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QUERVIEY

The mission of Arthur D. Little, Inc. in this project was to analyze
the operations, opportunities and development strategies of the Iron
Range Resources and Rehabilitation Board (IRRRB} to meet the changing
needs and priorities of the Iron Range. Based upon our study of State
of Minnesota documents, interviews with individuals in the public and
private sectors throughout the Iron Range and in state government, and
our analysis of the IRRRB and the needs and opportunities in the Iron
Range region, we conclude that:

(1) the priority need in the Iron Range during this period of
adjustment is for more targeted and focused economic development
efforts building on the natural and human resources of the Iron

Range;

(2) the IRRRB must increasingly focus its mission on regional
economic development and accelerate its transition to an effec-
tive regional econcmic development agency with a major ocononi.c
development investment role in the Iron Range;

(3) the IRRRB should reallocate its resources to targeted econoa-
ic development efforts based on a more explicit economic develop-
ment strategy and sactor-specific development programs;

(4) the IRRRB should reorganize itself into four divisions and
clarify relationships with other state, regional, and 1local
organizations to reflect its more focussed mission and role; and

(5) the Board and Technical Advisory Committee should be expanded
to ensure adequate coordination and technical input in guiding
the IRRRB.

We also conclude that few legislative actions will be required to
achieve these changes; actions can vbe taken now by the Board and the
Staff to respond to the findings and conclusions of this report.

CHAPTER I - THE IRON RANGE IN PERSPECTIVE

Chapter I of this report providss an overview of the economic condi-
tions and development opportunities and nseds in the Iron Range, a
region of Northeastern Minnesota encompassing parts of six counties
and about 190,000 people. In this Chapter we conclude that ghe
prioxity need in che Ixon Range during this period of adjuscment is

-

¢ 4 L 'L . Qion » '8 Loomen 2 are
building on the nacural and human resources of che Range. The reasons
for this are:




with _the decline of ctaconite production. Unemployment is now
about double the sta”e and U.S. averages and was as high as 30%
during 1982. Underemployment is probably also high and labor
force participation is now relatively low dus to the limited
employment opportunities. In the absence of outmigration, it is
estimated that about 10,000 jobs would have to be created to
provide employment opportunities equivalent to other regions of
Minnesota (i.e. equivalent unesployment and labor force partici-
pation rates).

term phenomenon. As a direct result of the longer term realign-
ment of the U.S. compstitive position in the world steel
industry, mining employment has fallen from a high of 16,450 in
1979 to about 7,000 today. It is expected to fluctuate around
this lower range unless there are further major changes in either
the steel or mining industries nationally.
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for the Iron Range. Strengths include a good rail and highway
system, a strong work ethic, and abundant natural resources.
Weaknesses include distance from major markets, underutilized
financial resources, high wage rates in certain sectors, and

underdeveloped managerial resources.

larly electronics) sactors, Because of stiff competition,
development opportunities will be difficult to realize and will
require a concerted and coordinated effort on the part »f insci-
tutions in the Iron Range. Risk and uncertainty also dictate the
need for a variety of contingency strategies.

Economic development and adjuscment are likely cto reaain a high
axioricy for soms time. asince it is unlikely cthat new develop-
ments or expanaion will soon, if ever, absorb the economic slack
£xom the decline of the mining industxy. New employment oppor-
tunities will probably utilize non-mine-related labor at signif-
icantly lower wage rates. In addition, the number of new jobs
created is not likely to socon reach the estimated need of about
10,000 jobs (equivalent to 3,000 to 5,000 jobs in "leading"
businesses) needed to provide exployment for current residents of
the Iron Range. Consequently, the management of economic devel-
opment and adjustment in the Iron Range will be a major challenge
for the foreseeable future.




Chapter II of this report reviews the existing and potential resourc-
es, roles, responsibilities and interrelationships of local, regional,
and sctate groups in the Iron Range region in order to establish the
best mission and role for the IRRRB during this period ¢f adjustment
on ths Iron Range. In this Chapter we conclude that ghe IRRRB can
best leverage its resources and capabilities by increasingly focussing

ics mission on regional ecopomic development and by accelerating its

transition to an effective economic development agency with a major
aconomic development invescment role in the Iron Ranga. The reasons
for this are:

1. Ihe IRRRB's financial resources. which are likely to be increas-
ingly limited in the future, can no longer effectively support
the wide rangs of diversified grant and loan programs of recent
Years.

o Ihe IRRRB's financial resources will be more limited in the
future. The operational requirements of on-going projects,
reduced carryovers from one-time resource allocations, and
the reduced 1levels of taconite production and taconite
production tax revenues will mean reduced levels of discre-
tionary resources in the futurs. It is estimated that
financial resources available for new IRRRB projects will
decline to about $5M-$15M/year over the next five years from
a level of about $25M-$35M/year over the recent past.

Ihe IRRRE {s now invoived in an overly broad range of
projects. These include: research in plasma smelt, peat
production, and mosquito control; developments of museuns,
ski areas, boat launch ramps, and industrial parks; repair
of water tanks and sewage treatment facilities; reforesta-
tion; fish restocking; arnd a variety of specialized loan
participation and grant programs. This is far too broad and
fragmented # range of activities for an organization such as
the IRRRB to effectively manage.

ITH
lems facing the xegion.
o The need and opportunity for economic development on the

. 1f job prospects do not improve soon,
the best young people will leave the region and the downward
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cycle of economic decline will be reinforced, making needed
investments ever more risky and less likely. Economic
development competition in other areas of the United States
is keen and well-funded. An aggressive and focussed IRRRB
sconomic development program will be required to compete
effectively.

°
include a lack of clear leader-
ship, limited risk capital for new businesses or new pro-
ducts, scarce indigenous entreprensur’al managsment, and a
poor regional economic image. The (*RRB is in the best
position to take the lead and address these problems in the
Iron Range.
o

Economic development opportunities that can be addressed by
the IRRRR are based on the region's abundant natural resour-
ces, its strong work ethic, and its existing economic base.
The IRRRB is well positioned to pursue the needed sector-
specific development strategies and investment programs in
these areas.

direction and emphasis. The IRRRB has a very broad and
permissive legislative mandate including economic, indus-
trial, community, environmental and cultural development.
The IRRRB also has the administrative flexibility and staff
expertise to choose its focus within its broad mandate based
on careful analysis, negotiation and interagency agreements.

o There are a number of institutions with significant resourc-

es _and capabilicies which overlap wich che broad mandate of
the IRRRR. These include: Department of Energy and Economic
Development (DEED) in economic, community, tourism, and
energy development; Department of Natural Resources (DNR) in
fish and wildlife, forestry, minerals, mine land reclama-
tion, and parks and recreation management; Legislative
Commission on Minnesota Resources (LCMR) in a broad range of
resource protection, development and management supports;
Natural Resources Research Insticute (NRRI) in natural
resources research: Arrowhead Region Development Commission
(ARDC) in regional planning, economic and community develop-
ment; and a wide range of other local and regional govern-
ments, development organizations and associations (e.g.,

A Arthur D Little, Inc.
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Chambers of Commerce, the Arrowhead Community Economic
Assistance Corporation, Blandin Foundation, and 1local
agencies).

Regional economic development is an explicit part of the
relatively expansive mandates for che IRRRE and each of itg
-« the Board Account, the Taconite

Environmental Protection Fund (TEPF) and the Northeast
Minnesota Economic Protection Fund (NEPF).

Social and community development needs in. the Iron Range
that are often the focus of IRRRB efforts can be adequately
addressed in a manner similar to that in other parts of
Minnesota. These include: block grants, facility-specific

greats, state social services agencies, and local govern-
ments, for example.

Enviroumental. energy. and resource management/dsvelopment
needs in the Iron Range that are often the focus of IRRRB
efforts can and should. be adequately addressed by the
institucions having primary responsibility for these areas
in_other parts of the state. These institutions include:
DNR and DEED in alternative energy development; DNR, LCMR,

and NRRI in natural resource management and research; and
DNR and LCMR in environmental protectiom.

\'d » the IRRRB

should focus on maximizing the effectiveness of its flexible
investment role.

o

/A Arthur D. Little, Inc.

Ihe IRRRB has a mandate and resources which allow ic¢ to plav
a very flexible and potentially effective investment role in
- V!
strategies. It also has considerable experience in managing
business loans, grants, and innovative investment programs.
It has a relatively broad legislative mandate in this arena,
and its financial resources are adequate to have a signifi-
cant impact on economic development potentials in the Region
if adequately leveraged.

Ihe IRRRE has limited capability in ecomomic planning.
parketing, and promotion. While many general economic

development rcupport activities are probably better managed
at the scate, local or Arrowhead Region level, (incorporat-
ing Duluth), sector-specific planning, marketing and promo-
tion in support of IRRRB development strategies and IRRRB
facilities are probably best managed by the IRRRB.

Gliants Ridge. Wilderness Vallev Farms). The IRRRB is




somevhat constrained in regard to its facility management
effectiveness due to its structure as a state government
agency. A lead role in facility management is generally not
a desirable situation for the IRRRB.

CHAPTER III - ESTARLISHING THE IRRRE AS AN ECONOMIC DEVELOPMENT AND
INVESTMENT AGENCY

Chapter III of this report reviews wvhat needs to be done to support
and accelerate the transition of the IRRRB from a broad, multi-purpose
organization to a more focussed economic development and investment
agency for the Iron Rangas.

1. As s key element in its transition to a regional sconomic devel-

A large proportion of previous IRRRB grant activity has been
justified on community or cultural development grounds.
While these are certainly within the IRRRB's broad legisla-
tive mandate, such a dilution of IRRRB activities will not
be possible if it is to effectively pursue its economic
develoment mission.

o A _svinning off of facility management responsibility will

snable the agency to direct its management efforts more to
economic development. About two-thirds of the IRRRB's
current staff are involved in operation and maragement of
Giants Ridge, the Interpretative Center, and other special
facilities. Spinning off the management of these facilities
should recduce personnel costs and required operating sub-
sidies for these projects, while freesing senior sctaff to
pursue additional development opportunities.

o  A_careful evaluation of further investment requirements it
Glancs Ridge and the Interpretative Centex will be needed o

ES-6
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The IRRRB Board and Staff need to prepare within the next 12
months a targeted ecomomic development program and strategy to

The action program should include at least

the following steps:
o Preparation of g more explicit economic development strategy
davelopment program for the IRRRB;

nent pProcess,

o Development of a refined project evaluation system reflect-
ing the different conditions in each secctor;

o  Creation of an aggressive marketing and ouCreach program;and

o  Reinforcement of the policy of maximizing leverage of IRRRB
funds.

3. The IRRRB needs to be reorganized internally into four divisions
to best pursue its more targeted mission and roles in regional
sconomic development.

o A Planning and Research division should be responsible for

identifying economic development opportunities consistent
with adopted investment strategies. The IRRRB may wish to
contract out much of this Division's work rather than
building & large staff encompassing sector-sprcific research
and project evaluation skills.

o A Marketi~z and Development division should be responsible

for initiating an organized marketing plan by sectors,
packaging economic development opportunities and closing
deals. The Division should to create individual "champions"
or units responsible for particular investment areas (such
as forestry, minerals, non-natural resources, and recrea-
tion/tourism).

° An QOperations and Maintenance division should be responsible
for running special facilities but should be phased down as

these special facilities are spun-off or transferred to
other institutions.

o  An Admigiscracion and Ceneral Services division should be
responsible for general day-to-day organizational needs as
well as administrative monitoring of loan and financial
assistance programs. I+ should have access to appropriats

resources in the region, including legal :talsnts.



o  Social. cultural and communitv development should be
the principal responsibilities of state social agen-
cies, tha Minnesota Historical Society, local communi-
ties themselves, and groups like the ARDC or the ACEAC;

Resource panagement. development. = =
zation should be the principal responsibilities of DNR
and LCMR, with UM(D) and NRRI ouroviding research and
testing support for natural resource development in
northeastern Minnesota;

o  Environmental protection and improvement in the Iron
Range should be within DNR's statewide responsibili-
ties;

develooment efforts throughout Northeast Minnesota
should be the primary responsibility of DEED and the

Board membership should be expanded to support its changing
missjons and roles. The DNR Commissioner should be joined
by the Commissioner of DEED and the Director of the NRRI to
ensure coordination of programs and broadly-based technical
expertise. The Board should also include a senior business-
man and a financial expert, both from the Range and both
appointed by the Board's legislators.

o Ihe Technical Advisory Commiciee should be expanded to
fulfill a broader investment and development strategy review
role, while retaining a subcommittee for loan review purpos-
es of all loans and major grants.

o More effective citizen input would be desirable in a format
similar to that which is effectively used by the LCMR--
particularly during the IRRRB's transition period to an
economic development and investment agency.

ES-8
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chapter IV outlines the action steps that are recommended in order to
pursue the course outlined above. The thrust of these recommendations
is to help the IRRRB systematically meet the major challenges of
sconomic development in the Iron Range. We recommend chat the IRRRB:

1.

Officially adopt a clear mission statement focussed on economic
development in the Iron Range that is endorsed by the Board, the
Governor and key institutions involved.

Prepars an explicit short range (1-2 years) and longer range (3-5
years) economic development program within the context of a
longer range economic development strategy for the IRRRB with
quantifiable targets and contingencies if opportunities do not
materialize.

Prepare sector-specific development programs and strategies in
potencial growth areas such as tourism, mining, forest products,
and electronics. These strategies must delineate clear priori-
ties, impacts, and project review criteria for each sector,
identifying highest priority investments and activitibs and best
mechanisms for maximizing leverage of IRRRB funds.

Conduct an immediate and complete review of all operating respon-
sibilities and assess alternatives to current IRRRB management.
These evaluations are already underway for Wilderness Valley
Farms, Paulucci Auditorium and Croft Mine. They should also be
undertaken as soon as possibnle for Giants Ridge and the Inter-
pretative Center, since there 1is currently a good window of
opportunity for management transition in both cases. Alterna-
tives to IRRRB ownership and operation should be pursued whenever
practical, including sale, leasing or devolution of responsibili-
ties for these projects to private or public groups (such as DNR,
Department of Tourism, and the Minnesota Historical Society).

Reassess further development opportunities and investment re-
quirements for Giants Ridge and the Interpretative Center in the
context of these two projects and the broader economic develop-
ment strategies of the IRRRB. While further investments in these
projects should be considered in the context of an IRRRB transi-
tion, they, nonetheless, need to be consistent with a wviable
tourism development program and economic development strategy.

Focus IRRRB resources on economic development, allocate by
sector, and adjust quarterly. The IRRRB should progressively
lower resource allocations in the environmental, social and
community development areas and tighten grant evaluation criteria
to maximize economic development impacts and leverage.




10.

11.

12.

13.

Instituce a proactive project development process to support the
sectoral program managers or “champions” in preparing ctheir
anrual Action Plans and developing their proposed project commit-
ments.

Refine a comprehensive project evaluation system for the IRRRB
and accelerate adoption of standards, criteria, and project
review procedures for finding and packaging development deals and
leveraging IRRRB resources.

Establish measurable performance targets and monitor the effec-
tiveness of various IRRRB activities in achieving these targets.

Pursus more aggressive marketing and outreach efforts tied to
activities of others involved in marketing of Northeastern
Minnesota. These efforts will be needed to generate a positive
image of the Iron Range as a place in which to invest, and to
foster a view of the IRRRB as a responsive, pragmatic organiza-
tion with which to do business.

To help set targets and sectoral plans, sponsor broadly based,
public participation workshops on a regular basis (possibly every
two years) and periodically review past decision criteria,
sectoral allocations, and achievements through thesa workshops.

Within the next six months internally reorganize into four
divisions: Planning and Research, (performing a program planning
and project evaluation function); Marketing and Development
(handling the marketing, packaging, and deal-making); QOperation
and Management (covering the operational management of existing
agency projects); and Adminiscration and Ganeral Sexrvices (hand-
ling administrative support and housekeeping services for cthe
IRRRB and staff). Specific job descriptions should be establish-
ed clearly outlining the unique responsibilities of the IRRRB
staff, as shown in the recommended organization chart (Figure
I1I-2). This should help the IRRRB move from an agency organized
by funding sources and major projects to one concencrating on
sectoral development activities and investments.

Establish clear relationships and memos of understandings with
overlapping institutions. The IRRRB should develop and manage
its own economic development strategy, limiting its investments
to the Iron Range. Economic development investments should be
leveraged and memoranda of understanding should provide guide-
lines for this coordination (particularly with DEED, DNR, and
various local and regional insticutions). Planning economic
development and marketing activities should be coordinated wi:ch
groups such as the ARDC, local Chambers of Commerce, and staca
agencies such as DEED and should te supported by clear memoranca
of understanding. The IRRRB should negotiate with the Minnesorca




Attorney General's office and other state institutions providing
essential support services to economic development to provide
adequate representation in the Iron Range area.

Broaden the responsibility of the Technical Advisory Committee
(TAC) to include glli IRRRB project reviews and its membership
should be expanded to include members wit: economic development
expertise.

Establish a Financial Advisory Committee (FAC) to provide overall
technical advice on ways the IRRRB can best leverage its funds.
The FAC should include a local banker, a senior investment
analyst, and an economic development expert.

Expand the representation on the Board to include the Commission-
er of DEED, the Director of NRRI, a senior finance expert or
banker from the Iron Range, and a senior business representative
from the Iron Range.

Establish the investment decision criteria and sectoral alloca-
tions by a majority vote; allocations for projects or activities
outsidc of the agreed upon areas and criteria should require 3

v . This will help the IRRRB maintain its
prinlty direction and emphasis on the difficult job ahead.

Few of these recommendations will require legislative action. We do
not recommend extensive legislative reform because:

o

The IRRRB has functioned as well as it has over the years because
it has the flexibility to pursue a variety of goals depending on
changing needs;

The shift towards economic development should not be restrained
vhile awaiting final legislative approval;

Most of the recommendations can be taken account of under exist-
ing rules and regulations. The major recommendation which will
require legislation involves expanding the membership of che
Board. While awaiting the necessary legislative changes, the
board could invite the new members to participate at meetings,
even though they would not be allowed to vote.

These recommendations will allow the IRRRB to narrow its focus so that
it can significantly impact the Range given the IRRRB's resources and
the job ahead. In this way, the IRRRB will become a catalyst in the
region, a developer of ideas, and an investment fund--the region's
economic development leader.




CHARTER 1
IHE IRON RANGE IN PERSPECTIVE

Minnesota's Iron Ran;o* is in transition, and efforts ars underway to
broaden its economic base from its past dependency on mining. The
adjustment process will not be quick, nor will it be easy. This
Chapter, which summarizes Appendix A, takes a brief look at the
Range's economic conditions and development opportunities. It is not
meant to be comprehensive, but indicative of the in-depth analyses
that the IRRRB should continue to do in setting its investment strate-
gles (see Chapter 1I1I). This Chapter also sets the stage for defining
the IRRRB'S mission (Chapter II) and what needs to be done to support
and accelerate the transition of IRRRB to a more focused economic
daveloment and investuent mission (Chapter III).

A. QVERVIEW

In the past fiwve years, the economic situation in the Iron Range has
deteriorated sharply following a decads or more of prosperous times.
In addition to adverse impacts of the national recession, the Iron
Range communities have been hard hit by sharp cut-backs in metals
mining and taconite pellet production, by a major curtailment and
closure in a wood products company, and fierce competition for the
tourist dollar. Unemployment is unacceptably high, as Table 1I-1
shows, relative to the State and the Nation; Table I-2 outlines
estimated unemployment totals for the Range. Table I-3 outlines
covered employment by sector in the Arrowhead Region.

