood
that most remain gainfully employed. One concept currently being explored is to form a

worker-owned firm by industrial inspectors who have been out of the training Program
for over five years and now have enough experience. The demand for these services is

high and a new service venture could be profitable.

The major constraint to industrial training expansion is not demand but funding.
Given that the center is limited in what it can generate internally (due to the conflicts
cited above) dependency on ITPA continues, with all of the limitations that come with
goverrunent contracting. Indeed, the director feels that he is about at the limit as to the
level of funding he can expect from the MET, although with additionai resources he

could significantly expand his operations. This program model has considerable poten-
tial for replication in other inner cities with a manufacturing base, and the Commons
management is interested in exploring these possibilities.
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DneNcry Srnrnr FouNpATroN
SeN Fnarucrsco, CA

I. Contact Information

Address:

Phone:

600 Embarcadero Street
San Francisco, CA 94107
(415) 9s7-9800

II. Setting

The Delancey Street Foundation serves hard-core criminals and drug addicts from
across the country. The foundation began in San Francisco and has expanded its opera-
tions to include facilities in Brewster, NY, Greensboro, NC, and San ]uan Pueblo, NM.

The recently completed San Francisco facility is the largest of the four. With some
help from a few outside technical experts, Delancey Street residents constructed their
new residence, an impressive Mediterranean-style complex housingLTT apartments, a
150-car garage, 60,000 square feet of retail space, a theater, and a restaurant. Occupying
3 acres of prime downtown real estate near Fisherman's Wharf, the complex offers
beautiful views of San Francisco Bav.

J

III. Project Description

A. Goøls
The Delancey Street Foundation seeks to help felons and drug addicts become

healthy, productive citizens. The Foundation operates on the premise that helping these
individuals become responsible and self-reliant is a necessary step in breaking the social
patterns which lead so many people to lives of drugs, crime, violence, and despair.

B. History
Delancey Street Foundation was founded in1972by Dr. Mimi Silbert and Mr. ]ohn

Maher to rehabilitate criminals and drug addicts. When Maher approached Silbert with
the idea of beginning a rehabilitation program, he envisioned it as being run by ex-cons
for ex-cons. Maher, a former heroin addict, felt that it required the experience of having
gone through rehabilitation oneself to fully understand the process. Silbert, a criminolo-
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gist who interned as a prison psychologist, believed the rehabilitation system needed to

áemand that indiviauis Ue résponsiblð for themselves, and hence from the outset the

Foundation has adhered to principles of self-reliance and self-sufficiency.

They began with four drug addicts in a San Francisco apartment-1d by late 1972

had 100 ex-offende6 cru**"ã into that sPace. By working and pooling their money,

they were soon able to buy an old mansion in Pacific Heights, an upscale San Francisco

neighborhood whose residents did not relish the idea of ex-cons as neighbors. They

boright the buitding for $160,000 with a small down payment and a Large mortgage and

begin to refurbisnlt. fo smooth relations with their neighbors, ,luy offered a commu-

nitly watch service, a service they were uniquely qualified to perform. In addition, Dr'

Silbert volunteered the residenti for any physiðal work the neighbors needed. From this

experience came the idea to start a moving comPany-it was a business Delancey Street

reiidents had the skills to do and it provided a way to earn their own money'

Delancey Street's business grew and so did its population. By the mid-8Os they were

turning many applicants u*uy1ot lack of sPace. They secured a 60-year lease for the

ptop"ity they cuirently occupy and began making plans to build a facility. The $30-

ntiUìo.,iu.itiiy cost roúghly ttáU tf,ut amount to build since the work was done almost

entirely by Délancey Stieeí resid.ents. Prior to that time residents had almost no exp.eri-

ence in construction. taught to demand exceilence, residents would tear down sections

which were not constr.t.t"ud properly and begin again, and yet the project managed to

proceed on time. Currently the facility is home to about 500 residents'

C. Organi z ati on al S tnt cture
Di. Silbert is the president of the Delancey Street Foundation, but other than her

there is no one within the Foundation who is not a Delancey Street resident. The inter-

nal organization of Delancey Street is an integral part of the treatment Program. Upo_n

enteriñg Delancey Street, residents are put ot "*ãit tenance." They clean, serve meals,

and so iorth. As iesidents progress through the program, they move into different types

of jobs and becom. ,"rpor,ìiUiÉ for ou.rse"it g newer residents who are in earlier phases

of ihe program. It is a very structured, hierarðhical system, with ciear rules regarding

conduct, responsibilities, and avenues for complaints'

There are three parallel systems: one which supervises the individual's personal .-
growth, one whichirrp"rrrisés the training schoots, and one which supervises the daily

ãperationai functionr. eU are run by residents and through this system of seif-gover-

,,ãr,.., residents decide issues ranging from the training school's monetary earnings

tfuough punishments for violatinf a iule. Atl of these decisions aiso require the ap'

prorruî of Or. Siibert, who alone can ask someone to leave for violating the primary rules
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of Delancey Street. Residents have to work their way up through this system and dem-
onstrate that they are capable of handling the responsibility of a new position.

Delancey Street is a very independent program and does not have any formal ties to
other institutions. Residents are encouraged, however, to participate in community
service activities and may work with organizations that offer such activities. They also
have some informal links with the criminal justice system in that, due to their exceilent
reputation, courts often suggest to offenders that they contact Delancey Street. In many
cases criminals have had their sentences commuted in order for them to enter Delancey
Street. In such cases Delancey Street agrees to notify the authorities should the indi-
vidual leave prematurely.

Delancey Street's other facilities work on a similar basis. The New York site is a
castle which houses 125 residents and in North Carolina they operate out of a Victorian
mansion with space for 25 people. In New Mexico, on a ranch with capacity for 100
residents, Delancey Street works with youth as young as t2, as well as with adults.
Referrals between facilities are common, including referring youth to the New Mexico
site. Also, each semester residents can take a "semester abroad" by rotating among
facilities. Dr. Silbert selected these sites to cover all areas of the country and to offer a
broad range of sizes and hiring types. For example, the New Mexico site, which is
located on an Indian reservation, is a very rural site, sharply contrasting with the very
urban location of the much larger San Francisco facility. The facilities were started by
residents of other Delancey Streets and are supported by the San Francisco headquar-
ters until they can become self-sufficient. Each Delancey Street facility has a Board
which reflects the local community in which the facility is located.

D. B enefici øry Characterístics
Delancey Street works with people who have really hit the bottom. They admit

homeless people, drug addicts, and criminals. Seventy percent of Delancey Street resi-
dents came from jail or were probated through the courts and 30 percent came off the
streets. Many of Delancey Street's residents have violent histories and 99 percent have a
history of drug abuse with an average of. 12 years of hard-core substance abuse. Peopie
with serious addictions need to detox before entering Delancey Street, as they do not
have medical facilities for that kind of treatment. The skiil and education levels of
residents vary considerably, but the average resident is functionally illiterate, unskilled,
has never held a job for over three months, has been in and out of prison about four
times, and is several generations into poverty. The population is very mixed in terms of
ethnic group and gender with the average mix being approximately one-third Black,
one-third White, one-third Hispanic, and one-quarter women.
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E. Actíaìtíes
Outreach- Most residents come to Delancey Street because they heard of the pro-

gram by word of mouth<n the streets or in prison-or someone in the judiciai system
suggested it as an option for them. Judges have generally looked favorably on commut-
ing sentences for prisoners accepted by Delancey Street.

Selection- In ord.er to be consid.ered. for admittance to Delancey Street, a Person
must first write a letter asking to be admitted. The next step is the interview. Some
interviews are conducted at the Delancey Street facility, but many are conducted in
prisons. Interviewers look for individuals who are willing to ask for help to change
their lives. Despite the fact that most applicants are not committed to changing their
lives yet, they have to begin by taking some responsibility for their pasts. While new
residents plan to manipulate and leave Delancey Street, Delancey Street "out manipu-
lates" them to stay, until they begin to get real hope and stay for the right reasons.
Delancey Street candidates should be unacceptable to most other Programs; if they are
eligible for some other program, they are encouraged to try that first. Delancey Street
does not admit repeat sex offenders and arsonists, for they feel that these people need
psychologicai help which Delancey Street is not equipped to offer.

Assistance- Residents commit to staying in Delancey Street for two years when
they enter. The doors are not locked from the inside however, and a resident may ieave
at any time. Violence, threats of violence, and possession or use of drugs or aicohol are
prohibited in Delancey Street and breaking these rules is grounds for permanent dis-
missal from the program. Requiring people to do additional work is the only form of
discipline they have in Delancey Street.

The rehabilitation program in Delancey Street is structured in three phases. Al-
though time estimates for each phase are given, participants do not automatically move
from one phase to the next. Delancey Street operates on the philosophy that everything
you get, you must earn and residents do not move on to the next step until they have
earned that right. The first phase of the program is called "Immigration." Residents
start this phase by working maintenance jobs within the facility. Before they are trained
in marketable skills, residents work on the general maintenance of the faciiities until
they learn basic work habits. The maintenance training lasts from two weeks to three
months. The maintenance phase generally lasts 90 days. Most participants who choose
to leave the program generally do so during this segment. They estimate that about 20

percent of those admitted walk away during this first phase, but of those probably 80
percent call wanting to come back. During this segment residents also go to seminars
and participate in group and game encounters. ln these encounters residents can air
their grievances, but must also listen to people citicize them. Residents are subject to
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corìstant reminders of what they need to change until they change it. Criticisms can
range from a particular incident to the general way a person walks-residents are
forced to redefine themseives.

The second phase of the program is called The Academy. At this point an individuai
is moved into the educational segment of the program. During this phase everyone
must receive a high school equivalency degree, pass an academic core curriculum,
receive training in three marketable skills, including at least one vocational and one
communications skill, and develop social living skills, which range from learning to set
a table to learning to manage money. in one of Delancey Street's businesses, which
include a restaurant, a moving company, a print and copy shop, and a framing store. A
resident might also be assigned to work in Delancey Street's finance department or to
perform some clerical work. The program stresses education and each participant must
leave with at least three marketable skills, a labor skill, an office skill, and a peopie
business skill. In addition, each must earn a General Equivalency Degree if they have
not graduated from high school. In Delancey Street the ruie is "Each one teach one" as
those who have skills help others to acquire them. Residents may also acquire skills by
attending schools or training programs offered outside Delancey Street, but as always,
they must earn the right to do this. Most area schools will make tuition waivers avail-
able to Delancey Street residents. Within the course of the Academy, residents generally
find an area they would like to "majo{'in. Initially residents have little say over where
they are assigned to work, but as they progress through the program, their requests are
more likely to be considered.

The final phase at Delancey Street is called Work Out. In this phase residents pre-
pare their resumes and find a job. After finding a job, residents continue to live at
Delancey Street, usually for about three to six months. The money they earn goes into
the individual's "\{ork Out Fund" which gives the person some money to get started
on when they leave Delancey Street.

This progression through training is reflected in other aspects of life too, such as
dress and living accommodations. For example, residents are first given dorm space
with eight other people, but they can work their way up to having their own bedroom
in a two-bedroorn apartment.

F, Finance
The Delancey Street Foundation accepts no money from governments or private

foundations. Ms. Silbert feels that accepting grant money lessens the ability to empower
the residents to become responsible for earning their own way and helping one another.
The foundation does, however, accept both cash and in-kind donations.
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Most of their operating funds comes from the proceeds of their training schools.
Delancey Street operates several training schools which earn money, including a moving
and trucking company, a printing shop, a restaurant, and a Christmas tree sale, as well
as sales of advertising specialty products. The moving and trucking company grosses
about $2 miilion ayeaï Christmas tree sales can bring in approximately $1.5 million in
one month. In all, Delancey Street's training schools bring in roughly $6 million a year.
The incomes from the training schools are pooled to support all the residents.

IV. Results to Date/Future Directions

Approximately 80 percent of those admitted to Delancey Street have kept their
promise to stay at least two years, with the average stay running closer to four years.
Since its inception Delancey Street has graduated rougily 10,000 former addicts and
felons from its program. Today these people are employed in a variety of occupations,
including mechanics, electricians, lawyers, teachers, police officers, business owners,
firefighters, and counselors.

Delancey Street has been acclaimed as a model program and has received attention
from a number of groups interested in how they have achieved such success. As a next
step, Silbert recently began the Delancey Street Institute for Social Renewal to provide
training and technical assistance in replicating the Delancey Street model.
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EspEneNza Urunre
MrrweuxnE, WI

I. Contact Information

Contact:

Address:

Phone:

Richard Oulahan
Executive Director
1329 West National Avenue
Milwaukee, \4II53204
(41,4) 67I-0251,

II. Setting

Esperanza Unida is located in Milwaukee's near South Side, a poor,largely Hispanic
community where one in six Hispanic families iives on welfare. The area is typical of
many inner city areas which have undergone a period of disinvestment and decline,
with boarded-up store fronts interspersed with a few operating small enterprises and a
couple of remaining large businesses. Unemployment, substance abuse, and crime rates
are high.

Although Esperanza Unida is located in Milwaukee's South Side and that is the
organization's primary target area, its services are available to unemployed and low-
income individuals throughout the Milwaukee area. During the 1980s, Milwaukee,
along with many other midwestern cities, iost large numbers of manufacturing jobs.
Most d.islocated manufacturing workers were unable to find employment which pro-
vided them with saiary and benefits comparable to the job they left, with many who
had lost $L5lhour jobs oniy able to find $6/hour or $7 /hour jobs, often with no ben-
efits. The shrinking of job opportunities fell particularly hard on Hispanics and other
minorities in Milwaukee, who often had few skills and no access to networks which
would help them find better jobs.

III. Project Description

A. Goals
Esperanza Unida's mission is to bring low-income residents of Milwaukee into the

economic mainstream. They strive to do this through job training, job creation, and
other economic development activities. The organization takes a very participatory
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approach in its activities, relying on community residents in designing and implement-
ing its programs,rcaLizingthat these individuals both have a stake in program out-
comes and also will serve as role models for other program participants. Esperanza
Unida's motto is "meter mano" which means "put your hand in," reflecting their belief
that, although problems such as racism and poverty are tremendously difficult, one
must seize the opportunities available and do something right now to combat them.

B. Brief D esuiption and History
Esperanza Unida was founded in 197'1. as a nonprofit community social service

agency which focused primarily on ensuring that the rights of Spanish-speaking work-
ers were protected. Much of the organization's initial activities involved assisting work-
ers in filing claims for worker's compensation and unemployment insurance. The orga-
nization was founded by Ted Uribe, who ran it as a one-man operation until Richard
Oulahan, the current Executive Director, joined him in I973.lnl978Uribe left the
organization to pursue a degree in vocational rehabiiitation,leaving Oulahan to con-
tinue their work.

During the 1980s, however, the economy in the area deteriorated drastically, as
many large plants were closing or laying off workers. Many of the workers Esperanza
Unida had been assisting were now unemployed and a different type of assistance was
needed. Esperanza Unida began its evolution into a job training organization and
opened its Auto Repair Training Center, which is both a revenue-generating business as
well as a training facillty, in 1984. Oulahan had been inspired to choose this business by
a failed auto parts program for youth, which had shown the promise of this sector
despite that program's particular setbacks, and because auto repair is a relatively reces-
sion proof industry.

The owners of an abandoned auto dealership allowed Esperanza Unida to use their
building free for one year to establish their training center/auto repair business.
Esperanza Unida received $150,000 in ]ob Training Partnership Act money to begin its
training program and $20,000 each from two local foundations. In addition, Wisconsin
Electric Power Co. installed $30,000 worth of energy efficient lighting and fire overhead
doors and Firestone Tire and Rubber Co. supplied $L1,500 worth of auto repair equip-
ment. An area business consultant volunteered his time to help write a business plan
and a local union provided an instructor, even though it would be a non-union shop.
After one year of training operations, Esperanza Unida purchased half of the building
with funds from a Milwaukee County Community Development Btock Grant, supple-
mented by $10,000 in savings from the auto repair business. The next year they received
a no-interest loan of $125,000 from the biock grant program to purchase the remaining
portion of the building.
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The auto repair business was not initially welcomed by ail in the area, as some saw it
as engaging in unfair pricing, due to subsidized labor and other costs. Esperanza Unida
has, however, learned to be careful and charge market rates for its services, using rev-
enues to help cover training costs. The organization is now widely recognized as a very
irurovative job-training program and has served as a model for other communities.
They have expanded their operations to include a number of other areas of training and
hope to eventually be able to cover all of their kaining costs through business revenues.

C. Organizatíonal Structure
Esperanza Unida is directed by Richard Oulahan with oversight from a 1.3-member

Board of Directors, composed of community residents, local leaders, and professionals.
Although the organization now has a number of different training businesses, these
entities are not separate subsidiaries of Espetanza Unida. A few training businesses
may keep separate books for management purposes, but these figures are integrated
into the financials for Esperanza Unida as a whole for reporting purposes. Since the
training businesses create some permanent jobs, as well as provide training for students,
Esperanza Unida's employment has grown over the years and they now have roughly
35 full-time employees, all of whom, other than Mr. Oulahan, are community residents.

D. B enefici ary Charact eristícs
Esperanza Unida's target population is the Hispanic community in South Side

Milwaukee, but its services are available to any unemployed or under-empioyed resi-
dent of Milwaukee county. Of the people the agency serves, roughly 70 percent are
Hispanic,20 percent black, and L0 percent white. Although the auto repair training
business has few female trainees, other programs, including both traditional women's
employment such as the daycare certificate program, and non-traditional employment
such as the welding program, have large percentages of femaie trainees. Many of the
organization's full-time empioyees are also women.

People coming to Esperanza Unida come from a variety of backgrounds and age
groups. Some are older displaced workers who lost their jobs when plants closed;
others are young adults who may have dropped out of high school and have some
history of drug use or criminal activity. Some may have job skills, but insufficient com-
mand of English to use them, while others have no job skills and no familiarity with a
work environment. Generaily, all trainees are low-income, and many are or have been
on welfare.

E. Project Actiaities
Esperanza Unida has revenue-generating training projects in the following areas:

auto repair, auto body work, welding, day care, asbestos abatement, service writing,

40



and housing rehabilitation. The organization also has a learning center, which provides
no cost instruction in English as a second language, GED preparation, and other basic
skills programs. These courses are taught in partnership with an area community col-
lege, which provides qualified instructors. In addition, Esperanza Unida continues to
provide counseling and representation to workers filing for workers' compensation or
unemployment compensation through its Workers' Industrial Program.

Esperanza Unida does not need to heavily advertise its programs, since it is well
integrated into the community and information about new programs quickly spreads
by word of mouth. The organization does, however, put out a quarterly newsletter,
which updates the community on their activities, as well as occasional press releases
which make their activities more widety known in Milwaukee. The success and unique-
ness of the organization has also attracted additional media coverage, both local and
nationai, further advertising the organization's services.

Trainees d.o not pay for their training, nor do they receive a stipend or houriy wage.
For some this lack of pay may preclude participation in the Program, but nonetheless
Esperanza Unida has a waiting list of people who want to take thei¡ courses. The orga-
niãation does not have entrance requirements and classes are offered in both English
and Spanish. Generally, selection is done on a first-come-first-served basis, but in some
instances goverrunent funding, such as ]TPA funds, may require that a certain number
of slots go to a certain age group, or some other such restriction.

Of all of their training programs, the auto repair is the oldest and largest, with over
L0 instructor/mechanics and training slots for rouglrly 60 individuals per year. This
program is a six-month hands on intensive program which combines classroom work
with shop floor experience. Instructors are paid a flat rate of $10/hour while working as
instructors and anywhere from 99 ¡6 $lalhour doing straight repair work on commis-
sion. The shop gets a considerable amount of its business from individuals in the area
needing car repair. In addition, people and corporations often donate cars to the train-
ing center, which the center then refurbishes and sells. The value of the car at the time
of donation is tax deductible. The shop aiso does volume fleet work for Avis, the Mil-
waukee Police, and Wisconsin Electric, among others.

La Esperanza del Futuro Child Care Training Center was founded in resPorìse to the
tremendous need for day care services in the neighborhood coupled with the fact that
the organization realized it had been providing training to very few women, and would
continue to be unable to assist women unless day care services were available' Through
this training program, women can become certified to operate home-based day care -
operations. lrr spite of their certification, however, graduates of the Program were still
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having trouble starting up their operation due to such obstacles as losing health benefits
when they leave AFDC or being unable to deal with the English-only licensing and.
regulatory board. To answer to these problems, three program graduates formed an
operating association, Providers of the Future, which is affiliated with Esperanza Unida,
allowing association members to buy into the health plan which Esperanza Unida
provides to its employees. Customers of association members pay the association for
the day care service, then the association pays the provider, minus the cost of contribu-
tions to the health plan. Members share other costs through the association as well, such
as translation and assistance in dealing with the goverrunent. The association also has a
small loan program and a toy and material sharing project.

Esperanza Unida began training enterprises believing that workers best learn a trade
under actual working conditions. In addition, all trainees perform work which gener-
ates revenue to help cover the cost of their training. The fact that trainees generate
revenue to cover the cost of their training contributes to trainee feelings of ownership of
the program and responsibility toward their work, helping keep morale and perfor-
mance high.setf-sufficiency is also important to the organization as a whole, since self-
generated revenues do not come with the restrictions that goverrunent or foundation
furds cafty, freeing the organization to respond to the needs they see in their commu-
nity in a manner and at a time they deem appropriate.

Like the auto repair and the day care centers, Esperanza Unida's other businesses
were formed as part of the organizatíon's creative, entrepreneurial approach to problem
solving in the community. These businesses not only provide training and create jobs,

they also improve the level of local business ownership. Tfuough subcontracting, pur-
chasing, or other activities, Esperanza Unida tries to support other local businesses as
much as possible. In addition, Esperanza Unida is in the process of spinning off its
asbestos abatement business to a former trainee, who now has the experience to run this
business as a for-profit enterprise.

F. Finance
Esperanza Unida's total annual budget is roughly $1.2 miltion, with about two-

thirdJof that being generated through rãrr.r,.,., iro* tt. organization's enteiþrises.
Other funding sources have included local CDBG and ]TPA funds,local and national
foundation grants, and contributions from individuals, corporations, and religious
groups. The average cost per trainee in the training enterprises is rougtrly $5,000, most
of which is covered through self-generated revenue.
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IV. Results to Date/Future Directions

As of mid 1993, Esperanza Unida had, through its training businesses, trained and
placed over 300 individuals in jobs. Moreover, through the establishment and expan-
sion of these businesses, they have created over 35 fuil time jobs in the community.
Currently, Esperanza Unida has rougtrly 50 individuals receiving training through their
training enterprises at any given time and they train over 100 students Per year. Seventy
percent of their graduates find employment after graduation, many of them returning
to Esperanza Unida as empioyees of the training businesses.

Through its housing rehabilitation program, Esperanza Unida has done ten gut
rehabilitations of houses and sold these houses to students and employees. They are
currently rehabbing three other houses and are planning to redevelop a four-storey,
65,000 square fooi commercial buiiding located in the heart of the South Side commu-
nity. During construction, pre-apprenticeship skill training will be offered in the areas
of carpentry, heating and air conditioning, plumbing, electrical work, and painting- The
building is to be occupied by a combination of new and existing businesses, as well as
social service providers, with EspeÍanzaUnida developing the new businesses and
maintaining ownership of the buiiding. Esperanza Unida has elicited support for this
project from the Milwaukee Buiiding and Construction Trades Council, the City of
Milwaukee, the State of Wisconsin, and others. So far eleven trainees have been hired
by project construction contractors under a "first source" hiring agreement which is
part of the bid process.
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Focus: HOPE
Dnrnon, MrcruceN

I" Contact Information

Fr. William T. Cunningham, Executive Director,
Mr. Charles Grenville, Development Officer
1.355 Oakman Boulevard
Detroit, Michigan 48238
(313) 883-7440

Contact:

Address:

Phone:

II. Setting

Detroit's demise as a job center has been analyzed numerous times as a prime ex-
ample of urban decay. But a very pertinent point is made by the staff of Focus:HOPE
i.e., that the city itself, both economically and politically has been "ghettoized," not in
terms of race per se but in terms of attitude and performance expectations. Economi-
cally, the city is increasingly "feeding off itself" with largely government jobs and
welfare and decreasing vaiue added activity-particularly with the ongoing down-
sizing and internationalization of the automotive industry. Politically and socially,
public sector corruption, high crime, a miserable public education system, and a legacy
of almost wholesale desertion of the city by its former white popuiation have contrib-
uted to what is often viewed as one of the most hopeless of urban environments in
the country.

It is truly remarkable that within this context, one of the nation's foremost social and
economic development organizations has developed,lending credence to its name.

III. Proiect Description

A. Hístory and Objectiaes
Focus:HOPE began in 1968 as a multiracial volunteer organization dedicated to civil

rights. After the riots of 1967, racially mixed teams of individuals began visiting
chu¡ches to promote racial harmony, and from this experience a non-profit organization
evolved to add¡ess the critical needs of the inner-city community. Despite its enormous
growth and diversification over the years (as described below), Focus:HOPE, remains,
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in the mind.s of all invoived, first and foremost a civil rights organization. Each year, for

example, the organization sponsors a Walk for lustice in which thousands of citizens
remind the city ôf tne fundamental cause of social justice. And advocacy remains a key

goal: as the organization has grown in importance it has never ceased to speak out for

increased awareness of public responsibility.

Programmatically, Focus:HOPE's first venture was the establishment of a commod-

ity supplemental food program, with USDA, that is now the largest in the country,

piovidi-ng a broad selection of highly nutritious foods from USDA's surplus and price-

support programs to over 86,000 peopie per month. Foods are distributed through

dignified shópping centers using a state-of-the-art computerized system. The clientele is

largely at-risk mothers and infants, preschoolers and the elderly.

In the late 1.970s, as an outgrowth of its initiai focus on youth, the organization
began to examine job development and training. Asking a simple question, where are

thJblue-collar jobs and who gets them, the organization first identified the metal-work

and machining sectors-Detroit's preeminent sectors from the turn of the century

onward-and found out two important things. First, despite economic problems in the

region, they discovered that there was indeed high demand for well-trained machinists.

Sub-contrattir,g to automotive manufacturers was still a viable concern, although the

quality of firmJ-in terms of technology and competitive outlook differed dramatically.

Sbme firms, understanding ihe need to upgrade in the face of foreign competition/ were

investing in computer design machining and more training for workers. These firms

recognized the näed to adoþt internal flexible manufacturing, using computer-based .
machining, and to pursue more diverse markets and sub-contracts. Others, the majority,

remainedlraditionãl, awaiting the next sub-contract to be completed on standard ma-

chinery and would soon, in Focus:HOPE's view be ieft out of the economic picture.

Second, they found that virtually all of the higher-paid, high skilled machinists were

white males in their fifties. Few were young and hardly any were minority' Related to

this finding was the fact that many of the existing workers had graduated from the

Henry Forá Trade School which had trained generations of machinists but then closed

in thé early 1950s. Putting together such a training program, with emphasis on disad-

vantaged youth, became a key strategy of the organization along with a second longer-

te{m concern: upgrading the machining sector itself within the area to provide a base of

competitive firmJ that would L) create more wealth through value-added production

ana ã¡ provid.e good paying, high quality jobs for the longer term. This two pronged

upptou.h definðs Focus:HOPE's economic philosophy-that contrary to some of the

siandard myths, economic growth and competitiveness and poverty alleviation are not

mutually exclusive goais; indeed they are intimately linked.
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This thinking has led over the years to a higlrly successful multi-faceted technology-
development and training approach linking inner city labor, through training and
placement, to employers within the region while at the same time introducing innova-
tions in machining technology and production processes for adoption by existing and
new firms

B.Training Progrøms
Focus:HOPE has th¡ee main components in its overall training program. (1) The Fast

Trackprogram addresses the need for inner city youth to reach a basic level of compe-
tence to either pursue an initial job or receive higher level training. The program cur-
rently takes in roughly 1,000 recent high-school graduates from the Detroit area each
year who, due to problems in the public school system, generaily perform at an eighth
grade level in reading and math. Fast Track is an intensive seven-week program which
áims at inêfeasing quãntitative and verbal skills up to the tenth grade leïel while pro-
viding a transitional atmosphere to accommodate trainees to the rigors and expectations
of the work world.

The curriculum combines class work with a competency-based skills-bank computer
program that takes students step by step in verbal and quantitative terms skills. Train-
ees spend rougtrly 50 percent of their time on ind.ividual computers and are tested
continuously. The outcomes of Fast Track, as shown through the success of trainees
who move on to technical training (described below), have been impressive and most
do upgrade their skill on average by two academic years.

In large part the results of this training-as in all Focus:HOPE activity-appear
due to a social environment that promotes dignity and respect with a high degree of
discipline and solid expectations. From day one in Fast Track trainees are treated like
private-sector trainees and are issued training coats and assigned a computer. Expecta-
,tions in terms of behavior and achievement are made very clear, as are the rewards of
completing the training program. Those graduating from Fast Track are promised

, either placement in a job or more advanced training through the Machinist Training
Institute (see below) whichever they wish. But the regimen is strict. Fast Track is man-
aged by a former military drill instructor who stresses pride and discipline. Being tardy
costs one disciplinary point; being absent without permission is two points. Three
points and you are out of the program (although re-application and re-admission at a
later time is left open). The course also offers individual and group work in communi-
cation skills, orientation to the workplace, and appropriate behavior. Trainees work
çight hours per da.y, glx days per week and their work on computers is monitored
through file servers by trainers.
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Due to the rigorous disciplinary system, and normal drop-out rates, about 37 per
cent of the trainees don't make it through the course. Of those that do, over 90 percent
go on to meaningful work either through referrals to the over 300 companies with
which Focus:HOPE maintains relations for such placements, or through placement in
more advanced training programs (which they usually recommend) including
Focus:HOPE's Machinist Training Institute (MTI). Fast Track job placements are e_ntqy-
level positions in a variety of occupations including retail, clerical, services, banking,
and manufacturing, having a wage minimum of $S/hour and benefits. The program's
reputation ii suchihat Fasi TracÈtrainees are in high demand and Focus:HOPÈ tries to
maintain placements with firms that are competitive in outlook and will be around-
this is especially true for graduates of the MTI.

(2)The MnchinistTraining Institute, modeled initially after the former Henry Ford
Trade School, and employing-a number of former Ford graduates as trainers, offers an'intensive 3L-week course in basic metal work and machi^irg. Th¡ee separate tests_a-re
administered for admission (quantitative, verbai reasoning, and mechanical aptitude)
and trainees accepted must be able to read at a ninth grade level and perform math to a
tenth-grade level (hence the linkage to Fast Track for many of the enrollees).

