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Auditor General DePasquale Hails Improved Accountability for

Millions of Taxpayer Dollars Invested in Job Creation
Cooperation helps bring needed changes

HARRISBURG - Auditor General Eugene DePasquale today said that the Department of Community and
Economic Development (DCED) has made progress in accounting for the millions of taxpayer dollars
spent on job-creation programs.

Last summer, DePasquale promised to revisit his 2014 performance audit of DCED, which made 13
specific recommendations to provide a greater level of accountability, transparency and oversight in the
state’s job-creation incentive programs.

“Pennsylvania taxpayers want to know if they’re getting a good return on the state’s investments in
creating jobs,” DePasquale said. “To me, that’s the bottom line: if you receive taxpayer funds, you'd
better do what you’ve promised to do.”

In a follow-up to the 2014 audit, DePasquale asked DCED for a status report on implementing the
recommendations. Most have been adopted, including holding businesses accountable for creating
and/or retaining the number of jobs pledged.

“Businesses that do not hold up their end of the bargain will be held accountable for not meeting the
conditions of receiving job-creation aid,” DePasquale said. “I’'m pleased that the department took our
findings to heart and implemented most of my recommendations.”

At DePasquale’s request, DCED provided two examples of companies that were penalized and forced to
repay the money they received:

e CEVA Logistics received $150,000 Pennsylvania First grant funding that was recaptured in
2017 due to the company closing a project site in Carlisle, Cumberland County.

e Kraft Foods Group received $200,000 Pennsylvania First grant funding that was recaptured in
2016 due to the company closing a project site in Upper Macungie Township, Lehigh County.

DePasquale is nearing completion of a performance audit of the state’s workforce development system
to determine the effectiveness of programs in five state agencies to prepare workers for jobs businesses
need to fill.

Visit the Department of the Auditor General online at www.paauditor.gov.
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Editor’s Note: DCED’s response to each numbered findings in the 2014 audit is included below.

1. DCED should establish performance measures or goals for each of its job creation programs and
include such measures in its Annual Financing Strategy Reports. As part of this process, DCED should
review the job creation laws, as well as the grant, loan, and tax credit programs of other similarly
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populated states to determine whether those states have developed performance measures or
goals for job creation that may be useful to Pennsylvania.

RESPONSE: For its job creation programs, DCED has always had an established goal of creating 100
percent or more of the jobs that were pledged to be created. The department has not found any
other similarly-populated states that have published the goals of their job creation programs publicly.
After careful analysis, DCED concluded that establishing additional annual goals and performance
measures would not result in reliable indicators of program success. The Pennsylvania First and PIDA
programs are designed to be flexible programs that can respond to the needs of businesses in rapidly-
changing economic conditions. Therefore, program objectives often change on a month-to-month
basis. Unpredictable economic conditions, like changes in interest rates, tariffs, recessions, etc., could
quickly change the demand for a low-interest loan program like PIDA and thus would impact a
yearlong job creation goal. The PIDA program is flexible and readily available to most industries
throughout the commonwealth to meet their constantly changing needs. For instance, as
Pennsylvania’s dairy industry struggled in the spring and summer months of this year, the PIDA
program was able to respond accordingly, placing a stronger emphasis on agriculture projects in
comparison to job creation projects. Setting additional goals — for example, to create a certain number
of jobs per year — would limit the flexibility of the programs and would not account for the fluctuating
market, and further would not have allowed the department to be supportive of Pennsylvania’s
farmers.

The Pennsylvania First program does collect aggregate job creation data in the annual budget and
makes job creation predictions based on historical performance of the program. This figure is used
primarily to make an accurate appropriation request.

2. DCED should develop procedures to evaluate the results of each job creation program using these
measures to determine if each program is achieving intended outcomes.

RESPONSE: DCED collects and reviews reports from the Performance and Monitoring Division at the
end of each fiscal year. These reports show the jobs pledged compared to the jobs that were actually
created at the conclusion of the monitoring period. As mentioned in the first response, DCED’s
primary goal with these programs is to have 100 percent or more of the jobs that were pledged to be
created by the conclusion of the monitoring period. DCED measures program success based on its
ability to achieve that goal as well as provide assistance to industries throughout the commonwealth,
especially in regions demonstrating the greatest need.