In the mining sector, production dropped sharply in recent years. The
Minnesota Mining Directory shows taconite production ggpacity of 60 to
65 million tons. However, actual production declined from 56.2
million tons in 1979 to 25.1 million tons in 1982, and slighcly
increased to 32.5 million tons in 1983 (estimated). As a resulct,
employment contracted drastically duzing the past six years: from a
high of 16,450 in August 1979, to a low of 4,960 in November 1983,
nearly a 70 percent drop. Since then, the level has recovered over
two years to about 7,500. However, very recent events are not favor-
able; for example, the bankruptcy of Wheeling-Pittsburgh Steel Company
has direct impacts on the Butler Taconite mining operation near
Babbitt. The Bureau of Business and Economic Research, the Universi:cy
of Minnesota at Duluth (UMD) calls the outlook for jobs in mining
"uncertain” in its Forecast 1985. The most optimistic statament it
could make was that o increase could be expected in 1985 over :the
7.500-job level of 1984. The Bureau's longer range projection (3 o5 3
* We define the Iron Range, in general terms, as the same as the
6-county Primary Taconite Tax Relief Area (see Figure I-1); cthe
Iron Range communities are those in the Vermilion Range, the Curura
Range, and the Mesabi Range; the Arrowhead Region is ::ze
seven-county region including Duluth (see Appendix A).

A Arthur D. Litte, Inc.



July Jan July
Ates 1981 = 1982 _1982

Arrowhead Region 7.0 12.8 18.5

¢ ate of Minnesota 4.9 7.4 7.4

United States 7.3 9.4 9.8

Source: Arrowhead Regional Development Commission (ARDC),

TABLE I-2
ESTIMATED UNEMPLOYMENT TRENDS
IRON RANGE COMMUNITIES
(Number Uneaployed)

st. louts Itasca Total
2,826 4,046

3,319 1,440 «,739
5,936 8,365
4,843 6,939
7,335 9 946
12,807 15,824
7,535 10,946

*Prelizinary, for February only: see Appendix A for defiaizion of Iron Range
communities

Scurce:

Department of Employment Security, Minnesota.

1-2
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Total Emsployment

Total Uncaployment
Agricultuwie, Forestry and Fishing
Metal Minlug
Cunstruction
Menufacturing
¥Food Products
Apparel
Luster/Wood Products
Printing and Publishing
Fabricated M:tals
Machinery (exc. Electricsl)
A)1 other (including Paper)
Transpurtation, Commmications
and Utfilities
Wholesale Trade
Retail Trade
Finance, Insurance and Keal Estate
Scrvices and Mining
GCovernment

TAMLE I-3

CUVERED ENFLOYMENT IN THE SEVEN COUNTY ARROWHEAD REGIOM

1976 1983
Rest of Rest of

Seven County Seven County Total

Duluth Area Total Duluth Region Seven County
44,776 68,126 112,902 39,320 60,242 99,562
(2,800) (7,999) (10,799) (4,850) (20,982) (25,832)
RIL = 322 322 NIL = 387 387
NIL = 13,516 13,516 NIL =7,130 7,130
1,776 6,651 8,427 876 2,092 2,968
6,000 9,548 15,548 3,650 8,60% 12,254
MA MA (2,242) NA NA (949)
NA NA (919) HA NA (129)
NA A (1,935) NA NA (1,200)
NA NA (1,319) NA NA (1,543)
NA NA (999) NA NA (844)
NA NA (1,221) NA NA (890)
NA NA (6,913) NA NA (6,199)
4,400 1,058 5,458 3,245 1,79% 5,041
2,400 2,272 4,672 1,763 1,862 3,625
9,500 11,866 21,366 8,664 12,104 20,768
1,700 1,885 3,585 1,759 1,923 3,682
9,800 8,252 18,052 11,478 9,846 21,324
9,200 12,75 21,959 7,880 14,503 22,383

Source: CGlemn Gruwseth, University of Business snd Economic Research, telephone conversatiomns, 4/29/85. 5/28/8S,



(sg86T ‘u2ieH) ‘Iusmdoanaq Jjmouod3

V4

T

C1011pny AATIRESIRA] A1 Jo Arntie

| o
l
|
woyj1v)
®inINo
A
7 \ 7
\\ 7 %7 7 E
\ os2 A ZA \\\.
%

4 or 1%
\ 109 265 102 1o
7 Sglale
. o 269 m [

902
L2 L |
ws| %0178 A
002
012

V¥V 431738 XV1 ILINOIDVL AUVWIEd

T-1 senoia

HERD LU

Suim
7 a01)
Y 7
z ze
WINY ¢ %
4 Q \\
e 7 sse)
P/
e
% Z w“
%7 Z e 7
T, b4
ose Z Z




years) for the Iron Range region closely resemble the expected growth
pattern of the entire State. But, it also asserts that the presently
ailing mining industry will continue to be an important industry to
northeastern Minnesota for many years to come.

In the the timber and wood products industry, precise and up-to-date
information on emplovment and produccion are difficult to obtain
hacause of the mix of commercial forest land ownership and the mix of
products. From standing timber to markets, the forest industry is
generally-labor intensive. Within the seven-county Arrovhead regionm,
pulp and paper production provide the most jobs--an estimated 5,000 to
6,000 in 1983, with lumber and wood products about 1,700 jobs, and
forestry itself less than 400. Major manufacturers in Northeastern
Minnesota ares:

] Blandin in Grand Rapids, with a new 140,000-cord plant
(1982);

Potlactch in Cook, Bemidji and Cloquet, with two new 160,000-
cord plants;

Northwood Paperboard with a new 40,000-cord plant in Bemidji
(1982);

St. Regis with a new 60,000-cord plant in Sartell (1982);
Boise Cascade at International Falls; and

Louisiana Pacific with announced plans for a major invest-
ment in Two Harbors.

0f these developments, none is in the iIimmediate area of Iron Range
cities and towns. Smaller-scale lumber and wood products companies
are widespread throughout the region, but the market for these prod-
ucts appears to be relatively unattractive for the near future.

None of the economic sectors is more fragmented than the tourism/
" ."%* Comprising resorts, beaches, ski slopes,
sports facilities, restaurants, motels, campgrounds and more, the
industry is ubiquitous, seasonal, and constantly changing. As a
result, employment is very hard to measure, and there is no consistent
measure of sector production. Competition for the tourist dollar is
fierce among regions, and promotional activities abound. Wages are
generally low throughout the industry, often including in-kind meals-
and-lodgings compensation for service and maintenance work.

*Wood, Thomas J. 7 b4 -
W Tourism Management and Development

Center, School of Business and Economics, UMD, January 1985.
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Several estimates of State-wide, regional and local employment have
been attempted. A recent analysis* is very infermative. Five metro-
politan impact centers in the State were said to have drawn 70 percent
of the $4.4 billion spent in Minnesota in 1983. The other 30 percent
vas sharply focused in three distinct regions: Area I, Brainerd/Crow
Wing and Walker/Cass counties; Area 1II, Ottertail/Douglas/Becker
counties; and Area III, the "North Shore Corridor" counties of south
St. Louis, excluding Duluth (one of the metro impact centers), Lake,
and Cook. Trade and tourism are the reported mainstays of the three
areas' economic base (see Table I-4). Unfortunately, the Iron Range
is:

...completely surrounded by abundant tourist and recreational
anenities but is not itself, with its devastated land disturbance
from a century of mining, either the kind of concentrated lake
region for which Minnesota is famous, nor is it outstanding for
scenic beauty of a kind that attracts the environmentally sensi-
tive tourist. Moreover, while the six counties could claim
13,167 tourism employees, nearly twice the number in taconite
mining and processing, the total wages of these widely-dispersed
and largely seasonal service-type workers is probably less than
one-half the total wages of mining industry workers. Hence, the
economic multiplier effect of the tourism sector is sharply lower
than is that of the mining sector activities. (Wood, 1985)

Vith the sharp downturn in mining, and the lack of major growth in the
other major employment groups -- forestry and tourism -- there is
evidence that 1labor-force withdrawal (probably out-migration) is
ocecuring in the Iron Range. For instance, the seven-county labor
force including Duluths declined from an annual average of 148,172 in
1982, to 140,463 in 1984 -- a drop of 5%. This decline in labor force
size started as early as 1980 when the size of the labor force was
148,628.

B.  ECONOMIC DEVELOPMENT STRENGTHS OF THE IRON RANGE

The Iron Range has many positive featyres critical for future economic
growth.

1. Natural Resources:

a. Mining -- After 100 years of mining, most of the iron ore in
the region is gone--some 3.5 billion tons of its, shipped to
the Nation's steel mills and worldwide markets. But tacon-
ite, the "soft"™ iron ore bodies generally occurring in
deposits beneath the once thick seams of hematite iron ore,
remains in abundance. Some say reserves are enough for up
to 200 years at the Nation's current rate of declining
demand.




% Tourism Eaplovment

Esplovment to Total Esployment

Cook 1,207
Aftkin 731
Lake 510
Sc. Louis 6,339
Itasca 1,062
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Source: T. J. Wood, Analysis of the Economic Impact of Travel on Minnesota
Counties for 1983, (January, 1985).




Other minerals may prove significant in the future of the
Iron Range. There are known deposits of copper, nickel,
manganese, uranium, gold, silver, platinum, citanium,
aluminum, cobalt and graphite. The Duluth Gabbro complex, a
formation lying along a 30-mile band between Ely and Hoyt
lLake, contains large but low-grade copper and nickel depos-
its, the largest in the United States, with minable grades
of material containing an estimated 4.4 billion tons of
copper/nickel. These estimates do not include the Minnesota
Cresnstone formations, an extension of Canada’'s mineral
vealth in lead, zinc, gold and silver. The Cuyuns Range is
considered to have a high potential for manganeses.

Forest Resources -- Nearly one-half of Minnesota is physio-
graphically defined as a forest region, and one-third of the
State's total land use--almost all in the northeastern
quandrant--is classified by the State as forest land. 1In
contrast to mining, timber harvesting under-utilizes this
renswable resource, leaving an abundance of over-growth
spruce, balsam fir, birch, aspen, and pine stands. The
resource is also said to be relatively less prone to disease
and insect infestation and thus to less resultant depletion
than is timber in warm and humid forest regions of the
Nation. Within this extremely favorable timber and wood
products supply outlook for the State, the once-neglected
but more recently sought-after aspen (the only significant
hardwood) is over-mature and will die out unless harvested,
and the forests will convert naturally te the softwood
balsan fir and spruce.

Vater -- Water is in abundance throughout the region; the
potential for water-based recreational uses (including
fishing and hunting, boating, swimming, and camping) is
significant. Current requirements for industry and
municipal-domestic use are minimal. While the immediate
Iron Range environs are less well-endowed with recreatiocnal
water bodies, an eleven-county Arrovhead Region defined by a
tourism promotional group called the Minnesota Arrowhead
Asgociation contains over 4,000 lakes and 2,000 rivers and
streans. Within this same region, there are over 100 State
and National Parks, Campgrounds and Recreation areas.

2. Human Resources:

A common misconception is that the Iron Range work force is essen-
tially several thousand high-paid miners, and little else. Perhaps
understandable in view of its past single-industry dependence, the
facts are quite different for the six-county Taconite Tax Relief Area.
Tables I-5 and I-6 show percentage breakdowns of all employed persons
by occupational classification and major induscries in 1980.




Classification
Executive/Managerial
Professional Specialty

Adainistrative Support/Sales/Clerical
All Services
Farming, Fisheries and Forestry

Precision Production, Crafts, Repairs

Machine Operators, Fabricators, Assemblers

Movers, Transporters, Laborers
Handlers, Equipment Cleaners, Laborers
TOTAL

.ource: State Planning Office, Minnesota.




ndustry

$ Of Eaploved

Farming, Fisheries, Forestry, Mining
Construction

Manufactured Goods

Transportation, Communications, and Public Utilities

Wholesale and Retail Trade
Finance, Insurance and Real Estate
All Services

Government

TOTAL

Source: State Planning Office, Minnesota.

12.6
6.4
11.3
8.4




These data do not separate out the City of Duluth (not in the Primary
Taconite Tax Relief Area), nor the occupational and industry classes
in St. Louis County; nevertheless, there is a remarkable diversity in
skills and eaployment in all counties, irrespective of significant
mining activicies. Especially impressive is the level of precision
production skills, which almost exceeds the sum of the last three
listed occupations in the skills table (which are normally associated
with aining).

The following local conversations offer the best insights on the
quality of the labor force, necessarily a highly subjective matter:

o From a miner: "I've got 29 years in with the same company...
one year to go. I'm a heavy aquipment operator...hate to
ses the young men get laid off first, but I figure I can
operate the heavy stuff better than taey can, and they can
adjust to other johs better than I can. We'll never leave
the Iron Range...best place in the whole State.”

Froa President of a large community-owned bank: “The range
has a horrible image problea...but the workers here are
tremendous. . .hard-working, diligent, intelligent, well-
educated, eager to learn new skills. They are our greatest
asset, thanks to a great school systea."®

From President of a leading manufacturing firm: “I'm proud
of my nearly 400 employees...can't say enough for thea.
They are loyal, conscientious, adaptive, industrious...great
manual skills, and this includes the ex-miners...handy with
any machine, precision tools. and that goes for the woamen
too. A great work ethic up hers...you wouldn't believe.
I've got about 75 in night school right now, getting extra
technical training.”

Infrastructure and Urilicies

Railways -- The Arrowhead Region has excellent rail service
provided by seven rail carriers moving bulk commodities such
as taconite and wood products. The future of passenger
service (providing service to tourists and others) to Duluth
from Minneapolis is uncertain due to loss of Amtrak funding.

Airports -- While scheduled air service is below average,
facilicies at 12 regional airports serving general aviation
are relatively good.

WJater Supply -- All communities in the Arrowhead Region have
excess pumping capacity. The average monthly water bill of
a sample of communities is lower than Minneapolis, but
higher than St. Paul and potentially coampeting commurities
in Wisconsin.




d. Wastewvater Treatmsnt -- A majority of communities have
excess sewage treatment capacity--with the exception of
Aitkin, Bovey and Virginia. Treatment costs compare favor-

ably with competitive locations in Minnesota and Wisconsin.

Electricity and Gas -- Most communities are served by
Minnesota Power Company. Typical monthly Minnesota Power
eslectricity bills are lowsr than average U.S. electric
bills.

A majority of communities in the Arrovhead Region receive

natural gas service from Inter-City Gas Company. MNatural

gas costs are well below costs in Minneapolis and St. Paul,
| and a number of locations in Wisconsin.

| £. Secondary School Systems -- Regional secondary schools have

| a good reputation resulting in a well educated labor force;

| spproximately 60 percent of high school graduates continue
with soms form of secondary sducation.

g§- Voc-Ed4 and Higher Education -- There are 3 voc-ed collegss
with enrollments over 100 students in the Arrowhead Regien.
In addition, there are 10 smaller voc-ed colleges located

throughout the region.

There are thres higher sducation institutions in the ssven
county region. These include:

o University of Minnesota, Ouluth--enroliment abeut
6,600;

° Collegs of St. Scholastica--enrollaent about 1,000;

o Arrovhead Community College with campuses located in:

Hibbing
Virginia
El

Incernational Falls

Annually., sbout 230 scudents receive cercificates fros
Arrowhead Community College.

Local industry representatives claim that they have been
greatly hslped by local vocational-techmical schools.

Relactive to other areas in Minnesota and the Hation, the Irem R.age
suffers from five primary constraints in relation to econemic
developament:




1. Agxicultural Land

With a single exception, agricultural land is relatively scarce in
northern Minnesota's Arrovhead counties and in the immediate vicinity
of the Iron Range townships. The reasons are clear: forest cover and
vater predominate and the climate is not favorable to crop production.
A groving season of 100 to 125 days frost-free does not permit good
cropping, even on lands free of swamps, peat bogs and timber stands.
The exception is peat, a highly organic "soil" naturally occurring in
abundance throughout the Arrowhead counties. Peat has long been a
source of horticultural soil conditioning and as an in_gity soil
planted to specialty truck garden crops such as celery and onions.
Recent experiments with peat as an alternative easrgy fuel, by pellet-
izing, and as a reductant in hot metal production have shown mixed
results. In the Primary Taconite Tax Relief region, a scant three
percent of all land was planted to agricultural crops, 90 percent of
that planting vas to hay, and almost none reported as planted to truck
garden crops (1983). Also, an unusually high acreage is in public
ownership. For instance in Cook, St. Louis, Aitkin and Itasca coun-
ties between 34 percent and 89 percent of the land is publicly owned.

2. Managsrial Resources

The effective combination of natural and human resources is difficult
if not impossible without bringing to bear the special skills of
sanagement. As the IRRRB outlines in its business loan program,
managemsent capacity and sound planning are prerequisites to the
provision of project financing. Unlike the situation with respect to
natural and humsn rssources in the Iron Range comsunity, there is said
to be a definite shortage of managerial resources. Again, the reasons
lie in the historical evolution of the community as a single-industry
dependent economy that did not need a diversity of management skills
from within the region. The major programs implemented in the Iron
Range to help correct this long-standing problea are:

o The ARDC Small Business Assistance Network, eaphasizing
matching business needs with available skills;

o Entrepreneurial Program, offering free technical assistance;
and

° Business and Technology Centers, providing “incubator®
services under license by Control Data Corporation.

Each prograam has had aixed results, as cutlined in Appendix A.
3. Hage Races
Wage rates are generally much higher in Iron Range communities than in

the Sctate and Nation. In December 1984, the Fantus Company found that
a representative sample of 12 manufacturing coapanies in the Arrowhead
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area paid hourly wages averaging $10.52, or about 15 percent above the
mtiml -average and 9. 0 percent above the state-wide average. A 1984
~ found even wider disparities for
certain mfumrm; wml -« from 16 percent to 38 percent higher
than the Twin Cities and 40 percent higher than state-wide averages.
Also, State offices report fringe benefit coapensation from Iron Range
industrial firms to be well above State and National levels.

4. FEinancial Resources

The Iron Range community has a broad range but apparently neager
s:7ply of private and public investmen: funds. The ARDC makes this
point in its regional assessment of 54 banke throughout the region to
de.ermins statutory lending limits and to asses: the banking communi-
ties "areas of concern” in community lending.

In the private sector there appears to be not so much a shortage of
capital as a strong reluctance on the part of msjor banks to release
an ample supply of capital for Iron Rangs investment (see Appendix A).
In the public sector, a proliferation of some 25 types of financing in
the past two decades from State and Federal sources were identified by
the ARDC: venture capital funding, capital grants, intersst write-
downs, equity loans, loan guarantees, long-term financirg, interim
construction and working capical loans, among others. The probleas
here have not been reluctance to take high risks so such as:

o Inadequate evaluation mechanisas;
o Protracted review processes; and

o Assistance size limits that preclude the larger, u~re
significant investments needed.

5. DRiscance o Markets and Road Network
Principal roadways within the study area are:

o US 51, following the Lake Superior shoreline from Duluch co
Grand Rapids and on into Canada.

US 53, connecting Duluth with International Falls via
Eveleth, Virginia and Cook.

o US 2, connecting Duluth and Crand Rapids.

While the road necwork is adequate, highway access to major U.S.
marksts is relatively pcor dus to the remote location of the Arrowhead
Region. Furthermore, lack of Interstate Highways reduces the amount
of highway traffic passing through the region to Canada and to other
portions of the Unicted Scates.




In summary, as ve view the economic base for the Iron Range, the four
basic ingredients or "factors of production” as classical aconomics
defines them, are mutually interdependent to a high degree. aAn
abundance of land (i.e., the mines, forests) is no assurance of viable
development, even vhen combined with a surplus labor force of good to
excellent skills. This combination simply lacks the necessary manage-
risl skills to carry out and sustain development, and the critical
capital sources to sustain such growth.

Among resource-bssed industries, the timber and wood products sector
appears to offer some of the better prospects for near-term job
creation, industrial diversification, and growth in the Iron Range.
Within the non-resource-based sectors, electronics related production
also seems to offer near-term economic development potential for a
given investment of time and money. This low-tech/high-tech combina-
tion should be investigated further as sector-specific development
strategies sre sxplored. In vhat follows we also outline possibili-
ties in: agriculture, mining, tourism, and financial industries (all
of which are more fully explored in Appendix A). Our analyses of
investment and dsvelopment opportunities are not comprehensive given
the time constraints of this study. What follows is our best judgment
based on existing data and information sources (ses Appendix F), our
interviews (sese Appendix E), and the knowledge of Arthur D. Little's
Industry Experts. Most importantly, it 1is indicative of what the
IRRRB needs to refine® in developing its investment strategies (see

Chapter III).