The course combines classroom instruction in such areas as applied math, measur-
ing instruments and techniques, metals, machining processes, and blueprint reading
with hands-on training in machine tool set-up and operation. A self-paced modularized
format provides competency testing for every shop-floor activity- as trainees progress
through conventional lathes, mills and grinders to computer controlled equipment.
Utilizing over ninety fully operating machines on the shop floor, trainees make actual
products, including high precision tools for their own machinist tool box.

InL992, a twenty-six week course-Advanced Precision Machining-was added to
PrePare trainees for placement as CNC programmers and operators and in CAD/CAM
related positions. Formal study of pre-engineering math, computer graphics, geometric
dimensioning and tolerancing, advanced quatity methods, and CNC/CAD/CAM lab is
linked to twenty-hour per week practicum performing advanced manufacturing pro-
duction contracts.

Of the rougtrly 900 graduates of the MTI since t98L, over 95 percent have been
placed in different machining enterprises. The starting wages range from $7.00 to $9.00/
hour, with average wages after four years climbing to 914.00/hour. This higtrly success-
ful program, like its Fast Track counterpart also relies upon group counseling and
communication sessions as well as upon the dignity-with-discipline approach for which
Focus:HOPE is noted. The pervasive attitude throughout the institution is that inner-

47



city residents, from whatever background, deserve the very best in training and support
and in turn will achieve the very best.

(g)The Center for AdaancedTechnology, the next step along the training continuum, is
Focus:HOPE's most ambitious undertaking to date. Realízingthe dire need to upgrade
both technology and worKorce skills, the organization has undertaken a unique col-
laboration among education, industry, and government to develop a national center for
the training of "technician-engineers," who represent the new wave of very higtly
skilled employees needed to operate the flexible production equipment that represents
the future of manufacturing.

Operating computer aided machinery that retools and reconfigures to manufacture
an oPen-ended range of products requires operators who can integrate theoretical and
practical knowledge of materials, machinery, computers and sophisticated design. In
resPonse to this challenge, Focus:HOPE is deveioping a training and production center
in coilaboration with four federal agencies (Defense, Education, Commerce, and Labor),
local government and universities, Iocal industries and a number of foundations, in-
cluding the C.S. Mott Foundation, a long supporter of the organization. The basic objec-
tive of the CAT is to provide a model, national facility with state-of-the art technology
that o$ers up to six years of training combining academic and practical pursuits. Train-
ees finish with an advanced engineering degree, highly developed machining capacity,
and--b,asic knowledge of two foreign languages (including German and ]apanese as
options). The key approach of the training is open-ended learning whereby trainees wiil
delve into mathematical, machining, and materiais studies on the basis of problem
solving that arises out of innovative tooling and machining techniques. This is driven
by the complex nature of state-of-art machines which can tool themselves through
computer programming to take on open-ended machining capacity. It is for this reason
that academic and practical training must be combined. A key aspect of the training is
the linking of trainees to various specialists to provide theory and solve problems
thereby supporting the competency-based, rather than classroom or academic, objec-
tives of the CAT.

This $100 million plus undertaking is off the ground. A 200,000 square foot building,
formerly an engine factory, has been acquired and renovations are nearly complete.
This includes the center's own elêctrical power generation, slated to produce significant
savings though converting electrical energy from natural gas ("Rather than paying
twice for the energy through a public utility" according to the Development Officer).
New, computer assisted machinery has been acquired which is linked to central com-
puter and audio-visual control and monitoring stations. Through this system, produc-
tion coordinators can actually observe machining while talking to operators, and com-
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Puter screens monitor not oniy the stage of production of a particular product, but the
unit cost of the ongoing operation.

The CAT is actually designed to cover a large part of its ope¡ating budget through
production contracts. Ít crrttétttly manufactures eitremely prãcise p*tr, *lth itr *uJot
contract being the production of over 160 types of internal engine pulleys for Detroit
Diesei and aluminum engine parts for Ford Motor Company. The initial25 trainees (to
grow to 400) are mostly graduates of the MTI who have at least one year of work expe-
rience. These trainees are paid a professional wage (roughly L0 percent above their last
salary, or about $15.00 per hour) since they are engaged in production as well as train-
ing and it is expected that demand for their services will be exceedingly high once they
graduate. Being mainly black, inner-city residents, the CAT trainees demonstrate the
potential for combining investments in human resource development with economic
development goals.

To answer to the needs of other age groups, Focus:FIOPE has initiated a number of
Programs. One is a modern day-care, pre-school faciiity for 180 children tfuough pre-
Kindergarten developed within the neighborhood and organized on Montessori princi-
pals. Test scores at the pre-K level rank very high in relation to the national average.
The school's award-wirrning architectural design reinforces Focus:HOPE's philosophy
that anything developed for disadvantaged citizens must be of the same if not higher
standards than that for general society. This in turn reinforces higher self image and
expectations and breaks the "ghetto" mold in peoples' thinking, i.e., "this can be done
here as well as anywhere else."

In line with its sector-specific economic interventions, Focus:HOPE has developed a
comPany/ High Quality Manufacturing, which employs mainly lower skilled, poor
adults such as AFDC women in the manufacture of more labor intensive products,
including emission control harnesses for cars. To date, management estimates that over
100 women have been employed through HQM, but given foreign competition, it has
Proven very difficult to raise salaries much above minimum wage. A key lesson in-
volves the need to adjust welfare to accommodate low-wage work while not depriving
clients of necessary benefits and the right to work.

C. Orgønizational Stntcttre and Stffing
Frorn its humble beginnings, Focus:HOPE has grown to a.4SO-employee organization

with a consolidated budget of over $4.0 million annually. Its aggressive fund raising ac-
tivities have yielded a highly diverse financial base. This base encompasses local private
support, training contracts under IOBS and ITPA, production sub-contracts from area
corporations, foundation grants and investments, and larger-scaie development fund-
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ing (mainly for the CAT) from the Congress and federal agencies, including the Defense
Department for the development of high-tech production technology and training.

Despite its size and sophistication, however, the organization has retained much of
its original voluntary characteristics. As mentioned, it retains an extremely strong
advocacy posture, utilizing all of its achievements as examples to promote a broader
response both within Detroit and the society at large. Úr keeping with this posture, the
Board represents a mixture of community activists, representatives, and corporate
leaders. Civil rights remains the cornerstone of Focus:HOPE's philosophy, and its
voluntary nature mandates a salary cap of around $45,000 per year.

IV. Lessons LearnedÆuture Directions

As stated above, Focus:HOPE has been, and will continue to be a prime example of
the thesis that there is no inherent eonflict between poverty alleviation on the one hand,
and growth and competitiveness on the other. Indeed, the central thrust of the orgariza-
tion is to link job development for the poor with ongoing industrial advancement. This
mutual reinforcement answers to the needs of both industry and the poor: industry
needs higtly trained workers; the poor need good jobs that will stay in the area. While
it may seem surprising that a civil rights organization plays such an active role in up-
grading industrial technologf, the fact is that an enlightened third party, with no inher-
ent competitive motives beyond poverty alleviation, can acquire technical expertise
with the leadership and indeed play such a role well.

This provides a key lesson for community based organizations everywhere-namely
that socially-based organizations can enter the technical realm, given the disposition
and. the commitment to do so. Clearly, ieadership is the critical factor, with Fr.
Cunningham and the other leaders having the fortitude to attract and employ technical
expertise and involve the technicians within the civil rights vision of the organization.

In this case, a critical factor was also the concentration of activities within a clearly
defined sector-machining. This allowed a generalist organization to become special-
ized in the economic realm and to integrate training and production while also working
to enhance industrial capacity locally. This could not have been accomplished across
the board in multiple sectors. The decision to focus on one sector with high pay was
critical to success.
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PloNrEn lNpusrnrrs
or PtoNrEn Hur,teru SrnvIcES

Snnrrru, WA

I. Contact Information

Contact:

Address:

Phone:
Fax:

Mr. Gary Mulhair
President, Pioneer Human Services
2200 Rainier Avenue S.
Seattle, WA 98144
(206)322-664s
(206) 325-8ooe

II. Organizational Description

Founded inlg62,Pioneer Human Services provides an integrated array of housing,

employment, training, counseling, and other services needed by individuals living at

the'márgins of society. Th.y focui their activities on their clients, with the belief that

every inãividual desãrves ihe chance for change and has the potential to lead a fulfilling

life. At the same time, Pioneer runs their non-profit 501(cX3) operation as if it were a

private enterprise, with the combination of discipline and responsiveness required to be

competitive in the marketplace. The organization generates its own revenues to suPPort

activities and adds program areas which fit the organization's resources and capabilities

and respond to identified needs of the client population.

Pioneer began as a small agency and grew mainly by adding services as a tangent to

activities in which they were already engaged. When beginning activities with which

they had less experience, they conducted careful research and developed or hired the

necessary experlise to begin each new initiative. Through this approach, Pioneer has

Brown into a setf-r.tppotiittg agency which employs approximately 400 individuals and

expects to generat. ðtôs. to $ZO mitiion in revenues this year, up from approximately $5
million in igg¿. Care is taken, however, not to be run solely by the business bottom iine.

The mission of the agency is to serve their client population and a full-time internal

auditor monitors the quaiity and efficiency of delivery of Pioneer services to make sure

they continue toward their goals. Pioneer currently employs approximately 400 indi--.

viduals in all of its operations and serves over 3,000 clients annually. Below is an outline

of the service areas and activities in which Pioneer Human Services is currently involved.
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Community Corrections
. Four work release faciiities with a total of roughly 200 beds
. An electronic monitoring program which can monitor up to 1.00 individuals in

their homes
o I highway clean-up program
. A urinalysis testing service which serves both PHS clients and contracts to other

agencies
. An on-call project which provides trained individuals to fill in for employees on

sick leave or vacation

Alcohol /D r ug F r e e Liaing
. Six apartment buildings with a total of 200 units for alcohol/drug-free living
. A!32-room hotel and an 8-person residence providing low-cost housing for

alcohol/ drug free living
. A 45-bed secure alcohol treatment facility for civil commitment cases
. An 8-unit building housing pregnant substance abusers and substance abusing

mothers and their children

Food Distribution nnd Food Seraice
. An institutional kitchen, partly staffed by individuais drawn from PHS residen-

tial programs, which prepares approximately 300,000 meals annually for both
Pioneer facilities and other nonprofit residential programs and also offers some '

specialized catering
. Á wholesale food o-rgani zatíon,staffed by people from Pioneer residential pro-

grams, that distributes food to food banks and nonprofit grouPs in Washington,
Oregon, California, Arizona, and ldaho

Youth nnd Fnmily Programs
. A group home f.or l}male youthful offenders
. An outpatient counseling program for troubled youth and their families

Enterprises
. A real estate management division which develops and manages residential and

commercial property used in PHS programs. This program includes a general
contracting division which manages construction and remodeling projects and a

program for the sponsorship of an apprentice plumber, done in cooperation with
the local union and a contracting firm. Empioyees include participants of PHS
residential programs

. Pioneer Industries, a precision light metal fabrication and finish facility, described
more fully below.
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III. Pioneer Industries Training Program

Pioneer Industries provides training and employment opportunities to individuals
living at the margins of society, who face considerable barriers to employment. By

offering these individuals the chance to acquire skills and develop a work history,
Pioneer significantly improves their chances of finding viable employment.

Pioneer Industries was founded over 25 years ago by an ex-offender who found it
,difficult to convince employers to hire him and realized other ex-offenders faced the

same problem. Pioneer Industries did not originally provide training; its goal was to

provide an opportunity for ex-offenders to build a work history so that employers
would be less ieluctant to hire them. After this experience, individuals could then use

the skills they already had in another job. The turnover rate among PI employees,
however, was very iow and PI had trouble accommodating many new releases. More-

over, the employees that were there often needed training in particuiar skills, such as

blueprint reáding, and hence training began on a very informal basis. PI formalized its

training program in the mid 1980s. This both ensured that they would have regular

openingJ, enãbhng more individuals to participate, and improved the skills of the

"regvlar" employees of PI, most of whom are hired out of the training Program.

PI is a division of Pioneer Human Services and has a total of about 185 employees/
73 ofwhom are trainees. Training instructors comprise two classroom instructors and

three skilted trades people who conduct the training on the shop floor. The instructors

all have training aná experience in education; for example, one has a master's in adult

education and ãnother ñas considerable experience as a public school teacher' The

trainers working on the shop floor are experienced tradesman, but have also chosen

to augment their skills as trainers by taking education classes at South Seattle Com-

munity College.

Most of the trainees are referred to Pioneer lndustries by the Department of Correc-

tions; others are referred by drug and alcohol rehabilitation Programs or community
vocational programs. Trainees need to have a referral from some sort of community or

social serviie agency. Ethnicaily, the trainees are mixed, with about 50 percent being

white,35 perceñt African American, and the remainder a mixture of Hispanic, Asian,.

and Native American. Most trainees are not young; the average age is between 25 and

35 years. Approximately one-quarter of the trainees are women, with some coming to PI

through a special program with the Washington Corrections Center for Women at Gig

Harbor. Fivã dayJa week Pioneer transports about 10 women from the Center to work

at Pioneer Industries. By participating in this program, women can receive training,

work experience, and wages prior to their release back into the community.
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Trainees do not need to have a high level of education to enter the program, but
must be able to read and write Engiish in order to read shop floor orders and note
whether they are done. In general, if an applicant can fill out the empioyment applica-
tion forms without help, he or she has the necessary language skills to do the job. Appli-
cants also need to be flexible with regard to the hours they work, as they may be needed
to work second or third shift. Turnover and application rates for the jobs tend to be
seasonal. Demand for trainee positions is generally lower in the Spring, when there are
more construction jobs available, but then increases as cold weather approaches. In
interviewing and evaluating applicants, Pioneer staff place greater emphasis on an
individual's attitude and willingness to work than on specific skills.

The PI Training Program offers clients individualized training which combines class-
room work and on the job training. The training program is designed to last eighteen
months, but most trainees do not remain trainees for that long; they either become regu-
Iar employees of PI or they find another job. The training begins with a two-day orienta-
tion session after which trainees begin both the classroom and the on-the-job components.
The OIT segment starts trainees with work in simple areas, such as assembly, and
gradually progresses to more complex activities, such as computer-aided manufacturing
and advanced quality control methods. Classroom instruction covers basic education,
with a chance for individuals to earn their GED; manufacturing-specific skills, such as
blueprint reading and important math concepts; and life skills, with courses in personal
and professional deveiopment, job seeking skills, and communications. Supplemental
training is also available through the community college. All trainees may participate in
individual tutoring sessions. The specific sequence of courses a trainee goes through
will vary depending on the individual's ability, interest, and prior experience.

As trainees progress through the training program, they can earn points for such things
as high performance ratings or mastering the necessary skiils of particuiar work station.
These points enable trainees to buy more training, in the form of training materials, com-
munity college courses, or additional computer time. This point system provides trainees
with an incentive to do well and a structure for assessing their achievement. In addition,
PI pays its trainees, beginning at a rate of $5.25 an hour, for every hour spent in train-
ing. After their first six months, trainees receive a raise and benefits. At the end of the 1.8
monthtraining period trainees may also get paid time to engage in job placement activities.

PI trainees take responsibility for finding themselves a job upon completing training,
and, as mentioned above, many find permanent employment before completing the
training cycle. PI does however, provide considerable assistance in this process by
promoting their trainees among the firms with which PI does business as well as by
offering assistance in the job search process.
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PI has a particularly sirong relationship with the Boeing comPany, which has sup-
ported PI since it was founded. Boeing has hired PI trainees and initially was close to

lhe soie buyer of PI products. PI has since diversified its customer base, but Boeing still
purchases roughly 65 percent of PI's output. Boeing also supports PI's training activities
by paying for training hours, essentially paying for most of the cost of the training
program. Boeing contracts with PI arrnually for a certain number of hours. PI works out

á price per hour and includes in that the cost of training hours. Boeing benefits by
having skilled workers available to hire and by being able to buy high-quality, low-cost
parts from PI.

IV. Results to Date/Lessons Learned

PI admits approximately 200 trainees to its program each year. These trainees stay at

PI for an averagé of six months. Unfortunateiy, resources for tracking trainees after they

leave the program are not available, but trainees generally do go on to some type of

permanet t employment. PI staff estimate that 57 percent of their trainees leave under

what they would consider unfavorable circumstances, but these individuals are eligible

to come back into the program after receiving treatment or otherwise demonstrating a

change, and many of them do. Approximately 75 percent of regular PI employees have

come through work release, department of corrections, an alcohoi / drug treatment
center, or othet rehabilitation program. Empioyment is not limited to working on the
floor; trainees interested in bookkeeping, purchasing, or some other aspect of the busi-

ness may work toward a position in one of these areas. PI's annual sales were approxi-
mately $Z *illior, inl991, with Boeing accounting for roughly two-thirds of that figure.

PI staff feel that many of the principles of running a for-profit business can be ap-

plied to rururing a non-profit business; serving the poor and runrring a profitabie busi-

ness are not necessarily mutually exclusive goals. Non-profit businesses should, how-

ever, have a set of measures that they rely on to tell them how well they are doing with

regard to their mission, so that they do not lose sight of their originai goal in their at-

tempt to be profitable. Non-profit managers should exploit the strengths that they have.

For example, non-profit businesses should take advantage of their tax-exempt status to

keep theii costs low, as for-profit businesses have other advantages, such as in raising

capital and methods of earning profits, which are not avaiiable to non-profits. Non-

pt-ofitr need to match existing strengths to market opportunities. As Pioneer's president

states, "eveÍy town has a Boeing."
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Pno¡Ecr M¿rcn
CHrceco, IL

I. Contact Information

Toby Herr
Director
Winfield /Moody Health Center
1276 North Clybourn
Chicago,IL 60610
(312)266-6464
(312) 337-7616

Contact:

Address:

Phone:
Fax:

II. Setting

Project Match, a research and service welfare to work program, serves residents of
Chicago's Cabrini-Green, one of the most notoriously crime ridden public housing
projects in the nation. Cabrini-Green consists of a group of twenty-one very large,
run-down high-rises on Chicago's north side with a population of roughly L3,000
people. The projects mainly house welfare mothers and thei¡ families and also provide
a base for many drug and gang activities. It is estimated that approximately 80 percent
of the households in Cabrini Green receive Aid to Families with Dependent Children
(AFDC). Project Match itself is located in a community health center set among the
buildings which constitute Cabrini-Green. The location of Cabrini4reen is surprisingiy
close to one of Chicago's most affluent areas, known as the Gold Coast, which runs
along lake Michigan.

III. Project Description

A. Goals
The Project Match program strives to assist long-term public aid recipients out of

poverty and to help them achieve economic self-sufficiency. Project Match is based on
the premise that leaving welfare does not occur in just one step, getting a job, but rather
is a long, complex process about human growth and development. By offering long-
term support to individual clients, the program aims to help people keep working
toward self-sufficiency and self-reliance as a life goal.
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Project Match's objectives are not only to provide clients with direct assistance,

but also to learn aboui the process of leaving welfare and becoming self-sufficient'
Thus the program incorpoiates a strong monitoring and research component in addi-

tion to itJservice activities. Focusing on both providing long-term support for clients

and. also learning more about the process of leaving welfare in order to provide in-

sights as to appropriate program and policy desig+ has brought Project Match consid-

erable recognition

B. Brief Description €t History
Project Maich opened its doors in 1.985. Ms. Toby Herr, then a Research Associate at

Northwestern University's Center for Urban Affairs and Policy Research, deveioped the

program. At that time she had been evaluating a multi-site teen parenting program and

notãa that these programs lacked an economic focus; problems among teen parents had

more to do withbeing poor than with being bad parents. One of the sites invoived in

this evaluation was in Cabrini Green, where Herr, prior to her work with Northwestern,

had taught for nine years. From these experiences Herr decided to start Project Match in

Cabriniêreen as a project of Northwestérn University. In working on Project Match,

Herr noted that tt ur,y job placement programs viewed a ciient's getting a job as the end

of the welfare-to-*oik ptó."s. Entry-1stll jobs, however, did not Pay very well and

often entailed irregulaihours and no benefits, hardly a basis for self-sufficiency. More-

over, no longitudinal data existed for ind,ividual clients, since most Programs do not

have the capãcity to do such work. Questions about what happens to people 6_þ1 90

days after placement in a job could not be answered. Therefore, Flerr designed Project

Match as both a pilot social service and a research Program.

Project Match esseniially tries to match clients with appropriate jobs or training

ptogtu-r. The program offers case management and job placement services directly,

while trying to 
-broker 

other services, such as GED and vocational training, daycare, or

any othér sõrvice a client may need in order to getlkeep a job. Originally, PM ciients

.u^. because of referrais by the health care center or other social service agencies'

Today word-of-mouth brings most clients in.

The service component is run by a staff of about five, which includes the director,

three counselors, and an office worker. Each counselor handles a load of roughly 75

clients, with needs ranging from one quick check-up call per month to intensive coun-

seling every week. Casã w-orkers are tiained to put the clients first and help them with

their-probléms whenever they come in or call. This policy is part of the very client-

orienied philosophy which gôrr.rr,t PM. Every effort is made to make clients feel im-

portant and wetôome. Recofnidon parties aná the posting of achievements, both in the

newsletter and on office *ulls, hetp to bring clients together and to foster this feeling.
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The research component of the program has been run largeiy by Lynn Olson, Ph.D.,
who worked with Ms. Herr and two research associates from Northwestern. Since they
began operations, PM staff have tracked the progress of their clients. PM developed its
own tracking system for keeping these records and now has a valuable data base cover-
ing about six years of operation. The research staff have written several papers using
this data to discuss the problems of job retention for clients of welfare-to-work pro-
grams as well as the various paths toward self-sufficiency which seem to appear in a
significant number of clients.

C. Orgønizational Structure and Funilíng
For seven years, PM has been a project of the Center for Urban Affairs and Policy

Research at Northwestern University. The University took responsibility for signing
contracts or making any other binding arrangements with outside institutions, but
essentially allowed the program to function autonomously. PM has recently changed its
affiliation and is now associated with the Erikson Institute, a graduate program in early
childhood development at the Loyola University of Chicago. The service component of
PM is funded primarily by the Illinois Department of Pubiic Aid, while the research ac-
tivities have been largely foundation backed. The total budget for 1992 activities is esti-
mated at around $370,000, with employee salaries constituting the majority of expenses.

D, B eneficiary Characteristícs
Of the participants in Project Match,99 percent are African American, 88 percent are

female, and 80 percent are parents. Many are second or third generation public aid
recipients, a minority among public aid recipients and probably some of the most diffi-
cult to work with. Apart from lacking job skills, many clients also lack the life skills and
social skills necessary to hold a job. Violence is common in their iives and their living
arrangements tend to change frequently. Just staying in touch with ciients can be very
difficult because phones are so often out of order and addresses change frequently.
Many clients lack role models with jobs; most of the people they know are also on
public aid. Often family members, children, or boyfriends wili try to dissuade a client
from getting a job, either out of fear that benefits will be cut or jealousy that they will
not be the recipient of as much attention as before.

E. Actiaities
Individuals interested in participating in PM must first attend an orientation, which

consists of two half-day sessions. PM originally held these sessions every few weeks,
but due to funding constraints now holds orientation sessions about every th¡ee
months. Individuais interested in the program put their name on a list and are notified
of the dates of the orientation sessions. PM admits all individuals who manage to show
up for both sessions.
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Following orientation, individuals begin working with a counseior and together
they determine what the first steps on the path to self-sufficiency should be for that
person. Because each PM participant works individuatly their counselor, there is no
fixed sequence of activities for the PM program. For exampie, some participants may
begin by going to schooi or participating in a training course while others may start
with a job and then decide to further their education later.

IV. Results to Date/Lessons Learned

PM has managed to place nearly all of its participants in a job or an educational
program within six months of their enrollment in the program. During their time in PM,
which currently averages three to five years, 91 percent of participants have been placed
in at least one private sector job. PM has found job retention to be a major problem,
however, and many need help to stay motivated. Within six months of their initial job

placement, ST percent of PM participants lose their job and within L2 months that rises
to 70 percent. Of those who iose their first job however, PM has placed about 66 percent
in another job or in an educational program within three months.

PM workers have often found that many participants are not very interested in
education programs until they have job experience. Many of them have seen others go
through educationai programs only to still not have a job later and are therefore turned
off by the idea. As they work and see that additional skills are indeed necessary, PM
clients become more motivated to acquire additional skills.

PM has also made important contributions to the research and policy aspects of pub-
lic aid programs. They now have a data base which inciudes information on the Progress
of 259 ciients who have been with the program for over th¡ee years. With this data set,
PM researchers have demonstrated various paths toward self-sufficiency that many
clients take and have documented some of the job retention problems which were Pre-
viously overlooked. In 1988, the Ford Foundation and Harvard University selected PM
as a winner in the Innovations in State and Local Government awards program, in large
part to the program's effective blending of service, research, and policy considerations.

PM now faces trouble retaining funding from the Illinois Department of Public Aid'

This difficulty stems from the state's implementation of performance-based contracting,
a system to which the PM model does not lend itself well. PM will view a client's hold-
ing down of a part-time volunteer position as a valuable first step, whiie the state will

wãnt to base its ievel of funding onthe number of people who maintain an unsubsidized
job or participate in a valid educationai program for a given period of time, usually 6G-
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90 days. This diiemma illustrates the difficulty in designing a program which can offer
long-term support and investment in individuals, yet can be effectively monitored on a
short-term basis.

V. Information Sources

Berg, Linnea, et al., "Causes and Implications of Rapid |ob Loss Among Participants in
a Welfare to Work Program," Center for Urban Affairs and Policy Research, Northwest-
ern University, October 1991.

Center for Urban Affairs and Policy Research, Northwestern University and Winfieid
Moody Health Center/Near Norih Hill Service Corporation, Project Match 1-992 Annual
Report, Chicago, IL.

Conrad, Aimee, ed. "The Independence: The Quarterly Bulletin of Project Match,"
February, 1992.

Herr, Toby, Interview at Project Match Offices, Chicago, IL, ]une 15,'J..992.

Hert, Toby, et al., "Changing What Counts: Re-Thinking the Journey Out of Welfare,"
Center for Urban Affairs and Policy Research, Northwestern University, April 1991.

Herr, Toby, et al., "The Project Match Model: A Long-Term Employment Assistance
Program for Disadvantaged Families," Center for Urban Affairs and Policy Research,
Northwestern University, May 1990.

Kennedy, David M., "The Ladder and the Scale: Commitment and Accountability at
Project Match," John F. Kennedy Schooi of Government, Harvard University,1992.

60



Sxrp Row DEvnopMENT ConroneuoN
Los ANcurrs, CA

I. Contact Information

Contact:

Address:

Phone:
Fax:

Martha Brown Hicks
President
434 South San Pedro Street
Suite 601
Los Angeles, CA 90013
(213) 623-7130
(213) 623-2727

II. Setting

Skid Row Development Corporation serves the homeiess in the Skid Row area of
Los Angeies, a 50 square block area located less than a mile from the Central Business
District. The area is aiso adjacent to little Tokyo and quite near South Central Los Ange-
tes. Skid Row contains primarily industriai buildings, with some Single Resident Occu-
pancy hotels (SROs) and commercial space; there is no housing for famiiies. The indus-
try there is generally light industry, such as siik flower production and garment manu-
facturers. Although vacancy was somewhat of a problem when SRDC was founded,
today most of the industriai buildings are occupied. The fences topped with barbed
wire, barred windows, and large locks visible on most buildings hint at the high crime
rate which is still a problem for the area.

Area unemployment rates are fairly high, reflecting the high rates suffered in much

of California as a result of the recession and cutbacks in military spending. The down-
turn in the area's economy, coupled with national trends toward deinstitutionalization
of the mentally ill and more restrictive eligibility requirements for welfare and disability
benefits, has contributed to the growth in Skid Row's homeless population. Rapid
population growth due to considerable numbers of foreign immigrants, as well as in
migration from other areas of the U.S. has sharply increased the demand for California's
p..btic services and the restrictions of Proposition 13 have limited the ability of state and

iocal governments to raise the revenue needed to satisfy these demands. The state's
recent budget crisis demonstrates this difficult situation and indicates the declining
level of goverrunent support which programs will face.
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III. Project Description

A. Goals
SRDC's mission is to improve the quality of life for homeless residents of Los Ange-

les. They work to revitalize the Skid Row area in order to bring in jobs which can offer
opportunity to the area's homeless. Similarly, they create shelter, both temporary and
permanent, to help meet a basic need of the homeless population and to help individu-
als stabilize their lives. SRDC strives to help clients to become as seif-sufficient as is
possible for them.

B. History
In1975 the city of Los Angeles called for a redevelopment plan for downtown. The

revitalization of Skid Row was part of that plan. At that time no single organization
existed which provided all the services needed for comprehensive treatment of the
homeless. In respons e, ín1978, the City's Community Redevelopment Agency (CRA)
found.ed. SRDC as a non-profit corporation charged with the task of revitaiizing the Skid
Row area and creating housing and employment opportunities for the area's homeless.
The CI{A, which receives most of its funds through tax increment financing (TIF),*
agreed to fund the annual administrative budget, but SRDC had to find its own funding
for other projects.

Martha Brown Hicks, president of SRDC, secured funding from the federal govern-
mentforinit iatprojects'SRDCreceivedatotalof$3miil ionfromtheDepartmentof
Housing and Urban Development and from the Economic Development Administra-
tion. The HUD money facilitated the acquisition and rehabilitation of a vacant ware-
house into dormitory space for Transition House, a service-oriented medium-term
shelter (see below). The EDA grant went toward the construction of the Commercial/
Light Industrial Center (CLIC), 37,000 square feet of leasable commercial/ Iight indus-

triãl space. The revenues from leasing this space contributed to the establishment of
Transition Flouse, which opened in 1.983.

Today SRDC engages in a variety of activities to help the homeless, inciuding the
management of 17 units of low-income housing in South Central Los Angeles, which

SRDCrefurbished in 1.98L, and of the Renaissance Building, 66,000 square feet of light

industrial space renovated inI987. SRDC continues to operate the CLIC building and

the two shelters and aiso has recently begun Transition Enterprises, a maintenance
service company designed to provide employment for residents of Transition House
and to generate revenues to support their activities.
* TIF alkrws a state-charterec-l agency to issue bonds for financing physical improvements in designated--

districts. The increases in tax increments which result from this can then be used by the agency to pay off

the bonds.
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C, Organiz ation*l Structure
Tñere are roughly 22 official employees of SRDC. These include the president and

vice president asfeh as a public reiations officer/fund-raiser and a bookkeeper. Ap-

proximately eigtÉ staff members work as counselors for Transition House and another

ituff *.*ber works as properry manager and director of Transition Enterprises. Transi-

tion Enterprises employs aþpróximatety eight former residents of Transition House and

these employees are part of the payroll for SRDC.

SRDC is not formally affiliated with any other service providers in the L.A' area, but

they do frequently r...írr. clients from and refer clients to other agencies in the area,

both public and private.