3. DCED should continue to hold businesses accountable for creating and/or retaining the number of
jobs pledged by continuing to impose a penalty when DCED determines that businesses did not fully
comply with their contractual obligations.

RESPONSE: Holding businesses accountable for their job creation pledges has been a priority for DCED
for many years, and we continue to penalize companies that have not upheld their end of the bargain.
DCED has been penalizing companies since job creation programs began in 1996 with first monitoring
results in 1999. Additionally, at the direction of Governor Wolf, DCED has improved and tightened the
enforcement of clawback provisions, including:

e Strengthening jobs requirements for a company receiving state funds: First, if a company commits
to create jobs in Pennsylvania, and fails to make progress toward creating those jobs, the state
requires repayment of the grant amount based on the jobs actually created versus those pledged



to be created. Second, DCED has increased the weight of job creation in the monitoring scoring
matrix of program applications.

e Enhancing enforcement when a company receives state assistance and subsequently leaves the
state: If a company receives a grant from the state and subsequently moves operations out of
Pennsylvania, we require full repayment of the grant, as well as a 10 percent penalty.

e Extending operational presence requirements: Companies that receive state economic
development grants are required to maintain any job created for no less than five years after the
grant was received. In addition, companies are required to maintain operations within the
commonwealth for no less than eight years.

Governor Wolf and DCED will continue to hold businesses accountable for their job creation and
investment pledges when they receive state funding from job creation programs like Pennsylvania
First and PIDA.

4. DCED should monitor all businesses awarded a PIDA or SBF loan for job performance, including
those businesses that pay off the loan prior to the final monitoring date, by ensuring that it obtains
the final job creation and/or retention numbers from the businesses.

RESPONSE: All loans are monitored. For PIDA loans paid in full early, DCED requires that businesses
report their job performance figures at the time of repayment. This gives us an accurate report of the
job creation that occurred at the business during the life of the PIDA loan.

The intent of the PIDA program is to aid Pennsylvania businesses in expanding within the
commonwealth, while creating more family-sustaining jobs. The program is a revolving loan fund,
and PIDA receives no appropriations. PIDA is able to provide loans based on the repayment of
taxpayer dollars from previous loans plus interest. When a company repays their loan, those funds
are loaned to another company that will create more jobs in the commonwealth.

5. DCED should ensure that PIDA and SBF loan agreements include a penalty provision that addresses
the type of penalty DCED can impose in the event the loan is paid off prior to the final monitoring
date and the projected number of jobs was not actually created and/or retained. This penalty could
require the business to repay DCED for a certain percentage of the original loan amount.

RESPONSE: DCED staff did discuss this matter with the PIDA board and decided not to impose a
financial penalty on businesses that repay a loan in full early if their job creation requirements are not
met. However, if a loan is paid off prior to the final monitoring date but does not meet the projected
number of jobs created, that company can be denied a future loan by the PIDA board. Imposing a
financial penalty would hurt PIDA’s competitiveness with private loan programs and reduce the
attractiveness of the program to businesses looking to use the program to grow and create jobs.

6. DCED should ensure its Annual Financing Strategy Report includes all information prescribed by law
including performance measures, accountability factors, and a narrative of each economic
development program that includes job creation and retention statistics on each loan, grant, or
credit awarded.

RESPONSE: DCED revised its Annual Financing Strategy report in FY 15-16 to more clearly outline all
the information prescribed by law. Additionally, in coordination with Governor Wolf’s Office of
Performance through Excellence, DCED has further streamlined the Annual Financing Strategy report



by shifting the entire report to an electronic format. The report continues be to be reviewed for
possible future improvements. Also, in accordance with the governor’s stance on a more transparent
government, DCED places its pledged job creation and retention information on the governor’s Open
Data site.