1. Iimber and Wood Products

Minnesota has a timber base of about 11.5 billien cubic feet of
growing stock, about one-third softwoeds and two-thirds hardwood.
They are concentrated in maturing forests in the northeast region.
the characteristics of ths resocurce are:

-3 The availability of small diameter softwarc and hardwood
provide a good fiber source for printing paper mills.

Shortage of large diameter logs has limited sawmill
capacity.

[ An abundance of aspen hardwood (a preferred species) has
sncouraged waferboard producticn.

e An abundance of small diameter logs suggests use in other
reconstituted board products such as oriented strand board
(0S8) and medium-density fiberboard (MDF).
*As the IRRRS has a




Given these resources -- as examined in Appendix A -- four specific
and interrelated activities could warrant investment priority:

o Maintaining the Eveleth Nursery, now targeted as surplus and
for disposal by the U.S. Forest Service, as an Iron Range
forestry research center and source of seedling stock for
major reforestation programs.

Aspen tree farming in the under-utilized agricultural lands
in the immediate Iron Range community. Aspen is said to
"grow like weeds" and is a preferred wood for high-grade,
low-ash, high Btu content pellets. The Nursery might be a
catalyst for locally-owned tree farming enterprises. The
rationale is that lower-cost alternative fuels are vitally
important to improved economic snd social conditions.

o Expanded development and marketing of projects using wood
fuels. The tschnology for production of wood pellets has
been established for a number of years but the industry
record has been one of limited success. High volume users
often opt for less expensive wood chips, believing that
benefits offered by psllets do not justify the added costs.
Devices such as wood gasifiers may expand the use of wood
fusls beyond the applications which require investments in
nev boilers or retrofits of existing solid fuel furnaces.

° Renswed efforts to "market” the Wood Industrial Park in
Hibbing. The Park has all the necessary utilities, but is
still without an occupant for dimension, structural, and
specialty wocd products and medium-density fiberboard
production®.

2. Non-Resource-Based Manufacturing Sector

The second near-tsra opportunity sector which may hold proamise for job
creation and industrial diversification in the Range is the light
electronics manufacturing industry. Light manufacturing is differen-
tiated from heavy manufacturing by the ratio of assets to employees.
Thus, the lower asset/employse ratio businesses of light manufacturing
tend to create more jobs for a given sizs capital investment.

However, some of these business areas, like semiconductor fabrication,
are asset intensive. Others, like information processing equipment,
scientific instrumeats and asseably/production equipment design
requirs large cadres of highly skilled, specialized engineers and
worksrs. These business areas, therefore, are not likely investment
targets for the IRRRB. Passive components and contract manufacturing

*See IRRRB, NEPF Long-Range Pian.




are two potentially attractive target areas for IRRRB economic devel-
opment but competition will be extremely strorg both from within the
U.S. and froa foreign suppliers. In this sector the IRRRB could:

o Help create a broad awareness in the electronics industry
for Minnesota's capabilities in contract manufacturing.
Promote the Iron Range as an "Electronics Contract Manufac-
turing Center."”

Encourage the development of supporting infrastructure, such
as printed circuit board manufacturing, job ctraining,
plating facilities, and electronic parts wholesalers.

Identify and promote a common, unique, valuable characteris-

tic about Northeast Minnesota contract manufacturers, such
as quality and zero-defects production.

3. [Einancial Sexvices
Financial service opportunities typically encompass:

(] Insurance Companies

° Insurance Third-Party Administration
The major criteria such companies use to differentiate areas are:

° Labor force characteristics;

o Operating costs;

Industry specific factors;
Infrastructure;

) Business environment; and

o Location or proximity to customers.
The IRRRB region does possess some of the attributes important for
branch and claims office operations, such as low clerical labor cost
and low rent. If telecommunications services and facilities can
handle high speed voice and data transmission and if long-distance
services are priced competitively with other parts of the country,
this would enhance the attractiveness of the region. Good postal
service would also be a positive factor.
Negative factors for this sector include the state's "comparable
worth” law. The presence of this regulation in Minnesota will reduce

the attractiveness of Minnesota as a site for clerical operations. 1I:
will have little or no effect on technical skills (actuaries, or EDP

A\ Arthur D Listle, Inc.
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people). Other negative factors include the potential for unioniza-
tion, the generally adverse corporate tax rates, and the potentially
adverse cost structures created by mandatory health benefit regula-
tions in Minnesota.

4. Agricultural Development

For many reasons, the Iron Range has experienced very little agricul-
tural development compared to other regions within the Stete. Conse-
quently, there is a shortage of some of the key resources cequired for
development including experienced and/or innovative farmers, agricul-
tural input industry support, knowledgeable financing organizations,
and functioning market structures. Over time, many of these resource
shortages could be alleviated with the appropriate public and private
support if the other ingredients for a viable development opportunity
are present. Perhaps the most serious deficiency is that involving
marketing organizations and facilities. The fresh produce business is
a very competitive industry and any new participant must be prepared
to meet the needs of the marketplace for quality, packaging, service,
and adequate supplies. It is doubtful that small farmers can compete
in the marketing area independently so it may be necessary to form
soms type of joint corporate or cooperative marketing organization
complete with the requisite cold storage and packing facilities.

As a catalyst for development of peatlands for agricultural produc-
tion, the IRRRB could play several key roles:

o If farmers are successful in getting some peatlands approved
for development and subsequent vegetable production, the
IRRRB could provide the capital required for land develop-
ment costs.

o IRRRB could also provide the funding to build and equip one
or several cold storage and packing facilities that will be
required to successfully market fresh vegetables.

5. Mining

The decline in taconite mining and processing activity over the past
several years is a direct result of declining demand for iron ore by
the U.S. steel industry. Over the next decade, domestic steel produc-
tion is projected to be substantially below the average level achieved
in the 1977-81 period; and domestic iron ore production will average
about S0 percent of the average production in the earlier five-year
period. Thus, the taconite iron ore reserves in Minnesota's Iron
Range are unlikely to represent a realistic base for economic
developaent.

While base metals (copper, lead and zinc) and precious metals (gold

and silver) have been noted in the seven-county Iron Range region,
none has justified commercial exploitation. Nevertheless, the bedrock
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geology of much of this region has been favorable to the development
of base and precious metal deposits and, were it not for the fact that
most of the area is overlain by 100 to 200 feet of glacial drift, it
is likely that some commercial deposits would have been discovered.
The problem is to judge what might be found in this region if explora-
tion is encouraged and what this might mean to the region. There is
lictle the IRRRB can do, until exploration proceeds, except to support
private and public exploration and mapping efforcs.

6. Iourism/Recrasiion

Almost all of the Iron Range community's 36 cities and towns have good
but not exceptional recreational amenities and tourist attractions
compared to those throughout the rest of northern and central
Minnesota. Noteworthy exceptions are the Grand Rapids area and
westward into Itasca County, which are prime tourism areas. There are
several reasons for this general, region-wide appraisal:

o The Iron Range communities do not have the natural lakes,
rivers, wilderness areas and scenic environments that other
well-known "Lake Regions” have.

The Iron Range is several hours driving time from midwestern
States and four hours from the Twin Cities, while other
resort areas are much closer to these major population
centers.

There are no interstate highways easily linking the Iron

Range with major population centers.

The season for outdoor recreation, except for skiing, is
generally less favorable than in other parts of the State.

There are very few developed facilities and attractions on
the Iron Range that might provide the nucleus for a regional
center for tourisa.

Many of the present accomodations for vacationers are
limited and aging.

Investment requirements for new resort-type developments are
relatively costly per job created.

The competition from other nearby Minnesota areas, not to
mention out-of-state competitors, for the tourist dollar is
fierce.

Distant resorts are every year more readily accessible by
low-cost air travel.




Many of these negative factors are exogenous to the region. Many
however can be traced to the long history of the Iron Range as virtu-
ally a captive series of mining communities. This history, and the
problems to be overcome, preclude early development of the Iron Range
as a tourist industry center. Meanwhile, for the medium-to-longer-
term, some interesting ideas, such as a theme park of historical
interest, the ethnically-based "village" concept (as in Solvang,
California and Helen, Georgia), and a winter sports complex, probably
warrant a commitment of planning funds and market analyses (see
Appendix A).

E. SUMMARY

From this brief overview of the Iron Range economy, several points
stand out:

o The Range is suffering a major structural shift in its economy
with the decline in taconite production. This decline is not a
short-term phenomenon, but a direct result of the longer-term
realignment of cthe U.S. competitive position in the steel
industry.

]
The Range has many economic strengths, such as a good rail
system, & strong work ethic, and sbundant natural resources.
However, there are also significant weaknesses in the area --
lack of financial resources, high wage rates in certain sectors,
and underdeveloped managerial resources.

Given these strengths and weaknessas, there may be development
opportunities in the forestry, tourism and non-resource/financial
services sectors.¥

None of these will overnight absorb the economic slack from the
decline of mining industry. Rather, these opportunities will be
difficult to vealize and will probably utilize non-mine-related
labor at significantly lower wage rates.

While this picture may appear bleak, we believe the IRRRB is uniquely
positioned to have a major impact on the economic development of the
Iron Range, as we outline in the next Chapter.

*As many studies of the area, in general, support: see IRRRB, NEPF
Long-Range Plan: N.E. Minnesota Task Force, Summarv Report; and
Fantus Company, Iarzat Induscry Idencificacion.

A\ Arthur D Lictle, Inc.




The major problem facing the Range today, as Chapter I outlines, is
the under-utilization of existing resources, primarily because of the
difficulties in diversifying the local economy from mining to other
activities. Ideally, regional groups -- like the IRRRB -- camn hslp
speed that transition through targeted, highly selective programs.
While Chapter I outlined the opportunities and constraints in the
Range, this Chapter examines the existing and potential interrelation-
ships of local, regional and state groups in the Range which help
determine the appropriate missing role, and scope of the IRRRB.
Specifically, this chapter examines four questions:

o What are the future rescurces and plans of the IRRRB?

o What are the future activities and directions of the other
major groups working with or alongside the IRRRB in the Iron
Range?

How can all of these groups best opouio together?

Given the IRRRB's resources and the capabilities of other
groups, what should the IRRRB's principal missions be in the

The current economic downturn is not unique to the recent history of
the Range. In fact, the Iron Range Resources and Rehabilitation Board
(IRRRB) was organized in 1941 in response to the severe econoamic
problems then facing Northeastern Minnesota. With the Great Depres-
sion, lumber and mining employment dropped precipitously. So severe
was the economic decline that in the late 1930s, northeastern
Minnesota was named one of six permanently depressed areas in the
United States. Designated a regionally based state agency, the
IRRRB's "primary concerns and responsibilities are the development of
the remaining resources® in the area statutorily defined as the
Taconite Tax Relief Area "and the vocational training and rehabilita-
tion of the residents of the region" (MS.298.22, 273.134). Under this
broad and flexible mandats, the IRRRB has pursued a number of activi-
ties:

During the 1940s, emphasis was on maintaining existing
resource-based industries in the region and meeting the
demands of the war effort;




° In the 1950s, the Board sponsored numerous research projects
in forestry, taconite, and peat development;

In the 1960s, with a decline in high-grade ore production,
the IRRRB's eamphasis shifted to business development and
support loans;

With taconite development and the rise in local employment,
the IRRRB refocused i{ts attention on tourism and human
resource davelopment, especially the creation of the Iron
Range Interpretative Center in Chisholm; and two important
nev sources of revenus were established in 1977--the Taco-
nite Area Environmental Protection Fund (TEPF) and the
Northeast Minnesota Economic Protection Fund (NEPF).

o In the last sesveral years, economic development aimed at
*establishing a base for a diversified economy on the Iron
Range"™* has been the main focus of the IRRRB.

The catalyst for the most recent change in the Board's overall empha-
sis wvas the Legislature's appropriation of funds from the Northeast
Minnesota Economic 'Protection Trust Fund (NEPF) to the IRRRB in 1982.

1. FEund Sources

IRRRB revenues come primarily from taconite production taxes levied on
‘a per ton basis, in lieu of local property taxes. The state, to
replace these local property tax revenues and "spread the wealth"
among all the communities in the Iron Range, distributes the taconite
production taxes to cities, townships, school districts, counties, and
other organizations. Taconite production tax receipts to the IRRRB
from FY81 to FY84 have ranged betwsen 33 percent (FY81l) and 11 percent
(FY84) of the total taconite production taxes collected.*¥

The IRRRB specifically obtains funds through three accounts--the NEPF,
the TEPF, and the Board Account--and combines these resources for use
in three sets of activities--business loans, grants, and internal or
agency projects. Appendix B provides an overview of the three types
of project activities.

The Northeast Minnesota Economic Protection Trust Fund (NEPF), or 2002
Fund, was established in 1977 as a reserve to be utilized early next
century when minc:al reserves might be running down. With the more
imminent decline in taconite production in the early 1980s, the 1982
Legislature empowered the IRRRB to:

*IRRRB Action Plan, 6/1/84.

*See Department of Revenue, Y.anesota Mining Tax Gujide, December,
1984, Table 6.
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o Spend $10 million of the accumulated corpus of the NEPF; and
° Spend $7.5 million of the Fund's interest and earnings.

Since then, an additional $13.2 million (as of 6/3/84) of interest and
earnings from the NEPF has been recseived by the IRRRB. As of the end
of FY1984, che NEPF had some $27 million in its corpus; annual re-
ceipts from the taconite production tax are projected to add $1.8
million in FY1985. The IRRRB is empowered to annually draw down the
Fund's interest and earnings.

Total NEPF receipts that can be used by the IRRRB will vary with:

o NEPF taconite tax receipts into the corpus, which have
varied between $1.8 million and $9.4 million;

Interest and earnings yields from the corpus, equivalent to
about $3 million/yr. at a 108 yield (withdrawals from the
corpus itself require legislative approval);

Loan repayments; and

Carry-forwards from previous years, equalling $14 million
from FY85.

Given these uncertainties, Table II-1l estimates the projected flow of
funds from the NEPF for FY85 TO FY87. Revenues available to the IRRRB
from this fund after FY87 are estimated to equal about $7 millior/yr.
assuming no significant changes in taconite production levels, taxes,
or allocation formulae ("steady state”).

The Taconite Area Environmental Protection Fund (TEPF) was added to
the Board's resources in 1977 as a general use fund for projects
ranging from mineland reclamation to local infrastructure grant
projects. Funded primarily by taconite production taxes, the TEPF
also receives:

o The return of the unallocated school index funds;
Interest and earnings; and

o Carry-forwards from previous years.
However, varying taconite production levels have resulted in annual
TEPF receipt fluctuations from $7 million to $22 million. Table II-2
outlines the projected flow of funds into the TEPF. About $9
aillion/yr. is estimated to accrus to the TEPF account from FY87 on,
assuning a "steady state”.

Both the TEPF and the NEPF receive their allocations as a residual
after disbursements as made to other Iron Range organizations, such as

A Arthur D. Little, Inc.




Iable 11-1
Broiected NERE Sources and Uses
(millions of $)

R 1283
A) Sources:
Interest on Investnents and
Loan Repayments
Carry-Forvards (losses) from

Grants & Loans
Construction
Peat Project*
Bond Fund

Other

TOTALS 14.2 3.9 7.7

1Thc lavel of funding is dependent on available funds and requests.
zActual new construction for FY86 totals $1.2M, but $0.4M reallocated
from Science and Energy Buiding FY87 funds for estimated construction
costs for Glen Mine, Oldtown.

3A¢cncy peat project is likely to be transiarred to UM(D).
Sources: IRRRB estimates, and FY86 Budget (approved 5/85).
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(millions of §)

K 1933
A) Sguxces:
Taconite Tax Receipcs®
Interest

Carry-Forvards (losses) from
Previous FY

TOTALS

B) lsas:

Grants and Loans
Construction
Mineland Reclamation
Railroad Construction
Other

;'Acéunl receipts for FYSS.
IRRRB budget esstimates for nev and phased grants and loans as of May,
1983; thess figures may change depsnding on availabilicy of funds and

Sources: IRRRS estimates, and FY86 Budget (approved 5/85).




municipalities and school disctricts.

The third source of funds, the Board Account, receives & fixed allcca-
tion of $1.25 million from taconite production taxes, plus a variable
allocation of three cents/ton (taxable) of taconite produced. In
addition, the Board Account rsceives: 2

° Net returns from agency operations aud other sources; and
o Carry-forvards from previous years. =

Table 1I-3 shows projected Board Account revenues; in the recent past,
annual tax receipts have ranged from $2.0 to $3.5 million. Total
reveruss ¢o the Board account are estimated to equal about §4
million/yr. in a steady state situation after FYS87.

Finally, the IRRRB administers a small program for Carlton and
Koochiching counties, funded by occupation taxes, for economic devel-
opment loans or grants to businusses located vithin these two coun-
ties. Annual projected sllocations are $368,000 per year for FY8S to
FY87.

2. Usss of Funds

The IRRRB's mandated role 1is to help develop broadsr usags of the
region's natural resources and to provide training and rehabilitation
support for area residsnts when the Commissioner of the IRRRB deter-
mines “that distress and unumployment exists or may exist in che
future.. by reason of the removal of natural resources or a possibly
limited use thersof im the future.® (MS. 298.22). As Chapter I
outlines, clearly such "distress®” exists in the Range. While each of
the funds has a slightly differsnt focus, all contridbute to halping
offset the sconomic, environmental and sccial probless in the arsa.

NEPY appropriations should provids for “ecgnomic rehabilitation and
diversificetion of industrial enterprises.” Projects aust result in
local job creation, and local economy diversification (especially
related o other minerals, alternative fuels, forestry, tourism, and
small business development). The tools available include locans, loan
guarantess, interest buy-downs, and other foras of privats-public
financing options including industrial revenus or tax increment
bonding authority. But, the Board may only approve those projscts
wvhere:

e “the prospective benefits of the expendicures exceed the
anticipated costs; and

*NEPF Long-Range Plan, 1984.
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Iable I1-3
Brojected Board Account Sources and Uses
(millions of §)

KX 1983 X 1986 X 1937
A) Souxces:

Taconite Tax Receipts 3.4 3.2 3.2
Admissions, Rentals & Miscellaneous 0.5 0.6 0.7
Reallocated Indirect Costs 0.3 0.3 0.3
Carry-Forwards (losses) from 3.1 0.6 0.2

Uses:
Gen. Support (and Shop)
Interpretative Center
Research Center
Planetarium*
Glen Building
Giants Ridge

Grants

1.
0.
0.
0.
0.
1.
0.
0.

3

Other

TOTALS
* May be spun-off in 1985.
evss includes developmental funds of $1.5M

Sources: IRRRB estimates, and FY86 Budgec (approved 5/85)
1985-87 Biennial 3udget (drafc)
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in the case of assistance to private enterprise, the project will
serve a sound business purpose.” (MS. 298.296)

Up to June 1984, the main areas in which these funds have been used
are:

Common Bond Fund Reserve -- $5 million
Bank Participation loans -- $4.7 million
Boiler Conversion Grants and Loans -- $4.1 million

Construction of part of the Iron Range Interpretative Center
-- $2.5 million

) Construction at the Giants Ridge Ski Area -- $2.3 million
) Peat research and development -- $1.8 million
In the future, the IRRRB is planning heavier emphasis on¥*:

o Business loans, especially more innovative financing options
and higher risk loans;

Completion of the Interpretative Center's and Giants Ridge's
expansions and upgradings ($3.6 million, FY85); and

Development of indigenous wood products, alternative energy
(especially peat), high technology, tourism, and mining
industries in the Iron Range, (grants and loans, together,
$5.3 million, FY85).