D, B en efi ci øry Ch ar act er ist i c s
The-direci beneficiaries of SRDC's activities are the homeless of L.A.'s Skid Row

area. About tfuee quarters of SRDC's clients are male and most of them are from minor-

ity groups. In recent years there has been a significant_decline in ihe proportion of

ctients tñat are white and an increase in the number of Hispanic residents' The figures

from April to Augus t of 7992 show that 45 percent of clients were Black, 1'2 percent

White, +Z p"t."r,t-Hispanic, one percent American Indian and one percent Asian' Age

ranges for the same påriod show44 percent of clients were between 26 and35,27 per-

cent were between 36 and 45, and 15 percent were between L8 and 25 years old' Only

two percent were 56 or older.

E. Project Actìaities
SnbC provides assistance to the homeless in the areas of housing as well as employ-

ment. SRDC is active in providing shelter in several ways. Th"y run a 138-bed tempo-

rary emergency shelter *f,i.i offérs space nightly on a first-come, first-served basis'

SRbC,s Transition House offers medilm-term shelter combined with job-readiness

training and placement services (to be described more fuily below). Finally, SRDç oY^t

Move-Õn Housing, a 17-unit apartment complex, and rents the apartments to individu-

als qualifying for subsidized housing.

SRDC stimulates employment opportunities in the area by developing commercial

and light ind.ustrial rpu... In additiot to th. 37,000 square feet of sPace in the CLIC

center, SRDC *unugå, the Renaissance Building, a six-story, 66,000-square foot light

ind,ustrial building *ni.f, SRDC finished renovatin g ín L987 .In both buildings, tenants

with labor-intensile industries are preferred and provisions requiring the employment

of Skid Row residents are included in the leases. SRDC also offers employment oppor-

tunities by hiring homeless individuals to work for Transition Enterprises, a vendor of

maintenanc. uttã ianitorial services which SRDC began operating in 1988'
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Of all SRDC's programs, Transition House and Transition Enterprises focus most
explicitly on assisting homeless people to find employment and make the transition
from homelessness to participation in the social and economic mainstream. Transition
House counselors spend at least one and one-half hours with an individual client at
intake during which they ask about individual goals and education and skill levels and
look for behavioral clues indicating a client's willingness to change. Transition House
admits clients with substance abuse problems, but if medical supervision is needed,
they refer the individual to another facility, as Transition House does not have the
capacity to handle such situations. Similarly, clients with mental health problems may
be referred if their problems are too severe for the staff at Transition House. Once ad-
mitted, clients must relinquish any weapons and remain drug and alcohol free. Alcohol-
ics and Cocaine Anonymous meetings are held regulariy.

Clients generaily stay at Transition House for a period of three to six weeks. In
unusual circumstances, extensions ailowing clients to stay longer than six weeks may be
granted. During their time at Transition House, clients receive training in basic job
readiness skills, such as resume writing, appropriate dress for interviews and for work,
as well as training in life skills, such as personal money management, stress manage-
ment, and self-confidence. Residents also perform all of the chores and maintain the
grounds of Transition House, giving them a feeling of ownership and responsibility for
their living environment. Those who have a job often make small contributions to the
house. Transition House maintains an environment which both encourages and sup-
ports residents, praising client successes, and demands individuals are responsible for
themselves and respect those around them. Since the building is completely paid for,
Transition House is able to run a very cost effective program, with costs per client
averaging $14.60 per day.

Residents seek out employment opportunities themselves as well as hear about
possibilities from the counseiors at Transition House. SRDC recently hired a Job Devel-
oper to work with employers in the area and find more job openings for Transition
House graduates. Residents commonly find jobs as security guards, maintenance work-
ers, telemarketers, home aides, janitors, or cierical workers. Residents are encouraged to
secure a job as soon as possible rather than wait until they finish a particular training
regimen. The sooner a resident has a job, the more money he or she can save for an
apartment deposit and other relocation expenses. Also, counselors can assist residents
work through frustrations or other difficuities on the job and can help smooth misun-
derstandings between employers and employees. Once a resident leaves Transition
House, there is no formal follow-up on individual ciients, due to lack of resources and
the difficulty of tracking people who may not want to be found.
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Transition House has space f.or 94men and 36 women. The staff has found this to be

an appropriate size for their area, although the homeless population in the area is quite

targã.-fney find that the homeiess population is very diverse and many of them, due to

drug and âlcohol dependency or other factors, are not willing to really try to make a

chañge in their lives. Thus this program is only appropriate for a fraction of the home-

less population. Transition House is usually 80 to 90 percent full, commonly with more

lru.ut.iur on the women's side than on the men's. Staff attribute this fact to the rela-

tively smaller number of women among the homeiess and to the fact that many home-

less women attach themseives to a man, often for protection, whom they would have to

leave in order to enter the shelter. There is no spaèe for married couples, although they

can receive weekend leave passes. There is also no space for children. Women with

children are referred to other facilities.

Transition Enterprises employs past and present residents of Transition House. Current-

ly there are eight fulþtime workers on the staff, all graduates of Transition House. Cur-

r-ent residentsãre often called in on a part-time basis as needed. This arrangement allows

Transition Enterprises flexibility in meeting changes in the level of demand for their serv-

ices, as well as offers Transition House residents the chance to earn some money to put

toward relocation expenses. Transition Enterprises does not expect to keep its workers

perrnanently, but rather to provide a more supportive work environment than graduates

might find in the private seltot, providing their employees with a necessary bridge to

*"ãtit g the deminds of the private workplace. SRDC started the program with a grant

of 8ZZ5,OO0 from the Charies Stewart Mott Foundation, but expects to break even this year.

F. Finønce
SRDC receives funds from a variety of sources. Their biggest single source of fund-

ing is the CRA which covers their administrative operating budget as weil as all of the

.oãtr for the San ]ulian Center and some of the expenses of Transition House' SRDC

receives grant money from other public sources as well as from foundations for other

projects õr to start new initiatives. Some of the funds SRDC has received through the

.ity ir Federal money to implement the Homeless Opportunity Program for Employ-

ment legislated in Title trI of the Job Training Partnership Act.

SRDC staff have been working hard to increae the proportion of their funds coming

from private individuals and corporations and have had some success in recent years in

develòping a reiatively reliable pool of corporate and individual sponsors. Finally,

SRDC property management ventures generate revenues which they can use to support

their oihei ptograms. Their total projected budget for the 1992/93 fiscal year was just

over g3.32 million and SRDC projects they will cover roughly $375,000 of these exPenses

through revenues from their own oPerations.
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IV. Results to Date/Lessons Learned

Since their opening in 1983, Transition House has served over 8,000 homeless indi-
viduals. Roughly 70 percent of these individuals have gone on to a stable living situa-
tion after leaving Transition House. Currently Transition House serves roughly 

'1,,200

clients per year. Not all clients have the capacity to go on to employment, but many do.
Since 1988, Transition House has enrolledSïT homeiess men and women in its IIPA
Homeless Opportunity Program for Employment and placed 242 of these individuals in
unsubsidized jobs. Of these, 216 remained in the job in which they were placed for at
least 3L days;91 stayed at least 60 days; and 6L stayed 90 days or ionger. The average
wage at placement was $5.25 per hour.

SRDC staff feel that employment programs for the homeless must consider the
severe barriers to employment many of the homeless face. Homeless individuals often
need to learn very basic schedule management, grooming, dressing, and money man-
agement skilts necessary to get and keep a job. They need to earn an income immedi-
ately in order to begin caring for their own basic needs and hence cannot afford to
enroll in a lengthy training program. Homeless men and women generally need exten-
sive support services during their first few months on the job. Such services may in-
clude, but certainly are not limited to, housing assistance, drug/ alcohol counseling,
job-reiated counseling, and personal counseling.
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TUE PeRrNunsHIps ron Surr- SurnclrNcY Pnocnept
or SrnucruRuD EruprowrErur/EcoNoMrc DEvnopMENT ConpoRnrlo¡I

(Surpco)
Nsw Yonx, NY

I. Contact Information

Contact:

Address:

Phone:
Fax:

Thomas Seesal
President
Seedco
915 Broadway, Suite 1703
New York, NY 10010
(212) 473-02ss
(2L2) 473-0357

II. Setting

The withdrawal of federal money for community development activities in the 1980s
left many community groups scrambling for funds. State and local goverrunents, also
feeüng the pinch of reduced funding, began to experiment in new approaches to service
delivery, trying to improve their efficiency and leverage funds from the private sector.
Public/private partnerships became common. Seedco's current approach to economic
development fits well with this trend of new forms of collaboration between commu-
nity-based organizations and institutions.

III. Organizational Description

Seedco is a non-profit organization which provides support to local community
development agencies in low- and moderate-income neighborhoods across the country,
primarity in urban areas. In particular, Seedco seeks to encourage collaborative devel-
opment projects involving community-based organizations and public benefit institu-
tions, such as hospitals, colleges, or universities. Such projects may focus on housing,
economic development, employment and training, social services, health care, and other
related areas.
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A. Goøls
Seedco seeks to strengthen community development organizations and to improve

their ability to work with urban institutions, foundations, banks, and government
agencies. By participating in partnerships, community groups can improve their skills
and access additionai resources, increasing their chances of success in their endeavors.
Seedco aiso hopes to expand the participation of local institutions in the revitalization
of their areas and to strengthen their commitment to the community in which they
are located.

B. History
InL976 Manpower Demonstration Research Corporation, a non-profit organization

active in job training, created Seedco as a non-profit subsidiary to assist with their Sup-
ported Work Demonstration. That program, designed to help people with severe em-
ployment difficulties obtain a job, offered individuals jobs for up to 12 months, during
which time employment standards gradualiy increased. The program allowed partici-
pants to build a work history while learning how to meet the demands of the work
place. In 1985 Seedco became an independent non-profit organization and, with the
support of the Ford Foundation, began its Urban Institutions Program, which promotes
partnerships between grassroots community development organizations and nearby
public benefit institutions. Since the inception of this program, Seedco has fostered over
30 joint deveiopment efforts leading to a variety of visible neighborhood improvements,
such as rehabilitated housing and revitalized commercial strips, as well as improve-
ments in social services, the development of neighborhood-based plans and improved
planning processes. Twenty-three medicai centers and 25 coileges and universities have
acted as partners to local community development organizations through this program.

Today Seedco has four major program areas, all of which involve partnership building.
These are:

1. The Urban Institutions Program
2. Community Heaith Interventions Partnerships, (which focuses on health care

issues)
3. The Historicaily Black Colieges and Universities program, which involves

HBCUs in the revitalization of their communities, and;
4. Partnerships for Self-Sufficiency, which will be described more fully below.

Seedco receives funding from a variety of foundations, led by the Ford Foundation.
Seedco established its National Urban Institutions Program under a grant and low-
interest loan from the Ford Foundation. Ford initiaily provided rougtrly $3.5 million in
grant and program related investment (PRI) funds. Since that time, Seedco has received
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grants from 15 other corporations and foundations. This money covers operating costs
as well as recoverable grants and deveiopment loans to participating community devel-
opment groups. Seedco resources now include a $3.75 million low-interest loan fund
and a $350,000 recoverable grant fund.

The grants and loans are intended to leverage local funding sources and community
groups are generally required to match these funds. The match may be in cash or in
kind and may come from the resources of the participating organizations,locai govern-
ment revenues, Community Deveiopment Block Grant funds, banks,local foundations
or any other available source. Seedco seeks to involve local foundations in the partner-
ship process in order to establish a consistent long-term funding source.

C. Staffíng
Seedco has a full-time staff of eight, including a president, vice president, tfuee

program officers, an office manager, a secretary, and an assistant to the president' There
is also a part-time accountant. Extensive use of consultants is made in providing techni-
cal assistance to local organizations. Seedco maintains close relationships with the Ford,

]oyce, and Mott foundations and Citibank, and receives valuable input from the staffs of
these foundations concerning their program design.

IV. The Partnerships for Self-Sufficiency Program

As more community groups have felt the need to engage in job generating activities,
new types of collaborations were needed. In response, Seedco has begun a new initia-
tive, the "Partnerships for Self-Sufficiency" program, which synthesizes Seedco's exPe-
rience in work-based training and in encouraging collaboration between community-
based organizations and institutions. In this program, Seedco seeks to assist local non-
profit community development organizations, in collaboration with a local institution
and with a local foundation or other funding source, initiate training enterprises. Train-
ing enterprises are run as businesses and have a certain number of full-time profes-
sional staff as well as a number of trainees who work for the company. Essentially,
trainees get the chance to have on-the-job training and valuable work experience which
they can then use to find a job elsewhere. The model Seedco uses is based on the experi-
ence of Esperanza Unida, a Milwaukee-based CDC which creates businesses in order to
produce trained workers as weli as new enterprises.* Seedco adapted this model for

* To date, Esperanza Unida has established businesses in auto repair, auto body work, welding, housing

renovation, aibestos removal, and child care and is planning to spin off one business through a worker

buv-out.
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replication by conceiving of the approach as a partnership-based endeavor and by
building a planning and feasibiiity analysis process into the beginning stages of pro-
gram development. The emphasis here was on designing a process that would help
program directors think about the feasibility of their proposed business and where
particular programs will lead without imposing a rigid deveiopment strategy.

The Partnerships for Self-Sufficiency program focuses on midwestern cities, which
have been particularly hard hit by de-industrialization and the loss of manufacturing
jobs. As these areas seek to redefine their role in manufacturing within the context of
modern methods of production and heightened international competitiory it is impor-
tant to explore new methods for developing a work force to meet these challenges. As
this is done, it is particularly important to open employment avenues to the less
advantaged members of society, for whom barriers to participation in the economic
mainstream grow increasingly difficult to surmount. This group will represent a grow-
ing proportion of the workforce as we move into the 2Lst century. Through the PSS
program, Seedco is trying to help local organizations build programs that will not only
train individuals for particular jobs, but will also develop trainee thinking skills and
will link them with other educational opportunities, enabling trainees to visualize their
career progression and to adapt to meet new opportunities.

A. Outreøch and Selection:
The site selection process for the Partnerships for Seif-Sufficiency program began

with a round of letters to mid-western foundations. Since the Joyce Foundation Pro-
vides the bulk of the support for the project, they asked that mid-western locations be
chosen. The foundations were chosen as the point of contact because, as mentioned
before, Seedco wanted to ensure that programs had a stable local funding source. It
was also thought that local or regionai foundations would be familiar with the activities
of the community groups in their area and hence couid recommend groups for the
project. Seedco staff then contacted organizations suggested by the foundations and
institutions who had contacted Seedco in the past and arranged visits to sites which
seemed promising to assess the group's interest, ability, and need to carry out economic
development projects. Sites were seiected based on the interest and degree of commit-
ment evidenced by the local funder,by the community organization, and by the part-
nership institution.

B. Beneficiary Groups:
As with most Seedco initiatives, the PSS program works with CDCs serving low-

income neighborhoods, mainly in inner city areas, and with institutions which are
either in or very near the neighborhood served by the CDC. While many of the CDCs
Seedco has worked with in the areas of housing and revitalization had considerable
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experience in those areas, the community-based organizations in the PSS program
generally have little to no experience in the fietd of small business development. In the

ÞSS program, Seedco selected groups in low-income areas in five cities: Milwaukee, \'MI;

Wausau, \i\II; Dayton, OH; Canton, OH; and Lansing, MI. The following descriptionsof
these sites provide good examples of the type of neighborhoods and institutions Seedco
works with.

In Milwaukee, Lisbon Area Neighborhood Development (LAND), a newly estab-
lished CDC, serves a low-income community with a majority of African-American
residents as well as a significant southeast Asian immigrant population. The majority
(60 percent) of househoids are female-headed and over 50 percent of area residents are
under 18. The institutional partners include the Wheaton Franciscan Services, Inc., a
hospital system which offers housing, health, and related-services to low-income com-
munities in severai states; the University of Wisconsin, Milwaukee; and Marquette
University. The locai funders are the Milwaukee Foundation, the City of Milwaukee,
and the Campaign for Human Deveiopment.

InWausau, The Wausau Area Hmong Mutual Association (WAHMA), serves the

Hmong refugee population, a Laotian ethnic group whose members fought along side
of the U.S. during the Vieinam War and therefore were given preference in resettle-
ment. Most of the Hmong who came spoke no English and were also not literate in their

own language. This hand.icap, along with their lack of entrepreneurial experience,,has
made thã iniegration of the Hmonginto Wausau and its economy particularly difficult.
The unemployment rate among Hmong adults is 50 percent and welfare dependency is

high.WAHlvtA's institutional partners are the Northcentral Technical College a1d lhe
University of Wisconsin, Steven's Point and the local funders inciude the state of Wis-

consin and a local foundation.

In Lansing, Advent House Ministries serves a recently homeless population and

their activities include a week-end day shelter, a soup kitchen, temporary housing,
activities for children and senior ciiizens, and a Baking/Catering business which pro-

vides job readiness skills for persons who are illiterate, mentally ill, disabled, or lacking

a work history. The neighborhood is mixed, with a 1989 survey indicating 44 percent
of households are white, 41 percent African-American, 11. percent Hispanic, and 5

percent other. The survey also showed that 64 percent of households had annual in-

èomes below $15,000. Over 75 percent of the population is female and only 42 percent

of households were headed by a couple. Advent House's institutionai partners are St.

Lawrence Hospital, Lansing Community Cotlege, and Michigan State University. Fund-

ing sources include the City of Lansing, the Emily George Fund, and the Presbyterian
Self-Development Fund.
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In Dayton, three CDCs are participating in the project, two of them working in low-
income, predominantly African-American communities and one of them working with
an Appalachian population. The neighborhoods face high unemployment rates, averag-
ing around 20 percent. The institutional partners are the University of Dayton, Mont-
gomery County Vocational School, and Neighbor-to-Neighbor,Inc., a non-profit techni-
cal assistance group serving CDCs in the Dayton area. The iocal funders include the
Mathile Family Fund, the Campaign for Human Deveiopment, Marianist Project Ex-
tend, the City of Dayton, and Cooper Industries.

In Canton, The Association for Better Community Development (ABCD), a CDC
establishedintg7Z, serves a low-income, African-American population. The area has
faced increasing poverty rates over the past decade with a concomitant increase in
welfare dependency. Plant closings and high unempioyment rates have been major
contributors to this trend. ABCD's institutional partner is Stark Technicai College and
the local funder is the Stark County Foundation. Seedco received funding from
Cleveland's George Gund foundation, most of which is earmarked for ABCD.

C. Seruices Offered
Having considerable experience in partnership building, Seedco is able to assist

community groups and institutions in finding areas of mutual interest around which to
build a partnership. Seedco then works with the participating organizations as they
define their roles in the partnership and helps resolve disputes. Seedco also offers
technical assistance to participating organizations in a wide variety of areas. In some
areas Seedco staff provide the necessary assistance while in others, Seedco suggests
consultants who would be appropriate service providers. Most community groups
receive recoverable planning grants from Seedco and loan money is also available. Since
this money must be matched with some sort of iocal contribution, it serves to leverage
funds from other sources.

Within the Partnerships for Self-Sufficiency program, Seedco is providing $25,000 in
planning grants to each of the participating PSS cites. These grants must be matched 2
to 1 by locally raised funds. Seedco also provides technical assistance in the areas of
partnership building, business anaiysis, and planning. Seedco has held two training
workshops designed to teach groups specific skills as well as to facilitate networking.
Seedco has also designed a monitoring and evaluation program for the groups to use,
allowing them, as well as Seedco and Seedco's funders, to easily assess the effectiveness
of this approach to job training and business creation.

D. Funding
Seedco funding for PSS is being made avaiiable by the joyce Foundation, the Charles

Stewart Mott Foundation, the George Gund Foundation, and Citibank. Seedco's total
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budget for its 18-month plarrning phase of the project is roughly $336,000, of which
roughly $80,000 is for networking, $104,000 is for program management technical assis-
tance and training, and $150,000 is for program grants.

E, Results to DatelFuture Pløns
As of the end of 1992, of the sites participating in PSS, most are stiil involved in the

business pianning stage, but one (Milwaukee) has already completed a pian and started
a construction business and staff there are currently exploring options for a second
venture. The Dayton site, which is nearing compietion of its business plan, also chose
construction, and the Wausau group is exploring the feasibility of a construction busi-
ness. The Lansing site chose to start an appliance repair facility and they are working on
the business plan. Canton, which faced some organizational difficulties eariy on, is still
forming an advisory committee, which is to look at transportation-related businesses.

Seedco expects that all five sites will have a! least one business started by mid-1993
and they are in the process of seeking funding to provide start'up capital and on-going,
but scaled down, technical assistance to these businesses during the first eighteen
months of operation. Seedco is also exploring ways these businesses can be managed
through a total quality managemeni approach and methods for integrating basic skills
training into the curriculum. Seedco is also concerned that programs offer trainees a
step on a career ladder, rather than just a job piacement, and sees the institutional link
aS a key element in developing this aspect of the program. Seedco plans to continue
networking between sites through annual conferences. Within the next two years,
Seedco will commission an outside evaluation of the PSS program to assess its effective-
ness and decide whether and how to expand it further.

F, Lessons Learned
Seedco staff have found that for a lot of community groups and others who have

been involved in social service organizations and activities, the approach necessary for
starting a business is rather unfamiliar and not something with which many board
members or staff are comfortable. Therefore, a crucial first step for the community-
based organization is to make sure they themselves, and then their board understand
what starting a business will mean and the purposes it can be expected to serve.

Community groups also tend not to ask for the technical assistance that they need,
perhaps due to difficulty in identifying or articulating exactly what their needs are. To
combat this problem, Seedco would develop a rigorous needs assessment diagnostic
and offer technicai assistance which is specifically taiiored to each program.
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Address:
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ApPnracHrAN csNrTEn ron EcoNoMIc Nsrwonxs (ACENET)

Frrxlsru M¡.NurecruRrNG Nrrwom (FMN) PnoJEcr

I. Contact Information

Contact: Ms. ]une Holiey and Mr' Roger Wilkens

Co-Directors
Appaiachian Center for Economic Networks

94 N. Columbus Road
Athens, Ohio 45701
(614) se2-38s4
(6L4) se3-s451

II. Setting

ACEnet operates in the eieven-county Appalachian region of southeastern ohio' The

area is largely rural and has traditionaffy aeþnaed upon mining and manufacturing

jobs for income and employment. In recänt y.utt however, these sectors have declined

and the jobs, to the exteït íhat they have beán replaced. at all, have been replaced by

lower paying service sector jobs. óuring the 1980s, Poverty increased.in the region by 56

p.r..rri tô ,.,ð* include 26 pLrcent of thé area's popuiation; much of this increase was

due to growth in the ur.u', number of working Poor. The region also suffers from

considerabry higher unemployment rates than state or nationar averages. The situation

has led to the out-migratioi of many skitled people. Others who choose to remain are

often under emPloYed.

The town of Athens, where ACEnet is based, is home to ohio university' which is

the area's iargest.*ptoy., and offers a base of skilied people' The University also

offers support to seväraieconomic development initiatiu"t itt the area, housing a Small

Business Development Center and. a smaf business incubator' As is often the case with

college towns however, there is some tension between the university community's

interests and those of the iocal population'
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III. Project Description

Founded in 1985, ACEnet is a non-profit community development corporation
which works toward the economic revitalization of the Appalachian region of Ohio.
ACEnet evolved from the Worker Owned Network (WON), which involved the same
principals and developed a range of worker-owned businesses in the region.

ACEnet's FMN project is designed to assist in the development of higher wage jobs
for the area, to gain efficiencies in production and marketing among small firms with
excess capacity, and to improve the area's industrial base. Following the flexible manu-
facturing network model of the Emilia-Romagna region in ltaly, ACEnet is encouraging
groups of small businesses to engage in cooperative ventures on a temporary basis with
the group disbanding at the project's end, allowing the formation of new groups to
meet new demands in the market.

Rather than organizing firms within a specific industrial sector, ACEnet focuses on
vertical linkages, with different specialized firms in a network contributing to different
stages in the production process or producing complementary products. Their first
network, consisting of 30 firms in the areas of woodwork, engineering, office and fur-
nishings design, metal work, and electrical work, is producing custom-built "accessible"
cabinets and furnishings. These products are designed for the growing market for
furnishings suited for disabled and older people.

A. Client Bøse
ACEnet's activities are designed to reach small firms in the area, mainly those in

manufacturing. At the same time, they are committed to providing empioyment oPPor-
tunities to people who have been ieft out of the economic mainstream. In particular,
they try to give women access to nontraditional jobs and emotionaily and physically
disadvantaged access to appropriate employment as well as to provide employment
opportunities for other low-income members of the community.

B. Project Design
In designing the project, ACEnet staff did a considerable amount of research on

flexible manufacturing networks, trying to understand the key elements to their success
and to decide whether it is an appropriate model for their region. They then conducted
market research to identify a promising product area. Rather than concentrating on
industrial sectors in their search, Holley and Wilkens used the Office of Technology
Assessment's (OTA's) amenity clusiers. Within the housing amenity cluster, they felt
that accessible furnishings and enabling devices offered great promise due to the grow-
ing number of elderly and the passage of the Fair Housing Amendment and the Ameri-
cans with Disabilities Act, among other factors.
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To produce these accessible furnishings requires the participation of manufacturers
from sèven different industrial sectors (using two-digit SIC codes). ACEnet staff exam-
ined their eleven-county region and found that about 260 firms were within the seven
industrial sectors needed for accessible furnishings production. Of those 260,210had
fewer than 50 empioyees, the most likely type of firm to participate in and benefit from
an FMN. Thus the product seemed to fit the capabilities of the region.

C, Outreach anil Promotion
ACEnet began promoting their project by contacting firms within the relevant in-

dustrial sectors, sending letters to potential FMN participants to let them know of their
activities. Th.y also hired a specialist to interface directly with the firms.

To provide a concrete exampie of how the FMN should work and what the benefits
are, ACEnet began a pilot project for the production of a prototype kitchen unit with motor-
ized cabinets and other features providing easy access. The model was placed in several
housing developments in the Athens area to demonstrate the market for the product.

At this point the problems in bridging the gap between producers and consumers
became apparent. In response, ACEnet recently formed a for-profit subsidiary, Acces-
sibte Desþs * Adjustable Systems (AD*AS), to act as a lead firm, coordinating produc-
tion among firms and finding contracts for the firms to fill. AD*AS draws on a netwo¡k
of designeis, engineers and contractors in order to bring market orders to producers.
The subsidiary also does some of the final assembly work in manufacturing the prod-
uct. ln performing this latter function, AD*AS should provide opportunities for non-
traditional workers to gain experience in order to increase their chances of being hired

by another FMN firm.

ACEnet is also promoting their activities to disadvantaged members of the commu-
nity by strengthening links with local community groups, such as the Appalachian
People's Action Coaiition (APAC). APAC offers very disadvantaged members of the
community a chance to buiid rudimentary job skiits through working in a used furni-
ture store and other activities. AD*AS can then take the individuals a step further. In

addition ACEnet has been striving to involve a variety of actors in collaborative efforts
designed to provide the training necessary to ensure skilled workers for FMN produc-
tion. Last year ACEnet brought together 16 representatives of FMN firms, community
groups, human service agencies, and the vocational school to design a 3-year custom-
ized training program that includes classroom training at the vocationai schooi and on-

the-job training in FMN firms. Of the first seven trainees selected, all were welfare
recipients and. four were women. This innovative program provides qualified workers
for ÈtøN firms and enables low-income people to acquire the skiils they need to make a

lasting transition off public assistance.
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D. Other Serztices
In addition to its networking activities, ACEnet is currently operating a business

incubator which offers tenant firms low-cost space as well as access to computers, office
equipment, meeting space, and a library. ACEnet makes these services available to
other small firms in the region as well. All firms using the services pay a small fee.
ACEnet is trying to convert this faciiity to being a hub for its FMN by recruiting firms
related to accessible furnishings manufacture to the facility. Firms outside the facility
can still use the resources located there to build their skills and capacities, hopefully
while building the working relationships with other firms necessary to the FMN mode
of production.

IV. Results to Date/Future Plans

As of the Spring of 1992, most production orders have come from the University,
which ordered some adjustable desks. ACEnet has deveioped the prototype for the
kitchens and staff are currently working on building market links outside of the de-
pressed Appaiachian area.

ACEnet is aiso developing two other networks, one in specialty foods and the other
in resource recovery and remanufacturing. The specialty foods network includes
ACEnet's specialized kitchen incubator, a facility in which baking and other relatively
expensive food production equipment is made available to a variety of small start-up
food businesses.

ACEnet has now passed tfuough the initiai organizing stage to prototype produc-
tion. U.S. firms find it difficult conceptually to adjust to the idea of switching to net-
worked production, rather than relying on independent production or sub-contracting.
Actual production makes the concept clearer and also more appealing. With a sound
product idea, an excellent reputation, significant outreach capacity, and a demonstrated
concern for employment among the disadvantaged, ACEnet constitutes a major experi-
ment for FMNs in a d.epressed area.

78



Coopunarrvn Horurn CnnE Assocnrus (CHCA)
Bnorux, NY

I. Contact Information

II. Setting

Located in the South Bronx, CHCA is operating in one of the most distressed inner
city areas in the country. All of the paraprofessional workers and clients of the company
are residents of the South Bronx or Harlem.

III. Project Description

A. Background
Founded in 1985, CHCA is a worker-owned agency, currently employingover 270

low-income women, 80 percent of whom formerly relied on public assistance. The
agency was founded by its current president, Rick Surpin, and his associates at the
Community Service Society, a large New York social service agency.

The idea for the company began with the search for an empioyment strategy which
would create "good" jobs; i.e. those with decent wages , benefits, job stability, and
possibilities for advancement, as well as a humane work environmenÇ for low income
people. The home health care industry, which was found to be an expanding,labor
intensive industry without a high entry-level skiil requirement, seemed to offer the
potential for creating a large number of jobs. Together with the community develop-
ment team at CSS, Surpin began evaluating the opportunities for employment offered
by the home health care industry in mid 1983.

CSS then enlisted the help of the ICA Group (formerly the Industrial Cooperative
Association), a non-profit consuiting firm specializing in worker ownership, to assist in
the development of a formal business plan to assess whether a worker owned home

Contact:

Address:

Phone:

Mr. Rick Surpin
President
349 East 149th Street
Bronx, New York 10541
(212) 993-71,04
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care agency could be profitable and meet social objectives. Surpin chose to form a
worker-owned enterprise in order to allow workers to have more autonomy and control
and to maximize wages rather than profits. Unfortunately, as this assessment revealed,
home health care jobs have traditionally offered only part time employment with low
wages and no benefits, not exactly the "good jobs" which were sought. Since the home
care industry was projected as a major job growth sector, it was also decided that "good
jobs" had to be judged relative to the rest of the industry, rather than the absolute stan-
dard. At this point an additional goal was added, that of creating a model home care
agency and demonstrating that better jobs would result in better care for patients.