7. DCED should, at a minimum, change the column headings in the data section of the annual reports
to show that the job numbers and funding amounts provided are projected, not actual numbers.
Further, DCED should be clear and transparent in all narrative sections of the report by
distinguishing when presented job numbers are projected and not actual.

RESPONSE: DCED made this change to its Annual Financing Strategy Report in FY 15-16. The original
data in the report was dictated by legislation.

8. DCED should discontinue its practice of including the job creation and/or retention numbers from
the projects related to the Gaming Act’s Local Share Account in the overall totals. If DCED disagrees
with this recommendation and continues to include the Local Share Account projects in the Annual
Financing Strategy Report, then it should clearly present the job numbers separately and disclose
the fact that DCED does not monitor these projects to determine if any jobs were actually created.

RESPONSE: The Local Share Account (LSA) program is not a job creation program. LSA funding is meant
for community revitalization and development projects. That said, DCED staff has been evaluating the
best ways to differentiate the Local Share Account job numbers from the verifiable job numbers of its
job creation programs in the Annual Financing Strategy report. DCED, in concert with the governor’s
Office of Performance through Excellence, has been planning, beginning in FY 19-20, to include only
job creation programs in which creation and retention are a requirement, thus can be verified through
monitoring.

9. DCED should, as part of the detail on each loan, grant, or tax credit awarded, include the actual job
creation and/or retention numbers compared to the number of jobs pledged to be created and/or
retained.

RESPONSE: For every job creation project funded through Pennsylvania First or PIDA, its job creation
and retention numbers are collected. This has been the case since the inception of the Pennsylvania
First program in FY 11-12. The Performance and Monitoring Division has also always monitored and
recorded job creation numbers of PIDA projects, and DCED has improved PIDA monitoring by
implementing interim monitoring and by collecting final monitoring numbers in cases of early
repayment.

10. DCED should conduct interim job performance monitoring on all businesses awarded assistance and
not limit such monitoring to only those businesses awarded assistance through OGP.

RESPONSE: Many of the job creation programs from the 2014 audit do not exist anymore, as they
have been folded into either Pennsylvania First or PIDA, both of which perform interim monitoring.
Since the inception of the Pennsylvania First program in FY 11-12 — about two years prior to the
release of the 2014 audit — the Performance and Monitoring Division has performed interim
monitoring on Pennsylvania First projects. The PIDA program has implemented interim monitoring in
FY 14-15.



11. DCED should implement procedures to obtain payroll records from every tenth project file for all job
creation programs and not limit such monitoring to only those businesses awarded assistance
through OGP.

RESPONSE: These procedures have been in place since the OGP, CJT, and IDP programs merged into
Pennsylvania First in FY 11-12. This is also a requirement under the PIDA program.

12. DCED should ensure that businesses provide actual payroll records, or other similar documents that
contain sufficient information to verify the accuracy and validity of the reported job numbers. DCED
should not allow lists of names to satisfy this request.

RESPONSE: Beginning in FY 15-16, DCED requires businesses to submit official documentation signed
by an officer of the business under the penalty of perjury. Every tenth company is randomly selected
by the monitoring database and a letter is generated asking for payroll records. The records must
include a signature by the preparer, the date they were printed, the company name, and the name of
each employee, and information about each employee such as start date, position, pay rate, and
more.

13. DCED should work with other applicable state or federal agencies (e.g., Department of Revenue,
Department of Labor and Industry, Social Security Administration, etc.) to obtain employment data
that is up-to-date and useful in verifying the employment level of the businesses receiving
assistance from DCED.

RESPONSE: DCED receives and reviews Rapid Response and WARN notices from the Department of
Labor and Industry on a weekly basis. If a company that was supported through DCED’s job creation
program submits a WARN notice, DCED immediately contacts the company to begin the process of
reclaiming any funds if appropriate. Other data from the Department of Labor and Industry or the
Department of Revenue is either protected under confidentiality or utilize different reporting
standards. For example, final job monitoring occurs three years after date of disbursement. Labor and
Industry data is collected quarterly. As these time frames differ, the data may not corroborate self-
reported data submitted by the company during the final monitoring.