Table II-1 shows the projected expenditures for the NEPF.

The TEPF, according to Statute, may support a wide range of projects
including mineland reclamation, environmental studies, monitoring of
work-related heslth problems among miners, and 1local econonmic
development projects including, though not limited to, water, sewer,
and public works projects (MS. 298.223). 1In the future, the main
concentrations of TEPF expenditures is projected to be:

o Grants and loans to municipalities for infrastructure
developments, though the Board wants to move away from

*See NEPF: Long-Range Plan




general capital budget items to projects more strictly
related to economic development (over $5 million, FY8S5);

Giants Ridge construction ($2.3 million, FY8S);

Iron Range Interpretative Center construction ($2.2 aillionm,
FY85);

Mineland reclamation projects ($1.8 million, FY8S5); and

On-going upgrading, beautification projects ($0.6 million,
FY85).

Table 1I-2 outlines projected expenditures for the TEPF.

The Board Account, the smallest of the three funds, is generally used
for IRRRB's administration and support expenditures, both within the
agency and for its different project operations such as in FY8S:

o $1.7 million for the Interpretative Center and related
facilities;

o $0.2 million for the Pauluceci Planetarium; and

o $0.75 million for Giants R:I.dg...

In addition, nearly $1 million in small grants and loans are to be
made out of this fund for cities and towns in the area, and $2.3
million in total expenditures for Giants Ridge in FY85 (see Table
I11-3).

In general terms, the three funds are distinguished by the IRRRB staff
as:

NEPF -- for economic development and business loans;

TEPF -- for grants to cities and towns, and large agency
projects; and

Board Account -- for operating expenditures, and small,
"quick-fix" capital grant projects.

As is readily apparent -- and generally accepted by the IRRRB staff --
the enabling legislation for the three funds is so broad and overlap-
ping that the monies can more or less be considered as part of one




pool. There appear to be few detailed, specific requirements govern-
ing budget allocations because:

° The actual fund amounts can vary so much from year-to-year;
° The enabling legislation is so broad; and

o The IRRRB needs to be flexible and pragmatic in dealing witch
changing business and economic needs in the Irom Range.

Thus, for example, Giants Ridge construction and municipal grants can
be found in varying degrees in each of the three funds.*

3. [Future Total Funds Avaiiable

Table II-4 shows the projected total sources and uses for the differ-
ent IRRRB funds. As is readily apparent, the existing uses are close
to balancing available (estimated) resources in FY 1986 and FY 1987.
This assumes:

o Constant taconite tax receipts -- a highly uncertain assump-
tion given domestic steel production uncertainties;

Continuation of current legislation governing fund sources
and uses;

) Expenditures occur as and when projected.

Making these assumptions, the IRRRB will have, by FY 1987, only about
$6 million in available funds for pew projects -- a surplus that could
easily disappear with any further taconite industry downturns, or
unforesesn needs such as construction cost overruns, local
emergencies., or higher than expected operating costs. Currently, for
example, Giants Ridge is close to covering its operating expenditures
during the four-month prime ski sesason. However, ongoing operational
activities at the Ridge during the rest of the year result in a
projected $500,000 (approximate) operating deficit for FY86. The
Interpretive Center, including Research Library, Photo Lab, and
buildings and grounds, cost nearly $1 million dollars/year to operate,
yet admissions, at least initially, are projected to be around
$100,000 annually when the Center reopens in the Spring of 1986. At
both facilicies, planned new developments should narrow these
deficits, by how much is difficult to estimate and it is doubtful that
either facility will fully cover their respective operating cost.

The IRRRB is committing nearly gl]l of its annual resources to its
current and wide ranging activities. New programmatic thrusts will

*However, business loans are primarily made from the NEPF.




(in millions $)

0 ] EX.1983 X 1286 [EX 1387

Tax Receipts 12.2 11.9» 11.9

Investasnt Interest, Loan 6.5 7.2 8.2
Repayments, Miscellaneous, Indirect
Costs

Carry-Forwvards (from prsvious FY)
Carlton and Koochiching County Fund

NEPF . 7.7
TEPF 8.4
Board Account 6.7 . 4.4

Carlton and Koochiching Grants 0.4 . 0.4

TOTALS 33./ 2. 20.9

*Assuming TEPF receipts are not reserved for the following year.
Source: IRRRB estimates, and FY86 Budget (approved 5/8S).




either require retrenchments in existing accivities, or deficic
financing. Looking beyond FY 87, the IRRRB may have between $3 and
$135 million a year annually to put into new projects depending on tax
receipts, operating requirements for different agency projec:s
(roughly $3 to $4 million/year depending on project profitability) and
major construction commicaents.

There are six wmajor groups whose responsibilities directly or
indirectly overlap with those of the IRRRB: the Arrowhead Regional
Development Commission (ARDC), the Department of Energy and Economic
Development (DEED), the Department of Natural Resources (DNR), the
Natural Resources Research Institute (NRRI), and the University of
Minnesota, the Legislative Commission on Minnesota Resources (LOR),
and local groups including Chambers of Commerce, the Arrovhead
Community Economic Assistance Corporation (ACEAC), and the Blandin
Foundation. Their activicties and policy directions are summarized
below. .

1. Ihe Arrowhead Regional Development Commission (ARDC)

The ARDC is a regional planning and development agency serving the
seven-county Arrovhead Region of northeastern Minnesota, including
Duluth. ARDC's focus is to provide services, such as technical
advice, coordination of available resources, and consulting services,
to local units of government. In addition, ARDC is designated to
serve the following functions:

Regional development commission;

Area agency on aging;

Emergency medical services planning agency:

Economic development district;

Metropolitan planning organization;

Developmental disabilicies council:

Certified development corporation;

Regional census center:

Community development block grant assistance provider;
Regional transportation planning agency; and
Clearinghouss for review of state and federal grant applica-
tions.

000000000000

ARDC has a staff of 34 people and an operating budget of $1.6 million.
§240,000 of cthe budget comes from local property taxes; the ramainder
is from public and private sector grants and contracts. Roughl:
$750,000 flows from state and federal sources (primarily EDA). while
the ARDC is actively seeking contract work for cities, ctowns ané
private groups, it is heavily dependent on public funds, especiall:
fzom Washington. Three ARDC staff currently work in economic develop-
ment. In relation to IRRRB, ARDC currently has a contract to provides
technical reviews of loan applications to IRRR3. The primary purgose
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of this review is to determine if the loan requests are for types of
investments in basic, "leader” industries targeted by IRRRB (see
Appendix B). A second purpose is to determine if the statiscical
information used in the loan applications is reasonable. ARDC also
aids in packaging IRRRB loans with other sources of funding -- includ-
ing loans and grants from federal agencies and DEED as well as private
bank loans.

2. Minnesota Department of Energy and Economic Development (DEED)

DEED is responsible for administering a broad range of programs
directly and indirectly affecting economic development. These pro-
grams are implemented by eight divisions which include:

o Energy--dealing with conservation, information and technical
assistance.

Tourism--dealing with marketing and providing travel infor-
mation.

Community Development--providing grants for local economic
development (Small Cities Block Grant Program and Economic
Recovery Grant Program).

Policy Analysis--forecasting economic trends, and conducting
research needed ro formulate public policy.

Financial Management--reviewing subsidized business and
municipal loan and loan guarantee applications to DEED.

Economic Development--providing financial incentives, ctax
credits, business and development agency assistance, and
assistance in promoting state tourism and marketing economic
development progranms.

The total 1985 budget for DEED is projected to be approximately $88
million--of which $26 million is provided by the federal government
and administered by DPEED's Community Development Division. Staffing
for the department is approximately 250. One hundred staff positions
are involved directly and indirectly in the department's economic
development programs.

The major programs administered by DEED's economic development divi-
sion include the following four programs.

<) Financial Incentive Programg. Central to the financial incentive
programs is a $15 million Economic Development Fund. As of
February 1985, there was an $8.6 million unencumbered balance in
the Fund. Total bonding authority for the Fund is $30 million.
Current uses of the fund include:




Guarantee of tax-exempt bonds issued for small busginess
loans;

- Subsidized loans to small businesses and start-up companies:

- Guarantee of industrial revenue bonds issued for small or
large companies not qualifying for other assistance pro-
grams.

o Iax _Incentive Programs. DEED is responsible for designation cof
enterprise zones in distresssd areas. If a company locates in
these zones, tax credits may be granted. According to legisla-
tion passed in 1983, up to $35.6 million in foregons tax revenues
may be distributed to qualifying businesses.

o Assistance and Information Programs. These programs provide
research, technical assistance and training to small businesses
and local development agencies.

o Promotion Programs. Promotion programs run by DEED focus on
promoting business retention and expansion through a $1 1 ni.lli.on
advertising campaign.

As is evident, DEED has many overlapping functions and responsibili-
ties to IRRRB -- particularly in energy, tourism, and economic devel-
opment -- though with a statswide perspective. DEED has worked with
the IRRRB in a number of areas, especially loan and grant support for
new or expanding businesses in the Iron Range. In addition, DEED has
directly aided a number of cities in the Range (such as Hibbing,
Virginia, and Mountain Iron) to encourage new economic growth.
However, from a number of interviews and a brief analysis of DEED
programmatic grants,* our gensral sense is that DEED is not as active
in the Iron Range as in other areas cf the state primarily because of
the IRRRB's own varied and extensive programs.

3. Deparcrenc of Natural Resources (DNR)

The Department of Natural Resources (DNR) supports "the development,
protaction, and wise use of Minnesota's land, water, and wildlife
resources.” DNR with a budget of $86.6 million in FY 1982, has the
following seven main departmental activities:

o Fish Management. The Section of Fisheries helps protect the
fishing habitat, improve the game fish habitat, propagate

*See Office of Legislative Auditor, Economic Development, Tables 4.1,
4.2, for examples.
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and discribute fish, and rehabilitate 1lakes for fishing and
recreational use. The Section also has an extensive survey
program and research program to improve the state's fish
populations.

° Wildlife Management. Primary activities include the acqui-
sition and managemeat of State Wildlife Management Areas,
conducting flora and fauna surveys/research, developing
hunting regulations, and environmental reviews.

o Ecological Serxvices. The Ecological Services section
provides technical support in biological and chemical
laboratory services within DNR. The section has five
working units: a biology laboratory, a chemistry laborato-
ry, a monitoring and control unit, surveys and review unit,
and special projects unit including lake mapping and streanm
flow analysis.

] Forast Resource Management. Major functions of the forest
management program include: forest fire protection on 22.8
million acres; insect and disease protection on 16 million
acres; management of 4.6 million acres of state-administered
forest land; forest and shade tree management assistance;
and assistance to improve the utilization and marketing of
the state's timber resource.

o  Minerals Resource Management. The Division manages 10
million acres of state-owned trusts and mineral rights, plus
some 3 miliion acres of state and county peat lands. The
Division is also responsible for mineland reclamation.
Management activities focus on mineral and peat leasing,
evaluation of mineral potential in the state, environmental
reviews of mining projects, and the regulation of mining
land use impacts. The Department owns more than 18 percent
of the Mesabi Iron Pange, a large share of the copper nickel
cresource in the Duluth Complex, and nearly one-half of the
state's 6 million acres of peat land (in conjunction with
state or county ownership).

o Parks and Recreation Mansgement. The Division maintains and
operates 58 state parks, 17 waysides, and 6 recreational
areas. The Division also has the responsibility for acquir-
ing, developing, maintaining, and grooming state trails, DNR
trails, stace forast traiis, and state park trails. Over
1,000 wacer-access sites are operated by the Division, as
well as various river-oriented recreation facilities.

o Water Resources Management. This includes: an hydrology
section which provides technical analy:is, investigations.
and evaluations of ground water, surface water, and loca.
climate regimes;: a flood plain and shoreland managemen:
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section; and a policy and planning section for the develop-
ment and integration of water resources policy within the
Division and the state.

In the future, DNR aims to complete a series of information systems
(such as wa.er and ground water); intensify lakeshore nanagement;
identify and develop nev minerals potential; and develop a comprehen-
rsive, long-range plan for managing fish and wildlife. Of particular
ifantcrest to the IRRRB are DNR's plans to: intensify forest manage-
ment; promote the use of timber resources for economic development;
help stabilize the commercial forest land base; promote nineral
exploration; promote marketing and utilization of industrial minerals:
accalerate the detailed inventory of peat land; and seek funding to
accelerate the acquisition and development of recreational lands.

The IRRRB and DNR have worked together in a number of these areas in
the past, such as Wilderness Valley Farms (a peat production demon-
stration project), mineland reclamation and timber inventories.
Still, as with DEED, the IRRRB could be said to duplicate, and
possibly displace, DNR activities in the Iron Rangs particularly in
the areas of mineland reclamation, park msnagement and cavttm.‘mul
protection. :

The University of Minnescta has been taking an active rxole in economic
deve_opment in two general ways: The Natural Resource Ressarch Insci-
tute and on-going faculty research.

Natural Resources Research Inscituce C(NERI). Ia 1983, the
Minnesota Legislature and the Universicty of Minnesota established
the Natural Resources Research Institute, which is currestly
located -t the Duluth Campus. The mission of ¥RRI is to cresate
private sector employment through the development of Minnssota's
natural resources. To do this, NRRI intends to coeperate wich
community, industry, state and university agencies to develop
technologies that will allow d{innesota products to compece
worldwide.

As part of this effort, NRRI will facilitate grant and contract
research wvithia the university to obtain sciencific knowledge
needed to zupport technologies being commercialized.

NRRI's two-year budget is $2.5 million. In addition to estab-
lishing research lab space, the budget is being used to hire a
director and four associate directors. Associate directors are
in charge of four primary areas of study which the MRRI will
promote. These areas are:

° Enexgy--with focus on utilization of forest residues and
renevable and consumptive uses of peat.
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Minerals--with focus on search for ways to make Minnesota's
iron ore more competitive in the world marketplace and on
exploration and development of nonferrous metals and indus-
trial minerals.

o Biomass--with focus on developaent of nev value-added forest
products as well as horticultural, chemical and energy
development of peat.

° Water--with focus on development of aquaculture and fisher-
ies, attraction of industries with heavy volume water needs
as well as expansion of tourism and recreation industries.

The IRRRB is particularly interested in working with the NRRI in the
energy and minerals sectors.¥

b.

Qther Economic Development Initiatives. Faculty meambers and
their research expertise offer important development resocurces

for the area. The University has particular strengths in the
study of: -

Forest products and peat developaent;
Agricultural development;

Mineral developaent; and

Tourism.

00O00O0

Such faculty resources are available for consultation individual-
ly, and occasionally collectively, such as through the Northeast
Minnesota Task Force (see Chapter I). The Task Force, created in
November of 1982, drew upon existing University eof Minnesota
resources to review the needs of the region and potential devel-
opment alternatives, providing important data which helped the
IRRRB establish its dsvelopment strategies..

The purpose of the LCMR is to provide the State Laegislature with the
background necessary to evaluate programs proposed to preserve,
develop and maintain the resources of Minnesota. The projected budget
of the LCMR for Fiscal Years 1986-87 is estimated to be approximately
$22 million.

1985 appropriation recommendations related to issues cof concern to
IRRRB include:

o Quanticative estimacion of minerals--$390,000;

*See YERF. long-Range Plan.




Recreation grants prograa--$4,000,000;

Analysis of cost structures for blast furnace stesl making
using Minnesota Taconite--$30,000; and

Assessment of forest product development opportunities for
Minnesota--$200,000.

Past studies funded by LOR have included:
o Peat induscry studies -- $443,000;
o Peat and biomass ensrgy studies -- $357,000;
° Direct reduction technology evaluation -- $213,000;
° Copper nicksl study -- $130,000; and
° Evaluation of mineral potentials -- $530,000.

Between 1963 and 1983, LOR was mrmuud mmtuuly

million. According to an LOR 1984 Risn - 218
LuKs. mzw-mmm«m:m mmtnuly $138
million in federal and local funds.

To establish its priority areas, ICMR conducts & series of Issuss
Seminars and public hearings every two years. These mestings review
past programs supported by LCMR, as wsll as existing State programs of
natural resource managemsnt. Issus arsss are sslected, and specific
programs ocutlined for Legislativa support.

6. Lesal Groups

There are a number of local development efforts throughout the Iren

. For example, the Itasca County Development Corporaiion, based
in GCrand Rapids, seeks to provide assistance to local business start-
ups in the area. The Corporation supports projects that will benefic
the local econcmy and provide a revenus streaa back to ths Corpora-
tion. To date, the Corporation has helped open a business techmology
center btoth to advise new business start-ups and provide lew-cost
incubstor space. They have also built a greenhouse alongside the
local power plant im Grand Rapids urilizing recycled hot water for
trec ssedling developuent. The Cerporation hopes to start a small
investament or veanture capital firm in the near futurs.

Several communities also have sctive Chasbers of Commerce. The
Hibbing Chamber, for exaaple, has four staff pecple. several of wvhoa
devots a significant portion of their time to econemic development
activities. The Hibbing Chamber has worked wich the IRRRE to set up &
wood products industrial park. They also offer advice and provide
veferrals to start-up businesses.




Finally, there are several quasi-regional groups operating in the Iron
Range such as the Arrowvhead Community Economic Assistance Corporation
(ACEAC), and the Blandin Foundation. The ACEAC serves Lake, Cook, and
St. Louis counties (excluding the ciiy of Duluth). Founded in 1982,
it manages a revolving loan fund and offers assistance to communities,
non-profits, and for profit businesses which substantially benefit
low-income, unemployed, or ainority persons. P ojects can be indus-
trial, retail, or commercial operations. To date, the Corporation has
invested in:

Peat harvesting;

Secondary wood products manufacturing;
A rafting operation; and

A fiber fuels groject.

The Corporation typically provides administrative support for project
development, some direct financial support, and loan packaging depend-
ing on need and staff availabilicy.

The Blandin Foundation, with an endowment of roughly $§125 million, is
a non-political orgsnization with the following loan or grant crite-
ria:

o Their projects cannot supplant projects that tax dollars should
be supporting (such as building a fire house):;

o Their projects should "raise the quality of life";
o They look to fund projects that ultimately are self-supporting;

° They serve Grand Rapids first (with soms capital projects), then
the region, and then the state;

o Their main areas of concentration are: the arts, education,
sconomic development, hezlth and human services, and leadership
development.

In economic development, the Foundation focuses on small business
development to increase local job creation. They recently helped set
up & venture czpital fund of roughly $4 million ($1 million from the
Blandin Foundation and $3 million from the federal Small Business
Administration). The Foundation is also working to:

o . Establish an economic market for under-utilized tree species,
especially relazed to furniture manufacturing;

] Coordinate all 1local tourisa activities, and fund targeted
marketing strategies;

o Promote the area as a second hoame area; and
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Bring more government offices into the Tron Range.

As is evident from the brief overview above, there are a variety of
groups interacting in a multitude of ways in the Range. Activities
range from job creation to research, cultural events to environmental
protection, social services to infrastructure development. In a
sense, all of these support the local and regional economy. For
sxample, environmental pollution typically reduces not only the growth
potential of existing firms but also of the region in its attempts to
attract outside firms. But, as Chapter I ocutlines, the Iron Range is
in such difficult economic straits today that local job creation and
regional development must be the primary, overriding concerns.

One could argue that such a view is shortsighted: the econ.mic
problems of the Range could be seen as essentially externally induced
and able to cure themselves in time. Some could say that right now,
the emphasis should be on increasing the "quality of life" through
investments in cultural preservation and recreational facilities, for
example. Certainly such activities should not be excluded, but thcy
cannot form the bulk of regional expenditures for the simple reason
that people will not stay in an area because of its cultural base, but
because there are gzood jobs. And, targoted investments can both
bolster local firms -- ss with Hibbing Electronics Company -- and be
the necessary catalyst to attract new firms .- as with louisiana
Pacific.