To get CHCA started, Surpin needed to find a contractor who agreed with their
theory that better jobs wouid result in better service. In 1984 their first major contractor,
Bronx's Montefiore Medical Center, was found. With the agreement from Montefiore,
Surpin and associates began to put together their financing. Alternative sources of
finance were necessary since banks were not particularly interested in such a risky
endeavor. The ICA Revolving Loan Fund, an affiliate of The ICA Group, acted as the
lead lender. Charitable organizations also provided some loan money and CSS and the
United Hospital Fund provided some equity financing.

The first two years were rocky due to problems with the contractor as weil as with the
management. The contract withMontefiore only gave CHCA a license to provide service,
but did not give CHCA the ability to make job assignments. The hospital coordinators
retained control over that function. Thus CHCA lacked the ability to meld assignments
into fuil-time work for its employees, leaving the initial employees feeiing deceived and
frustrated. The first general manager, recruited through a national search, was the
director of a midwestern home care franchise. In spite of his qualifications, this manager
seemed to get bogged down in some of the technicai details of the business rather than
concentrating on the direction of the company and taking responsibiiity for making the
necessary decisions. Toward the end of 1985 the manager was released from his contract.

In 1986 an attempt was made to hire and train a new general manager from within.
In this year a second contractor, the Visiting Nurse Service, was also secured. This
allowed growth to about 130 empioyees and revenues of $1.5 miilion by the end of the
year and the opportunity to offer full-time employment. This did not, however, mean
success. By the end of 1986 losses totaled $70,000 and the attempt to train a CEO from
within had failed.

1n1987 Surpin left CSS to become full-time CEO of CHCA, with CSS still offering
some technicai assistance. Prior to this time, Surpin acted as a part-time CEO, focusing
on strategy, financing, and marketing issues while also supervising the generai man-
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ager. Faced with disorganization and high employee turnover rates, Surpin hired a new
administrative staff and worked to establish new management systems, encouraging
worker participation in management decisions and becoming more personally involved
with the workers. In this way Surpin instilled a family atmosphere in the CHCA work
environment, an important element of its success. He also secured new home care
contracts which eliminated operating losses and allowed the provision of a better ben-
efits package. He was then able to boost morale and achieve the goal of 70 percent full-
time employment with benefits.

The original board of CHCA was composed of Surpin and two others from CSS. The
plan was that, as employees chose to become members, they would elect representatives
lrom among them to serve on the board and gradually assume the majority of seats.
This process went pretty much according to schedule. Since t987 was the first profitable
year for CHCA, workers were now more actively encouraged to buy into the business
and become worker owners. Worker ownership was not pushed initially, since the busi-
ness needed to be stabilized first or there would not be anything to own. Furthermore,
the women were unlikely to have the $1,000 needed to purchase a membership up front.

Since 1987 CHCA has evoived into a stable profitable business, providing employees
with health benefits, Iife insurance, sick leave, paid vacation time, and both entry-
level and advanced training. It has aiso become known for providing excellent service,
proving its premise that if home care jobs were improved, so would the quality of
care available.

B. Structure ønd Staffing
CHCA is a for-profit worker-owned cooperative governed by a board of directors

composed of six worker-owners, the CEO, and two outside members. The board of
di¡ectors evaluates the performance of the CEO and is very active in overseeing the
management of the company. Company-wide meetings are held to discuss major
changes or decisions and the participatory structure of worker-ownership has been
viewed as one of the keys to the company's success. Active recruiting of highiy skilled
managers and trainers is another.

Workers have to earn the right to become a worker/owner tfuough satisfactory
performance during their first tfuee months. The workers pay $1,000 to buy in to the

ão*puny through deductions in their weekiy pay checks of about $3.65 per week. After

paying $50 dollars, an aide has full voting rights on all major comPany decisions.
Rougtrly t75 of the company's 250 aides and 20 administrative and support people are

now full worker/owners, having committed $1,000 each over a five year period.

Worker-owners elect from among themselves six of the company's nine board members.
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CHCA trains board members and interested worker-owners to help them make in-
formed management decisions and Surpin outlines the choices which must be made
and the consequences to be expected at company-wide assemblies.

C. Operøtions
CHCA subcontracts with certified home health care agencies for the provision of

paraprofessional home care services. CHCA's contractors request that CHCA send
someone to provide service to a Medicare or Medicaid patient who is now convalescing
in theh home. This service generally entails cooking meals for the patient, perhaps
doing some cleaning, and providing other services that the patient is unable to take care
him or herself. Although the paraprofessional does not need to perform any medical
tasks per se, they are trained to ensure that the patient is taking their medication and
check to see that they are well. CHCA empioyees are sent to work in people's homes for
periods of time ranging from a few days to several months. They do not live in the
person's home, but may be expected to spend most of the day there, often dealing not
only with the patient, but also the patient's famiiy and friends'

CHCA is not a certified home heaith care agency, certified to provide services di-
rectly to Medicare/Medicaid. In order to be certified they would need nursing and
physical therapy as well as paraprofessionals. They did not feel they could compete
wiih the existing agencies in the field, but rather would do better by subcontracting for
provision of paraprofessional services, which tend to be less profitable and are more
ieadily contracted out by the well-established agencies serving the area. Currently 70
percent of their business comes from two agencies, with another five making up the
remaining 30 percent.

CHCA works very hard to maintain a famiiy atmosphere and workers are expected

to treat each other, as well as clients, with respect and consideration. To reinforce this

atmosphere, workers are required to come in to collect their paychecks, rather than

receiving them through the mail, and frequent group functions and meetings are
planned. Such interaction hetps workers get the support they need and keeps them

äbreast of company operations. Workers also see the fruits of their work in the form of

yearly bonuses. Thirty percent of gross profits are given out in the form of bonuses.
Targeted Job Credits received are also passed along to worker-owners.

1. Recruitment
Workers generally hear of the agency by word of mouth or are referred by social

service agenCies. A one-on-one interview is conducted by a member of the administrative

staff who then makes a recommendation to the rest of the committee regarding hiring.

Potential employees are evaluated based on their maturity, interest in the field, and
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other personality characteristics which bear on their suitability for employment in home
health care. For example, a potential employee may be asked whether, given that she
has been assigned to take care of an elderly woman for whom she must make dinner,
she would be willing to make dinner for the woman's husband as well. This sort of
question is asked to see how much the appiicant is concerned with caring for people as
opposed to only doing the job she's paid for. Only about one in four applicants is accepted.

2.Traíning
Although in the early years training came through courses at a community coilege,

this was not found to be satisfactory and currently ail training is provided in house.
CHCA has designed its own training method and manuals and is certified by the state
to award the certificate needed to become a home health care aide. In fact, the number
of hours of training CHCA employees receive exceeds the state standards. Workers are
trained in how to deal with difficult situations which may arise with the patient's family
members or friends as well as how to care for the patient.

The training also seeks to instill in the workers the need to respect their fellow work-
ers and to inspire them to feei a part of the CHCA family and rely on their fellow work-
ers for support. Because of their unique training method, CHCA prefers to hire Persons
with no prior experience and train them rather than hiring experienced paraprofession-
als who will not want to go through CHCA training. Over the last five years CHCA has
trained all their new employees in house.

In Juty of 199L CHCA established the Home Care Associates Training Institute,
which conducts the entry levei training program, all policy research and advocacy and
in addition offers a nursing education program. Through the nursing education Pro-
gram workers have the opportunity to upgrade their skills and thus some upward
mobility along a career ladder is provided. At present, 15 of CHCA's paraprofessionals
are eruolled in a program leading to their becoming licensed practical nurses.

IV. Results to Date/Future Plans

CHCA has shown that its home care agency is a viable enterprise. Th"y have been
profitable for the past five years, with annual sales projected at $4 million in l992.They
have a profit rate of 4-5 percent before taxes and have been able to give each worker
owner a bonus of between $250 and $500 for the past four years. CHCA is growing at a
20 percent rate, twice as fast as the industry average. They add 50 new employees each
year. They do not want to grow beyond 500 empioyees, however, as they feel it will be
hard to maintain the sense of community if they become too big.
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CHCA has also been effective in job creation. The company has offered jobs to over 250
low-income Latina and African American women, the majority of whom formerly relied
on public assistance. Seventy percent of CHCA's employees are fuil-time, with benefits.
The industry average is only 50 percent of employees are full-time. Their average wage
rate of $6.50/hour is higher than the industry average and their employee turnover rate
of only 15 percent is much lower than the 50 percent rate in the industry as a whole. In
addition, CHCA offers its employees a career track. Its nursing education program is
the only systematic program to upgrade home care paraprofessionais in the country.

The worker-owned structure of CHCA has empowered workers. CHCA has a
worker centered, participatory style of decision making, Workers feel they are an im-
portant part of things at CHCA and, as evidenced by the low turnover rate, are gener-
ally satisfied with their job.

Finaily, CHCA has gained a reputation as a quality home care provider. Several
professionai conferences have featured the organization as an example of "best prac-
tice" in health care.

As a result of their success, CHCA has become a model for replication. With the
initiat backing of the Charles Stewart Mott Foundation and recently the Ford Founda-
tion, CHCA has begun a replication program to create home care cooperatives in other
cities in the U.S. An initial project in Philadeiphia is scheduled to begin this year and
another replication in Boston is slated for 1993. Two home care agencies, one in Water-
bury, CT and one in Oakland, CA, have already patterned their operations after CHCA.

V. Information Sources

David Bollier, "Empowering Workers: The Story of Rick Surpin Cooperative Home
Care Associates," The Business Enterprise Trust: Stanford, CA,1992.

Cooperative Home Care As socia tes, Status Report-M arch 1992.

Rick Surpin, Memorandum to the Center for Community and Economic Development
Staff-Broadening our Economic Development Agenda, Community Service Society,
August 6,1986.

Home Care Associates Training Institute, "A Proposal to Replicate Cooperative Home
Care Associates," January 1992.

Interview with Rick Surpin, CHCA offices, Bronx, New York, April 30,1992.
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Tur FurroN-CeRnon CswrER FoR Itqpusrnv (FCCI)

Culcnco, IL

I. Contact Information

Contact:

Address:

Phone:
Fax:

Ms. June Lavelle, President
Mr. Bob Ciesla, Manager
2023 West Carroll Avenue
Chicago, IL 60612
(3r2) 421-683s
(3r2) 42r-7s67

II. Setting

Located in the West side of Chicago, the Fulton-Carroll Center is a business incuba-

tor housing approximately 70 smail and micro enterprises which together employ
roughly 450 þersons. The immediate area around the incubator, known as the Kinzie
Industrial corridor, originaily housed such industries as food Processors, metal fabrica-

tors, electricai manufacturers, and job shops. The majority of these firms were fairly

small, closely held businesses.

At the time of FCCI's founding, the area's industries faced serious problems. Riots

during the late 1960s had caused ãapital flight throughout the 1970s. As businesses'left,
vacaniy rates climbed. Many of the abandoned buildings were burned, often setting fire

to adjacent, occupied buildings, causing the demise or departure of even more busi-

nesses. As the area declined, insurers stopped providing coverage for local businesses'

Sometimes very small operators, who located in the area because the space had been

cheap, but had been unable to buy insurance, Iost everything.

Racial problems and high crime rates added to the tension of the area. The neighbor-
hood to the north of the facility was largely Puerto Rican, with a smattering of ethnic

whites, while the one to the south was almost solidiy African American. Gang wars

between the two groups were a problem and most employers hired from one grouP or

the other to avoid problems between their workers.
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III. Project Description

A. Goals
FCCI was founded in 1980 to reseed the area with new businesses, which would

provide productive employment opportunities for the neighborhood's residents, and to
solve a real estate problem posed by the presence of a huge, century-old, multi-story
factory which at the time was in demolition court due to its serious state of disrepair.
The building, with approximately 350,000 square feet of industrial space/ takes up an
entire city block. Because of its size, the buiiding was too expensive for the city to de-
molish, yet a fire in this building would be devastating to the neighborhood. Also, as
more businesses left for the suburbs or for other parts of the country, the area's job base
went with it, exacerbating crime problems and leaving more people unable to earn a
decent income. Given the attractiveness the area was likely to have to outside investors
together with the fact that there seemed to be individuals in the area struggling to
operate a business, the logical strategy for rebuilding the area's industrial base seemed
to be to encourage business formation from within the community.

B. Hístory
As the executive director of The Industrial Council of Northwest Chicago (ICNC) in

1980, Ms. ]une Laveile purchased the 1,00-year-old factory destined to house FCCI for
$320,000. The money was part of a grant from the U.S. Economic Development Admin-
istration (EDA) made to ICNC inl972.

ICNC had first received a technical assistance grant from EDA to do a strategic plan
for the area. The plan developed included establishing an office and training center
which would also offer services such as heaith and child care. Lr L972EDA awarded
ICNC a grant of fi1..7 million to build the facility, but the grant required a 20 percent
local match. Unable to raise the locai match, ICNC left the grant unused. By L978 when
Lavelle became executive director, inflation had taken its toll and the amount of money
EDA had set aside, while still available, would no longer be sufficient for the original
project, even if ICNC could raise the local match, which they couldn't.

Int979 a fire on nearby Hubbard Street displaced six or seven small companies,
none of whom were insured. They were mostly small wood working shops and were
very young, owner-operated companies. They had been unable to obtain insurance
because of the condition of the building, but had located there because it was cheap and
they could not afford to pay more. Seeing these individuals, Lavelle figured that there
must be others in similar situations. She then convinced EDA officials and ICNC that
establishing a business incubator would be a good idea and persuaded EDA to waive
the local match requirements.
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When ICNC purchased the building for the Center, there were severai tenants lo-
cated in the building, including a very large firm which occupied the entire first floor,
as well as parts of the second and third floor. Not all of this space was officially leased
to the firm however, and the amount of money they paid in rent, amounting roughly to
45ø per square foot, was not even sufficient to cover the operating costs for that sPace.

The initial years of operation were rocky. The remaining grant money was spent on
necessary repairs and other improvements to the building,leaving nothing left for a
reserve. Substantially undercapitalized and with no funds for operating exPenses/
which the EDA grant doesn't cover, Lavelle ran up $165,000 in debts to various credi-
tors, including a $80,000 bitl with the power company, which she then convinced them
she couid pay, if they allowed her to pay in installments. The center managed to attract
L8 tenants in 1980 and things improved from there.By 1984 the Center had rented the
vast majority of its space and was operating in the black, atthough a substantial debt of
rougtrly $250,000, accumulated in the prior years, still needed to be paid off. In 1986 an
additional building was acquired bringing total square footage to 416,800. By 1989 the
incubator managed to free itself of its debt burden and actually make a profit.

The incubator's largest tenant was acquired by another firm in the mid 1980s. This
firm then went bankrupt,leaving a wake of unpaid debts, inciuding roughly $100,000
which it owed FCCL This money was never recovered and Lavelle had to scramble to
subdivide and lease the large vacant space teft behind. At this point she had run out of
money for rehab and could not borrow because of Department of Commerce reguia-
tions. To get the needed funds she arranged for one of her credit worthy tenants, who
happened to be in the construction business, to get a $100,000 line of credit from a bank.
He then performed the construction work which Lavelie needed to have done for which
she gave him an unsecured note and then later paid off the note. Another firm then took
over a portion of the vacated space and the capital equipment. This company also did
not make it and finally in 1989 the current tenant of this space, Edsel, moved in. At this
time, Edsel provides roughiy a quarter of FCCI's monthly rent revenues and acts as a
valuable anchor tenant. This company only needs the space on a temponty basis,
however, and their lease is a year to year lease, with oniy 90 days notice required.

C. Organizational Stntchre
ICNC owns the incubator facility and until recently, the management of FCCI were

empioyees of ICNC. In 1990, however, the management incorporated and they now pro-
vide management services on a contractual basis. Originally Lavelle ran the incubator
pretty much on her own. She had some heip from a few maintenance workers, who she
iecruited from the CETA labor force she had been managing prior to becoming the exec-
utíve director. She also hired a part-time bookkeeper and her sister acted as a part-time
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secretary. Since then, the staff has grown, but still remains fairiy thin considering the size
of the operation. The staff includes five maintenance workers, two clericai staff who run
the business service center, a controller, an on-site manager, and Laveile as the director.

D. Funding
After the initial EDA grant of fiL7 million, the center did not receive any funding

outside of what it could collect ttuough rent and service fees until 1985. At that time it
received another grant of $919,000 for the acquisition and rehabilitation of the second
building. Other government and foundation funds have been received each year since
1985. This money has largely been used for services, such as supporting the SBDC
within the incubator or establishing a revolving loan fund, while rent revenues have
covered operating and maintenance expenses.

E. Outreøch ønd Promotiott
When the incubator first opened, Lavelle actively recruited tenants for the center.

She contacted a variety of groups, including banks, real estate agents, lawyers, business
suppliers, and anyone else who might help, to try to get leads on businesses which
might be interested in the space and to generally make the existence of the incubator
known. Since she had so much space to rent, Lavelle needed to find a large number of
firms fairly quickly and, given the state of the neighborhood at the time, many busi-
nesses did not want to locate there. As the incubator stabiiized and its reputation grew/
however, they began to receive referrals from banks, Small Business Deveiopment
Centers, existing businesses, and others, reducing the need for active recruiting.

F. B eneficiøry Ch ar act eristics
The center has provided business support and job opportunities to a number of

people in the Chicago area. Of the current business owners,46 percent are minorities or
women and of the empioyees 63 percent are minority or women. Seventy eight percent
of the building's employees are Chicago residents.

In screening clients, the management generally considers whether it is a good idea
for the business to move into the incubator. Initially, due to the large sPace which
needed to be fiiled to get FCCI off the ground, Lavelle would take just about anyone
interested in moving in who seemed like they would pay the rent. For the most part,
this policy has not changed much over the years. Generally potential tenants are as-
sessed through conversations with the business owner about their business to see how
well they have thought through their idea and whether the incubator is the appropriate
place for them to locate. In some cases FCCI staff may suggest locating elsewhere or
operating the business out of their home for a while to avoid the expense of rent. The
purpose of this review process is to try to place the business where it has the best
ètrañce of success. Since 1988, FCCI has had an application form for tenants, but formal
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business plans are still not required. The feeling is that requiring business plans would
discourage many of those to whom the incubator is targeted. FCCI does not have spe-
cific income requirements of the individuai or the individual's business, but by the
nature of their operation they don't tend to attract wealthy clients.

G. Sensices
In 1982 FCCI created a service center for the facility. The center offers business

support services on a fee basis. These include typing, PhotocoPying, postage, faxing,
phone answering, word processing, and a notary. In addition, FCCI has also struggled
io offer some financial services to its tenants. In earlier years, Laveile would often lend
tenants her own money so that they could buy the materials they needed to fill con-
tracts they had received. Later she began loaning some money out of the income from
rent. In 1989 FCCI began operating a revolving loan fund, capitalized at $50,000
through a $37,500 grant from EDA matched with funds from the center. The fund was
set up specifically to finance purchase orders and tenants were not eligible to borrow
until they had secured a contract. The fund loans money, for periods of up to three
months, at prime plus three with a maximum loan amount of $10,000'

Business assistance is also available at FCCI. Formal offering of business assistance
began with the establishment in FCCI of a Smail Business Development Center (SBDC)

which offered individuai business counseling free of charge. This was done with state
support, but this approach was not very successful and funding for the SBDC was
removed in 1988. The business counselor spent too much time with individual clients
and the voiume of businesses reached did not saiisfy state guidelines. Lavelle found a
consuitant with considerabie experience who was willing to work with the tenants and
charge them reasonable rates. Interesiingly enough, the tenants require much less time
in working with this consultant and also appreciate his services much more.

FCCI charges mainly below market rate rents, but the amount of rent paid depends
on the iength of the tenant's tenure in the facility and the perceived strength of the
business. Start-up businesses which have just moved into the building are likely to be
paying a lower rent than a business which has been there longer and is more stable. A
lenant's move up the rent pay-scale does not follow a set schedule, but is determined
according to the progress individual businesses make. An interesting way in which
management staff discover the success of particular entrepreneurs is through the park-
ing lot; when the quality of car the business owner is driving improves, it's a good
indication the business has too.

Clients generally receive one to two year leases, but may even go month to month if

necessary. The terms are tailored to suit individuai needs. Should a ciient need to make

substantial improvements to a space in order to make it usable, a longer-term lease
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allowing the tenant to amortize the ieasehold improvements may be arranged. The
space itself is industriai, with high ceilings and loading docks on the first floors and
elevators serving the second and third floors, and the location puts them near a cus-
tomer base in the center of town as well as near an expressway.

Clients are required to carry general liability insurance and are strongly recom-
mended to insure the contents of their space as well, since security is still a problem in
the area. The incubator does have a broker that they work with who will offer the small
tenants insurance. Thus locating in the incubator makes it easier for tenants to get
insurance, as many insurance brokers do not want to handle such small accounts, yet it
does not seem to be an advantage greatly appreciated by the clients.

IV. Results to DateiFuture Directions

FCCI has had a tremendous positive impact on the business climate and stability of
the area. The value of the incubator property has increased by 500 percent and the
vacancy rate in the area has dropped from between 20 and 30 percent to 6 percent. The
national and internationai attention the incubator received drew the attention of the
City of Chicago to the area, bringing a host of needed infrastructure improvements. The
center has provided space to a total of 177 firms with 41 percent of those firms being
owned by women or minorities. As of the end of 1991.,71 firms had "graduated" from
the incubator,25 firms had failed and 69 firms remained in the incubator. On average,
FCCI assisted in the creation of L4 firms per year.

FCCI estimates that, as of the end of 799'1, business start-ups or expansions in the
center have createdI,523 jobs, with 80 percent of these staffed by women or minorities.
Of these jobs, approximateiy 22 percent were later lost due to firm failures. Another 1"3
percent were lost due to work force attrition. The average wage rate in the incubator
now is roughly 97.75 per hour.

Although job creation is one of the goals of the center, FCCI staff realize the impor-
tance of maintaining healthy businesses, and, as businesses face difficult economic
conditions or other problems, they have sometimes had to help businesses shrink their
operations.

The average cost per job created in the incubator, based on the levei of foundation
and U.S. goverrunent support FCCI has received over the years, is estimated to be
$1,830. This estimate is lower than that for previous years and likely to continue to
decline, since the incubator no longer needs large subsidies, yet its job creation capacity
continues to be strong.
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GREvsroN Baxnnv
Yoruxens, NY

I. Proiect

Contact:
Address:

Phone:

Identification

Dr. Bernie Glassman
LL4 Woodworth Avenue
Yonkers, NY 10701
(91,4)376-3900

II. Setting

The Greyston Bakery, founded in 1984, is a for-profit enterprise founded to employ
the disadvantaged in the southwest section of Yonkers. Located in Westchester county,
Yonkers is a short commuter rail ride from New York City. Although home to some of
New York's wealthier residents, Westchester county has the highest per capita homeless
rate in the country-l in 200 residents-and more than half of them are in southwest
Yonkers. Bernie Giassman, a Brooklyn born son of ]ewish immigrants and practicing
Zen master, founded the bakery. With the help of a low-interest start-up loan from
Yonkers and the support of the Zen community, the bakery was launched and to date
has provided training and employment to more than 200 poor, most of whom were
chronically unemployed.

Very few of the empioyees of the Greyston bakery are involved with Zen and there
are no proselytizing activities. The Zen influence is seen more in the approach to the
community. Glassman takes a holistic approach to the community and today Greyston
Bakery is part of the Greyston Network, a coalition of for-profit and non-profit entities
which provide the community with housing, training, counseling, and daycare services
as well as employment.

III. Project Description

The bakery concept arose from Giassman's exposure to the successful Tassajara
Bakery run by the San Francisco Zen Center. Tassajara employed many members of
their Zen community in the production of bread. Giassman adapted this modei in order
to provide employment to disadvantaged citizens. Greyston Bakery currently produces
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gourmet cakes and pies, which have won nationai awards for their quality, and seils
these products through speciaity outlets; the bakery does not engage in direct retail. The
bakery's largest product line now, however, is brownies, which it produces for Ben and
jerry's Ice Cream of Vermont to include in their Chocolate Fudge Brownie ice cream.
Ben Cohen of Ben and Jerry's felt comfortable giving Greyston bakery this contract
because the bakery had demonstrated both a commitment to social concerns as well as
the ability to run their operation as an enterprise. The relationship with Ben and ]erry's
increased the volume of Greyston's business dramatically. Current annuai turnover is
approaching $3 million. The Ben and Jerry's contract, with 3,300 pounds of brownies
being shipped per day, accounts for roughly 50 percent of revenues. The reiationship
with Ben Cohen has also led to an additional contract for the production of Rainforest
Crunch cookies.

Although sales were high, the bakery had difficulty turning a profit in its initial
years due to high training and equipment costs, and growth beyond the staff's abiiily to
manage. Glassman, who has a Ph.D., in applied mathematics and formerly worked as
an aerosPace engineer, initially ran the bakery. Recognizing that he needed help in
managing the bakery, he recruited Jef Hoeberichts, who had previously been a financial
advisor to the firm, to manage the bakery. The introduction of a professional manager
has increased efficiency, enabling the bakery to run in the black in 1991. Another full-
time staff person is employed to keep the accounts.

The bakery currently employs approximately 35 production workers, generally low-
income, men and women from a variety of ethnic groups. The workers are divided into
th¡ee work groups drawn along product lines: Rainforebt Crunch cookies, brownies,
and cakes and tarts. Each work group has a group leader and it is the group's responsi-
bility to see that production standards are being maintained and goals are being met.
Incentives to improve production are offered. The work groups are generally respon-
sible for hiring and firing, since they can better assess which members of the group are
productive, and are held responsible as a group for their particular product line. The
management oversees this process to guard against discrimination. Work groups also
provide individual workers with most of their training; workers only undergo a brief
orientation to the business before they are assigned to a work group.

Workers can earn modest raises as they improve their skills, and having group
leaders ailows workers to move into positions of increased responsibility. In addition,
working in the cake and tart work group offers the chance to develop more refined
skills in the baking field. At present, the average wage rate among workers is $7/hour.

Although motivated by social concerns, the Greyston managers run the program as
a business. Generall/, the management has established a few key rules regarding
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worker performance about which they are very strict and very consistent in thei¡ appti

cation. Absenteeism and other problems which have a damaging impact on production

performance are not tolerated. Hygiene and related reguiations are strictly enforced.

Þeople who require counseling are generaily referred to ciinics or other service agen-

ciesloften within the Greyston Network. In spite of this approach, the Greyston manag-

ers do recognize that some of their workers may need a littte more help than average. A

number of ãmployees find success in their work difficult to deal with and tend toward

self-defeating Lehavior. Peer support in the work grouP is one mechanism for combat-

ing this problem. The management also tries to be sensitive to these problems, but

without sacrificing the integrity of the business.

IV. Results to Date/Future Plans

From its initial business in gourmet cakes and taris, the bakery has grown to include

other product lines, which now comprise the majority of its business. The bakery ex-

pects årrnualized saies to be over $3 million by the end of this year' Further, the bakery

iras provided job skills and training to over 200 poor and homeless people. Glassman is

very excited a-bout the success of the bakery, as it is achieving self-sufficiency whit-e

pursuing social goals. The success of the for-profit bakery spawned.the creation of non-

þrofit roiiul ,"*].. providers within the Greyston network, strengthening their social

iunction. Glassman iees this coalition of for-profits and non-profits as a way to achieve

self-sufficiency while at the same time taking a more wholistic view of development.

The foilowing diagram depicts the current network of organizations:

Greyston
Family Inn

Greyston
Holding Company

Counseling
Services

Daycare
Services

Zen Community

Greyston
Builders
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The rapid growth in sales has led the bakery to operate just about at capacity. The
bakery currently operates out of one facility, with two shifts per day and the expecta-
tion to move to th¡ee. Another facility is being sought to house the bakery's growing
brownie business.

Greyston offers an interesting exampie of a successful production enterprise linked
to a network of other services for low-income people. The inclusion of housing, counsel-
ing, day care, and employment services within the same network offers both an out-
reach mechanism and a support service for workers, but keeps these functions separate
from the business.
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TUE BuswEss Assrst¿.Ncu PnocRAM oF
H SrnrEr CouuuNITy DEvETopMENT CoRron¡rloN

WesnncroN, D.C.

I. Contact Information

Contact:

Address:

Phone:
Fax:

William J. Barrow
Executive Director
611H Street, N.E.
Washington, D.C. 20002
(202) 544-8353
(202) s44-30s7

II. Setting

HSCDC operates in an area which includes portions of the District of Columbia's
northeast, southeast and northwest quadrants. The population in this area, which totals
almost 48,000, is predominantly African American, with Whites constituting close to 20
percent of the popuiation and other ethnic groups accounting for less than two percent
of residents. Although HSCDC's market area (a slightly smaller subset of the entire
service area with roughly 19,000 households) contains pockets of relative affluence in
communities adjacent to the Capitol, close to 15 percent of households have incomes of
less than 67,500, aimost 20 percent have incomes of less than $10,000, and roughly 30
percent have incomes beiow $15,000. Crime continues to be a problem, with an average
crime rate of L7 percent and a violent crime rate of close to 3 percent in 1991.

Commercial activity in the area is primarily retaii and services, mainly small, owner-
operated businesses which serve residents in the adjacent neighborhoods. Currently 245
establishments operate within the H Street Corridor, from 3rd to 12th streets, N.E.
Establishments in the Corridor vary widely and include: grocery, furniture and appli-
ance, and novelty retail stores; personal services such as beauty /barber shops, and
cleaners; goverrunent offices, such as the Department of Employment Services and
Department of Heaith and Human Services; and other miscellaneous oPerations includ-
ing two radio stations, a library, numerous tfuift stores, and severai churches.
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II. Project Description

A. Goals
HSCDC was founded to give the community a voice in the planning and a vehicle

for the development of the H Street, N.E. corridor. The organization remains committed
to representing the interests of the community and to ensuring that the residents and
merchants within the corridor benefit from the anticipated development. HSCDC pro-
motes economic development along the H Street corridor and surrounding neighbor-
hoods, sfriving to restore the corridor to the booming business district that existed
before the 1.968 civil disturbances. By upgrading the business skills of community resi'
dents, increasing business opportunities, ensuring a supply of affordable housing, and
improving the physical infrastructure of the community, H Street seeks to improve the
environment for both living and working in the H Street area.

B. Bríef Description and Hístory
Formally incorporated in March, 7984, HSCDC traces its origins to a coalition of

merchants, residents, and community leaders which formed following the civil unrest
of 1968 to address the decline of the once-vital H Street commercial corridor and its
surrounding neighborhoods. The H Street, N.E. community, a focal point of the 1968
riots, suffered from the devastation and ensuing period of disinvestment. Disinterested
absentee owners did little to improve the appearance of buildings, and many stable
businesses in the area either closed or relocated. In 1984, many buildings remained in
need of repair and renovation and a significant portion of stock remained vacant. With
the financial support of the Local Initiatives Support Corporaiion (LISC), HSCDC began
operations, engaging in the redevelopment of commerciai and residential properties,
provision of business assistance, and advocacy to prompt pubiic improvements and
private investment in the H Street community.