Economic development should encompass théze wider cultural, social and
environmental issues, but within a framework that relates sxpenditures
and activitius to the growth or decline of an area’'s esconomy. While
economic development offers no "quick-fix," it enables an area or
region to build on its strengths and targez those opportunities mos:
likely to succeed. It offers tools to help an area like the Iron
Range aggressively coampete for new developments, and at least maintain
existing activities.

1. Seed for Economic Development

From this chapter's brief overview of the groups interacting in the
Range, it is clear that leadership in regional economic development is
lacking and many of the region's economic development needs are not
being adequately addressed. For exampls:

o Even with its relatively high level of fundirg, and large econom-
ic development staff, DEED is not cthat "“visible®” in the Iren

. This is not necessarily throuch any fault of DEED, buc

probably the willingness of the IRRRB to aggressively :;ko on
resporsibilities cthat are typically handled by DEED in other
areas of the state. Thus, it could be said that regional funds




and activities may be supplanting rather than adding to state
development support for the region.

) Tourism development and promotion in the Iron Range seems to be
badly fragmented. BEitusan the University of Minnesota at Duluch,
the IRRRB, the Department of Tourism, and sevaral lccal groups,
there does not seem to bs any clear allocation of responsibili-
ties or direction.

Who can play such a regional economic development role?

o Universities and other academic institutions will continue to
play a supportive role in economic development, primarily through
technical evaluations and programmatic analysis (such as the
Northeast Minnesota Task Force). Rarely will any acadeaic or
research institution be motivated or capsble to take a leadership
position in econoaic development.

o Communities, Chambers of Commerce, and quasi-regional groups such
as the Blandin Foundation, have been quite sffective in promoting
sconomic devslopment of their respective areas. However, they
alone cannot provide the leadership necessary nor the resources
required for the Iron Range region. .

o The primary regional planning group, the Arrovhead Regional
Development Commission, faces an uncertain funding future, is to
some extent still refining its longer term mission, and includes
Duluth in its planning territory. The city, while hurt by the
decline in taconite production, is a major port with very differ-
ent -- and often competing -- needs from those of the Iron Range.

The Iron Range region needs greater cohesiveness and direction to
guide and support the economic developmsnt process, to provide a
continuity of aission, and to maximize the opportunities for develop-
ment. Because there are so many actors, cutting across each other in
so many different ways, in a sense a void exists in economic develop-
ment in the Iron Range region. Since the IRRRB has a relatively large
income, strong leadership, and a distinct regional focus, it has begun
to play more of an economic development role. As outlined in the
Legislative Auditor's report (March, 1985), and as wve examine more
closely in Chapter III, the difficulty is that the IRRRB 1is not
staffed or organized ¢o shoulder a major economic development role.
Indeed, the very attasmpt to do too much, without the necessary organ-
izational structure, is a primary cause for this study. In addition,
because of existing commitments, the IRRRB is relatively limited in
ics futurs ability to fund new activities directly linked to job
creation, for example. As can be seen in examining the IRRRB'S wide
range of projects, the agency sometimes addresses economic needs or
objectives, sometimes social objectives, sometimes environmental
concerns.
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Each of these three objectives--economic, social, environmental--is a
valid rationale for any governmental agency's existence. But, it has
been learned in many natural resources-related public agencies that it
is difficulc to serve multiple objectives when public monies are being
spent. The U.S. Corps of Engineers and the U.S. Bureau of Reclama-
tion, two well-known federal resource-based development agencies, for
example, found that attempts to maximize the benefits of national
grovth and income with federal funds might not alvays serve the best
interests of a particular region without reducing regional benefits
somsvhere else. Similarly, they found that economic objectives were
sometimes inimicesl to environmental improvements or social issues.

As a result, these agencies had to choose a primary objective, and a
subsidiary objective for -=hich limited accomplishments were set,
subject to first achievi.; the primary goals. There are close paral-
lels with the IRRRB, : State agency but with a strong sub-state
regional orientation, ez .wered to commit what would essentially be
local funds (the taconits production tax in lieu of local property
taxes). Other State agencies typically have broader constituencies,
snd there are other sub-state regions with their own needs to consid-
er, such as the farming communities of the southern counties in :huc.
times of scute economic distress.

2. Rels of the IRRRR

The primary objective or role of the IRRRB can be narrowly or broadly
defined. Typically, economic developament involves two parts:

o Overall policy and leadership;

o Funding and technical evaluations of particular projects.

One extreme would be to accept the IRRRB as the regional development
: body in the widest sense: handling both parts of economic develop-
| ment, utilizing other group and agencies only marginally, and main-
taining as extensively as possible the Board's full range of activi-
ties (social, economic and environmental). We do pnot support this
approach because:

] While taconite production taxes in the past were distributed to
“share the wealth” among all Primary Taconite Tax Relief Area
communities, wich the retirement of the taconite industry the aim
now must be job creation and restructuring of the local economy:

o Because of the wide range of current IRRRB activities and the
tenuous naturs of the future income streams from taconite produc-
tion taxes, the resources of the IRRRB are relatively limited;

Towns and municipalities in the Iron Range, while using IRRR3
grants for community development, alrsady obtain a large propor-



tion of the annual taconite production tax distribution;*

[\ The problems of local job creation in the Iron Range are large
(see Chapter I); and

o There are many groups which can complement the IRRRB's efforts.

At cthe other extreme, the IRRRB could be seen as a very narrowly
focused agency, concentrating on the funding/evaluation aspects of
economic development. For exumple, the economic development process
in the Iron Range could be divided in the following way:

o Qverall Policy Direction: DEED, in conj'mction with the ARDC,
could work to set the economic dovolopv'tc goals and priorities
for the Iron Range. The ARDC has alread; made a start with this
in commissioning the large study on Ecothaic Development Strate-
gies for the Arrovwhead Region (January, 1985).

o  Funding. Technical Evaluations: IRRRB could then be seen as
primarily an economic development investment fund, drawing on the
technical expertise of NRRI or Dm‘whou appropriate.

While this is one possible approach, we do not support this extreme
either because:

o Successful regional development requires cooperation and agree-
ment among the people of the region. Experience demonstrates
that local residents can successfully undermine even the most
thoughtful plans, if such plans are proposed by "outsiders™. As
our intarviews indicate, Duluth and the ARDC are seen as very
distinct from the Iron Range.

o The ARDC has neither the funding nor the clearly agreed upon
regional support to shoulder such a role.

o The Iron Range has very difficult problems that need a regional,
specific, long-term focus which the IRRRB can provide.

While not so narrowly focussed, the IRRRB does already play the role
of the region’'s development fund. The IRRRB grants and loans, in many
inscancss, bolstered economic growth through the provision of financ-
ing supported and leveraged by private funds. Particularly in che
sarly 1980s, with high interest rates and the major economic downturns
in the Iron Range, the IRRRB filled a gap in the financial systeam
through its internal project grants and business loan program.
Probably alse by its carefully managed business loan program, it

*Cities, municipalities, counties, and 1local schools receive the
majoricy of tacomite production taxes; see Departmenc of Revenue,
dionaseta Mining Tax Cuide, December 1984, Table 6.
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stimulated other lending agencies to take a more venturesome posture
in the provision of debt capital in the Iron Range.

Today, spurred on by local initiatives and success stories such as
Hibbing Electronics, local financial institutions are more aggressive-
ly providing investment capital in the Range. Also, lower interest
rates have reduced the financial impact of the 8 percent differential
in the business loans program. The IRRRB is therefore now in a
position to emphasize new activities in performing the catalytic role
it demonstrated in the provision of investment capital. Fortunately,
the IRRRB has always been an organization in transition, and its
enabling legislation is sufficiently broad to allow it the necessary
scops for change. As the IRRRB has matured and expanded in size, it
has constantly added to and modified the services it performs. Ve
believe the IRRRB is ready again to refocus its range of services to
include:

o Setting a specific economic development plan and strategy
for the Range;

° Adopting a more aggressive policy toward capital provision;

° Supporting targeted research efforts in conjunction with
groups like DNR and NRRI, to develop major new projects;

° De-emphasizing capital support grants to cities and local-
ities, limiting its project and management and operational
responsibilities, and minimizing social service activities;

o Creating an aggressive marketing and outreach program.

These efforcs should not displace local efforts, on the one hand, nor
Statewide activities, on the other. Rather, the aim must be to engage
all groups within the Range in setting priorities, while utilizing
DEED, ARDC, DNR, NRRI, local Chambers of Commerce, and others as much
as possible.

The IRRRB should be first and foremost a regional economic development
agency. It should concentrate on:

0 Long-tera job creation in the Iron Range;
° Broadening the economic base of the Iron Range;

° Leveraging stats, federal and private funds in support of
regional economic growth.



In order to focus its limited resources on economic development in the
region, the IRRRB must build on the relative strengths of other groups
as much as possible. In particular:

° Social, cultural and community davelopment should be the
principal responsibilities of state social agencies, the
Miannesota Historical Sociaty, local communities themselves,
and groups like the ARDC or the ACEACY¥;

o Resource management, development, and long-term utilizacion
should be the principal responsibilities of DNR and LCMR,
with UM(D) and NRRI providing research and testing support
for natural resource development in northeasternm Minnesota;

o Environmental protection and improvement in the Iron Range
should be within DNR's statewide responsibilities;

° Support and coordination of local and regional (including
Duluth) economic development efforts should be the primary
responsibility of DEED and the ARDC.

The IRXRB can help these other efforts ‘and should certainly tie in
with them. Many groups, such as the ACEAC, may continue to be
dependent on IRRRB financial support. And, while it may be easy to
differentiate roles and responsibilities, it will mean a continuing
effort on the IRRRB to ensure that these groups play as active a role
as thoy can in the' Iron Range. Given the relatively limited
availability of IRRRB resources and the difficulties ashead in
achieving real economic growth in the Iron Range, the IRRRB must
concentrate on its overriding mission for the near term.

*See T. Lussenhop, Community-Based Economic Development in Minnesota:
An Update, March 1985.



The IRRRB is clearly at an important decision point. In the preceding
Chapter, we conclude that the IRRRB should accelerate its current
transition towards an economic deavelopment agency for the Iron Range,
gradually spinning off or reducing other commitments of its unique
resources. As indicated in the beginning of Chapter II, continuation
of current activities will leave little new, investable funds to take
on this more narrowly focussed mission.

The Board and staff need to take a number of steps to provide for a
more targeted economic development program and strategy, beginning as
soon as possible and aiming to conplot’ thea in not less than a year:

Step 1. Prepare a more explicit economic development strategy (5-10
* years) and short-range (l-2 years) and longer-range (3-5
years) economic development plan for the IRRRB™., This

involves:

o Short and mid range sector-specific development pro-
grams and strategies (e.g., for tourism, mining,
electronics, forest products, etc.);

o The basic economic development strategy that the Board
will follow over the next 5-10 years; and

o This statement should be reviewed and revised annually,
but it must be established and adopted as soon as
possible.

Step 2. Revise resource allocation process. This involves:

o Allocating a specific annual sum for use in financing
economic development in each of these years;

Plan for the Economic Development and Diversification of the Taconite
Relief Area" which the IRRRB submitted to Governor Perpich on January 1.
1984, pursuant to Chapter 46, Laws of Minnesota 1983. That Plan does
not, for instance, include a specific budget by fiscal year, explici:c
allocations of funds among competing objectives, quantitative targecs.
and a management system for implementation.
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Wichin che sum allocated for economic development,
firsc allocating spscific sums for use in each princi-
pal sector (e.g., forest products, manufacturing, and
tourism), and adjusting these sectoral allocations
quarterly if necessavy;

° Assigning the management of each sectoral allocation
and sector development program to a specifi:= program
manager, a "sector champion" (some staff memcers could
be asked to manage mors than one sector program, at
least initially); and,

° Requiring each program manager to present to the
Commissioner for approval (a) a written action plan,
and (b) a requsst for approval of any commitment of
funds over some specified amount.

] Adoption of general resource allocation and program
evaluation criteria consistent with the adopted econonm-
ic development strategy and program.

Specific criteria may well differ for the different sectoral alloca-
tions, reflecting the needs and potentials in these groups.

Step 3. Institute a systematic and proactive project development
program to support the sectoral program managers in prepar-
ing their annual Action Plans and developing their proposed
project commitments.

° Focussed industry/technology targets
) Irformscion network

o Project evaluation system

o Carefully evaluated research programs

Step 4. Create an aggressive marketing and outreach program.

o Attractive and flexible marketing packages (for exist-
ing and new companies)

o Regular contact with companies and allocations
o Coordination with other marketing organizations
Step 3. Reinforce and extend the Board's present policy of seeking

maximum leverage for its funds from the utilizacion of other
state, Federal and private sector monies or programs.
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Hard loans and soft loans

o Weighting criteria

° Aggressive outreach to other funding agencies
The following sections expand on each of these steps.

1. Preparing the economic deveiopment strategy and program statement
(Step 1)

The starting place for the IRRRB's economic development strategy and
program is the Board's development plan and investment strategy.
These will take into account:

° The economic and employment outlook for the region;
o Economic development opportunities and priorities;

o The activities and programs of other local state and federal
economic development agencies;
]

) Private sector requirements for assistance and incentives to
expand or locate in the region;

] The Board's resources and potential for leveraging all other
assistance programs and sources of capital; and

o Other relevant political and social considerations.

A sound economic development plan, and the ralated development strate-
gy, must include a clear, currert appraisal of the region's economy,
its most likely future trends, and detailed specific implementation
steps. Parts of such a development strategy are available. For
example, the most rigorous analysis of the Iron Range's economy, and
of the opportunities for economic development in the Range, is found
in the Northeast Minnesota Task Force reports (1983/84). A recent
Fantus report for the ARDC oi:lined the region's general development
constraints, though it did not specifically cover the areas examined
by the Task Force, and the report's implementation plan concentrated
on the ARDC's role in the region. The first Chapter of our report,
"The Iron Range in Perspective”, outlines what a rigorous and updated
analysis of the Iron Range economy should cover, but it is by no means
sufficient. Until an analysis along these lines has been carried into
censiderably greater depth, the Board will not have the basic informa-
tion that it needs for creating a sound investment development plan
and the strategies for carrying it out. This can probably be accom-
plished primarily through a series of intensive study groups incorpo-
rating NE Minnesota Task Force members, DNR specialists, and others
where specific technical or industrial expertise is required.
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It {s important that the IRRRB economic development effort have focus
and this is best accomplished by establishing sector-specific develop-
ment programs and priorities at the outset. This would normally
include four steps:

(1) Establishing criteria for industry/technology selection;

(2) Identifying and assessing sctrategic development opportuni-
ties or challenges in sach industry sector;

(3) Identifying and ranking target industries/technologies; and

(4) Establishing sector-specific development programs and
priorities for industry/technology targeting and selection.

Criteria for industry/technology targeting and selection will vary by
industry, sector depending on the needs and opportunities of those
sectors. However, criteria designed to select both target induscries
and potential candidates should cover:

o Preference for "economic-driving or leader” industries, as
in the present operations;

Degree of "fit" with the region;

Potential for growth and general financial health of the
national/regional industry group;

Financial health;
Capital intensity;
Cyclicality of sales and earnings;
Technological, market, regulatory and political risk;
Regional economic and employment impact potential:
° Infrastructure, training and local service requirements; and
o Need for economic development assistance.
In the identification and assessment of industry-specific development
opportunities and challenges, the staff assigned to project dsvelop-
ment should be reviewing economic and industry forecasts. They should

also seek outside expert advice on the major forces of change impact-
ing on industry, the technology outlock, the industry makeup and

* See Chapter I for a "first-cut" at the industrial sector analysis
from which specific criteria should be developed.




bases of competition and major factors influencing choice of locations
for investment (as outlined in Chapter I). Again, the IRRRB is to
some extent doing this in their business loan program. The Technical
Advisory Committee, for example, is a valuable source of external
expertise. The process needs to be more systematically applied across
all sectors, and broadened to include greater staff support as well as
technical and economic development expertise.

2. Revised Resource Allocation Process and Criteria (Step 2)

Even a well-researched analysis of opportunities and constraints is
not enough. The Board must also know what -financial resources it will
have at its disposal over the plan period -- both for economic devel-
opment and for financing its other, on-going commitments -- to intel-
ligently allocate these resources. As we outline in Chapter II, the
demands on the Board's funds over coming years are likely to be so
great as to require it to seek to spin off or otherwise limit its
expenditures for competing uses to the maximum practical extent,
assuming the IRRRB wishes to develop a meaningful economic development
program.

Even when' the difficult initial allocation between economic develop-
ment and other uses has been accomplished and the funds available for
financing economic development are identified and reserved for that
purpose, there will remain the other formidable continuing task --
idencifying and then choosing among the available opportunities for
use of the economic development fund.

The Board and staff have clearly demonstrated in the Bank Participa-
tion Loan Program an understanding of how to proceed with establishing
a strategy and communicating it to decision makers, formulating
explicit criteria for measuring how a particular program conforms to
that strategy, and applying these criteria to specific funding re-
quests. What is needed is to extend these practices to all of the
Board's economic development programs and to apply them rigorously in:

° Allocating economic development funds among the competing
sectors; and

o Reviewing specific program and projiect proposals.
Broadly speaking, the strategy that the Board has increasingly been
following -- concentrating on economic development and long-term
employment creation -- is the appropriate primary strategy for the
foreseeable future. Within such a strategy, the essential criteria
will:

] Focus expenditures on the most promising sectors;

o Test the financial viability of all projects;
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Take account of opportunity costs when a particular commit-
ment forecloses the chance to make alternative investments;

Weigh economic benefits against economic costs to the extent
possible:

] Require decision-makers to judge carefully whether a pro-
posed subsidy teo the privats sector is absolutely needed to
induce the desired outcome; and

o Utilize carefully evaluated technical research programs to
explore longer range potentials for adding valus to natural
resource exploitation.

Since most of these criteria are being applied already in parts of the
IRRRB's operations, it should not prove too difficult to extend their
use across the board to gll aspects of the economic development
progranm.

3. Insticuting a Svstematic and Proactive Project Development
Program (Step 3)

A well-organized and smoothly operating system aimed at developing
projects suitable for investment of economic development funds and
capable of svaluating projects -- whether internally generated or
coming from outside institutions -- is a key requisite for success in
economic development. - Such & system does not yet appear to be in
place, although elements of it can be seen in the way the Board has
gone about its work in the Bank Participation Loan Program.

How well the project development and evaluation task is carried out is
frequently the most important determinant of how successful an econom-
ic development agency will be in utilizing its resources to enhance
sconomic activity and employment in a region. Many economic develop-
ment agencies feel it sufficient to develop attractive assistance
programs, advertise, and then react to proposals put forward. While
this might be sufficient for economically-advantaged regions, it is
not for the Iron Range; what is needed is very much a prosctive and

svstematic aporoach to the business of developing and evaluating
projects.

To be successful in the business of project development, it is impor-
tant to have three pieces of information:

(1) Spacifically, what you are looking for;
(2) How and where to locate your prospects; and

(3) How to sell your prospects on your jurisdiction.
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Most successful project development programs have the following common
elements:

] Focussed industry/technology targets;
o An effective information network;

A strong marketing/outreach program, built on a commitment
to cultivate potential investors;

An attractive package, coordinated with other development
groups (such as DEED) and areas (such as Duluth), with
sufficient flexibility to allow tailoring to address specif-
ic needs of the investor;

A reputation for clear-cut project evaluation criteria and
for an efficient and prompt evaluation procesz; and

o Pclitical support at the stste and iocal levels.
It is dasirable that targets be d.v;lopcd for project desvelopment
which are consistent with generating the level of activity necessary
to realize the Board’'s objectives and which. provide performance
benchmarks. Managemzent must establish targets in terms of:

o Number of opportunities to be generated;

o Total investment to be generated;

o Jobs to be created or retained; and

o Regional impacts no be realized, (e.g., activicty mulcipliers
and diversification of the economic base).

It is also essential to have a Plan of Action to implement the pro-
gram. This should set out the specific tasks to be completed, with a
time schedule, and the budget and staff responsibilities involved.

Assuming there is agreement that the project development effort wilil
be proactive and focussed, there are two main components to the task:

(1) An effective information network to learn who is considering
nev plants or expansions; and

(2) A screening process whereby sufficient information about the
company and the project is develuped to provide perspective
on how they fit with the Boari's objectives and investmenc
criteria.




An Effective Information Network

In developing an information network, one would look to establish
linkages and possible joint ventures with other state and regional
economic development agencies (ses Chapter II). It is important to
avoid the sense of competing for projects with other development
agencies operating in the Board's jurisdiction. The IRRRB should work
to include Duluth -- possibly through agencies externzl to the
Taconite Relief Area, such as the ARDC -- in these informational
efforts. This will minimize duplication with other groups (see
Chapter II). More importantly, it will build a cooperative spirit
with Duluth as many of the Range’s projects may come from companies
expanding out of Duluth, especially in the service/finance/insurance
sectors. Similarly, communication links and regular contact should be
established with federal development agencies as often they will be
approached first for assistance and they keep abreast of company
negotiations on plant location across the country.

An industry/company information monitoring system should be estab-
lished. This does not have to be elaborate, and may simply involve an
arrangement with a the state, or university library, or agency exter-
nal to the IRRRB to track specific trade journals, trade directories,
annual reports, or SEC Forms. Examples of information sources for
different industries are shown in Appendix D. Maintaining regular
contact with banks and the corporate development groups of the leading
companies in the region, as the IRRRB is doing, is highly recommended.

| A _Comprehensive Project Evaluation System for cthe IRRRB

Closely linked to project identification is project evaluation. A
development agency like the IRRRB typically evaluates whether or not
to provide assistance to a company* (to finance a new business or a
new facility or the expansion or modernization of an existing facili-
ty) based on an informed judgment on the following considerations:

* Typically, economic development agencies in structuring cheir
assistance programs cousider:

o What is being offered in competing jurisdiccions;

) The relative attractiveness of their jurisdiction as a
location;

) The key determinants in the investment and location deci-
sions of the different target industries;

o The opportunities to couple with other development agency
programs to provide a comprehensive and tailored assistance
package; and

o The limitations imposed by the conditions placed on their

sconomic development funds by legislation or regulation.
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The probability of longer-term economically viable opera-
tions at the facilities to be assisted;

Whether the level of economic benefits and job creation for
the region is adequate given the level of assistance envis-
aged, including

- quality and number of jobs created in the region,
level of economic impact,
diversification of the region's economic base,

technology transfer/enhancement of the region’'s science
and technology capabilities;

The risk of default on obligations associated with the
financial assistance contemplated; and

The "need” for assistance for the project to go ahead
considering the level of company investment after debt
financing and public assistance from grants and loans and
tax credits are taken into account.

Targeting may sound simple, but it is not. Promotion of local invest-
ment is a competitive business: between countries, between states,
between local and regional districts in a state. While the assistance
package is only one ingredient in attracting investment or encouraging
companies to expand in the region and not elsevwhere, it remains
important. The ingredients of a successful project development
opsration are first, to offer sufficiently generous terms to be
competitive; second, to offer a package which addresses the specific
needs of the investor. The latter in turn requires an understanding
of the investor's industry and his particular situation, flexibilicy
in the assistance programs, and above all imagination and skill -- as
the IRRRB has demonstrated in the financial package developed for
Louisiana Pacific, for example.

In Table III-1, we set out criteria one would normally wish to review
to arrive at a judgment -- financial and other -- on individual
proposed projects. Again, the IRRRB project reviews currently incor-
porate most of these points, but not in a systematic way across all
projects.

The staff responsible for project evaluation requires a means of
weighting the different criteria so as to be able to rank projects
which score relatively high on some criteria but not on others and to
consider the considerably different conditions that prevail in each
sector. To illustrate, consider the project which scores favorably on
Consideractions 2, 3 and 4, above, but because there are serious doubcts
whether it will be economically viable three years hence, scores low
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SRIZZRION

Economic Viabilicy

Risk of Default

Need for Assistance

Economic Benefits

Table III-1

CRITERIA FOR EVALUATION OF
ECONOMIC DEVELORMENT PROJECIS

JNDICATORS

o soundness of business plan

competitive position of product/
market risk

project rate of return on
investment capital

capital intensity and
cash-utilization ratio
debt-equity ratio and debt
repayment schedule

o project cash-flow
o technological risk
o management strength

© 0 0o 06 0 0 o o

financial health indicacors
historical profitabilicy indicacors
maturity of business sector
historical and projected sales zrow::a
expected future financial perforamisnca
cyclicality of sales and earninzs
credic rating

managenent sctrength

qualicty and number of jobs
created/retained

economic impact on region
- construction stage

- ongoing operation
potential to source goods
and services from region
technological transfer




on Consideration 1. If economic viability is given a low weight, chen
such a project might well proceed in a year when there are relatively
few good projects and there are institutional and political pressures
for activity and placement of available funds.

Guidelines on weighting are absolutely essential for the project
evaluation staff if it is to achieve reasonable consistensy in its
avards and be able to operate in an efficient manner. Decisions on
weights are a responsibility of top management. The weighting profile
should reflect the economic development priorities and needs of the
region -- in a chronically high unemployment/depressed region, a
higher weighting should be given to "economic benefits and job crea-
tion" than in a low uneaployment region. The weighting profile will
also need to vary between sector programs, reflecting differences in
program objectives and in the characteristics of the business communi-
ty to which a program is targeted. For example, for a program direct-
ed at supporting new start-ups in high-tech industries, one should
give a higher weight to longer-term economic growth potential and
acknowledge that the risk of failure is higher than one would expect
in a mature industry like insurance company claim-processing opera-
tions.

The difficulty of establishing appropriate weights for different
criteria is not to be underestimated. It brings to the surface
differing views on priorities and opportunities, as well as vesced
interests. The weight which should be given to the "need for assis-
tance"” test, for example, is undoubtedly lower for a project develop-
ment officer, who has made a considerable effort to sell an investor
on the region and the support assistance available, than for top
management who will be concerned that public funds not be used unless
there is a clear need.

Once targets are identified, this does not preclude funding of pro-
jects in other industries when quality projects are presented that
have important regional benefits. But in all decisions, finally, it
is also useful to employ the concept of a "weighting hurdle” that all
projects must achieve to qualify for assistance and, while this should
be periodically reviewed, it should pot be lowered because of unspent
funds.

4. - 4 4

As in the case of project identification and project evaluation, there
does not yet appear to be in place within the IRRRB organization a
well-organized marketing and outreach program although, again,
elements of such a program are visible in activities of the Commis-
sioner and other senior staff. Putting such a program in place,
probably managed by a full-time executive with experience in marketing
techniques, and linking it effectively to the activities of DEED and
others, appears to be an essential step towards success in developing
a stronger regional economy. As in most areas successful development
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will depend on a mix of retention/expression building on existing
businesses -- all of which need to be supported by an effective
marketing and outreach program.

Acknowledging the relatively limited resources of the Board, it is
still important to be visible to leading companies in target indus-
tries both inside and outside the region, to create a positive image
of the Iron Range as a place to invest, and to foster a view of the
IRRRB as a responsive, pragmatic organization with which to do busi-
ness.

To attain visibility, there are four relatively 1low-cost common
routes:

o Distribution of informative material on the region and on
the economic assistance available;

Participation in promotion activities of the state;
Regular contact with industry associations; and

Regular contact with leading companies inside and outside
the region in the target industries.

The IRRRB should certainly work closely with other groups, such as
DNR, ARDC and the Department of Tourism, on developing promotional
information. However, the IRRRB will probably have to take the lead
in such an effort as:

o It has the flexibility and potentially the resources to move
quickly; and

It is the only group specifically focusing on the Iron
Range.

Possibly most critical to the success of the marketing activity is the
lead follow-up program, once a potential project in a target industry
has been identified. The first step is to qualify the lead and screen
it to see if it meets selection criteria. This would normally involve
getting information on the size and scope of a prospective investor's
project and its status. The second step is to determine if there is
an opportunity to win the project and whether the benefits of winning
are sufficient to justify the effort and resources that would be
involved. To make this judgment, contact needs to be made with the
potential investor to gain a good understanding of:

] What is planned for the new location requirements;

o What alternative locations are being considered; and




What are the company's expectations/needs as to financial assis-
tance and/or incentives.

Once the second hurdle is passed, the third and most critical step is
for the marketing executive, supported by the project development
staff, to work with the investing company to convince it that it
should locate or expand in the region. This selling job may encompass
exploring how to structure the investment, negotiating the establish-
ment of any special concession, (e.g., a new ent~rprise zone) and even
assisting the investor in securing the array of building permits and
authorizations associated with a new physical plant. Experience shows
that such direct interaction and cooperation with the investor is very
important to securing a project, especially in situations where other
jurisdictions are competing for the same investment.

5. Seeking Maximum Leverage (Step 5).

We have noted the Board's expressed intention to begin experimenting
with subordinated lending in the Bank Participation Loan Program as a
means of obtaining leverage for its own development funds. We believe
that this policy should be extended whenever feasible to all other
aspects of the economic development program. This means, among other
things, taking advantage of every opportunity to involve other agen-
cies in joint funding and actively exploring ways to assume risks that.
will encourage private investors to increase their participation in
the finance of the IRRRB projects.

What we recommend is the creation of, in general terms, two loan
tracks: "hard" and "soft.” The hard loans would incorporate the
current business loan program, offering eight percent monies on a
portion of the total project, but consistent with the criteria and
"weighting hurdles” mentioned earlier. The soft loans would involve
more creative, riskier financing activities such as loan subordina-
tion, interest rate subsidies, re-payment grace periods, or even a
grant/loan package -- depending on need. Several issues are critical
in this effort:

o There must be a clear delineation of requirements to sepa-
rate requests into the hard and soft track as every business
-« irrespective of need -- will want cheap money;

Even with decision rules, there will be an element cf
judgment in channeling projects into the different tracks,
and ultimately developing a financial support package. The
more the IRRRB policy-makers and senior management insulate
themselves, through groups such as the Technical Advisory
Committee, from the actual decisions on a case-by-case
basis, the less likely it will be for charges of "politics"
or "cronyism" to arise. Senior management, however, must
monitor the decision criteria and operational structure.




As indicated earlier, the IRRRB should not lower its crite-
ria because of unspent funds. The aim is to carefully
target resources, not blast away in the hope of "hicting
something."”

The IRRRB must also decide how to weight its portfolio. All develop-
ment agencies are faced with finding an appropriate balance between
the low risk, moderate job-generating projects and higher risk pro-
jects which have very significant economic generating potential.
Influencing factors are:

o The agency's mandate and what other state and local develop-
ment agencies are doing;

o The range and diversity of its assistance programs;
[ The nature of its funding; and

o The specific economic development opportunities and priori-
ties with which it operates.

For any development agency there are conslderable political risks, dus
to the high visibility of failures, in heavily weighting the portfolio
towvards higher-risk, high-payout projects. In addition, the IRRRSB is
dependent on a declining resource (taconite production taxes) and must
continue to support low-risk projects to ensure repayments for future
investments. But to weight the portfolio primarily towards low risk
projects -- and the culture of funding agencies tends to be conserva-
tive -- is inappropriate if the economic situation in the region
demands that risks be taken. For an area like the Iron Range with
high structural unemployment and few immediate job-creating opportuni-
ties, the portfolio of sponsored projects should unquestionably be
weighted more towards higher risk projects.

B.  STAFF SURPORT AND INTERNAL REORGANIZATION FOR THE IRRRB

The staff organization described to us and charted in the Legislative
audit Report is quite unorthodox (see Figure III-1). Three shortcom-
ings seem most readily apparent:

(1) There is inadequate functional division of responsibilities;
(2) Thers is no apparent flow of work through the organization in
- keeping with the required sequence of events for "finding a deal,
making a deal, and implemeniing a deal,” as it is sometimes
characterized; and

(3) Far too many staff members report directly to the Commissioner to
permit maintenance of an effective span of control.
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FIGURE I¥T-1: PROPOSED TRRRB ORGANIZATION CHART
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The accompanying proposed organization chart, Figure III-2, reflects a
rearrangement of functions to overcome the shortcomings just men-
tioned: division of responsibilities, flow of activities, and span of
control. In place of the amorphous spread of major and minor activi-
ties and sections or groups throughout the organization, four divi-
sions are proposed, with a chief of each -- and no one else -- report-
ing to the Commissioner (or deputy). These division heads would also
function as a senior staff policy group in conjunction with the
Commission (or deputy) and in that capacity they would function as the
sole advisory arm of the Board itself.

1. Division of Planning & Research

This division performs a program plamning and project evaluation
function. First, it prepares an annual program plan for seeking new
investment opportunities consistent with adopted investment strategies
by sector. Second, it conducts the in-house research on an array of
potentials in various economic sectors, such that markating a&and
developaent efforts can proceed with a high degree of focus on care-
fully selected areas of investment . promise. Data management and
maintenance of a library of information are in the nature of support-
ing administrative work for the Division and the Commissioner's staff
as a whole. Third, it periodically reviews past, curreat, and pro-
jected sectoral economic development efforts by the criteria used in
agreeing to support different projects.

2. Division of Marketing and Development

This is the division in which the deals are packaged and made. First,
it initiates an organized, definitive marketing plan, procedures, and
evaluative criteria by sector, consistent with the overall goals and
guidelines set by the Board. This is intended to produce the pros-
pects and to rank them in order of expectaed benefits, returns, or
merit -- consistent always with the mission of regional econoamic
development. Second, it develops the grant and loan packages for
review and actual closing of deals by the Division of Administration
and Finance.

The division should to create "champions"” or units responsibla for
particular investment areas. One set could be:

° Non-natural resources (such as high-tech, and financial
services)

Mining and other mineral resources (taconite, nickel, and so
on)

Other natural resources (timber, peat, agriculture, for
example)




Recreation and tourism (such as hotels, recreation centers,
and related infrastructure)

These champions would be responsible for developing leads, reviewing
results and pressing for support activities (such as research grants)
in their area. This could ciecate a healthy climate of internal
competition within the IRRRB for resources. The Division's Director,
and ultimately the Commissioner, would then decide betwsen competing
claims given annual budget constraincs.

3. Division of Administration and Finance

This is the typical adaministrative arm of any organization -- the
"camp” so to speak, as distinct from the "huntiug party®”. In this
instance, it consolidates many functions under one head of division,
through whom all administrative support and. "housekeeping®” arrange-
ments flow to managerial consideration in the Commissioner's office
icself.

ao

This is the division which will continue the operational management of
existing "internal” projects, so called to distinguish thea from grant
and loan program projects external to the operational control of the
IRRRB. This Division should be actively involved in streamlining and
spinning off its operctional responsibilities.

These organizational adjustaents to a clearly dafined mission for the
IRRRB strongly suggest the need for more professional and technical
staff, and less adminiscrative and operational staff. For example, at
the professional 1level, while current staff are strong in their
respective fields, there will be a need for more in-depth knowledge of
financial and economic research and aralysis. By adding these
strengths in the Planning and Research Division -- or contracting out
for it -- psrsonnel now in the Economic Development Division will be
relieved from much initial "leg work"” in finding, sorting out and
ranking promising ventures, and allow them to concentrate on a coher-
ent, coordinated msrketing effort.

But wa believe staff savings should be available in paring back the
IRRRB's operational responsibilities with several of the major,
internal and research projects. We understand the IRRRB is examining
possibilities for devolving direct operational responsibilicies for
Wilderness Valley Farms, and Paulucci Planetarium. We commend these
inictiactives. Under the new Division of Ojyszation and Maintenance a

complete review of zll operating responsibilities should be conducted
to determine:

o The rationale for continued the IRRRB operational responsibil.-
ties:
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How that rationale accords with the regional economic
development mission of the IRRRB;

o Alternatives, including some continued the IRRRB funding suppor:c
or leasing arrangements, to the IRRRB ownership, operation and
maintenance of thuse agency projects. Negotiations should
be undertaken with DNR (re: mineland reclamation, parks),
Departaent of Tourisa (re: tourist information services)
NRRI (re: Wildernsss Farms) and the Historical Society (re:
Iron Range Interpretative Center) to ocutline the possibili-
ties for devolution of the IRRRB operational responsibilicies.

Such an effort is not a criticisa of past the IRRRB investament decisions.
The point is that in the future, the IRRRB aust narrow its focus if it
is to significantly impact the Range given the IRRRB's resources and
the job shead. The IRRRB must see itself as a catalyst in the Region,

a developer of ideas, an investment fund -- the region's econoamic
development leader. Operational respounsibilities should be turned
over to other groups so the IRRRB can continue on its course of
identifying, pursuing and realizing new investment potential.

The net effect of these ddjustments -- expanding the financial,
economic and snalytical staff skills vhile paring back on the adainis-
trative/operactional roles -- should not then increase the costs of the
IRRRB staff. This is an important consideration if the IRRRB {s to
maximize the economic impacts of the relatively limited funds the
IRRRB has: available.

1.
Since the Board is dominated by politicians, it leaves itseif open to:

] Charges that the decision-making body i: fundsmentally
motivated by partisan political considerations;

o Claims that the IRRRB is managed in a fundamentally differ-
ent way than every other state agency or regional group in
Minnesota; and,

o Arguments that the Board lacks the necessary expertise to
understand and critique often highly technical points on
resource utiliration for econoamic developaent.

On the other hand, there are strong arguments for a politican-dominat-
ed Board:

] They represent "the people” of the Range;
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They potentially have more power to move the state's bu-
reaucracy to help the Iron Range;

They have a power base from which to shield the IRRRB from
radical legislative changes that might limit the agency's
flexibility and ability to direct its resources towards
econocuic development.

As a result of our study, we do pot believe that the Board should be
radically changed. Within the confines of our study, we did not find
the Board to be fundamentally flawed or sbusive of its power. Howev-
er, we do agree that the Board should broaden its representation for
several very important reasons. First, there is a widespread sense
that because the IRRRE has so aggressively tackled the region's
problems, other state agencies and institutions have held back from
helping the Range, preferring to direct their limited resources to
other aress of the state or projects of less concern to the IRRRSB.
Especially with the new thrust in economic development, the IRRRB must
liaise with, learn from, and levsrage as much as possible DEED's
expertise and financial resources. We thus recommend the Commissioner
of DEED be appointed to the Board.

In the same way, the IRRRB as it more aggressively targets economic
development needs to closely work with complementary research institu-
tions to learn from and leverage these resources. Additional techni-
cal expertise on the Board would be helpful to work with the IRRRB staff
and project directors in assessing -new and on-going project invest-
ments. We recommerid the Director of the NRRI also he appointed to the
Board. :

Finally, to analyze more aspects of economic development and their
local impacts -- such as creative finance packages or large-scale
economic development "loss-leader” investments -- the Boaxd's leader-
ship role in the region's economic development could be strengthened
by adding a local financial/investment expert, and a regional indus-
trialist. In order to maintain the current balance of Taconite Area
representation, the legislators on the Board should appoint these new
members by majority vote.

As we have argued before, if the IRRRB is to make an impact as a
regional economic development agency, it must closely marshal its
resources in that effort. The Board must agree to this, and protect
the agency from the plethora of competing demands that are already
apparent in IRRRB'S existing programs. However, ws do not favor
developing and adopting rigid rules for the IRRRB. The agency's
flexibility and abilicy to respond to changing circumstances is one of
its great strengths. Rather, what we propose is:

o Adoption by the Board that the primary mission for che
IRRRB's is to be a regional economic development agency, a:
least for the foreseeable future;
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Adoption by the Board of the various decision criteria
developed by the IRRRB to differentiate accept-
able/non-acceptable projects (such as job creation, 1local
impact and leverage factor): and

o Adoption by the Board that & three-quarters majority -- not
a simple majority as at present -- must approve any project
that does not meet the adopted criteria.