C. Organízøtion aI Stntcture
HSCDC is a non-profit 501(c)(3) organization governed by a sixteen-member Board

of Direciors composed of representatives from H Street businesses, community groups,
advisory neighborhood commissions,local banks, foundations, the Office of the Mayor,
and the District of Columbia City Council. This board structure ensures the full repre-
sentation and participation of all sectors of the community on the Board as well as
combines essential development related skills. The Board makes all decisions regarding
policy and is responsible for determining the overall agenda and direction of the orga-
nization. The full board meets on a bi-monthly schedule. Committees are set up for
specific projects and meet on an as-needed basis.
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The organization has four basic components:

. Real Estate Investment and Development

. Special Projects

. Business Finance and Technical Assistance

. Administration

The Executive Director is responsible for development functions including imple-
menting, managing, and monitoring the for-profit subsidiaries and managing the
project staff who direct the development projects. The Executive Director also is respon-
sible for identifying and analyzing the feasibility of development opportunities. Under
the Special Projects section, the Special Projects Manager coordinates the H Street Mer-
chants and Professionals Association programs and activities and is responsible for
producing a comprehensive package of benefits which will be available to all merchants
who become members of the association. The Business Finance and Technical Assis-
tance branch handles the Business Loan Program faciiitated by FISCDC, as well as a
broad range of development related technical assistance. The Administrative branch
piays a key roie in the faciiities management of the organization while providing main-
tenance coordination as weli as personnel and benefits management.

HSCDC also has a for-profit subsidiar/, the H Street Investment Corporation. HSIC
is a wholly owned subsidiary of FISCDC incorporated to assist in the revitalization of
the H Street corridor through the purchase, rehabilitation, renovation, development and
leasing of reai property.

D. Client Characteristics
HSCDC provides technical assistance to over 150 entrepreneurs each year. These

businesses are primarily retail and have included, for example, a flower shop, an ice-
cream franchise, a jeweler, a deli owner, clothing and furniture stores, small restaurants,
a hand car wash business, and a neighborhood farmers market. Typically, the busi-
nesses in the area seeking assistance range in size from assets of between $60,000 and
$250,000 and arurual sales of between $75,000 and $150,000. Income generated by the
businesses assisted ranges from $15,000 to $30,000 annually. About 75 percent of the
clients are men and 25 percent women. Half of the clients are African-American,25
percent are Asian, and 25 percent are white, a mix which reflects the diversity of busi-
ness ownership along the commercial corridor.

E. Project Actiuities
As mentioned, HSCDC takes an integrated approach to community development

and engages in a fairly broad range of activities. With regard to real estate development,
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HSCDC has engaged in the development of both commercial and residential properties
and facilitates a D.C. down payment assistance/mortgage loan program targeting iow-
income residents. In the area of advocacy, HSCDC has lobbied the city government to
make needed physical improvements in the area and, through the local merchants
association, to upgrade police protection, improving both the economic and social
atrnosphere of the area. One of HSCDC'S most distinguishing features, however, is its
expertise in business assistance.

HSCDC promotes its business assistance activities in a variety of ways. A newsletter
is published on a regular basis to disseminate relevant information and includes a
listing and brief description of all the programs available from the CDC as well as
highlights of merchant achievements. FISCDC has developed strong relationships with
area entrepreneurs and relies on these relationships as another way to publicize their
technical assistance and finance programs. In addition, direct mailings, media advertis-
ing, and on-going discussions throughout the community are used to advertise HSCDC
activities. The H Street Merchants and Professionals Association, which HSCDC
founded in 1985 and continues to support, has about 150 members. It is an important
mechanism for promoting FISCDC business assistance programs, along with other
business networks including the D.C. Chamber of Commerce, the Washington Urban
League, the Minority Business Opportunity Commission.

HSCDC provides businesses with both financial and technical assistance. Each
business seeking assistance is screened to gather basic information such as the date the
business was established, number of employees, types of products and services offered,
and aspects of the business needing assistance. Start-ups and businesses with very little
experience or knowledge about business ownership and management may be referred
to a local Small Business Development Center or other general business information
source at this point. For businesses seeking inventory, equipment, working capital and/
or renovation loans, elements of the business including management capability, person-
nel, level of sales, security enhancement and merchandising are anaLyzed. This analysis
results in recommendations for improving management and administration through
technical assistance, if needed. It also becomes part of the business plan.

Upon completion of the business analysis, the business plan and loan package are
developed with the assistance of staff. Each loan package requires an explanation of
the use of the loan funds and a one year financial projection. HSCDC has deveioped
considerable expertise in business planning and loan packaging, and assists many
businesses with these activities, even if they are appiying to sources other than HSCDC
for funding.
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HSCDC provides low-interest business loans, facade or rehabilitation loans (prima-
rily through a city-sponsored program),loan guarantees, and venture capital financing.
The ievel of financing has been as low as $1,000 and as high as $125,000. In a number of
cases, HSCDC's participation has allowed clients to leverage bank or city financing
valued at severai times the HSCDC investment.

The criteria used to evaluate any loan application are designed to ensure two
things. Like any bank loan, the ability and intention to repay is analyzed through re-
views of character, management, finances, and existence of collateral. However, HSCDC
criteria also include elements related to community deveiopment and HSCDC's com-
mitment to improving opportunities for the community as a whole. These include the
business's ability to provide job opportunities (either creation or retention) to District
residents, particuiarly low- and moderate-income persons, and the ability to provide
significant economic benefits and services to the community. If the ability to repay is
satisfied, priority is then given to those businesses that create the most jobs or provide
the most benefits to area residents in terms of services provided a¡d/or physical up-
grading of premises.

HSCDC will use legal counsel to pursue courr proceedings and litigation in the case
of default. Delinquency is handled through mailed notices and personal phone calls
and/ or visits to the entrepreneur. Intensive foilow-up with ciients assures early notifi-
cation of loan performance problems.

HSCDC often provides technical assistance to businesses not seeking or not yet
ready for a loan. The range of technical assistance provided by HSCDC staff covers
financial planning and record keeping, cash management, preparation of a business
pian, inventory control, advertising/marketing, business regulations, taxes, and loan
packaging. The most common of these are accounting, marketing, and management.

Typically, technical assistance with a given client includes a number of scheduled
meetings with HSCDC stafl both at the HSCDC office and at the business site. In cases
where longer-term or specialized assistance is required, HSCDC provides this assis-
tance through a pool of quaiified. business specialists that they have built up over the
past eight years, including certified public accountants and attorneys. Through a three-
way agreement between ihe ciient, the specialist, and FISCDC, the specialist is con-
tracted for up to a tfuee month period to provide one-on-one assistance to the client. In
almost aii cases, the assistance is deiivered on site, for a total of about 100 hours over
the th¡ee-month period. Feedback from clients indicates that they have been very satis-
fied with this system.
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In addition to one-on-one technical assistance, HSCDC gives seminars and work-
shops throughout the year on various business-related topics. These Programs are
arranged periodically by the business development staff in resPonse to specific demand.
For example, if a number of telephone inquiries are received on cash management,
inventory management, or merchandising, or several regular technical assistance clients
are having difficulty in one area, a seminar might be arranged. Also, each year prior to
tax season, numerous inquiries are received on tax forms and accounting. HSCDC
therefore now regularly hoids a tax seminar during the first quarter of each year which
is widely attended. Other seminars have been given in cash management, advertising
and marketing, accounting, and franchising.

A typical seminar runs for three hours over two days and includes presentations by
HSCDCstaf.f , and/ or a speciaiist foiiowed by questions and discussion. Usually, be-
tween ten and fifteen entrepreneurs attend, allowing for the full participation of each
business person attending and a thorough exchange of ideas.

F. Finance
The cost of HSCDC technical assistance ranges from $1,800 to $3,500, per client,

depending upon the type and intensity of assistance required. Fifty percent of the cost is

boine by the ctient with the rest covered by the CDC. Loan funds come from a variety

of sourðes. LISC has made grants to HSCDC for its loan guarantee Program, the City

programs administered by HSCDC lend out City money, and funds for the direct loans

genéraily come from earnings on the real estate holdings of their for-profit subsidiary.

IV. Results to Date/Future Directions

To date, HSCDC has assisted over 42 new businesses to either start up in, or relocate

to, the H Street corridor, and their ongoing technicai advisory support currently reaches

rougily 150 businesses per year. Approximately 75 entrepreneurs seek some form of

financiai assistance each year. Screening and business analysis narrows these applicants

to about fifteen eligibie businesses. The others either do not qualify or require extensive

technical assistancè or some training as a prerequisite for loan packaging and financing

assistance. Of the fifteen loan packages prepared each year, on average 12 arc eventu-

ally approved for a ioan. These loans may be either direct from HSCDC or issued by

banki õr the city with an FISCDC guarantee. In the past four years, HSCDC has pro-

vided direct loans to eight businesses and provided loan guarantees to five others,

while assisting many oihet businesses in obtaining financing from private lenders. Of

the FISCDC loans still outstanding, only one is in arrears.
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HSCDC has developed over 340,000 square feet of new and renovated commercial
space, as well as 27 housing units, bringing over 345 construction jobs to the area and
establishing 35 new permanent retail positions. Examples of these developments in-
clude the restoration of blighted and boarded up townhomes, which were made avail-
able to low and moderate income persons as well as the deveiopment of 22new
townhouses, also being made avaiiable to low and moderate income individuals.
HSCDC also, in conjunction with a venture partner, purchased and redeveloped a
medical center at which minority doctors serve residents of the community and which
HSCDC felt was very important to retain.

To date FISCDC's Business Development Program has focused exciusiveiy on store-
front small-businesses, but now, with funding from the Small Business Administration,
they are beginning a new initiative to reach deeper into the community and assist
individuals who are partially or newly self-empioyed. Many of these potential clients
operate very small micro businesses either in their homes or as street vendors. Most
have had little or no business training and lack significant know how in regard to mar-
keting their products and services or, more generally, in planning to expand their op-
portunities. For these clients, HSCDC has formed a new Microloan Initiative which will
involve both training and a group peer-lending methodology. Loans under this scheme
would. range from $500 to $5,000. The growth and increased visibility of HSCDC's small
business dèvelopment activities made possible by the SBA funding is assisting HSCDC
in attracting additional funds to further bolster their business development Programs,
bringing thãm toward their goai of a comprehensive business assistance Program which
can assist ali levels of entrepreneurs with both financial and technical assistance.
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Curceco, IL

I. Program Information

Contact:

Address:

Phone:
Fax:

Ms. Mary LaPorte
Executive Director
Mr. Michael Buccitelli
Director, Targeted Development Project
1800 West Cuyler
Chicago,IL 60613
(312) 871-71s1
(312) 871-rr87

II. Setting

The ]ane Addams Resource Corporation (]ARC) is located in the North Center

neighborhood of Chicago, an old industrial community on Chicago's north side. The

at"ã is home to many small- and medium-sized manufacturing establishments, with a

large proportion of metal working firms. Industrial decline has, however, hurt the area.
getween lgZZ and,1.983 North Center and the nearby Lakeview community lost 7,000
jobs, representing 10 percent of the labor force, primarily in manufacturing.l

The neighborhood is mixed demographically, both in income levei and ethnicity'

The neighborhood is a mix of Latino, African American, and white residents. Incomes

range f** poverty level to upper middle class. Approximately 17 percent of the

*oikfot." iñ the two neighborhoods is in manufacturing and much of the remainder is

employed in white collar jobs.

Due to the accessibility of public transportation, the area's proximity to downtown,

and the presence of older muiti-story manufacturing buildings, Pressure to convert

industriåt property to residential use has also been a threat to the community's job base

and has pút.tþ*urd pressure on the value of real estate in the area. This hurts not only

the industries trying lo function in the area, but also the lower income residents, who

would have difficuliy finding and/or paying the commuting costs for a job in the sub-

urbs, the d.estinationof many of the industries choosing to leave the neighborhood.
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Atthough most of the owners of the metaiworking industries iive in the suburbs, their
workers generally live in the city. For manufacturing industries within the JARC service
area,37 percent of the workers iive within th¡ee miies of their place of work and 82
percent of rvorkers live within the city. The large workforce within Chicago is one of the
main reasons many manufacturers would like to stay in the city.

A number of the smail metal working firms in JARC's service area are job shops
which traditionally have relied upon subcontracts from larger industries. The departure
of severai large industries, such as Playskool, Appleton Electric, and Sunbeam, from
Chicago has caused a sharp deciine in the amount of business these firms do. To sur-
vive, these firms must find new markets and develop the capability to meet a wider
affay of market demands.

III. Project Description

A. Goøls
JARC's activities are aimed primariiy at serving the economically disadvantaged

residents of the North Center neighborhood and its surrounding communities. Its
mission is to promote the enhancement of employment and education opportunities,
leadership development and self-sufficiency. The organization also encourages invest-
ment in the community, inciuding both business investments and investments in the
productivity of area residents, and strives to build cooperative arrangements among
community entities. Through its Targeted Development Project, JARC aims to retain
existing industries and help them grow. The idea is that strengthening the area's indus-
trial base will retain and enhance the jobs area residents d.epend on and will preserve
the vitality of the community.

B. D escriptionl History
JARC was founded in 1985 as the result of a planning process engaged in by the ]ane

Addams Center/Hull House Task Force on Economic Development. To fulfill its goals,

IARC operates three different programs, the Learning Unlimited Program, the Adult
Learners Program, and the Targeted Development Program. ]ARC took over the opera-
tion of the Learning Unlimiied Program from Hull House, but the Targeted Develop-
ment Program (TDP) and the Adult Learners Program originated with ]ARC.

Learning Unlimited is a basic skiils program for young people who have left high
school. In addition to instruction designed to help students pass the GED exam, the
program stresses career and job readiness activities, social awareness, and community
involvement. The Adult Learners program provides evening tutorial sessions for older
students, largeiy to improve their literacy skills. The program also engages in collabora-
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tions with other institutions and taiiors curriculum to meet those needs. For example, a

collaboration with Project Team, an auto mechanics training Program operated by

Uptown Hull House, ied to developing a basic skills Program which uses automotive

mãterials in ord.er to reinforce the áuto mechanics skills while improving literacy and

other basic educational needs. The inclusion of job-related materials in the course of

study often increases the motivation of Program participants.

These programs help improve the quality of the workforce in the area, but they do

not addreir t*r,y of tnã issues involved in improving the viability of-area businesses.

One of the majorproblems facing JARC's ptanning task force was to find a way to stem

the loss of manufåcturing jobs fróm the North Center'/Lakeview community and to

strengthen the area's economic base. TDP addresses these issues.

In its first few months, JARC engaged in active research on the area's iocal economy,

involving visits to many of the or.o7s manufacturers in order to understand their needs

and employment practices. Through this process JARC identified an industry sector,

metalwãrking,t to become the "target" of the Targeted Deveiopment Project (TDP). This

sector was chosen because of its strong presence in the area, accounting for 26 percent

of total employment in the two neighborhoods in 1985, and because metalworking

offers decent, entry-level jobs to iow-income PeoPIe. TDP began by interviewing area

metalworking firÁs, to aécertain their views of networking, and then organized a con-

sortium of about 25 firms who expressed interest in forming a network and demon-

strated some level of commitment to the idea. The idea behind this network was to

increase sales among firms, through more subcontracting between films within the

network as well as through finding purchase orders which could be fiiled by one or

more of the firms in the network. It is hoped that eventuaily this will lead to joint prod-

uct development and Production.

Today TDP's network includ.es roughly 35 metalworking firms and offers partici-

pants a variety of services, either directty or by linking the firms w1!h appropriate

iervice proviáers. These services include marketing, technical, and financial assistance,

as well äs empioyment referral and placement services. The marketing and sales service

is the main service the firms are interested in and is provided directly by TDP staff. The

staff act as a representative for the firms and meet with purchasers-in order to arrange

contracts. For this service, TDP generally charges three percent of the contract amount.

When the financials are tight however and. payment of the fee would make it impossible

for a member firm to get tire work and still make a profit, the fee is generally waived'

TDp also helps firms únd.erstand and take advantage of city and state programs de-

signed to heþ companies and acts as an advocate for manufacturing interests, particu-

tarly with regard to land use issues.
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As part of the TDP program, ]ARC acquired and renovatedThe Røaen, which is
designed to provide manufacturers with affordable expansion space within the city.
Many small manufacturers who begin their operations in their garages or other private
space find it difficuit to lease a relatively small industrial space when they are ready to
expand. The Ratsen helps to fill that market gap. At the same time, the development of
the facitity combats the gentrification which th¡eatens the area's industrial base by
ersuring the building remains industrial. The buiiding now houses several small manu-
facturing firms and a non-profit training organization. JARC has also acquired an oP-
tion on the buitding next to The Rnacn and plans to deveiop it in a similar maru.rer.

Another part of TDP is a skiils training program designed to meet the needs of the
area's metal working industries. By upgrading the skills of employees, TDP enables
businesses to modernize and improve their business practices. In L990, the program
began offering a metalworking skills program to upgrade the skills of workers and
provide some of the training that the business owners do not have the time to do. TDP
worked closeiy with area industries in developing the training initiative, essentially
allowing the experts to write the curriculum. This program, which invoives eight weeks
of training, has been well received by employers, who pay their employees wages for
the time they spend in these classes. TDP will add a more advanced training Program
which focuses on CAD/CAM technology in the Fall of L992.

C. Funding
The TDP program is funded largely through Chicago's Department of Economic

Deveiopment, with supplemental funding coming from corporations and foundations.
For its educational programs, ]ARC receives funds from the State of Illinois and from
the Mayor's Office of Employment and Training, which distributes JTPA funds. The
state's Prairie State 2000 program, which supports a variety of work-based training
programs across the state, is the sole fund.ing source for the metalworking skills train-
ing program and the new CAD/CAM initiative. JARC has also received money from
the federal Office of Community Service. Their total budget for the most recent fiscal
year was just over $300,000, with salaries and.related expenses accounting for over half
of their expenditures. Acquisition and deveiopment of the real estate projects is bud-
geted separately.

D. Orgøniz øtional Structurel St øffing
A L3-member board of directors, the majority of whom come from within the neigh-

borhood, oversees the activities of IARC and provides the Executive Director with
considerable feedback and insights. The board was chosen so that it would have an
appropriate mix of skills for economic development, with representation from lawyers,
bankers, accountants, government officials, corporate leaders, and program partici-

105



1ffio''--'4
I Association I

]ARC Board of
Directors

Executive Director

Targeted Training
Proiect Coordinator

Targeted
Development Director

Business
Manager

-JLearning Ll
Unlimited Director | |

Adult Learners
Program Director

t l
I

f2l-rrrGl

| , hrtr".ti,t*{

I Assistants I

Student
Service
CoclrdinatorField Staff

Metalworking
l -nncnr f i r rm

Field Staff
Special Proiects

Field staff
Planning

Family
Literacy
Instructor

Vista
VolunteerMetalworker

fraining
Soordinator

70 Literacy
Volunteers

| | Intern

2 Trainers I

pants. The diagram above depicts the current organizational structure, with several of

ihe positions biing added oniy in I992.The relatlonship with Hull House is shown with

a dotted line to ináicate that ii is no longer a formal attachment, but considerable inter-

change between the two organizations itill takes place. JARC also works to build col-

Iaborative relationships with other organizations, such as engaging in the joint training

programs with the citY coilege.

E. B enefic i ary Ch ar øct erist ic s
TDP has iwo interreiated categories of beneficiaries. One consists of the firms, which

it helps to become more profitablã, and the other comPrises the firms' emPloyees and.

pote;tial employees, wh; refine their skills and improve their emPioyment oPPortuni-

ties. The firms involved in the consortium are generally small, with median employ-

ment around i.2 to 15 employees and sales around $500,000 to $750,000. The largest firm

participating in the consórüum has 175 employees while the smallest has about 4 or 5'

butside of rianagement, about Z0 percent of ttre workforce in these firms is minority. Of

the workers partúipating in the mãtalworking skills program,59 percent are Hispanic,

1.8 percent are gtack, 13 fercent are White, 5 percent are Asian, and 5 Percent other.
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JARC's Aduit Learners Program draws students from the local neighborhood and
serves a diverse group of people. Participants range from 18 to 70 years in age and the
group is a fairly even mix of Black, White, Hispanic, and Asian residents. The Learning
Unlimited Program concentrates on youth, working with 15 to 1.9 year old students,
largely high school drop outs or students on probation.

F. Selection ønd Reaieut
Initially, TDP staff worked to eiicit interest in the networking concept from local

manufacturers. They sent mailings to area firms explaining their objectives and tried to
arrange interviews with as many firms as possibie. Anyone who was interested and was
willing to spend the required time in meetings and so forth was welcome to join' No
dues or othèr financial commitment was required. Now, however, less is done in the
way of recruitment of firms to the network. As firms see the activities of the network
and the opportunity for increased sales and technicai assistance, they approach mem-
bers or staff to find out more aboui it. The network has grown to now include about 35
members and TDP staff will begin charging membership dues in the near future.

IV. Results to Date/Future Plans

The regular meetings of consortium members have spurred more interaction and
information sharing among firms. The informal discussions which occur at the meetings
have lead to over 80 network reiationships, including subcontracting between members,
equipment sharing, customer referrals, and joint problem solving. The most popular
seivice, and the main service for which most firms join, is the marketing and sales part.

TDP staff is careful that no single firm is the beneficiary of the vast majority of contracts
which they arrange and they have found that competition among member firms for the

same contract is generally not a problem. Due to the required timing of the order, the
particular specialty needed, or particular process control requirements specified, gener-

ãtly oniy on" or two firms from within the consortium are in a position to fill a specific

order by a given time. Between July of 1988 and ]une of 1992, JARC/TDP has secured

$475,000 in production orders for members, and they estimate that, through TDP refer-

rals, members have secured another $150,000 in "untracked contracts."

The other services offered to network members are also pretty widely used. It is

estimated that at any one time, rougily 50 percent of participant firms are, in one way

or another, taking advantage of these services. TDP's Employment Referral and Place-

ment service has referred over 200 unemployed, displaced,low-income persons to

manufacturers, leading to the hiring of 80 such persons for full and part-time positions.

The Metalworking training program has drawn a positive resPonse from manufacturers
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over the past year;49 employees, from 10 different firms, enroiled in the Program.
Based on pre- and post-testing results, TDP found participants had a 30 percent im-

provement in their skills and the overall attendance rate was 90 percent. For the coming
Íiscal year,JARC expects to put 90 workers through the metalworking skills training

program and 36 through the CAD/CAM course.

TDP staff would like the program to become more financially self-sufficient in the

future. They hope thatTIæ Raaenwiii be a profitable endeavor and that income from

that venturã, combined with membership fees and commissions on contracts, will form

their core funding.

As in other networks, staff have found that firms respond best to tangible results,

namely purchase orders. If it can be demonstrated that participation in a network will

directiyincrease their potential for sales, then firms witl be interested. Other goals, such

as promoting modern methods of production and stimuiating joint design of original

prôduct linei, come slowly as firms see the benefits of this. In one example, a firm who

Îost a contract because they did not use modern quality control methods, later imple-

mented this procedure. Had they been outside the consortium, the firm may never have

been bidding on this contract or may not have had a middle man avaiiable to explain to

them why they did not get the job.

Notes

i.. |ulia Vindasius, "Inrlustry-Lecl Communify DevelopmenÍ A report on The Targeted Development

Project, The Jane Adclanu Resource Corporatittn," Chicagtl, IL.
Z. IncÍudes metal fabrication, tool anct clie,itamping, metallur¡ry, rtlll forming, plating, screw machine,

engravin g/markin g, machinin g, anc-l seconc'lary services f irms.
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I. Contact Information

Contact:

Address:

Phone:
Fax:

Mr. Dan Swinney
Executive Director
3411W. Diversey
Room 10
Chicago, IL 60647
(3r2) 278-5418
(3r2) 278-se18

II. Setting

The Midwest Center for Labor Research (MCLR) works both locally, striving to
strengthen and retain local manufacturing industries in Chicago, and nationally, offet-
ing research and consulting services to a range of organizations struggling with threat-
ened plant closings.

Like many other industrial cities, Chicago has lost a considerable number of its
manufacturing establishments during the past decade and many of those remaining
could easily follow suit. Some of the closings are due to problems of market share, labor

costs, and the iack of modernized industrial buildings in Chicago. Clearly the causes for

declining profits in some firms stem from changes in the global market place which are
beyond the influence of individuai business owners in Chicago. In other cases, however,
poor management decisions, such as the failure to modernize production methods or
identify alternative markets, have iead to the erosion of firm profits and eventual failure
of the firm.

In some instances, the closings have little to do with a firm's profitability. For ex-
ample, many smaller firms are closely held businesses with aging owners, who have
made no plans for owner succession. As a consequence, when they retire, the business
closes and its assets are liquidated. In other instances, outside interests would take over
the operations of an establishment in order to gain control of a larger market share or

make a quick profit by selling off the assets.
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As a result of these conditions, in the 1980s Chicago lost 3,000 of its 7,000 industries
and 135,000 manufacturing jobs. Labor unions and other traditional labor representa-
tives seemed to offer little in the way of leadership or guidance to respond to the situa-
tion. Dramatic deciines in manufacturing employment also occurred in other areas,
such as Ohio, Western Pennsylvania, and West Virginia, which together lost over a
miilion manufacturing jobs. It is in the context of this situation that MCLR was founded.

III. Proiect Description

A. Goals
MCLR seeks to influence economic structures and relationships to produce more

stable and equitable economic outcomes in local communities. They feel that the current
economic system does not sufficiently hold the corporate community, the "stewards of
our economy:' responsible for their management, or mismanagement, of our produc-
tive resources. In particular, the human costs of management decisions tend to be over-
looked, rather than integrated into the decision-making processes of businesses-as
they are in ]apan, for example. MCLR also feels that the social movement must ad-
equately define its role in preserving and developing our country's productive capacity.
In addressing these problems, the relationships between labor, community groups, the
business community and goverrunent agencies need to be reexamined.

The group focuses their attention on plant closures and relocation, but realizes that
these events, which can wreak havoc in local communities, are often the culmination of
a series of prior management decisions. MCLR works with grassroots labor and com-
munity organizations, as well as locai business, to retain industrial jobs and promote
economic development. They strive to provide these groups with the knowledge and
skills to:

a

a

a

retain jobs and businesses
protect and expand the communities' productive capacity
provide training opportunities on industrial retention strategies and early warn-
ing signs, economic trends and corporate evaluations
sustain and expand the economic health of the community.

(MCLR Mission Stntemmt)

B. Brief Descríption €t Hístory
Mr. Dan Swinney established MCLR in1982, when the steel forging company for

which he worked went under. Mr. Swinney found he and his fellow empioyees had
little time to prepare for the change and the labor union provided little in the way of

1 1 0



leadership. Workers did not understand how management ran the business and
whether the business changes they complained of really did force them to take such
drastic measures. Unions did not look at the issues concerning how a comPany is being
run. Mr. Swinney feit there was a need for research and action to respond to these plant
closings, so he and some other activists got together and formed MCLR.

C. Structttre [¡ Actiaities
MCLR has tfuee main operational units, nameiy, Chicago Focus, Chicago Project,

and general research. Chicago Focus, a wholly owned for-profit subsidiary of MCLR,
offers a whoie range of services related to mergers and acquisitions. The firm works
with both buyers and sellers of manufacturing establishments and wiil assist in secur-
ing financing for acquisitions. Chicago Focus also assists companies with the negotia-
tions involved in a change of ownership and provides a whole range of consulting
services to the new firms. Through leads from MCLR staff, trade associations, unions,
locai governments, community development corporations, and others interested in a
stable economic environment, Chicago Focus identifies plants at risk of closing and then
seeks buyers who are committed to keeping production local. These buy-outs often
offer opportunities for worker ownership or for ownership by minority or femaie entre-
preneurs. Minority ownership is of particular interest in Chicago, which is 40 percent
African American and L5 percent Latino. The majority of manufacturing workers tend
to be from one of these minority groups, yet ownership is almost exclusively white.

Chicago Focus opened its own offices in downtown Chicago in September of L989.
Its managing director has experience as a management consultant and has been a CEO
of two manufacturing corporations. His assistant is a business analyst recruited from
within the MCLR ranks. Chicago Focus has a separate board of directors from MCLR.
Dan Swirurey chairs the board, which includes white, African-American and Latino
entrepreneurs and management consuitants.

The Chicago Project, an initiative within the non-profit MCLR, involves organizing
a pro-active campaign to stem the loss of manufacturing jobs out of Chicago. As part
of this project, MCLR has developed an Early Warning Network, in which rePresen-
tatives from the floors of various manufacturing shops monitor their work site for
warning signs of a piant closing. MCLR recruits workers through labor organizations
as well as community organizations, churches, and social agencies, and trains them
on signs they need to look for, including iack of new investment, selling off of any
assets, and simpiy informal information from management. By relying on people inside
the organization to monitor the signs, MCLR can get an idea of which companies may
be closing much sooner than they otherwise would. This early warning is very impor-
tant for it allows time to find a buyer or arrange an employee ownership plan before
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the current management runs up big losses, leaving the operation in an unsaivage-
able position.

Through the Chicago Project, MCLR aiso works to develop linkages between labor,
churches, and community organizations in order to develop coalitions ready to fight job
loss in their areas. Once a plant has been identified as at risk of closing, MCLR first does
a rapid appraisal to determine whether it is viable and then works with local groups to
deveiop a strategy appropriate to the situation. Participation of residents as well as
plant workers is important, since the premise is that the factory represents, in essence, a
community resource, the loss of which would hurt the entire community.

Based on MCLR's experience in industrial retention in poor communities, Dan
Swinney co-authored a paper, "Towards a New Vision of Community Economic Devel-
opment." This paper articuiates a manufacturing-centric approach to communily devei-
opment, argues for greater community and labor involvement in development, and
challenges some of the more traditional community development models. Over 200
practitioners from 20 states gathered at a conference in Chicago in 1991 to discuss the
practical and strategic concepts outlined in the paper.

MCLR's Research Department, with a national base of clients as well as a few inter-
national union offices, engages in a wide range of activities. The research department
analyzes the experience MCLR has had in the Chicago area, extracts information which
would be useful to other areas, and relays their findings to clients, who can then use
this to develop a pian of action for their own area. For example, the research depart-
ment has trained a variety of groups on early warning signs of plant closings so that
local groups can form their own eariy warning networks. The Research Department has
also built on MCLR's experience with successorship problems by producing a nationai
survey of successorship assistance to aging factory owners and doing a detailed study
of successorship issues for the Chicago Economic Development Commission, inspiring
other cities to look more closely at their own successorship probiems. The Research
Department actively tracks policy developments and has addressed groups such as the
National Governors' Association JTPA Title trI conference. Refining their own theories
on economic development modeis also falls within this department's purview and their
Sociai Cost Anaiysis has been featured on the MacNeil-Lehrer News Hour.