In this way, the Board can protect itself from the difficult trade-
offs between local community development demands and longer-term
economic development needs. And, it will send a clear signal to the
region, as well as the state, that the IRRRB is on a nev, more defined
course to restructure and revitalize the Iron Range.

2. Advisory Commiccees
There are two types of advisory support the IRRRB should develop:

° Broadly-based, public participation workshops, possibly
every two years; and
. ]
o Advisory services of financial and economic development
experts as on-going advisors to the IRRRB.

On the first, the IRRRB has initiated public meetings in the past to
explore new idess, evaluate past performance and build community
interest. Typically, though, these are irregularly scheduled and are
built around particular projects rather than really being a plan-
ning/directional forum for all aspects of the IRRRB'S operations. The
model of the LCMR'S biennial workshops is instructive. The IRRRB, as
the region's economic development agency, should regularly schedule a
similar set of workshops, possibly broken down into different subjects
and occurring in various areas of the Iron Range over a several month
period. The IRRRB may wish to jointly sponsor such efforts with the
Blandin Foundation and the University of Minnesota (or the NE Minneso-
ta Task Force), though the outputs must be regionally specific and
usable by the IRRRB in its economic development efforts.

Second, the IRRRB needs to build in its successful use of the Techni-
cal Advisory Committee (TAC) as on-going advisors. The TAC is well-
motivated, capable, and apparently efficient in its operations --
surprisingly so given the level of members' remuneration! However,
menbers theaselves stated that the main role of the TAC was "like a
bank’'s loan committee checking on project feasibility”, and that they
should take on more of an economic development role invelving higher-
risk activities. the major problem is that the present loan program
requires bank support for 50 percent of a project before submission to
the TAC -- effectively screening out higher-risk projects. As ouc-
lined earlier, the IRRRB should develop a two-track lending progranz
wich "hard® (current program) and "soft" such as intarest buy-downs or




grant/loan mixes) monies. All of the IRRRB projects would then go to
the TAC for their review and approval assuming:

o Clear criteria and decision guidelines are given the TAC --
they should not be asked to develop these themselves;

[ The TAC is expanded to include members with economic devel-
opment expertise;¥* and

] The TAC become part-time staff to properly recompense them
for the additional work in broadening their role.

In addition, we believe the IRRRB should establish a Financial Adviso-
ry Committee (FAC) to provide overall technical advice on various ways
the IRRRB can best leverage its funds. The FAC should include a local
banker, a senior investment analyst and an economic development
expert. The latter two members need not be from the Iron Range --
though it would be best if they were to ensure adequate understanding
of the area's needs and potential. This group must provide overall
programmatic review consistent with the Board's economic development
mission and specific investment criteria. In addition, the IRRRB
needs on-going advice from the best financial minds available on
creative financing as a spur to the Range's ecoriomic development.

* As also recommended in: Legislative Auditor, Economic Development
(March, 1983), pg. 183.
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SHAPTER IV
RECOMMENDATIONS

During the course of this six-week study, we found the IRRRB--its
senior staff and Board--to be of high quality and motivation. Some of
our recommendations, espscially the concentration on economic develop-
ment activities, the IRRRB is already moving to implement. The aim of
our recommendations is to help the IRRRB to systematically meet the
major challenge of economic development in the Iron Range.

1. officially adopt a clear mission statement focussed on
sconomic development in the Irxon Range that is endorsed by

The IRRRB should be first and foremost a reugional economic
development agency. It should concentrate on:

o Long-term job creation in the Iron Range;
° Broadening the economic base of the Iron Range;

(] Leveraging state, federal and private funds in support
of regional economic growth.

In order to pursue this more focussed mission, the IRRRB
will have to restate explicitly its mission in a policy
document having the strong support of the Board, Staff, and
Governor and the recognition by other institutions with
which the IRRRB works to address its broader mandate (e.g.,
DNR, DEED, ARDC, etc.).

This is potentially a high risk mission given the problems
now facing the Iron Range. However, we believe the
IRRRB--with 1its regional focus, its capable senior pro-
fessionals, and its financial resources--can make a signifi-
cant impact on the local econoauy in the Iron Range.

Wichin the next 12 months the IRRRB should:

° Produce an explicit and up-to-date statement of the
basic economic development strategy the Board proposes
to follow over the next 5-10 years;




Out of this strategy, develop an economic development
plan with explicit budgetary allocations, quantitative
targets, contingencies, and management implementation
steps;

Conclude a clear, current appraisal of the region's
economy, and its most likely future trends by economic
sector, through a series of intensiva study groups
incorporating NE Minnesota Task Force members, DNR
specialists, and others where specific technical or
industry expertise is roquired;

Review and develop "best case/worst case"™ budgetary
assessments of projectad IRRRB resources over at least
the next five years;

Allocate a speacific annual sum or share of discretion-
ary revenues for use in financing economic development
in each of these years;

Within the sum allocated for economic development,
allocate specific sums for use in each principal sector
(e.g., forest products, manufacturing, and tourism),
and adjust these sectoral allocations quarterly if
necessary;

Establish clear targets or goals to be accomplished in
certain periods of time (e.g., number of new jobs to be
- generated, total investment to be generated, regional
impacts to be realized);

Develop contingency plans to switch programmatic
resources and direction if targets are not realized;
and

Outline specific staff and management responsibilities
for implementing the plan.

Based on the explicit economic development program, the
IRRRB should identify key investment sectors. For each
sector, the IRRRB should:




Assign the management of each sectoral development
strategy and preliminary resource allocation to a
specific program manager, a "sector champion” (some
staff members could be asked to manage more than one
sector program, at least initially); and,

o Require each program manager to present to the Commis-
sioner for approval (a) an individually-tailored action
plan delineating priorities, impacts and project review
criteria; and (b) a request for approval of any commit-
ment of funds over some specified amount.

4. Conduct an immediate and complete review of all operating
responsibilicies and assess alternatives to current IRRRB
management.

As indicated in Chapters I and 1I, the econoaic problems of
the Range are large and the actual resources of the IRRRB in
the near future pot that extensive. The IRRRB must direct
its limited resources in a more targeted way to create more
jobs. This means reviewing all major operating expenses to:

o Reduce operating drains on availsble funds; and

o Ensure that any operational expenditures have major
employment impacts relative to other projects or
ownership arrangements.

Such evaluations are already underway for Wilderness Valley
Farms, Paulucci Auditorium and Croft Mine. They should also
be undertaken as soon as possible for Giants Ridge and the
Interpretative Center. Alternatives to IRRRB ownership and
operation should be pursued whenever practical--including
sale, leasing or devolution of responsibilities for these
projects to private or public groups (such as DNR, Depart-
nent of Tourism, and Minnesota Historical Society).

5. Reassess furcher development ooportunities and investmens
reguiremencs for Giants Ridge and the interpretative Center
in_the context of the aMeds of the two projects and the
broadex economic development strategies of the IRRRB,

As indicated in Recommendation #4 above, the IRRRB should
seriously evaluate devolving operational (and possible
ownership) responsibilities of these projects. In the
interim, ongoing or new expenditures should be consistent
with a viable IRRRB tourism sector development program and
overall economic development strategy. While we do not
totally agree with the approach of past evaluations of the
Interprecative Center and Giants Ridge--assessing cthen
relative to their job creation and economic impacts when
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these projects were initiated for cultural and broadly
defined tourism development needs--still these projects must
now be reassessed in the context of a more narrowly defined
mission for the IRRRB.

Eocus IRRRB resources on economic develooment. allocate by
gector, and adjusc quarterly.

The IRRRB should progressively lower its annual budgetary
allocations in the environmental, social and community
development areas. Future allocations in those sectors
should strictly meet economic development criteria. Only by
setting such targets and sticking to them will the IRRRB be
able to redirect its resources towards the problems of
economic growth in the Iron Range.

support the sectoral Drogram managers or “champions” in
preparing their annual Action Plans and developing their
proposed commitments.

Many economic development agencies feel it sufficient to
develop attractive assistance programs, advertise, ind then
react to proposals put forward. While this might be ade-
quate for economically-advantaged regions, it is not for the
Iron Range. Successful, proactive project development
efforts have the following common elements:

o Focussed industry/technology targets;

o An effective information network;

o A strong marketing/outreach program, built on a
commitment to cultivate potencial investors;

0 An attractive package, coordinated with other groups
and tailored to specific situation;

o A reputation for clean-cut aevaluation criteria and an
efficient evaluation process; and

o Political support at the state and local levels.

In developing this information network, the IRRRB should
establish linkages and possible joint ventures with other
states and regional economic development agencies. It is
important to avoid the sense of competing for projects with
other development agencies operating in the Board's juris-
diction. The IRRRB should work to include Duluth--possibly
through agencies external to the Tocaonite Relief Area, such
as the ARDC--in these informational efforts. This will
minimize duplication with other groups (see Chapter 1I).
More importancly, it will build a cooperative spirit with
Duluth as many of the Range's projects may come from com-
panies expanding out of Duluth, especially in the ser-
vice/finance/insurance sectors.
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Befine a comprehensive project evaluation svstem for the
IRRRB and accelerate adoption of standarxds. criteria, and
ment deals and leveraging IR"

Closely linked to project identification is project evalu-
ation. Economic development agencies typically evaluate
vhether or not to provide assistance to a company based on a
ranking of issues such as:

o The probability of 1longer-term economically viable
operations at the facilities to be assisted;

o Whether the level of economic benefits and job creation
for the region is adequate given the level of assis-
tance envisaged, including

quality and number of jobs created in the region,

level of economic impact,

diversification of the region's economic base,

technology transfer/enhancement of the region's
science and technology capabilities;

° The risk of default on obligations associated with the
financial assistance contemplated; and

° The "need" for assistance for the project to go ahead
considering the level of company investment after debt
financing and public assistance from grants and loans
and tax credits are taken into account.

Targeting may sound simple, but it is not. Promotion of
local investment is a competitive business: between coun-
tries, between states, between local and regional districts
in a state. The ingredients of a successful project devel-
opment operation are first, to offer sufficiently generous
terms to be competitive, second, to develop a package which
addresses the specific needs of the investor. The latter in
turn requires an understanding of the investor's industry
and his particular situation, flexibility in the assistance
programs, and above all imagination and skill--as the IRRRB
has demonstrated in the financial package developed for
Louisiana Pacific, for example.
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affectiveness of various IRRRB activities in achieving thege
LArgecs,

Performance targets should be developed for project expendi-
tures by sector consistent with generating the levels of
activity necessary to realize the Board's objectives (as
outlined in the economic development plan) and which provide
specific performance benchmarks. Targets should be estab-
lished by sector to include:

o Number of opportunities to be generated;
o Total investment to be generated;
o Jobs to be created or retained; and

o Regional impacts to be realized (e.g., activity multi-
pliers and diversification of the economic base).

Management must periodically review sectoral results and
report to the Board, probably quarterly.

Bursue more aggressive marketing and outreach efforts tied
to activities of others involved in marketing of north-
eastern Minnesota.

These efforts will be needed to generate a positive image of
the Ironm Range as a place in which to invest, and to foster
a view of the IRRRB as a responsive, pragmatic organization
with which to do business. The IRRRB should certainly work
closely with other groups, such as DNR, ARDC and the
Department of  Tourism, on developing promotional
information. However, the IRRRB will probably have to take
the lead. Three steps are critical in this effort:

] Qualify the lead and screen it to ensure that it meets
the economic development selection criteria;

Determine the chances of obtaining the project and the
costs/benefits of such efforts; and

Work with the potential client convincing it to locate
or expand in the Range.




12.

13.

The IRRRB, as the region’s econcmic dJevelopment agency,
should regularly schedule public workshops 1like LCMR':z
biennial workshops, possibly broken down 1into different
subjects and occurring in various areas of the Iron Range
over a several month periocd. The IRRRB may wish to jointly
sponsor such efforts with the Blandin Foundation and the
University of Minnesota (or the NE Minnesots Task Force),
though the outputs must be regicnally specific and usable by
the IRRRB in its economic development efforts.

reorganize itself into four divisions: PRlanning and Re-
ssarch (performing a program planning and project evalu-
acion function); Markecing and Development (handling che
marketing, packaging, and deal-making): Opsration and
Management (covering the operational mansgement of existing
agency projects); and Adainistration and Ceneral Services
(handling adainistrative support and housekeeping services
for the IRRRB and staff).

Specific job descriptions should be established clsarly
outlining the unique responsibilities of the IRRRB staff, as
shown in the recommended organization chart (Figure III-f).
This should help the IRRRB move from an agency organized
more by funding sources and msjor projects to ons concen-
trating on sectoral development activities and investments.

The IRRRB shiould develop and manage its own economic devel-
opment strategy, limiting its investments to the Iron Range.
Letters of understanding should provide guidelines so that:

) Social, cultural and community development should be
the principal responsibilities of state social agen-
cles, the Minnesota Historical Society. local coammuni-
ties themselves, and groups like the ARDC or the ACEAC:

o Kesource management, development, and long-term utfili-
zation should be the principal responsibilicies of DR
and LCMR, with UM(D) and NRRI providing research and
testing support for natural resource dsvelopment in
northeastern Minnesota;




14.

15.

Environmental protection and improvement in the Iron
Range should be within DNR's statewide responsi-
bilicies;

Support and coordination of local and regional (includ-
ing Duluth) economic development efforts should be the
primary responsibility of DEED and ARDC; and

o Essential support services from the public sector (such
as the Minnesota Attorney General) should be provided
in the Iron Range.

The responsibilicy of the Technical Advisory Committes (TAC)
should be broadened to include sll IRRRB proisct reviews and
its membership should be expanded to include members with
acononic development expertise,

The IRRRB needs to build on its successful use of the
Technical Advisory Committee (TAC) as ongoing advisors, but
taking on more of an economic development role involving
higher-risk investment programs. In addition, the IRRRB
should develop & two-track lending program with “hard”
(current program) and "soft” (such as interest buy-downs or
grant/loan mixes) monies. All of the IRRRB projects would
then go to the TAC for their review and approval assuming:

o Clear criteria and decision guidelines are given the
TAC by senior management; and

o The TAC are properly recompensed for the additional
work in broadening their role.

Ibhe IRRRB should establish a Financial Advisory Committee
(FAC) to provide overall technical advice on wavs the IRRRB
can best leverage its funds,

The FAC should include a local banker, a senior investment
analyst, and an economic development expert. This group,
which stould probably all be from the Iron Range to ensure
adequate understanding of the area’s needs, must provide
overall programmatic review consistent with the IRRRB's
economic development plan. In addition, the IRRRB needs
ongoing advice from the best financial minds available on
creative financing as a spur to the Range's economic
development.




As explored in Chapter III, the reasons for this are:

o To enabla the IRRRE to more closely liaise with DEED;

° To allow the IRRRB to mors closely coordinate with and
leverage complementary research institutions like NRRI:

To strengthen the Board's leadership role in the
region's economic development by including a senior
financier and businessman.

To maintain the current balance of Iron Range representa-
tion, the latter two new meambers should be appointed by a
majority vote of the legislators on the Board.

17. The Board should establish the investment decision criceria

The Board can thus protect itself from the difficult
tradeoffs between local community development demands and
longer term economic development needs. And, it will send a
clear signal to the region, as well as the state, that the
IRRRB is on a new, more defined course to restructure and
revitalize the Iron Range.

Few of these recommendations will require legislative action. We do
pot recommend extensive legislative reform because:

o The IRRRB functioned as well as it has over the years
because it has the flexibility to pursue a variety of goals
depending on changing needs;

o The shift towards economic development should not be re-
strained while awaiting final legislative approval;

° Most of the recommendations can be taken account of under
existing rules and regulations. The major recommendation
which will require legislation involves expanding the
membership of the Board. While awaiting the necessary
legislative cbanges, the Board could invite the new members
to participate at meetings, even though they would not be
allowed to vote.

These recommendations will allow the IRRRB to narrow its focus so that
it can significantly impact the Range given the IRRRB's resources and
the job ahead. In this way, the IRRRB will become a catalyst in the
region, a developer of ideas, an investment fund--the region's eco-
nomic development leader.



DVERY LES

A. ECONOMIC CORDITTONS
1. The Area

Ve define the Iron Range/Communities as three arsas: (1) the Mesabi
Range, a 100 mile-long by 10 mile-wide strip of land from about Grand
Rapids at the southwest end to Hoyt Lake at ths northeast end, (2) a
smaller area, the Vermilion Range, between Towsr and Babbitt to the
south of Lake Vermilion, and (3) a third arsa, the Cuyuna Range, to
the north of the Mississippi River near Aitkin (see Figure I-1). The
three Ranges constitute a central, hard-core zone of hardship. This
area produced the natural and human resources for a once-thriving
regional community.

2. HNineral Rescurces

After 100 years of mining, most of the iron ore in the region is
gone--soms 3.5 billion tons of it, shipped to the Nation's steel mills
and worldwide markets. But taconite, the "soft® ore bodies generally
occurring in deposits beneath the once thick seams of hematite iron
ore, remains in abundanca. Some say reserves are enough for up to 200
years at the Nation's current rate of declining demand. The Cuyuna
and Vermilion Ranges are no longer active producers of either; only
the Mesabl continues to produce significant tonnage.

Other minerals may prove significant in the future of the Iron Range.
There are known deposits of copper, nickel, manganese, uranium, gold,
silver, platinum, titanium, aluminum, cobalt and graphite. The Duluth
Gabbro complex, a formation lying along a 30-mile band between Ely and
Hoyt Lake, contains large but low-grade copper and nickel deposits,
the largest in the United States, with minable grades of material
containing an estimated 4.4 billion tons of copper/nickel. These
estimates do not include the Minnesota Greenstone formations, an
extension of Canada's mineral wealth in lead, zinc, gold and silver.
The Cuyuna Range is considered to have a high potential for manganese.

3. [Iorest Resources

Nearly one-half of Minnesota is physiographically defined as a forest
region, and one-third of the State's total land use--almost all in the
northeastern quandrant--is classified by the State as forest land. 1In
contrast to mining, timber harvesting under-utilizes this renewable
resource, leaving an abundance of over-grown spruce, balsam fir,
birch, aspen, and pine stands. The resource is also said to be
relatively less prone to disease and insect infestation and thus co
less resultant depletion than is timber in warm and humid fores:
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regions of the Nation. Within this extremely favorable timber and
wood products supply outlook for the State, the once-neglected but
more recently sought-after aspen (the only significant hardwood) is
over-mature and will die out unless harvested, and the forests will
convert naturally to the softwood balsam fir and spruce.

The commercial forest lands of the Arrowhead Region are estimated to
be 7.8 million acres. State-owned forests and parts of the U.S.
Rational Forest System almost completely surround the Iron Range, with
County and private forest lands also in abundance. Unfortunately, the
Iron Range itself is devoid of productive forest lands since virtually
all forest land is in private mine-company ownership, and the mines
have not developed these resources. Still, Superior National Forest
encompasses 2.1 million acres in Cook, Lake and St. Louis Counties.
The state manages 4.6 million acres of State Forests and other
State-owned land and provides forest fire protection on 22.8 million
acres. Thus, there is no shortage of wood within an average 20-mile
truck haul to any Iron Range community location. Moreover, since
1936, the U.S. Forest Service has operated the Eveleth, Minnesota
Nursery, now regrettably targeted for closure as part of the federal
budget-cutting effort. Its annual seedling production capacity is 8.0
million, and State nurseries shipped 56,420,000 seedlings during FY
1984-1985. Surplus aspen acreage on State lands is projected at more
than 300,000 acres by year 2000. Both Federal and State forests are
active in marketing and sale of timber products, and programs of
management and reforestation are significant.