Lastly, MCLR publishes the Lnbor Research Reaiew semi-annually. The journal de-
scribes the challenges facing the labor movement from the perspective of labor leaders,
activists, academics, and others, with each issue focusing on a particular topic. In addi-
tion, MCLR puts out a variety of misceilaneous publications, often the written results of
previous work, such as the nationai survey on successorship.
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D. Staffing €t Budget
Mr. Swinney, the executive director, has 26 years of experience in community and

labor organizing. He oversees a staff of about ten, including researchers, journalists,
editors, organizers, and administrative staff.

MCLR's operating budget is roughiy $600,000, almost half of which comes from fee
income, sale of publications, and personal donations. Chicago Focus is breaking even in
its third year, and hopefully will be a significant source of income in the future.

IV. Results to Date/ Future Plans

MCLR has provided research assistance to coalitions, state agencies, unions, and city
goverrunent in a variety of different approaches to retaining jobs, saving companies,
and promoting local deveiopment. Examples include a campaign in Duluth, Minnesota
that saved 280 jobs at Diamond Tool; feasibility studies and educational Programs as
part of employee buyouts; social cost/benefit studies documenting the ripple effects of
a potentiai plant closing; and training seminars on MCLR's "Early Warning Network."

In Chicago, MCLR and Chicago Focus have arranged the local buyout of several
small manufacturing companies, and have served as a resource for local governments,
labor groups, and local coalitions in a variety of efforts to save jobs and companies.

Currently, MCLR is testing the strategy outlined in the "New Visions" PaPer in the
context of a West Side Chicago community. MCLR is also expanding its organizational
capacity to meet the growing demand for its research and consulting services, as weil as
its participation in national discussions on development strategyì

a  4 a
I l J



SPEDD, INc.
BustxEss INcusATon NrrwoRK

WEsrrnN PENNsvrvRn¡n

I. Contact Information

Contact:

Address:

Phone:
Fax:

Dr. Robert A. Meeder
President
12300 Perry Highway
Wexford, PA 15090
(412) e35-6037
(412) 93s-6888

II. Setting

SPEDD, Inc. operates a network of business incubators in western Pennsylvania,

with the recent addition of two in eastern Ohio. SPEDD began its incubator activities

with the opening of the Wexford I incubator in the northern suburbs of Pittsburgh,

Pennsylvania. tóday the organization manages roughly 1"7 incubators in urban, subur-

ban, and rural sites.

The region in which SPEDD operates once thrived on steei production, but has

suffered rõrr"r" job loss and. distress as the steel companies rapidly dow-nsized, with

almost all of these companies eventually closing their area operations ail together. A9

the manufacturing indüstries contracted, so did the rest of the region's economy' Indus-

tries geared towaid serving the area's steel producers, such as trucking, had to reduce

emptóyment, and many seivice sector businesses, which depended on the disposable

incomes of area residents, also faced hard times.

As the area's residents lost income earning opportunities, the region's municipalities

lost their tax base. The rapid decline and closing of the steel mills meant a loss of wage

and property tax r.u"*.r"ì for the municipalitiei. Many of these municipalities also had

a faii amount of vacant industrial space. This situation heightened the interest of many

communities in the SPEDD incubator Program.
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III. Project Description

A. History and Structure
SPEDD, which stands for Southwestern Pennsyivania Economic Deveiopment

District, was founded in 1964 as part of a U.S. Department of Commerce program which
created a series of development districts. From 7964 to 1988 the SPEDD service area
covered nine counties in southwestern Pennsyivania. Originally SPEDD acted as a
liaison between federal and state departments of commerce and served as a conduit
for infrastructure development funds. In L98L however, SPEDD staff began looking for
a new direction for their organization, since the federal money which had supported
their operations was disappearing. They contacted Dr. Robert Meeder, who had just
finished his dissertation on business incubators, to act as a consultant to the organiza-
tion. They had heard Dr. Meeder speak about the concept of business incubators and
thought that incubators could play a part in generating empioyment and rebuilding the
industrial base for the region. In 1982 SPEDD redefined its approach to economic de-
velopment for the region, hired Dr. Meeder full time, and founded its first incubator.
Originally, SPEDD intended to only operate one incubator, but they received requests
for heip in setting up an incubator from various communities and hence they developed
the network. In 1989 SPEDD expanded its economic development activities to include
international projects.

SPEDD has remained a non-profit as defined under section 501(cX3) of the internal
revenue code, but reorganized. to withdraw from contractual ties to state and federal
agencies. As part of its reorganization, SPEDD trimmed its board of directors from 55
members to 15. Current board members include county appointees with such people as
the county planning director, the dean of the community college, a banker, an attorney,
and an investor. SPEDD does not include any tenants on the board of directors as they
feel that wouid be a conflict of interest for a tenant to both serve on the board which
governs the incubators and to be one of those governed. This is especially true given the
role the board piays in the management of the incubators. SPEDD staff continually
encourage businesses in their endeavors and try to help them with their problems, but
when they have a problem collecting rent or any other difficulty with a tenant, the
tenant is th¡eatened with disciplinarv action from the board.

' J

SPEDD has a total of 21 full time staff members. Most of these are support person-
nel, as each site has a full time secretary or administrative assistant. These people pro-
vide the companies with support services, such as telephone answering and typing, but
they also keep in touch with the businesses and keep an eye on what's happening. No
site has a full time manager. SPEDD management has found that a full time manager is
too expensive for any one facility to support and also that a manger will end up doing
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things for individual businesses that the businesses should do for themselves. Each
manãger keeps a regular scheduie of when he or she will be at a particular site so that

clients can pian accordingiy. In SPEDD's experience, Iimiting the manager's time at any

one site forèes clients to be more efficient in the questions they ask and thus meetings
between managers and clients tend to be more productive'

The Brackenridge corporation is a for-profit entity affiiiated with the SPEDD net-

work. As requests flom communities outside the SPEDD dístrict started to come in, key

staff and board members of SPEDD formed the Brackenridge Corporation. For the most

part, Brackenridge handles activities outside the SPEDD district and SPEDD handles

ihings within the district. Occasionally SPEDD engages in activities outside its service

atea-, if., f.ot example, an institution needs to have a non-Profit entity as a partner in

order to obtain certain types of funding. In addition, Brackenridge does some things

within the district that SPEDD does not want to get involved in, such as various types

of service provision. Some of the members of the SPEDD board of directors also serve

on the board for Brackenridge.

Of the 17 incubators within the SPEDD network, SPEDD,Inc. owns lL. The other six,

which are located outside the originai deveiopment district service area, are owned by

the organization which requested SPEDD's help, such as a local CDC or the county, and

SPEDD acts as a managing partner or as a "turnkey" manager in these.

B. Fu.nding
SPEDD's total budget for this fiscal year is $3.2 million. SPEDD relies mainly on

internally generated revenue to support its operations. Currently, 78 percent of their

revenue .J*.r from rents and utility fees. Most of the remainder is generated by fees

for services and. consulting income. The only foundation money they are using this year

is a 945,000 grant from the Heinz Foundation. The organization generally does_not

appiy for foundation funds unless they are introducing a new service. SPEDD has

wôrked with the U.S. Economic Development Administration, LI.S. Department of

Health and Human Services, and with city and county governments in arranging the

financing of a new facility. As they progressed in their operations however, they have

acquired-a substantial asiet base, earned a good reputation, and developed the ability to

generate their own capital fund. This has enabled SPEDD to reduce its reliance on

government as well ai foundation sources of funding; conventional commercial banks

are comfortable making loans to the organization.

SPEDD does not run a loan fund or offer any sort of financing to incubator tenants.

Rather, they will counsel tenants or recommend an appropriate service-to help them

present their financial needs and then link tenants to a bank or some other financing
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entity. SPEDD draws on creative financing packages which its clients have used in the
past as a source of ideas for companies cunently needing help with financing. More-
over, they aiso help tenants take advantage of government On the ]ob Training (OJT) or
Comprehensive ]ob Training (CIT) funds when tenants need to do hiring.

C. B en efi ci ary Ch ør act eri sti c s
Many of the firms looking to become tenants are very small operations that someone

started up in their house and now they are looking to expand a bit. Others acquired
businesses which were already operating and still others are starting a new business. In
a few cases SPEDD recruited an existing business to become and incubator tenant
because their funding source required that they have an anchor tenant.

The average person coming to SPEDD offices to inquire about incubator space is a
man in his early 30s who has started a business in which he is currently employed, and
is now looking for a suitable inexpensive space outside his home. Of current tenants,
women are the majority equity holder in 17 percent and minorities are majority equity
hoider in over 20 percent. Moreover, of the 215 tenants currently in SPEDD incubators,
28 company owners are from disadvantaged backgrounds and would qualify for some
type of federal assistance.

Almost all firm employees come from the community in which the incubator is
located and the capacity for generating employment has probably provided the greatest
direct benefit to disadvantaged residents of the area. SPEDD staff estimate that the
average employment for a tenant firm in its third year of occupancy is 8 to L0 employ-
ees, but the median is somewhat lower than that, at roughly 6 employees per firm.

D. Actiaities
SPEDD begins working on an incubator start up because a municipality, a CDC, a

county goverrunent or some other group has asked for their help. They do not actively
pursue new sites. The first phase SPEDD engages in when working in a new town is
their Entrepreneurship Outreach Program. This program serves several PurPoses. First,
and most important, it assists new businesses in the start-up phase in order to promote
new business formation. Second, the EOP serves as a market assessment tool to estimate
the potential demand for a business incubator in a certain area. Finally, the program
acts as a mechanism for identifying potentiai tenants for a business incubator, but
businesses are never pressured to enter the facility.

The EOP begins with an open seminar. The town or some other interested party
donates the use of a hall and SPEDD advertises the upcoming forum in newspaPers, on
the radio, through local banks, etc. Most of the advertising is done 10 days before the
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planned event. During the seminar, which is the first of seven sessions in the EOP, Dr.
Meeder discusses the "18 patterns of success and 9 patterns of failure" which have been
identified in studies of new business start ups. After about two to two and a half hours,
Dr. Meeder takes questions and those people who are interested in pursuing the program
can make an appointment. All subsequent meetings are individual counseling sessions.

D¡. Meeder estimates that for every 100 people in the room at the initial lecture,
approximately 70 wiil sign up for an appointment, rougNy 35 will then come back with
their first assignment done and about 7 wlLI actually start a business. Participants must
compiete an assignment for each session in order to continue in the EOP. By the end of
the seventh session, participants generally have a pretty good draft of a business plan.
Ordinarily it takes about two and a half months to go through all seven sessions.

Under favorable circumsiances, the EOP will be carried out before any conunitments
have been made as to purchasing, renovating, or building a facility to house the incuba-
tor, since the EOP helps clarify the level of interest in an incubator and the types of
businesses which will most likely need to be accommodated. SPEDD staff also likes to
have some input into the site selection process, as they feel that many incubators fail
because they are located in bad buildings-buildings which either provide inappropri-
ate space or are in unsuitable locations for the market they serve. In many cases, how-
ever, SPEDD does not receive a request for help until after the building to house the
incubator has been determined.

Many incubator facilities attract tenants by offering below market rents, but that is
not the enticement which SPEDD uses. Instead, SPEDD concentrates on providing
services and has developed an array of services available through its "Passport Pro-
gÍam." Each incubator facility has a different Passport booklet, which describes the
services available. Services in the booklet cover a range of activities from marketing,
sales, and legal advice to clericai and switchboard services to audio-visual equipment
and furniture rental. One incubator was formed with a cluster of firms in woodworking
industries and their Passport program offers services of particular use to such firms.
Many tenants are service providers in the Passport program and incubator managers
often try to attract a business which would provide a valuable service to existing ten-
ants. This process can lead to the development of a cluster of compiementary firms
within an incubator.

As a cluster of firms in a particular sector develops, so does a market for a supplier
of materials to those firms. SPEDD has had. some success with creating vendor comPa-
nies for an existing business or group of businesses and then having a low-income
person who does not have too much business experience run the vendor comPany.
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with this built in market, a Person with some interest and talent in the fieid can fu¡ther
deveiop their skills without stepping into a terribly risky endeavor.

Tenants are charged a fee for their use of services in the Passport program, although
limited amounts of some services, such as business plan prepurâtiorr-o, c-onference
room time, are offered to tenants at no charge. Othe; busineises in the community may
also join the Passport program for an initial membership fee.

IV. Results to Date/Future Directions

. Over the past ten years, SPEDD has developed a network of 17 incubators, compris-
ing approximately 1,830,000 square feet of incúbator space. These facilities currently
house roughly 190 tenants and have graduated about b3 fi.*r.

As of June 30, 7992, SPEDD facilities housed 215 tenant companies with a total of
1,720 full time and 335 part time jobs. They had also graduated ä2 .o*punies which
collectively provide I,1?0 people with fulitime jobs a"nd anoth er 22Lpårt time jobs. The
combined gross sales of these companies was $ágZ million inl991,.SpEDD estimates
that totai job creation from their activities would probably exceed 7,000 full time jobs,
due to spill over effects in the regional economy.

In conjunction with the Brackenridge Corporation, SPEDD is planning to sell por-
tions of their facilities to tenant companies aJwe[ as to expand their real estate hold-
ings in Pennsylvania and Ohio. The organizations also hope to develop international
import/export contacts and field suppórt offices via long-term contractual reiationships
with Business incubators in Europe, the Caribbean Regiõn, and the West Coast of the
United States. They also plan to maintain their active Àational/international consulting
on methods and techniques of providing added value service to entrepreneurs in eco-
nomic development organizations.
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WarrnueRx

I. Contact Information

Contact:

Address:

Phone:
Fax:

Carolyn McKecuen, Director
George McKecuen, Director of NEED
150 U.S. Highway 158 East
Camden, NC 27921
(919) 338-08s3
(9t9) 338-1444

AssocmrloN oF Annsnrus,
Nonrs Cenornva

Iwc.

II. Setting

Watermark operates in Northeastern North Carolina, a rural area with fewer than
200,000 people in the ten counties which it comprises. The area is relatively isolated,
lacking access to major interstates, airports, or rail lines. The majority of the population
is white, but there is a large African American community, generally living in clusters
throughout the region.

Empioyment opportunities in the area are limited. Although much of the land is
devoted to agricultural use and many families own land and farm to some extent, very
few people in the area rely on farm income as their primary source of support. Approxi-
mately one quarter of the worKorce, primarily men, commutes to Newport News, over
an hour away.There are a few other viable employment options for men in the area, but

for women, empioyment opportunities are even more limited. For the most part,
women can work as school teachers or nurses, if they have the educatiory or, if they are

uneducated, there is seasonal employment as maids in some of the coastal tourist areas.
None of these options pays very well. By working mainly with women in a "women's"
industry, Watermark offers one of the few income-earning opportunities available to

women in the area.

III. Proiect Description

A. Goals
Watermark is a for-profit cooperative, the main goal of which is to help cooperative

members, many of whom are low-income women, earn more money. By improving
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their economic situation, these women then have a greater ability to improve other

aspects of their lives. The democratic ownership and control of the cooperative also

¡uilas the seif-esteem of the women, further empowering them to take control over

their lives by giving them the necessary confidence to do so.

B. Brief Description €+ History
A group of local artisans founded Watermark in 1978 to collectively market their

produits. 'ihis grorrp comprised mainiy middle-class women with strong crafts tkil-t,

but little business eiperieñce. The cooperative soon ran into financial problems and by

1981 was roughly $eb,OOO in debt. At that time Ms. Carolyn McKecuen became director

of the .oop.rãtive, working essentially for no pay while she helped the cooperative get

back on itã feet. Ms. McKeãuen switched their marketing strategy from a retailing to a

wholesaling approach and activeiy sought out a variety of outlets for their products.

Today Watãrmãrk earns profits for its members and, although the cooperative still

retains a retail shop on siie, approximately 95 percent of its revenues come from whole-

sale sales.

C. O ry ani z ati o n al S tnt cture
Wãtermark is a member-owned cooperative; each member owns one share in the

cooperative and has one vote at generai meetings. The members elect the board of

directors from the membership, which establishes policies and oversees operations. A

member share in the cooperative costs $75, but individuals may take up to a year to pay

that amount. Once an ináividual has paid $6.25 on the share he or she is officially a

member and may vote at meetings. Watermark aiso has some preferred stock available

for $25 a share. They have only sõt¿ f O¿ of these shares,largely to people such as the

mayor who wish to express support for the organizaiion. Watermark does not try to

push the saie of these shares.

Watermark has 11 full time staff, inciuding the director. Staff hand.le all the account-

ing and bookkeeping, membership development, product pricing, marketing, and other

-ãr,ug*.nt andãdministrative functions. Cooperative members are considered self-

employed, rather than employees of the cooperative.

Watermark works closeiy with the Northeastern Education and Deveiopment
(NEED) Foundation, which was founded in 1986 as a nonProfit training center, offering

iraining in crafts as well as personal effectiveness and money management skills, and is

current-ly housed in the same building as Watermark. NEED's classes are geared to help

Watermark members, but are open to anyone in the community. Having NEED estab-

lished as a separate entity allows Watermark to separate out, to some extent, exPenses

which are strictly social iervice from the quasi-social service income-generating func-
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tion. This separation improves the viability of the for-profit entity, enabling it to con-
tinue offering income-earning opportunities to low-income women, while providing
disadvantaged individuais with the additional counseling and skills development that
they need through a non-profit entity which is able to solicit foundation grants and
other sources of funding unavailable to for-profit groups.

D. B enefici ary Ch arøct eristics
Most of Watermark's members are women, but there are a few men, particularly

wood carvers. Watermark originaliy received membership applications from individu-
als who had some crafts skills, but in recent years the majority of new applicants have
lacked these skilts. These individuals often require not only more crafts skills training,
but also more life skills training. Many of Watermark's members are Poor, as deter-
mined by the federal poverty line. A number of these individuals receive Aid to Fami-
lies with Dependent Children (AFDC) assistance and they are careful not to work so
much that they exceed the federally mandated income limit and lose their benefits.
Watermark often helps women in this by warning them when they are nearing this
limit, since the extra income would be insufficient to make up for the loss of AFDC
benefits. Watermark has aiso assisted some of these individuals to develop their skills
and work habits to the point where they can leave AFDC rolls and not be worse off.

E, Project Actiaitíes
Through its activities Watermark offers women access to a market in which they can

earn money, and through the link with NEED, women can also receive training to help

them enter and advance in the crafts business. Watermark does not need to spend a lot

of time promoting itself in the community; they are very well known in the area and
have a iarge visible retaii space. In addition, local media coverage of Watermark's
activities and achievements has been very good.

An individual wishing to become a Watermark member must first pass a skills

screening test. If the individual does not pass, then he or she is referred to NEED to get

training. NEED offers training in three main areas: baskets, wood products, and sewn

items. Individuais choose the area they would like to pursue, but are also advised as to

the current demand levels for particular skills. Thus the type of training initially chosen

will reflect a balancing of the individual's interests and immediate cash needs. NEED's

trainers are part-time empioyees brought in to do particular sessions and may or may

not be Wateimark members. Members are also involved in training other members in-

formally. Involving members in training further enhances their self-esteem and confi-

dence. Initial training generally is not a long process and most people can be given

income-generating work to do after one or two sessions. Once a member passes the

skills screening teit, he or she can become a member and participate in design and
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marketing classes. Most members continue to participate in training even after they
pass the skills test, refining their crafts skills and developing new ones.

Watermark both markets member products, through trade shows, catalogs, televi-
sion home shopping networks, or any other means available, and pursues contracts for

special projecti,-s..ch as making buttons for Esprit clothing or napkin holders for Ralph
tauren. All members are encouraged to develop their own product line. When orders
are piaced for a product designed by a member, that member has "Right of First Re-

fusil." That is, tñat members can fill as much of the order for their product as they
desire, but if members feels they cannot or do not want to produce the quantity ordered
in a reasonable amount of time, then they may train other members to make the prod-

uct. Thus if a member develops her own product line, she may become less dependent
on special projects or other mèmbers' overload to get work. Again, Watermark staff
havõ aho f-ound that the development of their own original product is very good for

seif-esteem building for many members.

This training system also gives Watermark a very flexible workforce, allowing
Watermark staf] to aggressively pursue new markets with the confidence that they have

the capacity to fill orders in a timely fashion without sacrificing quality. This ability to

identiiy and pursue new markets has been one of the keys to Watermark's success' The

cooperative is continuaily developing new products;30 percent of their products are _
new at each of the six to nine trade shows per year in which Watermark participates. By

participating in these shows, Watermark staff also keep abreast of the trends in the

markei, enabling them to identify niches and fitl them, knowing how much they can

charge for a proâuct. The constant development of new products is one factor which

helpi Watermark compete successfully with overseas competition; overseas firms often

copy certain items and are able to produce them at much lower cost. In addition, Water-

mãrk can ensure quatity and quick turn around time for contract customers. Finally, the

diversity of their þroduct lines and sources of revenue guards against dramatic changes

in sales volume due to a change in tastes or the fortunes of one particular comPany'

F. Finance
Watermark is completeiy self-financing and has never received any federal or state

funds in support of itJ program, although they did recently receive a small grant from

the Ms. Foundation for a special project. NEED however, is a 501(c)(3) organization
which is largely supported by foundation grants. Watermark carries lines of credit with

area bankr, b.riiras órrty needed to use this once. In general they try to keep enough

cash reserves to finance receivables. The organization does not have a lot of working

capital, however. They do not make anything for which they do not already have an

order since they do not have the money to tie up in inventory'

LZ.J



From the time an individual comes in to Watermark to the time they become a
member, it costs Watermark an average of $115 to go through screening, counseling,
etc. NEED covers most of the other training costs, and individuals are charged a fee for
class sessions, ranging from $6 to $15, depending on the materials and time involved.
Individuals who cannot afford the class fees are given schoiarships. In addition, indi-
viduals Pay a $10 screening fee for their skilts test in becoming a member. For people
who find it difficult to pay these fees, some sort of deferment or payment scheme may
be worked out. For members in need of financing, NEED operates a very small micro
loan fund which offers loans of between $50 and $2,000, largely to buy equipment and
materials. Repayments are handled through withholdings from montily paychecks.

IV. Results to Date

Since it started operations, Watermark has grown to over 700 cooperative members,
of which about 300 to 325 earn a substaniial monthly salary. Cooperative members
generally earn between $5 and $L8 per hour. Yearly earnings by craft members range
from several hundred dollars to $35,000. Watermark's total annual sales were rougtrly
$1.2 million last year,95 percent of which was wholesale, and over the last 12years
Watermark has brought, through member salaries, operating expenses, etc., over $9
million into the local'economy.Watermark estimates that, using a multiplier formula,
this translates into afi27 miilion effect on the local economy.

Watermark is recognized as a model of a successful crafts cooperative and now, in
conjunction with NEED, operates a national internship program which has trained
individuals from over 65 organizations, both U.S. based and international, in business
and management skills, primarily marketing.
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I. Contact Information

Contact: Gus Kostopulos
Executive Director

Address: WoodNet
127 East First Street
Suite 4W
Port Angeles, WA 98362

Phone: (206) 452-2134
Fax: (206) 452-7065

II. Setting

WoodNet operates in the four-county area covering Washington's Olympic penin-
sula. The Olympic Peninsula is a fairly large area with the mountains of the Olympic
National Park set squarely in the middle, making it over 300 miles to travel around the
peninsula. The region's economy was traditionally based on the logging industry, with
some high schools offering vocational logging programs. Many peninsuia residents did
not even finish high school before going to work for a forest products company/ since
they couid make up to $20/hour working for a such a company. Now, however, many
of these mills are gone and the region is struggling to redefine its economic base.

III. Project Description

A. Goals
WoodNet is one of five flexible manufacturing networks (FMNs) funded by the

Northwest Area Foundation. Based on European models, these FMN projects were
undertaken to combat some of the economic development problems faced in rural
areas, strengthen rural/urban linkages, and, in the case of WoodNet, to adjust to struc-
tural changes in the wood industry. WoodNet strives to bring wood products firms
together so that they can solve common problems and take advantage of common
opportunities, while remaining independent businesses. The Northwest Area Founda-
tion started these FMN projects on an experimental basis, with a three-year funding
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allocation for four of the five, including WoodNet, and two years of funding for one
other Washington project.

B, Organìzational Structure and Funding:
Gus Kostopulos, WoodNet's Executive Director, began WoodNet's operations in

March of.I99L. The organization currently has a staff of three, including an Executive
Assistant and a Business Assistance Specialist in addition to the Executive Director.
Funding for the position of Business Assistance Specialist came from the Washington
Department of Community Development. The Northwest Area Foundation granted just
under $300,000 to the Clallam County Economic Development Council, which had
appiied for the funds on behalf of all four counties within the Peninsula, to cover the
first three years of operations for WoodNet. WoodNet is not controlled by the Clallam
County EDC however, but rather operates as an autonomous entity. The Northwest
Area Foundation aiso made a grant to the Northwest Policy Center* to act as an advisor
to these network projects, to promote networking in general, and in conjunction with a
leading expert on networks, to do an evaiuation of these initiatives.

WoodNet's Board of Directors is composed entirely of individuais involved in
woodworking businesses; no government officiais or representatives of philantfuopic
agencies are involved. WoodNet is organized as an independent nonprofit business
association, as defined under S501(cX6) of the Internal Revenue Code.

C. Client Charøcterístics:
WoodNet has approximately 450 members on its mailing list, of which roughly 300

are woodworking businesses. Most of these firms are very small, employing only two
or three people. About 20 to 30 of the businesses have over 1.0 employees and only two
or three have more than 30 employees. The business owners are primarily white men,
but there are a number of husband and wife teams and roughly five percent of the
businesses are women owned. The peninsula has very small minority populations.
Many of the business owners are first generation business owners who turned to start-
ing their own firm after losing their miil job.

WoodNet does not think of itself as a component of any sort of poverty alleviation
strategy, and therefore the organization does not collect information regarding the
income levels of their clients. Yet there certainly are a number of low-income residents

* The Nurthwest Policy Center carries out policy research, designs ancl evaluates policy alternatives, and
fosters a continuous exchange of information among those involved in meering the economic challenges
of the Northwest region, which inclucles Alaska, Iclaho, Montana, Oregon, and Washington. The Center
is a unit of the Insdfute for Public Policy and Management at the Universily of Washington Graduate
School of Public Affairs.
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on the peninsula, and a number of the business owners involved in WoodNet are Poor.
WoodNet staff cite examples of where the iimited income of a business owner has

become evident, such as a case where a man did not intend to go to a meeting because
he could not afford the gas, or a husband and wife who put their income as $600 a

month in their business plan, but staff cannot estimate the number of WoodNet partici-
pants who may be officialiy poor.

D, Progran Actiaities:
Mr-Kostopulos began WoodNet's program by first getting to know his market. He

visited many fi.ms onlhe peninsula, often making cold calls, and tried to find out what

people *"té doing and what they needed. He then tried to fill some part of this need,

.tsuãtty by linking that firm with another firm on the peninsula. Through this process,
in which he "under-promised and over-delivered," Mr. Kostopulos achieved two im-

portant objectives. First, he gained credibiiity with the firms and second he demon-
ãtrated how a network can offer tangible benefits. This second objective was particu-
larly important, since most firms are not interested in the abstract concept of network-

ing. Mr. Kostopulos also took every opportunity to speak to groups, such as Lions

Clubs or Rotary Clubs, in order to increase WoodNet's exposure.

After building up this constituency, WoodNet siarted organizing meetings in order

to facilitate networking among firms. WoodNet has held general meetings, as well as

meetings for firms witfun the same geographic area or firms within the same product

specialization, such as remanufacturing, cabinet making, or artisan firms. WoodNet

airanges for speakers and organizes the meetings around different topics. For meetings

of the general membership, attendance ranges around 25 percent, with different firms

attending each time, according to their interest in the topic.

WoodNet puts out a newsletter every month. The newsietter announces upcoming

meetings andãho features articles on opportunities for peninsuia firms, such as financ-

ing avaitable from a regionai revolving loan fund or export assistance available through

a slate program. tn addition, the newsietter contains a classified section in which busi-

nesses óffering or soliciting a good or service can remain anonymous, with responses to

the ad channeied through WoodNet. WoodNet has also developed and distributed a

directory of woodworking firms on the peninsula, making it easier for firms to contact

each other directly.

Along with linking peninsuia firms to each other, WoodNet also assists firms to

develop iontacts withbusinesses and markets outside the peninsula. WoodNet has

organized joint trade shows for firms and heiped them explore new market opportuni-

tiei, both domestic and internationai. In offering services such as marketing assistance
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or help with a loan appiication, WoodNet is careful to stress the idea of teaching so that
the next time the firm can accomplish tNs task on their own.

IV. Results to Date

As a relatively young organization, WoodNet's impact on the regional economy of
the Peninsula is not yet evident-and it will always be difficult to assess. WoodNet staff
can cite examples of their impact, such as a mill processing alder logs which would not
have opened without a lead from WoodNet or a firm selling its products in Seattle
which would not be in that market without WoodNet's assistance, but they cannot keep
track of all the connections between firms, and the concomitant business deals, which
have sprung up out of WoodNet. Many of these business connections are made at
meetings, through the use of the directory, or in other ways which are impossible to
track. The exampies that staff see and the increasing interest of the business owners do
seem to indicate, however, that WoodNet's activities are having some impact.

WoodNet is a member driven organization, allowing the participating firms to
pursue those projects and programs which they find useful. Interestingly, the reason
many firms become involved with the network is often not the reason they stay in-
volved. For example, the first thing a number of firms thought of for a network initia-
tive was a joint purchasing arrangement, yet not one such deal has taken place. Simi-
larLy, some firms wanted access to financing,yet of the fourteen firms which were
invited to apply to Cascadia, a regional revolving loan fund, only one did. Some of this
reluctance to pursue financing however can be attributed to the cost-Cascadia charges
11. percent interest, and to the conservative approach to borrowing among Peninsula
residents, who have become even more conservative about acquiring debt due to the
uncertainty of the wood supply created by proposed changes in environmental regula-
tions. More common outcomes from participation in WoodNet are new buyer/supplier
linkages, such as a firm with small pieces of waste wood that finds it can sell those
pieces to another firm with a need for small pieces of wood or a firm which has invested
in wood drying equipment which it uses on a part time basis that finds another firm
willing to pay to use this equipment.

V. Future Directions

WoodNet's future projects include the development of a wholesale buyers guide to
Peninsula products, which will include some non-wood products, such as textiles,
ceramics, metal work, or specialty food. Interested firms must appiy and those accepted
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will have to pay $225 to $300 to cover administrative and photography costs. The U.S.
Forest Service has also provided $10,000 to support the catalog. In addition,ITT Rainier
has invited them to appty for $10,000 and the Washington Department of Economic
Development has invited them to apply for $25,000 to support this project. Total cash
outlay ior catalog would be about $80,000, not inciuding staff time of WoodNet. Other
similar efforts have cost much more. WoodNet is also exploring the possibility of a joint

export project together with the Washington State Export Assistance Center to promote
exports from WoodNet firms WoodNet would like to use the money to put on an Inter-
national Home Show in ]apan. WoodNet is also exploring possibilities for collaboration
with other wood products networks in the Pacific Northwest.

WoodNet is considering charging membership fees in the future and/ or charging a
commission or some sort of fee to firms who land production contracts through
WoodNet's services. These sources of revenue, aithough they will be a help in support-
ing WoodNet's activities, are not expected to be iarge enough to make WoodNet a self-
sustaining organization in the foreseeable future.
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ffinlnlnll|llnl||lnnnnuunn Gommuniry Finclnce
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P¡cmrc Nonrnwnsr

I. Contact Information

Contact: Patty Grossman
Executive Director
Terri Shapiro
Associate Director

Address: 157 Yesler, Suite 414
Seattle, WA 98104

Phone: (206) 447-9226

II. Setting

Cascadia Revolving Loan Fund is a regional organization, making loans throughout
Washington and Oregon. Cascadia concentrates its efforts in distressed rural areas and
inner city neighborhoods. Many of the Northwest's rural areas have gone through
tremendous economic upheaval with the controversy surrounding the timber industry,
increasing the need for credit as individuals and communities try to redefine their
economic livelihood. At the same time, banks have been consolidating, taking much of
the credit decisions awav from rural areas.

III. Project Description

A. Goals
Cascadia seeks to promote equality of access to opportunity for women, minorities,

and low-income individuals and to encourage environmentally supportive technoio-
gies. The Fund serves as a link between investors seeking a sociai return and borrowers
in need of affordable capital and technical assistance. Cascadia has a vision of indi-
vidual and community empowerment and strives to educate the public as to the poten-
tial social as well as financial return on investments.
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B. Background
The idea for starting Cascadia came from a group of individuals from organizations

serving minorities, women, and environmental causes. The group came together
around access to credit, since the populations group members served all had difficuity
with this issue, particularly in the area of business start-up and expansion. Officially
founded in 1983, Cascadia's first two years were devoted to forming a nonprofit agency,
developing the organization, getting the securities registration and trying to attract in-
vestments. Cascadia first began making loans in 1985, in cooperation with Sound Savings
& Loan. By L987, Cascadia had raised roughly $75,000 through investments of between
$5,000 and $15,000 from individuals and organizations such as Pudget Consumer Coop-
erative, Group Health Cooperative, and Sisters of St. ]oseph and began making inde-
pendent loans. Ir.t992, Cascadia received its first large investment, $100,000 from
Group Health Cooperative, and by the end of 1993 was capitalized at $L.2 million.

For its first five years of operation, Cascadia was staffed by an Executive Director
and a part-time support person. News of the Fund spread among potential borrowers
primariiy by word of mouth and in 7991,, after the hiring of a new Executive Director,
the organization began to grow rapidly. Initial lending was concentrated in the Seattle
area, but as the controversy surrounding the timber industry made life increasingly
difficult in the rural communities of the Northwest, economic development grorrps
from these areas asked Cascadia to consider lending in their communities. Cascadia has
responded to these needs and today lends in both rural and urban communities in
Washington and Oregon.

C. O rganiz ation al Stntchre
Cascadia's total staff comes to six full-time equivalent positions, including an Execu-

tive Director, an Associate Director, primarily in charge of loans, a Development Direc-
tor, a Loan Officer, and a Deveiopment staff person. The Fund has a very active Board
of Directors, composed of about 10 individuals most of whom have backgrounds in
finance, business management, and/or community development. Four Board members
comprise the ioan review committee, which approves all loans. Board members also
work on development, promotion of the fund, and other activities. In addition, about
two dozen volunteers, primarily lawyers and accountants, have worked closeiy with
Cascadia and with Cascadia's borrowers.

Cascadia recently affiliated with Evergreen Community Development Association,
an organization which primarily handles fixed asset financing for small businesses
through the Small Business Administration's 504 program. Both organizations have
started lending in rural areas relatively recently and feel that they can be more effective
in this area by combining their efforts.
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D. B enefici øry Ch øracteristics
Cascadia iends to a variety of non-profit and for-profit organizations. It seeks prima-

rily two types of enterprises to lend to: (1) enterprises owned or controlled by low-
income individuals, with preference given to women and minorities; and (2) enterprises
which employ aiternative methods of democratic and cooperative control, in order that
the Fund may accumulate and disseminate information on these types of business
structures. To date 61 percent of Cascadia's loans have gone to entities which are owned
by or serve low income people,55 percent of dollars have gone to organizations which
are owned by or serve women and minorities, and 27 percentof money lent has gone to
worker-owned and. democratically controtled cooperatives.In addition, Cascadia seeks
to support environmental priorities and, in this vein, has supported recycling ventures,
the production of organic foods, and other environmentally supportive enterprises-4O
percent of their loans have gone to companies involved in environmental causes.

E. Project Actiaities
Cascadia receives over 700 inquiries a year from individuals looking to start or

expand a business. Word of mouth, press coverage, connections to other community
development organizations have all served to make Cascadia known to the borrowers
they target-and demand for their loans is high. Most of Cascadia's borrowers can not
get a loan from a bank. With an average ioan size of $30,000, Cascadia's loans are too
ðmail to interest most commercial banks and borrowers often do not have sufficient
collateral or cash flow for commerciai loans.

Due to the large number of requests, Cascadia's first resPonse to a potential bor-
rower is to send an information packet that lays out the type of documentation which
will be needed-and this is substantial, including a business plan, cash flow projections,
historical financial statements in the case of existing businesses, etc. After receiving the
packet, individuals are invited to cail and speak with Cascadia loan staff. Staff try to

determine over the phone whether they witl be able to help an individual in order to
save those they cannot help the considerable effort of applying for a loan. Staff estimate
that the resuit of this process is that of the 700 initial inquiries, roughly 100 call back,

and of the people that do end up applying for loans, most get them.

In screening ioans, Cascadia staff consider both the social return on the loan as well

as financial prudence. Although the Fund's lending activity is not regulated, it has a
responsibiliiy to its investors to make sound loans. In addition, the health of the Fund's

poitfolio wiii determine their ability to raise additional loan capital as well as to recycle

the permanent capital they currently have.

Cascadia staff often refer potential appiicants to technical assistance groups for

assistance in completing their loan appiication. This aiiows them to avoid lender liabil-
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ity problems as well as the expense of assisting non-borrowers. In addition, given
Cascadia's wide service area, referuals may connect potential applicants with resources
which are nearer to where they live or work. Once an applicant becomes a borrower,
however, Cascadia is much more hands-on in providing technical assistance. Many of
the companies receiving loans are new and need a lot of assistance. Staff make frequent
checks on their borrowers to make sure any problems are taken care of at an early stage
and borrowers are encouraged to call with problems. Problems staff cannot handle
themselves are generally handled by area professionals who provide their services on a
pro bono basis.

Cascadia develops new loan products and programs based on needs as they arise.
The affiliation with Evergreen came about through a desire to respond to the credit
needs of rural areas; which had recently become acute. In addition, in a new program,
based on Cascadia's experiences with environmentaily concerned organizations,
Cascadia will make ioans to finance the purchase of equipment needed by small busi-
nesses such as dry cleaners, printers, and machine shops to reduce the production of
hazardous waste.

F, Finance
The majority of Cascadia's loan funds come from individuals who invest a mini-

mum of $500 in the Fund and choose an interest rate from 0 percent to the current
money market rate. These investments generally have terms from one to five years. The
average investment size from individuais is roughly $3,000 and currently these invest-
ments make up 63 percent of the Fund's loan capital. Cooperatives and nonprofits
provide another 23 percent, religious groups supply L3 percent, and mutual funds are
the source of one percent of capital.

Operating support comes from charitable donations and grants as well as from
interest earnings on loans and loan fees. Currently Cascadia covers between 50 and 60
percent of its operating costs th¡ough revenue from its loan portfolio.

IV. Results to Date/Future Plans

As of the end of. L993, Cascadia had lent out over $1.7 million in loans to roughly 70
organizations, with roughly 40 percent of these loans going to support small business
start-ups and over 80 percent to small business in general. Their loan performance
record has been exceptional, with a default rate of less than one percent of their portfo-
lio. This compares very favorably with the performance of commercial banks. Roughly
25 percent of their portfolio gets restructured in some way, but this can vary from
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borrowers paying interest only for a couple of months to extending the term of the loan
for an additional year.

Currently the fund is seeking to develop equity capitai and they are in the process of
pursuing a $100,000 matching equity grant from CitiBank. Equity funds will allow
Cascadia to broaden the range of eligible loan applicants and wiil enable the Ftmd to
better serve its goal of providing credit to those who cannot access conventional loans.
Cascadia staff recognize that this new lending would have a higher level of risk than
current loans and will likeiy lead to more losses and less impressive loan performance
statistics, but feel that such experimentation with riskier lending is in line with
Cascadia's mission. Cascadia is also seeking to strengthen its relationships with banks
in order to "graduate" clients to traditionai financial institutions, to promote the exten-
sion of banking services into underserved communities, and to encourage banks to refer
individuals they cannot heip to Cascadia.
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CENTEn ron CouMUNrrY SErr-HErp
Nonrrr Cenorne

Contact:

I. Contact Information

Address:

Katharine McKee
Associate Director
Martin Eakes
Executive Director and CEO
Center for Community Self-Help
409 E. Chapel Hill St.
P.O. Box 3619
Durham , NC 27702
(91e) 683-3016
(919) 688-361s

Phone:
Fax:

II. Setting

The Center for Community Self-Help serves the entire state of North Carolina which
has a population of roughly 6.6 million people, 43 percent of whom live in rural areas.
North Carolina is a geographically and economically diverse state. For the rural econo-
mies, branch plant manufacturers have been one of the major engines of growth. In
addition, in the state's coastal and mountain regions tourism is an important source of
jobs and income. In other areas, particulariy in the Coastal Plains, agricuiture has been a
prominent feature of the economy and culture, although employment in agricuiture has
dropped off considerably and today accounts for less than five percent of rural jobs. The
state's urban areas, Iocated mainly in the central Piedmont area of the state, have vi-
brant, diverse economies with a notable presence of high-technology firms, advanced
research institutions, specialized heaith and other services, and a range of manufactur-
ing establishments.

From a national perspective, North Carolina has had a relatively strong economy in
recent years, with most of the state's growth occurring in urban areas, although at the
time of Self-Help's founding in 1980, the state was suffering from a iarge number of
plant closings. North Carolina's recent economic success has, however, contributed to
the escalation in housing costs across the state, making it much more difficult for many
to own their home. In addition, opportunity has not been evenly distributed among the
state's population, with North Caroiina ranking near the bottom of the nation in new

136



business start-ups among women and minorities. North Carolina also ranks near the
bottom in manufacturing wages, and these iow-wages lead to large populations of
working poor. Rural poverty rates also remain high, as rural areas have not benefited
from growth nearly as much as urban regions. Capital for small firms, both new and
existing, is often difficult to find, particuiarly in rural areas and low-income urban
neighborhoods, which frequentiy lack a locally-based bank and are perceived of by
regional and national banks as relativeiy less profitable areas for investment. Self-Help
seeks to address the needs of both urban and rural citizens of the state and hence offers
services in a varietv of economic contexts.

III. Project Description

A. Goals
Self-Help's mission is to support the efforts of low-income peopie to achieve self-

sufficiency and to increase the economic options available to financially disadvantaged
individuals and communities tfuoughout the state of North Carolina. They pursue this
goal primarily through the provision of credit and other financial services to individu-
als and communities typicaily excluded from or with limited access to conventional
financial institutions. The technical assistance and financing Self.Help provides to
individuals and organizations improves the supply of affordable housing, enabling
individuats to build their personal assets through home ownership, and encourages
business development, creating new jobs and enhancing business ownership in disad-
vantaged communities. By focusing on ownership and asset building, Self-Help assists
individuals and communities achieve long-term economic stability'

B. Bríef Desuiption €t History
Self-Help is a community development "bank" offering loans and technical assis-

tance to low- and moderate-income home buyers, small businesses, employee-owned
businesses, and non-profits throughout the state of North Carolina. Martin Eakes, the
current CEO, and Bonrrie Wright co-founded the Center for Community Self-Help in
1980, concentrating primarily on helping displaced workers start businesses. Lritially
Self-Help had no office space and worked through staff visits to clients, but with fund-
ing from a iocal foundation, they were able to move into office space in 1982. In L983 the

Self-Help Credit Union and Self-Help Ventures Fund were founded-wíthfi77 raised
through a bake sale. Self-Help soon developed a reputation as an innovative and effec-
tive program and in 1984 the United Nations recognized Self-Help as one of the most
effective rural development groups in the United States. Such recognition helped Self-
Help attract the loan capital needed in order for its financial institutions to have impact;
in 1985 Self-Help received its first major infusion of funds when the Ford. Foundation
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invested $1.5 million for ioan capital. Today Self-Help works in partnership with a
variety of local, state, and federai government programs as well as a range of nonprofit
agencies, bringing a variety of resources together to combat the problems of poverty
and isolation from the economic mainstream facing many of North Carolina's citizens.

C. O rg øni z at í o n aI S tructure
As stated above, Self'Help is a community development bank, which they define to

mean "(a)that the primary or sole focus of the institution must be on disenfranchised
and disadvantaged constituencies; and (b) that the institution be composed of at least a
federaily iruured depository institution and one or more affiliated non-profit organiza-
tions."* In the case of Self-Help, the umbrella organization is a nonprofit 501(c)(3) orga-
nization, the Center for Community Self-Help, which has two financial affiliates, the
Self-Help Credit Union, a fed.erally insured depository institution, and the Self-Help
Ventures Fund, a non-profit revolving loan fund. The Center for Community Seif-Help
provides technical assistance to borrowers, develops new programs, and engages in
policy analysis and advocacy. The Credit Union engages in secured home mortgage and
business iending to non-traditional borrowers, while the Ventures Fund, which is less
constrained in the level of risk it can assume, provides debt and equity financing for
non-traditional borrowers running small businesses and develops facilities for
nonprofits and small business incubators. To better serve the entire state of North
Carolina, Self-Help opened regional offices. Today there are four such offices,located in
Charlotte, Asheville, Greensboro, and Greenville, as well as the main office in Durham.

Self-Help has a total staff of roughly 40, most of whom have advanced degrees in
such fields as law, business, economic development, and public policy. Approximately
nine of these empioyees work in the regional offices. Although for accounting and legal
purposes different individuals are on the payroll of different Self-Help entities, func-
tionally individuals work for Self-Help as a whole. For example a loan officer for the
Credit Union may end up doing a considerable amount of the work for a deal that is
eventually done through the Ventures Fund or may assist in the development of policy
positions for the Center.

D, B enefici ary Ch ar øct eristícs
Self-Help targets low-income groups for assistance, particularly women and minori-

ties, in both rural and urban settings. The various programs run through Self-Help ad-
dress, either directly or indirectly, the different needs of these individuals. For example,
the home mortgage lending program assists predominantly lower to middle-income

* Center for Community Self-Help, "Response to Senate Banking Committee Questklns Regarding
Community Development Bânks," November 30, 1,992, p. 2.
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individuals who are unable to access a conventionai mortgage due to credit blemishes,
insufficient savings for a standard down payment, etc., while through work with non-
profits, Self-Help may provide the financing for housing development to meet the
needs of very iow-income individuals and public assistance recipients. Similarly, in the
area of business assistance, Self-Heip works with businesses ranging from self-em-
pioyed AFDC recipients to smail firms run by working poor individuals to larger rural
firm unable to get an SBA loan from a local bank to worker-owned enterprises such as
the Nantahaia Outdoor Center, which is one of the major employers in iti county.

E. Project Actiaities
Self-Help's structure enables Self-Help to engage in a variety of activities which

encourage home ownership and business development. In promoting economic devel-
oPment, Self-Help emphasizes home ownership as well as business lending, as for most
American families their home is their largest asseq hence home-ownership is a very
direct means for increasing the weaith of disadvantaged citizens, giving them a finan-
cial base against which they can later borrow for economic or educational investment.

Through the Credit Union, Self-Help began offering mortgage loans to low- and
moderate-income individuals in 1986. In 1.991, with an appropriation from the state
legislature, Seif-Help began the NC HOME program, in which they offer individuals
fixed-rate mortgages with low down payments and relaxed debt to income ratios. This
Program was a demonstration for Fannie Mae and was so successful that Fannie Mae
now offers it nation wide. In addition, Self-Help recently began marketing and offering
the Farmers Home guaranteed loans that require no down payment. Self-Help has also
made loans in conjunction with various municipal programs. For example tfuough
work with the Chariotte Housing Authority, Self-Help assisted neariy 125 public hous-
ing residents to become homeowners. Through collaboration with non-profits or other
deveiopment agencies, the Self-Help Credit Union has also financed the rehabilitation
of rental properties for very iow-income people. All home loans have been to low- and
moderate-income individuals; over 80 percent of these have been to minorities and over
60 percent to single mothers.

In the area of commercial lending, Self-Help has made loans ranging from as little as
a couple hundred dollars to as much as $650,000. Seif-Help charges a slightly higher
rate than most area banks, so these are not conventionally bankable loans. The average
loan term is th¡ee to five years and in 1992 Self-Help made commercial loans totaling
just under $5 miiiion, with loan volume split fairiy eveniy between the two financing
entities. Of Self-Help's business loans, about two-thirds are made to rural businesses,
over 50 percent to minority-owned businesses and over 42 percent to women-owned
businesses. Commercial lending is done through both the Ventures Fund and through
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the Credit Union, and sometimes a deal may be done with a combination of financing
through the two entities, with the Ventures Fund assuming a subordinate position on
the loan. Self-Heip evaluates ioans according to the four Cs: credit, character, cash,
collateral. While the Credit Union may bend on one of these factors, if others compen-
sate, the Ventures Fund, an unregulated institution able to engage in riskier lending,
might bend on two. Self-Help has specifically chosen not to offer a variety of retail
financial services, such as unlimited checking accounts and check cashing services.
They found the provision of these services costly and a detraction from lending and
they are typically available elsewhere.

To reduce the risk of making unconventional loans, particularly small loans, Self-
Help has engaged. in niche lending, whereby staff deveiop expertise in particular busi-
ness types, in some cases developing specialized loan products for a business sector,
and conduct targeted marketing and outreach in these sectors. For example, Self-Help
has considerable experience in lending to. day care enterprises and has dãveloped spe-
cial day care facilities ioans to encourage business deveiopment in this sector. In trying
to promote and support the work of other nonprofits in North Carolina, Self-Hetp has
developed lending expertise and specific products for this sector as well. Other areas
where Self-Help has developed specialized experience inciude construction contractors,
crafts, food services, and certain specialty retail sectors. Another way Self-Help tries to
minimize risk of default is by providing management assistance to businesses through
the Center for Community Self-Heip, advising them as to how to structure and expand
their operations. Self-Help has provided this assistance to many businesses who did not
receive loans as well as to borrowers.

To leverage resources and make effective use of existing community development
capacity, Self-Help engages in a variety of lending partnerships. For example, in engag-
ing in microlending, Self-Help has worked in conjunction with local community deveþ
opment organizations in order that their particular knowiedge of their clientele can be
combined with Self-Help's capacity to attract loan funds and to administer loans. In
addition, Self-Help may offer advice on locai program design, based on their knowl-
edge of other microenterprise programs. In another partnership arrangement, Self-Help
worked with the North Carolina Association of Community Development Corporations
to deveiop a predevelopment loan fund for CDCs which provides financing for feasibil-
ity studies, architects' fees, surveys, and other early costs of housing and commercial
development projects. The NC Association of CDCs raised the initial loan capital and
put together a loan review committee to make final decisions. Self-Help services the
loans and assisted with the plarning and implementation of the loan fund. In addition
to partnering with local nonprofits, Self-Help has also engaged in partnerships with
federai, state and municipai goverrunents, as well as other financial institutions. Part-
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nerships with government and private sector financial institutions not only bring in
additional resources, but also provide Self-Help with important information for their
advocacy work and enable Self-Help to effectiveiy demorutrate community develop-
ment lending techniques which these entities can adopt or promote.

In addition to lending and technical assistance, Self-Help has engaged in selective
real estate development projects which further its mission as a development bank.
Examples include daycare centers, affordable housing, and "incubators" for small
businesses and nonprofits. Self-Help has found that many of the benefits to small busi-
nesses of being in an incubaior, such as informal networking, learning from other fi¡ms
in the facility, taking advantage of opportunities for collaboration, and general mutual
support, also apply to nonprofits in an incubator setting.

Self-Help is also an active advocate for development lending, addressing its work
toward state and federai policy makers and other lenders and financial regulators.
While credit analysis and lending is done through the Credit Union and the Ventures
Fund, the policy analysis and advocacy resulting from the lending experience is sup-
ported through the Center for Community Self-Help. Thus the link between the differ-
ent types of institutions comprising Self-Help is not only important for service delivery
and financial sustainability, but also for enabling the experience of practitioners to better
inform policy development and influence practices in conventionai financial institutions.

F. Finance
Self-Help has total operating budget of rougtrly $1. miilion for ail tfuee entities and

receives support from a variety of sources. The Center for Community Self-Help and
the Ventures Fund, as 501(c)(3) institutions, receive contributions from individuals,
religious institutions, corporations, foundations, and public-sector organizations, in-
cluding state appropriations from North Carolina. The Ventures Fund, with assets of
$14.5 million at the end of 1992, also receives long-term, low-interest investments from
foundations and public agencies.

The Credit Union raises its capital tfuough deposits. Depositors, a distinct grouP
from borrowers, include churches, other nonprofits, "socially conscious" individuals,
and other institutions. Borrowers pay a $20 membership fee to the Center for Commu-
nity Self-Help and are then eligible io become credit union members and make deposits.
Depositors generally receive a market rate on their deposits, although some oPt to re-
ceive a iower interest rate in order to further the goals of Self-Help. To keep the cost of
deposit accounts down, Setf-Help limits the number of withdrawals a depositor can make
in a month. The Credit Union's assets at the end of 1992were $33.6 miilion, including
internal deposits from the Ventures Fund and the Cenier for Community Self-Help.
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IV. Results to Date

By the end of 1992, Self-Help had made 521 home purchase loans totaling over g20
million; 133 of these, accounting for 96.g million, were made inlgg}aione. Of these
loans, 88 percent were made to minorities and 62 percent were to single female heads of
households. The average income of families receiving loans was $22,õ00. Self-Help has
also facilitated substantial additions to the supply ofãffordable housing. Seif-Helþ,s
housing development loans to CDCs have facilitáted the construction o-r rehabilitãtion
of over 100 rental units for low-income residents.

In commercial lending, Self-Help has made loans to over 600 small enterprises,
totaling over $20 million. These loans have created or saved an estimated 3,óoo jobs and
have provided opportunities for business ownership to disadvantaged North Carolin-
ians. In 1992 Self-Help extended $4.9 miilion in loans to 13g businesies and nonprofits.
Of these ioans, 6L percent were made to rural businesses ,47 percent were made to
minority-owned businesses,33 percent were made to women-owned businesses, and
nine percent were made to employee-owned businesses, cooperatives, or nonprofits.
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Coasrer ENrEnrnrsns
Mewr

I. Contact Information

Contact:
Address:

Telephone:
Fax:

Mr. Ron Phillips, President
Coastal Enterprises, Inc.
P.O. Box 268
Water Street
Wiscasset, Maine, 04578
(207) 882-7s52
(207) 882-7308

II. Setting

Maine is a predominantly rural state, with a high incidence of poverty and unem-
ployment relative to the rest of New England, and like the rest of New England,
Maine's economic problems became much worse in the most recent recession. Maine
has oniy nine towns or cities with over 20,000 residents, accountin g for 22 percent of the
population with the remainder iiving in villages and towns with average populations of
2,200 or less. Roughly 20,000 jobs were lost in 199I, bringing the unempioyment rate to
7.8 percent. AFDC enrollment went up 39 percent in the same period, and food-stamp
recipients 60 percent

Maine's employment structure is oriented toward small and micro business. Ap-
proximately 90 percent of the firms in the state employ fewer than 20 workers;58 per-
cent four or less. In addition, 18 percent of the rural population depends upon seif
employment for jobs, accounting for 20 percent of rural income. Although vital to the
state's economy, the naturai resources of Maine are hard pressed to deliver the jobs
and value-added industries that might be expected. The paper and pulp industry is
largeiy controlled by outside interests and is increasingly capital intensive; the deple-
tion of formerly bountiful types of fish in the 1960s and 1970s by foreign fishing fleets
immediately offshore, increased environmental reguiation, and the State's relative
isolation from key domestic markets has historically left the state at a disadvantage;
yet despite this picture, the growing capabilities of the small business sector to exploit
emerging technologies and specialized market niches hold promise for the state's future
economic welfare.
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III. Program Description

A, Bøckground
Establishe d,ín1977 to create jobs and heip strengthen Maine's economy through

business development, Coastal Enterprises,Inc. (CEI) is a specialized CDC which incor-

porates a continuum of financiai and technical services in assisting business ranging in

iize from micro-enterprises to medium-scale industries with turnovers of $10 to $15
miltion. Despite the range in scale, CEI operates with a consistent methodology which

integrates trãining and technical assistance (as needed) with credit and focuses on job

creutiott and. a stréngthening of Maine's competitive base. In self-empioyment, CEI will

provide start-up "Firts Step Loans" and working capital credits to micro enterprises,

with training and/or T.A. provided from the stage of business planning through to

implementation. In the case of larger businesses, CEI will finance start-up or expansion

thr-ough different credit and equity taking mechanisms, but only if the investment

results in job creation among low-income or unemployed people.

Two other characteristics serve to define CEI's rather unique position in Maine's

business deveiopment community. First, CEI attempts to target sectors in its portfolio,

both to better understand the market in which it lends as well as to pinpoint invest-

ments in potential growth areas and thereby maximize impact on job creation and spin-

off develôpments through backward and forward linkages. In the fisheries sector, for

example, CEI undertook a feasibitity study in1978 to seek better market opportunities

both for common, staple fish as well as for more specialty fishing products, including

shrimp, herring and more high priced varieties of fish found in Maine waters. Two

intervãntions tñat followed. have had significant impact. First, a marketing exchange

was formed among fishermen in Portiand to cut out middleman profits. This inciuded a

fresh fish open disþlay auction facility-the first of its kind in Maine-developed as

part of the upgrading-of the Portland Fish Pier to allow for more efficient delivery, cold

itorug. and þãckagiñg. The exchange is currently turning over $30 million in fish sales

p". yãur andhas shiftãd much of the primary marketing to Portland that formerly was

controlled through Boston.

Second, through CEI's technicai support and initial investment, CEI formed the

Resources Tradinf Company to market fish products to domestic and international

markets. RTC has develópeá into a major fish exporter, grossing roughly $10.0 million

annually with major export contracts for shrimp to ]apan and herring_ to Russia. As it

contracis out locaily foithe supply and preparation, packaging and shipping of its

products, the RTC estimates that roughly 250jobs have been created through its inter-

vention in the labor intensive industry, and an additional 230 fishing jobs retained.

Having spun-off the RTC in1987 as an independent company, CEI has retained pre-
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ferred stock in the company, giving CEI control over 25 percent of RTC's profits. Profits
to date have been reinvested in the business.

Similarly, in seeking to convert a sociai-service need into an economic development
and market opportunity which both helps working parents and enables self-emPloy-
ment, CEI has invested significantly in the start-up and expansion of day care facilities.
To date,50 loans have been made to low income women, to start or improve family
and center-based chitd care services. Over 1,500 preschool children are being served in
these projects.

Third, whilg lending for projects that are not conventionally bankable due either to
risk or insufficient collateral, CEI attempts with each deal to maximize leverage from
more conventional lenders. It does so through, for exampie, taking secondary positions
on larger loans. To date, CEI has directly lent roughly $20 miilion to 300 enterprises in
Maine, but in so doing has leveraged an additional $60 million.

Lastly, CEI integrates technical assistance and training with its lending Program/
delivering non-financial services on an as needed basis, particularly for low-income
and less educated clients in businesses such as day care and restaurants. CEI has coun-
seled over 4,000 businesses with an average of 25 employees, affecting 10,000 Mainers.
In addition, some $10 miilion in bank financing has been arranged through its counsel-
ing program.

B. Progratn Stntcture
CEI's diversified program structure may best be viewed in two dimensions: i.e., by

areas of program emphasis and by its financing, or fund structure. Figure One presents
the staffing structure for CEI's staff of 24. As can be seen, CEI has an integrated core
staff as weil as two subsidiaries, one for venture capital (described in the following
section), and one for housing devetopment. The bottom rung of the structure outlines
the major areas of concentration: targeted opportunities (sector-specific and other lend-
ing); child-care development; women's business resources; and business counseling.
Integrated within CEI's lending program are targeted approaches both for sectors (as

cited above) as well as for specific types of clients including women's businesses and a
pilot seif-employment program for AFDC recipients. Lastly, in addition to being a CDC,
CEI is also an SBA-registered Small Business Development Center (SBDC) with three
full-time staff who provide business counseling to roughly 500 clients Per year.

Figure Two outlines the lending structure of the organization. CEI's centrai invest-
ment fund is subdivided into two program funds: the Deveiopment Fund (current
capital, $8 million) for small to medium enterprises, and the Enterprise Development

745



Olganizational Chart

Figure One

AtÏiliates &

Accoun0ng
Clelks l&2

Associate
Counselo

Total Lclan &
Investment Fund Housing

Fund
sBA -504

Canital Fund

Development
Fund

Natual
Resources

Figure Two

1,46



Fund (current capital $3 million) for micro-to smail enterprises. CEI's core activities
function around lending from these two funds. CEI is also a licensed SBA 504loan
packager with over $6 miilion in financing.

C. Progratn Operøtíons
CEI's professional staff operate in a highly integrated manner, sharing responsibility

for outreach, promotion, and marketing and linking clients at various levels on the
enterprise scale to appropriate assistance strategies.

Clients find out about CEI tfuough word of mouth from existing clients, through
referrals from a range of local service agencies, private and public, with whom CEI
coordinates, and through local talks and television and radio appearances by CEI per-
sonnel. Commercial banks are also a key referral source for potential borrowers that
cannot satisfy conventional credit requirements due, for example, to lack of experience
and/ or insufficient coliaterai.

Initial screening of roughly 1,000 potential clients per year relies on specific criteria
to direct clients to differing assistance programs, such as, for example, self employment
designed to serve welfare recipients, women entrepreneurs and/or low-income or
unemployed. For larger projects or start-up small-to-medium businesses, CEI makes an
initial determination on the potential impact on employment for unemployed or low-
income individuals. Motel development, for example, is often eschewed outright due to
the low ratio of jobs to investment dollars.

Once screened in, all potential clients,large or small, are asked to submit a business
plan and are assisted in doing so if necessary. The business plan, includes a description
of the business and product to be sold, a market analysis, assessment of competition,
resume of skills and experience of the principai(s) involved in carrying out the plan and
detailed financial statements and projections which justify the size and use of the Ioan
requested. The business pian forms the centerpiece for an assistance strategy, including
the planning for training and technicai assistance as necessary.

Loan requests are reviewed jointty by the fietd staff person responsible together with
the finance department where the business plan and financial projections are scruti-
nized. An internal loan committee (staff levei) makes decisions on all loans up to

$100,000; loans of between $L00,000 to $200,000 are approved by the Investment Com-
mittee, and loans over $200,000 are approved by the Board of Directors. The review
process both renders a basic decision on wheiher to approve the loan but also pinpoints
the type and terms of the credit to be issued. One of the key features of CEI's credit
operations is that they match loan terms-principal size and amortization period-to
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the individuai circumstances of each project. Thus some credits are issued as straight
loans over a one-to-two year period; others might be repaid on a seasonal basis; still
others for ionger term capiialization will balloon principal repayment and/or be issued
as convertible debentures. A typical term is 5 to7 years. At the same time, as men-
tioned, CEI will leverage other investors, especially for medium-scale projects, often
through subordinating their position to other lenders and thus iowering the exposure of
conventional, more highly capitalized institutions.

CEI secures its loan to the maximum extent through registering real estate, equip-
ment and whatever other forms of collateral may be available. CEI will not, however,
forgo loans based on lack of security, and most of its micro loans are under
collateralizedby banking standards. Continuous monitoring of loans is undertaken at
all leveis, with technical and managerial advising being built in as part of the business
plan. Also, specialized training in bookkeeping, literacy or technical skills wiil often be
provided by counterpart agencies who in many cases will refer clients to CEI for credit
while keeping up non-financial services tfuoughout the loan period.

IV. Results to Date

As cited, to date CEI has issued a cumulative total of $20 million in credits to 300
enterprises while leveraging an additional $60 million from primarily mainstream
lending institutions.InEnterprise Development Lending, (for firms with 1-15 employees)
over $2 million has been lent to 160 enterprises, with over $2.5 million being leveraged.
The loans have ranged from $400 to $50,000, with an average of $12,500 and a median of
roughly $10,000. The borrowing enterprises employ an average of 3.8 workers.

r48



DEraweRE Vanny

I. Contact Information

Corr,rvrut ¡rrv RrINVEsrMENr FUNp
PHnRpeLPHTA

Contact:

Address:

Phone:
Fax:

]eremy Nowak
Executive Director
924 Cherry Street
Philadelphia, PA I9I07
(21s) e2s-1130
(21s) e23-4764

II. Setting

The Delaware Valley Community Reinvestment Fund (DVCRF) operates throughout
the Philadetphia metropolitan region, which includes five counties in Pennsylvania and
three in New ]ersey. The DVCRF concentrates its lending activities in the distressed
communities of inner-city Philadelphia, Camden, Chester, and Lower Bucks County.
These communities have suffered severeiy from disinvestment. In North Camden, for
example, the median household income is about $11,000,42 percent of households are
headed by single women, unemployment runs at about 25 percent,5T percent of the
residents live in poverty and 75 percent receive some sort of public assistance.* At
DVCRF's founding in 1986, individuals and organizations living and working in these
communities found it very difficult to get credit to improve conditions and revitalize
the area. Traditional banks did not lend in these areas and there were only a few small
revolving loan funds.

DVCRF aiso lends in suburban areas of Phiiadelphia, which have pockets of poverty
and have experienced growth in poverty levels over the last severai years. One organi-
zation operating in a suburban county noted a four-fold increase in the number of
families requiring assistance with their rent as well as a very sharp rise in demand for
their food programs over the last few years. Such poverty is less visible and often goes
unnoticed by foundations and other sources of capital and credit for community based
nonprofit agencies.

* Iohn H. Cushman, Jr. "Funcls Lend Where Others Wnn't," New YorkTimes, luly 14,7993, P. D5.
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III. Project Description

A. GoøIs
DVCRF is based on the belief that capital must have an identity with place. Capital

investment decisions have both physical and sociai consequences for communities and
social costs and benefits should be considered in making such decisions. DVCRF strives
to encourage community development by enabling individuals and institutions to invest
their capital in a manner reflecting both social and financial responsibility. They seek to
forge relationships between investors, community leaders, professionals and others,
engaging all in the process of community renewal. By linking people and organizations
throughout the region, DVCITF hopes to build regional capital and development systems.

B. History
DVCRF was founded with the assistance of a start-up grant from the Philadelphia

Foundation in 1985 and started making loans in 1986. They began with a fairly small
capital fund and mad.e loans on the order of $L0,000 to $25,000 to nonprofit agencies
involved in housing and community facilities development. DVCRF staff did not seek
to unduly leverage funds in making these initial loans, but rather sought to retain some
measure of control and to learn from these experiences. In 1988 DVCRF received its first
sizable infusion of permanent loan capital in the form of a grant from the Pew Chari-
table Trusts and has been rapidly growing its loan pool ever since. Today DVCRF has
rougtrly $12 million in loan capital, having doubled its capital pool in the last year.
Despite this rapid growth in capital, DVCRF maintains a go slow approach when it gets
into new lending areas, seeking to begin with small loans and learn the market before
gaining a lot of exposure.

In the course of its iending, DVCRF began to complement access to credit with
technical assistance in order to enhance loan performance and at the same time improve
prospects for community revitalization. The organization gradually broadened the
affay of technical assistance services offered, basing this expansion on lessons learned
through previous deals. As the technical assistance function grew, the need to separate
this activity from the credit services became clear and in 199L DVCRF founded its
support corporation, the Community Development Institute (CDI), to deliver most of
these services. Separating the technical assistance function from lending both avoids
lender liability problems and creates a supportive culture for ciients, different from the
evaluative function of lending relationships. Today CDI serves both DVCRF borrowers
as well as other community-based organizations working in the Delaware Valley area.
Through their activities in credit provision and technical assistance, DVCRF and CDI
function as a regionai interme diary, working with a variety of community based organi-
zations to buiid development capacity throughout the Delaware Valley.

150



C, Organization øl Stntcture
DVCRF is a nonprofit 501(c)(3) corporation with a nonprofit technical assistance

support corporation, CDI. Together the two entities have a staff of twelve, spiit roughly
evenly between them. It is a diverse staff with a range of professional backgrounds,
including finance, organizational planning, neighborhood development, construction
management, and resource development. DVCRF is supervised by a Board of Directors,
composed of roughly 15 individuals inciuding community leaders, community devei-
opment specialists, investors, bankers,lawyers, and other professionals. The Board
takes a very active role in DVCRF, with responsibility for approving loans, setting
general policy, and assisting in fund raising.

D. Clientele
DVCRF toan applicants must be located within the 8-county Delaware Valley region

and must be unable to obtain or afford loans from more traditional credit sources. Other
than these two restrictions, the purpose of the loan forms the basis for determining an
applicant's eligibility. DVCRF seeks to make loans to individuais or agencies working to
effect social and economic change in the Delaware Valley. Loans should provide ben-
efits to individuals other than the primary loan recipient. Thus DVCRF works toward
such objectives as improving opportunities for low-income home ownership by lending
to community-based organizations involved in housing issues rather than by making
direct mortgage loàns to individuals. Recipients of DVCRF loans may be for-profit
businesses or non-profit agencies, as iong as their intent in using the loan and organiza-
tional practices are in line with DVCRF's mission and principles. To date, DVCRF has
lent primarily to nonprofit community-based organizations.

E. Project Actiaities
DVCRF began by providing acquisition, construction, and mortgage loans in sup-

port of iow-income housing. Lending in support of housing currently makes uP aP-
proximately 65 percent of DVCRF's portfolio. The organization's other three main areas
of lending are for the development of community-based facilities, such as day care
centers and culturai and arts organizations, bridge financing for non-profits needing
credit against contracts, and economic development. In the area of economic develop-
ment DVCRF has made loans to finance equipment purchases, building renovations,
inventory, and working capital.

DVCRF will make loans as small as $5,000 and can make loans as iarge as $250,000;
its average loan size is $90,000. The organization generally requires full coilateral on
these loans, but this is negotiable. DVCRF tries to be flexible to the needs of clients, but
this fiexibility must be tempered by responsibility both to investors and to the long-
term survival of the Fund. The interest rate and repayment terms on the loan are deter-
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mined based on the needs of the client and the purpose and expected impact of the
loan. GenenLly, interest rates are below market rates. Loan applications are screened by
DVCRF staff and the Loan Committee of the Board of Directors. Loans which satisfy
this screening are then recommended to the full Board for approval.

Although DVCRF clearly communicates to borrowers its willingness to seize coilateral
or take other actions in the event of default, to date it has not had to do so. One factor
leading to DVCRF's record of no delinquencies or defauits over the past seven years is
its practice of connecting borrowers to appropriate technical assistance as well as to credit.
By keeping in touch with borrowers and linking them with assistance before problems
become urunanageable, DVCRF has avoided foreclosing or rescheduling loans. In some
instances, the receipt of technical assistance may even be a prerequisite to receiving a
loan, although these are likely to be fairly generic recommendations as DVCRF recog-
nizes that as a lender it cannot involve itself too heavily in the organizationai practices
of its borrowers. DVCRF's careful underwriting procedures and commitment to organi-
zational learning also contribute to the exceptional performance of its loan portfolio.

In addition to extending loans from its own funds, DVCRF seeks to expand invest-
ment in low-income communities by drawing in capital from private banks and other
conventional credit sources. The organization does this by seiiing performing loans to
private banks, freeing up funds for new investments, and by working with bank
collaboratives. With bank collaboratives, DVCRF underwrites and services all loans,
according to agreed upon criteria, and charges banks a fee for loan servicing. This
arrangement is advantageous to all parties in that the banks get performing loans and
credit toward CRA requirements while DVCRF has access to greater capital resources.

Although DVCRF staff have found that technical assistance enhances the perfor-
mance of loans, the primary purpose of these services, of course, is to further commu-
nity development. Lending and technicai assistance activities complement one another
in a somewhat cyclical manner, as credit faciiitates growth and technical assistance
helps organizations manage growth and develop new capacity, leading to further
growth and new credit needs. As DVCRF grew, it made technical assistance services
available to non-borrowers as well as borrowers, and eventuaily, as mentioned above,
separated this function from iending activity through the creation of CDI. CDI is inde-
pendent of DVCRF, but the two share office space and often work in tandem. CDI
provides technical assistance in five main areas: organizational planning, neighborhood
planrring, project management and financing, construction management, and financial
management. In providing services, CDI seeks to transfer skills and requires active
community participation, emphasizing the responsibility of their clients to learn and
contribute to the development process.
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E, Finance
DVCRF seeks to raise loan capital from individuais and institutions within the Dela-

ware Valley. The Fund is registered with the Pennsylvania Securities Commission and
offers investors Promissory Notes in increments of $1,000. Investors may choose the
term, in years, and interest rate, within restrictions, of their Note. The ailowable interest
rate varies according to the size of the investment and the term of the Note, but generally
it is below a market rate. In recent years DVCRF has aiso attracted investments from the
Ford Foundation and other nationai investors. Currently DVCRF has investments from
over 350 individuals (accounting for 22 percent of the Fund), rougtrly 1L0 religious
institutions (23 percent of Fund), and nearly 1.00 corporations, foundations, and organi-
zations (55 percent of Fund). DVCRF's loan fund now totals approximately $12 million.

DVCRF covers 45 percent of its operating costs through interest revenue and fees
generated through its lending activity. Another five percent is covered through fees
from banks participating in collaboratives and the remainder is covered tfuough foun-
dation grants and charitable donations. The total annual operating budget for the Fund
currently runs at around $480,000.

CDI also covers approximately half of its operating budget through fees, with funds
from foundations covering the remainder. CDI's standard fee for work is $65 per hour,
which covers staff time and overhead expenses. The organization also engages in pro
bono work for community groups unable to afford fees. Foundation funds may be
designated for specific programs, such as financiai management assistance for nonprofit
housing developers, or they may be for general operating support. CDI's total annual
operating budget is currently about $380,000.

IV. Results to Date/Future Directions

Since inception, DVCRF has made over 225loans or commitments totaling over $13
million and, together with CDI, has provided technicai assistance to roughly 50 organi-
zations. Of DVCRF's loans roughly 90, or $4 million of the total, have been retired.
These loans have produced more than 800 housing units and contributed to the financ-
ing of 20 non-profit facilities.

DVCRF estimates that rougNy 70 percent of their loans have gone to benefit very
low income people (those earning 50 percent or less than area median income) with the
remainder benefiting low or moderate income persons. DVCRF aiso tracks benefits to
minorities, estimating that 65 percent of loans have benefited African Americans and 26
percent have gone to Latinos.
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While striving to build capacity in other organizations, DVCRF has also experienced
tremendous growth in its own capacity. The organization has greatly expanded its loan
prod.ucts and services, now making over 40 loans per year, totaling more than $3 mil-
lion. DVCRF would like to complement its lending activity with an equity fund which
would enable the organization to more agressively promote economic development
activities. DVCRF staff are considering developing niches in particular market sectors or
finding and supporting successors to businesses in which the current owner would like
to retire as possible activities which the equity fund could support.
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Sgonuserurc ConpoRArroN

CHlceco, IL

I. Contact Information

Address:

Phone:

Mary Houghton
President, Shorebank Corporation
Janney Bretz Carpenter
Managing Associate, Shorebank Advisory Services
South Shore Bank
7054 South leffrey Boulevard
Chicago, IL 60649-2096
(3t2) 299-7000

Contact:

II. Setting

South Shore Bank, a subsidiary of the Shorebank Corporation, serves a low-income,
largely African American neighborhood located along thì shore of Lake Michigan on
the south side of Chicago, about 15 minutes drive from downtown. The South Shore
neighborhood is mainly a bedroom community, without a significant business, retail, or
industrial area. It covers roughiy 250 square blocks, home to about 78,000 people. In the
1940s and'50s, the South Shore neighborhood was a white, upper middle-class commu-
nity which was considered one of the most desirabie places in Chicago to iive, but
during the 1960s the neighborhood quickly changed and by 1970 the popuiation was
approximately 70 percent African American, largely working class. This demographic
shift initiated the process of disinvestment in the communit|, as banks and propeity
owners assumed deterioration would accompany racial change. When the Shorebank
management team purchased the South Shore Bank in1973, much of the community's
housing stock, the majority of which is apartments in small three-story buitdings, was
greatly in need of restoration although still reasonably sound. The neighborhood also
had the usual probiems of crime and inadequate services, that are found in many poor,
inner-city neighborhoods in the United States.
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III. Program Activities

A. Goals
South Shore Bank was founded in the early 7970s to catalyze the rebuilding of the

South Shore neighborhood of Chicago. The founders believed that an institution which
would be effective in rebuilding neighborhoods had to be self-sustaining, in order to
maintain a long-term presence and hence have a lasting impact. They envisioned a bank
which would combine the discipiine of the need to make a profit with the social goals of
fostering the rejuvenation of a disadvantaged community and improving the opportu-
nities available to the people living there. This bank would fill the role of a traditional
bank, which knows and serves its locai community.The Bank was conceived as one of
the key elements needed to rebuild a community, but the founders reaiized that a bank
alone would not do the job, and other entities were included under the umbreila of a
bank holding company, Shorebank Corporation, as described below.

B, Brìef Description ønd History
The impetus for South Shore Bank came from four individuais-Ronald Grzywinski,

Mary Houghton, Milton Davis, and Jim Fletcher-who, during the late I960s, were
running a successful minority small business loan program at Hyde Park Bank and
Trust Company, near to where South Shore Bank is today. Although the program was
effective in extending credit to individuals, they felt a different institutional structure
was needed to effectively rebuild poor neighborhoods. Through their discussions, they
developed the idea of a community development bank. The passage of the L970 amend-
ments to the Bank Holding Company Act, which permitted bank holding companies to
invest in Community Development Corporations, provided that it was for the benefit of
low- and moderate-income peopie, allowed the group to conceptualize a specific orga-
nizational structure for this institution. The holding company would be parent to a for-
profit commercial bank, but would also have other for-profit and non-profit subsidiar-
ies which would handle issues such as housing development, job training, community
outreach and planning, that are necessary elements of rebuilding a community, but
cannot be addressed through a bank. The holding company and its subsidiaries would
then together form a development bank designed for long-term involvement in mul-
tiple aspects of community development.

The group formed the Illinois Neighborhood Deveiopment Corporation (now Shore-
bank Corporation) and began looking for a bank to purchase. They found South Shore
Nationai Bank for sale, a failing bank in a declining neighborhood. Another investment
group had recentiy tried to purchase the bank with the stipulation that the group be
allowed to move it downtown, but the Comptroller of the Currency denied this request
and instead, when approached by Mr. Grzywinski and apprised of his plan, agreed to
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reduce the book value saie price by reducing the capitalization from $6.4 to $3.2 million.
After months of soiiciting grants and donations from foundations, religious groups, and
individuals, they had a total of $800,000 to buy the bank. Vastly undercapitalized and
over leveraged, they opened the new South Shore Bank on Augus t 23, 1973. By 1978
they had the capital and capacity to open two additional for-profit subsidiaries, City
Lands and the Neighborhood Fund, and one non-profit affiliate, The Neighborhood
Institute. In the last five years Shorebank has added three other affiliates and subsidiar-
ies to assist in expansion activities. These entities are described below.

C. O rg aniz ati on aI Stru ctur e
Shorebank Holding Corporation is a bank hoiding company with seven distinct

subsidiaries, the largest of which is South Shore Bank. The other six are separate entities
from the bank, but play compiementary deveiopment roles. The City Lands Corporation
is a for-profit real estate development company which rehabs large, distressed apart-
ment buildings, manages property and builds new affordable housing, all for low- and
moderate-income residents. City Lands also develops commercial real estate. The
Neighborhood Fund is an SBA-licensed Minority Enterprise Small Business Investment
Corporation which makes equity investments in minority-owned companies, some-
thing a bank cannot do. The Neiglúorhood Institute îNI) is a non-profit affiliate which
produces housing and helps create or access jobs for South Shore residents through a
diversity of projects such as rehabbing apartment buiidings for cooperative ownership,
managing three small business incubators, and training and placing individuals in jobs.
TNI has its own for-profit subsidiary which develops rental and cooperative housing
for iow-income residents. Shorebank Aclaisory Seraices is a consulting firm which operates
nationally and assists diverse distressed communities in devising economic develop-
ment strategies, drawing on the lending, real estate, and community development
experience of Shorebank and others. In7992 two new corporate units of Shorebank
were formed to foster development in the Upper Peninsula of Michigan. They are
NElCorp. (Northern Economic Initiatives Corporation), a 501(c)(3) organization which
supports small business development, and North Const BIDCO (Business and Industrial
Development Company), a for-profit, subordinated debt/equity financing company
regulated by the state. The diagram on the following page illustrates Shorebank's orga-
nizational structure.

The organizational structure of South Shore Bank itself resembles that of many other
commercial banks, with departments for financial services, commercial lending, real
estate and installment lending, operations, management information systems, and
control. South Shore also has a department for lts Deaelopment DeposlfssM, which are
discussed below. In addition, South Shore Bank opened a branch office in 1986 in the
Austin neighborhood in the West side of Chicago. The Austin branch does commercial
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and real estate lending, but does not take deposits or provide other banking services at
this time. Shorebank Corporation handles the senior management, controller, and
personnel/ human resources functions for all of its subsidiaries.

At start-up, the bank was staffed mainly by its four founders, who today still make
up the management team at the bank, along with many of the employees of the former
South Shore National Bank. People hired in South Shore's early years generaily did not
have any banking experience, but were quick iearners and committed to the social aims
of South Shore. Today, the South Shore Bank, like other entities within Shorebank
Corporation, has no problem attracting talented individuals to work there. The bank is
staffed by highly motivated and well educated individuals who are very qualified for
their jobs, although the bank tends to prefer professionals wiihout too much experience
in traditional banking, as the aititude and goals of South Shore Bank are fundamentally
different from those cultivated in traditional banking institutions. Shorebank Corpora-
tion employs approximately 300 people, over 200 of whom work in South Shore Bank.
New empioyees go through an orientation session to learn about the functions of all
Shorebank affiliates and the generai Shorebank approach to and philosophy of commu-
nity development.

Neighborhood
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Although the Bank is generally restricted from making loans to its affiliates, the
activities of the various Shorebank entities complement each other in other ways, such
as by referring clients to another affiliate which can better serve them or combining
services in order to meet atl of a client's needs. A good example would be the develop-
ment of the lefftey Plaza shopping center. In this case, City Lands did the actual de-
velopment and located an anchor tenant; TNI did job training and placed individuals
with various Plaza tenants; South Shore Bank provided SBA 7A loans to some of the
smaller retailers; and TNF made equity investments in some of the other businesses
in the Plaza.

D. B enefici ary Char øcteristics
South Shore Bank serves the entire South Shore community, providing area resi-

dents access to the fuil range of banking services. The bank also provides credit services
to residents of the Austin neighborhood. Both communities are predominantiy African
American, with high unempioyment and poverty rates; Austin in particular suffers
from the lack of a significant presence of a stable working popuiation. The income levei
of loan recipients generally ranges from $20,000 to $40,000, with 60 percent being mi-
nority and L0 percent women.

E. Project Actiaities
At the time of purchase, the bank had a problem with declining deposits, which had

dropped from a peak of $80 million to $42 million the day they bought the bank. Ini-
tially, South Shore staff tried to attract the available capital from within the community
by reducing service fees, iowering the minimum balance to $1, and cutting paperwork.
This approach did attract more accounts, but costs went up substantially. The accounts
were very small and account holders made many small deposits and withdrawals;
because of the more relaxed policies South Shore was inundated with fraud-people
trying to deposit stolen or forged checks and draw off them immediateiy; and South
Shore residents still kept their money in the big glass banks in Chicago's Loop-resi-
dents had $90 million in deposits in these banks.

Faced with this situation, South Shore reluctantly raised fees to cover costs, although
this would discourage some small savers. South Shore staff aiso decided to actively
solicit deposits from outside the community, reasoning that weaithy communities do
not rely strictly on their own resources, but rather money flows in and out. Clearly,
money flows out of low-income communities, and reversing this trend is criticai to
growth. To attract resources, South Shore created Deaelopment DepositssM. These de-
posits take a variety of forms, such as savings, checking, CDs, IRAs, etc.; earn competi-
tive yields; and are FDIC insured. They differ from conventional deposits only in that
depositors reside outside the community, but choose to do their banking with South
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Shore because they know how their money is used and they agree with South Shore's
principles. By aggressively promoting these instruments, South Shore attracted a range
of depositors from outside the community-from iarge institutional investors to indi-
viduals with smail personal accounts-and today these accounts make up over half the
Bank's total deposits of $200 million.

In lending, South Shore Bank initially concentrated much of its energy on small
business, trying to revive commercial strips and assist retailing, service, and light
manufacturing concerns, start-ups as well as existing firms. Both term loans and lines of
credit were offered and the terms were tailored to fit the needs of the business. Al-
though laudable in its goals of empowering people to own their own businesses and
improve amenities available in the community, this strategy was unsuccessful. The
community is largely residential, with very little commercial, retail, or light industrial
activity, so there was no base to attract people from outside the community, and people
within the community generaiiy chose not to shop there; shopping malls are generally
more popular than commercial strips. In addition, these business loans were complex
and expensive to make. All these factors led to South Shore losing a fair amount of
money in its eariy small business lending.

Today, most small business iending is channeled through the SBA(7)(a) Ioan guaran-
tee program. South Shore Bank tends to lend to existing businesses or to finance acqui-
sitions or franchises-it rarely lend to start-ups. The loan terms are more standardized:
term loans for 5 to 20 years, flexible rate at prime pius 2.25 percent for loans under
seven years and prime plus 2.75 percent for loans of seven years or longer (the maxi-
mum rate allowable under SBA guidelines). The average size of the SBA(7)(a) loans is
$125,000 and, for businesses outside the South Shore community, the Bank wiil not
consider making loans of less than $75,000; within the community it has made loans as
low as $16,000. Since the SBA loans carry a guarantee of between 75 percent and 85
percent, South Shore can sell these loans in the secondary market, allowing South Shore
to earn fee income on the loans and replenish liquidity to continue making loans.

South Shore loan terms allow for consistent monthly payments; the amortization
period is adjusted to reflect changes in the interest rate. Should the interest rates get so
high that the borrower is not covering the interest however, then South Shore would
restructure the loan. Although the SBA program provides a more formulaic approach to
smail business iending, South Shore continues to act as a character lender. Each loan
applicant meets at least two loan officers at the bank and there are from three to six
meetings between a loan officer and a borrower, both at the bank and at the business
site, before the loan is made. In addition to carefully analyzing the financial aspects of
the business, South Shore also considers non-quantifiable aspects, such as the stability
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of the borrower, how settied in the community they seem. They generally prefer bor-
rowers over 30 and look for "hands-on" people, not people who only have a financial
interest in the business and wiil not actively run it. Many banks base the loan amount
on available coilateral; South Shore prefers tinking the loan amount to the expected
viability and cash flow of the business, rather than to its assets. While most of the SBA
loans are for expansion, South Shore aiso incorporates working capital as part of all its
business loans, as staff have found this to enhance ioan performance. Most of the
SBA(7)(a) loans to date have been made to service and retail businesses, although South
Shore is attempting to make more manufacturing loans. On the West side there are
currently two loan offices and manufacturing loans represent 40 percent of loan volume
for the first three quarters of 7993.

A second area of business loans, although not initially recognized as such, has had a
significant impact in local community entrepreneurship-and this is in the housing
rehab sector. South Shore Bank made a cautious start in housing lending in the mid-7Os.
At that time TNI and City Lands did not exist and South Shore was relatively unfamil-
iar with housing. InI974 the Renewal Effort Service Corporation (RESCORP), a consor-
tium of 57 savings-and-loans formed to invest in inner-city rehabilitation, selected (with
the assistance of intensive lobbying on the part of South Shore Bank) the O'Keeffe
neighborhood within South Shore for its first project. In a 4-block area within O'Keeffe,
RESCORP spent almost $8 million over the next three years renovating 11. buildings
with a total of 302 apartments. Working with RESCORP, South Shore Bank learned
much about how to combine different types of financing, such as grants, conventional
loans, below-market-rate loans, and various tax credits and rental subsidies.

South Shore began making its own purchase-and-rehab loans in O'Keeffe to capital-
ize on the greater stability engendered in that area by the RESCORP project. These loans
were made to individuals to purchase, renovate and operate small apartment houses.
Borrowers had a 20 percent cash down payment and the bank made a conventional
mortgage loan for 80 percent of the acquisition cost. The bank wouid combine this with
a loan for 100 percent of the renovation costs, which were roughly 90 percent guaran-
teed th¡ough the FHA Title I insurance program for property improvement loans. These
loans are offered at a floating rate which adjusts every two years. Due to the initial suc-
cess of these ioans and the high demand for improved housing in the community, South
Shore expanded lending in this area. Given the relative lack of experience of the entre-
preneurs, and, usually, insufficient personal collateral to fully secure each venture, this
was a high risk venture which other banks were not willing to undertake. Factors con-
tributing to South Shore's success in this area inciude the simple design of the program,
which fit the needs of the borrowers, and the excellent judgment of the bank manager in

charge of the program in terms of both the character and capacity of borrowers.
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Knowing that no other banks were willing to lend in the area, South Shore could.
easily set a housing lending poiicy which incórporated its social aims. South Shore
refused to make purchase loáns to individuals who were not going to renovate, since
renovation was u 

I.y 
aspect 

!o improving the environment oithe ãommunity. At first
the buyers were alsotequired to live in tñe building, but South Shore reiaxed this re-
quirement later. Staff still prefer local ownership, häwever, since local residents have
both a financial and a sociãl stake in the.orn*.rr,ity and hence their goals would be
most in line with those of South Shore Bank. rhe Bânk continued to tärget specific
subunits of South Shore in its lending because of the synergistic effecÈas some hous-
ing units are rehabbed, the area takes on a more stable and"optimistic atmosphere,
encouraging other smail housing entrepreneurs to apply for ioans to buy anà rehab
their own buildings.

The Bank found that.by making credit avaiiable to a clientele previously considered
unbankable (at least in the rehab aiea), it fueled the creation of a new class-of entrepre-
neurs in the area. Mainly minority and primarily middle- to lower-mid.dle-class resi-
dents took advantage of these loins, aesigning, supervising and often carrying out
renovations themselves, and then rentingout ãnd managing the units. The paloff has
indeed been dramatic.

To accelerate their learning and disseminate ideas, these rehabbers formed an infor-
mal group and held weekly meetings on their own to cross-counsel and. share experi-
ence' In turn, this led to growing numbers of interested parties and to higher q.rutity
renovations and management practices. South Shore continues today to buildän thãse
relationships, in essence co-venturing with these entrepreneurs on what are still, by
conventionai practice, undersecured deveiop ment projLcts.

IV Results to Date

To date, South Shore has assisted roughiy 200 African American couples and ap-
proximately 30 Croatian immigrants in entering the entrepreneurial housing rehab
sector. Of these at least a dozen have developeã both the iechnical and financial capac-
i.ty to do a complete gut rehab of an abandoned buiiding entirely with conventional
financing. From 1973 to 199L South Shore Bank made fizls.4miilion in deveÌopment
louP and completed reai estate development projects in the South Shore community,
including the rehabilitation of 7,7'J.6 units of rentai housing, 30 percent of the area,s
rental housing units' This has been a major factor in stabilizing the area and stimuiating
other investment' Combirung activity in Austin and South Shõre, the bank currently
finances the rehabilitation olroughiy 100 mutti-family buildings per year. In additiory
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South Shore Bank's SBA(7Xa) loans have been a significant source of credit for
Chicago's small business community. With loans of $91 million in FY1991 the bank's
volume under this program is higher than any other bank outside California and New
York. In total, by the end of 1992 Shorebank Corporation had made an estimated $351
million in development investments in targeted Chicago neighborhoods, including
investments of affiliates as well as the bank.

Shorebank Corporation has learned to effect community development while main-
taining the profitability necessary to ensure the long term sustainability of the institu-
tion. The Corporation has been profitable every year since 1983 and the bank's net loan
loss rate and other performance indicators compare favorably with those of its peer
group. By the end of 1992 the bank had an asset base of fi229.I million with equity of
gl(.}million and the net income for that year was $2.2 million.
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