4. Agxicultural Land

Vith a single exception, agricultural land is relatiwvely scaxce in
northern Mimnesota’s Arrowvhead counties and in the immediate wvicimity
of the Jrom Range townships. The reasons are clear: forest cover and
water predominate and the climaté is mot favorable to crop productiom.
125 days frost-free does not permit good
of swamps, peat bogs and timber stands.
The exception is peat, a highly organic ®soil® occurring matvrally in
abundance throughout the Arrovhead counties. Peat bhad long been a
source of borticultural soil conditioning and as sn ip _sity soil for
specialty txuck gardem crops such as cslery and ounious. Rscent
experiments with peat as an alternative energy fusl, by pelletizing,

In the Primary Taconits Tax Rslief region, a scant thres percent of
all land wvas planted to agricultural crops; 90 perceant of that plant-
ing was to hay, and almost nous reported as planted to truck garden
crops (1983). Also, an unusually high acreage is in public ownership.
For instance in Cook, St. Louis, Aitkin and Itasca counties between 54
percent and 89 percent of the land is publically owned.

5. ¥ater Resources
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One final commsut on the quality of the labor force, necessarily
rhnvu. nl-uooﬂ.dllnnan ?Eggﬂ!&oﬂe

%Egnn&’gﬁgilg
lu‘nseguovlvognr'un' We’ll nsver lsave
the Iron Range ... best place in the whole Stats.®

the women too. Pnnoln’nwonrhnig u!-llu..r-n
believe. I've got guuub& .nroo right now,
getting extra tecimical training.®

Unfortunately, with the cuxrent econcmic malaise in the Iron Range,
all of the above resources are under-utilized.

The effective combination of natural and buman resources is difficult
if oot impossible without bringing to bear the special skilis of
management. As the IRRRB wisely outlines in its business loan pro-
gram, management capacity and sound plaming are prerequisites to the
provision of project financing. Unlike the situation with respect to
patural and buman resources in the Iron Range commmity, there is a
definite shortage of managerial resources. Again, the reasons are in
the historical evolution of the commmity as a single-industry depen-
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a. The ARDC Small Business Assistance Network

This program, e«stablished in 1982, enabled the ARDC to work closely
of

t
business opportumnities. The nstwork exchanged information, referrals,
and problems, vith emphasis oo mstching business needs with those best
able to assist professiocoally in meeting them.

This is an IRRRB funded program under administratiom of the Mimmesota

Under license by Comtrol Data Corporation, Business and Technical
Centers (BIC's), located in Duluth and Crand Rapids, were desi to
provide space, services to nev small business, and ®"direct to
facilities, equipment and technology®. Additional BIC's
plazmed, with priority to a Hibbing location.

() More managerial and professional training, in keeping with
the excellent technical training asvailable in such places at
the Hibbing Vocational and Educational school;

and dasmaging images and the bad press given the region from
outside its borders.

The problem has been the lack of local initiative and locally spon-
sored development given ths extermally perceived umattractiveness of
the region with its relatiwely high labor costs and umionization,
surplus resources, and distant markets.




8. Finapcial Resources

The Iron Range commmity has a broad range but apparently meager
supply of private and public investment funds. The ARDC makes this
point in its regional assessment of 54 banks throughout the region to
determine statutory lending limits and to assess the banking commmmi-
ty's "areas of concern® in commmity lending.

In the private sector, it secems to us, there is not so much a shortage
of capital as a strong reluctance on the part of major banks to
release an ample supply of capital for Iron Range investment. ITwo
aspects ars seemingly prevalent: the larger State-wide “city*
banks--Borthwest Bank Corporation and First Bank--ars accused of
*redlining® the Iron Range as a high-risk area for amy kind of loan.
Even though thesse banks have the

their loan-to-deposit ratios are the lowest. The smaller but still
sizable locally-owned banks, desp to

financially, are reluctant to commit funds to the many
($50,000 to $100,000, five to 25 jobs) that seek funds often because
of a perceived lack of necessary

institutions camot commit the kind of cspi

local pooling of resources by these local banks has been tried, the
banking commmity appears reluctant to entsr into such arrangements
wvith their competitors.

In the public sector, a proliferation of somes 25 types of financing in
the past two decades from State and Federal sources was identified by
the ARDC: venture capital funding, cspital grants, interest
write-downs, equity loans, loan guarantees, long-term financing,
interim counstruction and working capital loans, among others. The
problems here have not been reluctance to take high risks so much as:

o Inadequate evaluation mechanisms;
o Protracted review processes; and

° Assistance size 1limits that preclude the larger, more
significant investments needed for the economy.

In summary, as ve viev the economic base for the Iron Range, the four
basic ingredients or “"factors of production” as classical economics
defines them, are found to be mutually interdependent to a high
degree. An abundance of land (i.e., the mines, forests and farms) is
Do assurance of viable development, even when cosbined with a surplus
labor force of good to excellent skills. This cosbination simply
lacks the necessary managerial skills to carry out and sustain devel-
opment, and the critical capital sources to sustain such growth.

9. [Esploywent and Productiog

Based on our evaluation of the Iron Range's econowmy, there are four
major economic sectors that will figure importantly in the future of

A\ Arthur D. Little. Inc. a-7
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o Blandin in Grand Rapids, with a Dev 140,000-cord plant
(1982);

) Potlatch fn Cock, Bemidji and Cloquet, with two new
160,000-cord plants;

o Northwood Paperboard with a new 40,000-coxrd plant in Bemidji
(1982);

o St. Regis with a nev 60,000-cord plant in Sartell (1982);
o Boise Cascade at Intsrnational Falls; and

) louisiana Pacific with announced plans for a major invest-
ment in Two Harbors.

s as
well.® The Forest Service programmed sales offering plan for the
1981-1990 period is 97 million board feet, rising to 117 million board
feet during 1991-2000, and to 132 million board feet as a long-temm
average anmmal allowable sales quantity on a sustained yield basis.
Actually, with all the surplus of publically-held forest land, most

industry is ubiquitous, ssasonal, and coostantly changing. As a
result, employment is very hard to measure, and there is no consistent
msasure of sector production. Competition for the tourist dollar is
fierce among regions, and promotionmal activities abound. WUages are
generally low throughout the industry, often including in-kind
meals-and-lodgings compensation for service and maintenance work.

A=9
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Several estimatss of State-wids, regional and local employment have
been attempted. A recent analysist is very informative. Five metro-
politaa impact centers in the Stats were said to have drawm 70 percent
of the $4.4 billion spent in Minnesota im 1983. The other 30 percent
was sharply focused in three distinct regions: Area I, Brainerd/Crow
Wing and WValker/Cass counties; Area II, Ottertail/Douglas/Becksr
counties; ndknm.ths'lotthﬂnnmr'muuotm&
St. Louis, excluding Duluth (ome of the metro impact centers), Laks

and Cook. mummmwmofmm
areas’ economic base {see Table A-8). Unfortumatsly, the Iron Range
is:

«..compietely surrounded by abundant tourist and recrea-
tional smenities but is not itself, with its devasted land
disturbance from a century of mining, either the kind of
concentrated lake region for which Mirmesotz is famous, mor
is it outstanding for scenic besuty of a kind that attracts
the envirocmmentally sensitive tourist. MNoreowver, wvhile the
six counties could claim 13,167 tourism smployees, nearly
twice the mmber in taconits mining and processing, the
total wages of these widely-dispersed and largely seasonsl
sexrvice-type workers is probsbly less than oune-half the
total wages of mining industry worksrs. Hence, the economic
multiplier effect of the tourism sector is sharply lower
than is that of the mining sector activitiss. (Wood, 1985)

Turning to the noun-resource-based sector, our focus is primarily om
the technologically advanced kind of light mamufacturing that has
occurred in Silicon Valley, the Boston area, and Austin, Texas. It is
a well-known "lawv” of modern economies that a product of high wvalus,
low weight, and small bulk is oot in the least locaticu-dependent in
today's world of raspid transportation and instant commmication. That
is, plant location can be independsnt of both raw material supply
location and market location. In the world of electromics gear,
Mimneapolis can compets with Tokyo, or with Frankfurt, sad so forth.
The question becomes: if Mimnmeapolis can compets, how about Hibbing
and Virgivia on the Iron Range?

Bibbing Electronics Corporation is such a success story on the Iroan
Range. This cospaisy did oot exist less than 10 ysars ago. Today, it
employs mnearly 400 skilled production workers, techmicians, and
engineers. It has amual sales of $34,000,000, and ships its many
products to major centers from coast to coast. It has found a market

*Wood, Thomas J.,
Nimesota Counties for 1983, Tourism Management and Development
Center, School of Business and Economics, UM(D), Jamuary 1985.
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niche in the sub-assembly phase of electronics systems production with
an outstanding record for quality. 1Its clients include the M
Company, Xerox, IBM, GE, Western Electric, Control Data Corporatiom,
all of the regiounal Bell telephone companies and many others. It is
expanding to possibly 600 employees and has started a related

mstals fabrication compsuy. It was locally initiated, is
locally owned and mznaged, and has drawn entirely upon the local labor
force.

A second fledgling electronics firm in the Iron Range commumity is
Virginia Electronics Corporation, smaller and younger than the ons in
Hibbing, but with an apparently promising start. It is about six
months to a year inte full operation, and is engaged in operations
similar to those that Hibbing Electromics has been so successful in
launching. Future plans say diverge into component manufacture.

Anotbher non-resource based industry which may have growth potential in
the Rsnge is the financial service industry. Financial service
companies are very labor intensive, as compared with manufacturing or
extractive industries. In the insurance industry, labor is the
largest single item of operating costs (i.e., costs excluding claim
payments) followed by EDP and tslecommmications costs. The same is
trus gensrally for other financial service compasnies. However, these
sectors are already sutomated to some degree and additional automation
will occur in the future. Increased automation does two things:

o Beduces the total labor content of financial service cost;
and

o Requires clerical staff who can be trained to use computer
data entry and perform related tasks.

In addition to clerical labor, financial service companies require
people with data processing skills (system design, computer program-
ming, and technicians) as well as specizlized and professional train-
ing (such as actuaries, underwriters, claiam adjusters, loan officers,
and trust officers). Thus, the supply and cost of labor is important
to many fumctional activities.

In addition to a large labor force, and its associated costs, other
factors isportant to financial service companies include:

o Other facility operating costs (such as telecommmicatious
and remt);

o Industry specific regulations, enticements or constraints;
) Infrastructure (such as high quality telecommmications,

good postal service, and svailsbility uf-techmical training
facilities or institutions);
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°o The general business euviromment (including the tax treat-
mant of corporaticus in general, ths threat of unionization
and other forces which affect the cost of doing business);

° For soms operations, the proximity to corporats headquar-
tars; and

o For corporate headquartars, the proximity to customers or
major finsncial centers.

With the exception of the two electronic firmsg discussed above, we
have not found in the Rangs any esbryonic electromics-rslated, techmo-
logically oriented financial service firms. Almost all companies--and
there are 50 or more well-established and locally-owned firms--are
nining-related (irom castings, fabricatioms, drills, welders, machine
shops) or forest products-relatsd (wood furnaces, snow fence, wood
building materials, cabinst and furniture, wasts-wood pelletiers).
For non-resource-related enterprises to taks bhold, the Iron Range must
correct the misconceptions and erromsous images that outsiders have
about the area. Ssction B, below, assessss the extant and quality of
local infrastructurs, commmity facilities, and basic services that
will be important in supporting a mew and different Irom Range commu-
aity in the future.

a. Transportation

(1) Roads--Principal roadways within the study area are:

[ US 51, following the Lake Superior shoreline from
Duluth to Grand Rapids and into Canada;

° US 53, connecting Duluth with International Falls via
Eveleth, Virginia and Cook; and

o US 2, connecting Duluth and Grand Rapids.

While ths road network is adequate, highway access to major
w- U.S. markets is relatively poor due to the remote location
of the Arrowhead Region. Furthermore, lack of Interstate
Highways reduces the amount of highway traffic passing
through the region to Canada and to other portions of the
United States.

(2) Railways--The Arrovhead Region has excellent rail ser-ice
provided by seven rail carriers moving bulk commodities such
as taconite and wood products. The future of passenger

4 service (providing service to tourists and others) to Zul.:th
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3)

L)

(2)

(3)

from Minneapolis is uncertain due to Amtrak funding cut-
backs.

Airports--Four communities within the Arrowhead Region
(Duluth, Hibbing, Grand Rapids, and International Falls)
have scheduled air service. Service to Duluth and Hibbing
has been recently reduced due to deregulation. According to
a 1984 Fantus Report, the amount of scheduled air service to
and from the region is below scheduled service levels
provided to other randomly selected regions with comparable
size (250,000 to 300,000 population). While scheduled air
service is below average, facilities at 12 regional airports
are relatively good.

tilities

Water Supply--According to the 1984 Fantus Report, all
comnunities in the Arrowhead Region have excess pumping
capacity. The average monthly water bill of a sample of
communities is lower than Minneapolis, but higher than St.
Paul and potentially competing communities in Wisconsin. To
reduce cost, companies using large volumes of water may have
the option of developing independent ground and surface
water supply sources.

Wastewater Treatment--A majority of communities have excess
sewage treatment capacity with the exception of Aitkin,
Bovey and Virginia. Treatment costs compare favorably with
competitive locations in Minnesota and Wisconsin.

Electricity and Gas--Most communities are served by Minneso-
ta Power Company. Hibbing, Moose Lake, Mountain Iron and
Virginia are served by municipal electric utilities and
Aitkin is served by a rural cooperative. Typical monthly
Minnesota Power electricity bills are lower than average
U.S. electric bills. Average West North Central monthly
bills are slightly lower than Minnesota Power bills, while
Northern States Power (which is the major competing Minneso-
ta utility) electricity bills are 15-25 percent below
Minnesota Power electricity bills.

A majority of communities in the Arrowhead Region receive
natural gas service from Inter-City Gas Company. Hibbing,
Two Harbors, and Virginia operate municipal gas systems.
According to the 1984 Fantus Report, natural gas costs are
well below costs in Minneapolis and St. Paul, and a number
of locations in Wisconsin. The exception to this cost
advantage is the fact that at higher levels of consumption
(20,000 mef), Wisconsin gas costs are below avarage costs in
the Arrowhead Region.
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(4) Communications--Northwestern Bell Tela2phone Company serves
the Grand Rapids area with basic phone service, including
low-cost, high-volume discount service. High speed voice
and data transmission is most likely available in the Iron
Range. Availability would need to be reviewed on a
case-by-case basis.

2. Commmity Services

a. Educational and Cultural Services

(1) Secondary School Systems--Regional secondary schools have a
good reputation resulting in a well-educated labor force.
Approximately 60 percent of high school graduates continue
with some form of higher education.

(2) Voc-Ed and Higher Education--There are 5 voc-ed colleges
with enrollments over 100 students in the Arrowhead Region.
Two of these colleges are in Duluth, the remaining colleges
are located in:

- Itasca County;
- Eveleth; and
- Hibbing.

In addition, there are 10 smaller voc-ed colleges located
throughout the region.

On-the-job training resources are available as a result of
Federal Job Partnership Act (J.T.P.A.) and the Minnesota
Emergency Employment Development Act (MEEDA). JTPA provides
full reimbursement to smployers for pre-job training and
will cover 50 percent of hourly wages for on-the-job train-
ing for up to six months. MEEDA allows state subsidy of up
to $5.00 an hour for wages and fringe benefits of persons
employed under the program.

There are three higher education institutions in the seven
county region. These include:

o University of Minnesota, Duluth--enrollment about
6,600;

o College of St. Scholastica--enrollment sbout 1,000;

o Arrowhead Community College with campuses located in:

- Hibbing

- Virginia

- Ely

- International Falls.

A
(4]
(3]

Annually, about 250 students receive certificates
Arrowhead Community College.
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Local industry representatives claim that they have been
greatly helped by local vocational-technical schools. It
has been reported, however, that the engineering program at
the University of Minnesota could be strengthened.

(3) Museums and Tourist Attractions--Northeast Minnesota has a
diversity of museums and exhibits located throughout the
Arrovhead region. These are listed in Table A-9. Major
attractions include the Iron Range Interpretative Center and
the Hull-Rust-Mahoning Mine in Hibbing. Both are listed in
the American Automobile Association JTour Book as having
"particular or exceptional interest and quality."

b. Outdoor Recreation

Northeastern Minnesota contains numerous lakes, abundant
wildlife and varied resources for outdoor recreation in all
seasons of the year. The Arrowhead Region includes 12 State
Parks: seven along the coast of Lake Superior, two in the
central Mesabi Range, and three in the west. Virtually all
offer facilities for camping, hiking and f£fishing; the
majority also maintain trails for snowmobiling and
cross-ccuntry skiing. 1Inland parks are more likely to
provide facilities for swimming and boating (mainly
canoeing) than are those on the Lake.

Federal 1lands include Voyagers National Park, on the
Canadian border near International Falls: Superior National
Forest, which covers about 1 million acres in the Central
Mesabi Range; and Chippewa National Forest, toward the
wvestern side of the Range. In addition to a full range of
facilities for outdoor recreation, each of these sites also
offers one or more Visitor Centers, lodges and cabins, and
food service. Grand Portage, Minnesota, is also the closest
land point to Michigan's Isle Royale National Park.

wg

At least five commercial ski areas operate in the region,
including: Spirit Mountain in Duluth (which we understand /
was initially developed with federal money), the Lutsen Ski ‘
Area, Quadna Mountain Resort at Hill City, Sugar Hills near

Grand Rapids, and the IRRRB's Giants Ridge Ski Area at
Biwabik.

Each of these resorts offers facilities for both alpine and
cross-country skiing. The Minnesota terrain allows only a
modest vertical drop for alpine skiing (450' at Giants
Ridge), but the cross-country potential is exceptional, with
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trails interconnecting both public facilities and commercial
resorts. The Giants Ridge Ski Area promotional brochure
claims that over 200 miles of groomed snowmobile trails are
connected to the Giants Ridge facility, running from Grand
Rapids, Minnesota to the Boundary Waters Canoce Area.

Giants Ridge has been officially designated as an Olympic
Training Center by the United States Ski Association, an
honor shared with only two other ski areas: Lake Placid, NY
and Squavw Valley, CA (thas latter is currently inactive).

Current development at all of the ski areas except Giants
Ridge includes condominiums as well as lodges and other
transient support facilities.

3. Envirommental Conditions
a. Anenities
(1) Air and Water Quality.

Most of the Iron Range counties meet primary and secondary
Environmental Protection Agency National Ambient Air Quality
Standards. Exceptions to this include portions of St. Louis
County which do not meet secondary Total Suspended Particu-
late (TSP) Standards.

According to the Environmental Protection Agency 305 B
Report on water quality in Minnesota, water quality in
Northeastern Minnesota is quite good. The only exception to
this is an elevated level of taconite fibers in Lake Superi-
or. This problem is being reduced due to Reserve Minings'
switch to discharge of taconite tailings to &n inland lagoon
rather than to Lake Superior.

(2) WVaste Disposal and Aesthetics.

Disposal of overburden resulting from mining activities
occurs in a zone of mining activity in Itasca and St. louis
counties. The zone is approximately 100 miles leng ard 15
miles wide. Given that the overburden has not been returned
to its original contour, the existence of mining activity is
noticeable. This is due both to the low relief of ths area
and the fact that it takes approximately 25 years for
natural restoration of vegetation on areas digturbed by
mining activities.

It is important to note that none of the major mining
activities are located in scenic areas along the North Shore
of Lake Superior, the Boundary Waters Cance ..rea along the
Canadian Border, or adjacent to the Giants Ridge Ski area.
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As of 1982, capacity for solid wvaste disvoszal for cities and
towns in the area was limited to less than five years in St.
Louis and Lake Counties. All other Iron Range Counties have
more than five years capacity for solid waste dispos.l.

b. Problems Related to Land Reclamation.

Reclamation of areas disturbed by mining is very costly;
however, planting and contouring of disturbed areas can
accelerate the restoratiocn of disturbed mining areas.

C. DOSSIBLE INVESTMENT AREAS

The timber and wood products sector may offer the best prospects for
near-term job creation, industrial diversification, and growth. The
non-resources-based seccoxr, specifically electronics-related produc-
tion, also seems to offer near-term economic benefits for a given
investaent of time and money. In what follows, we outline--as indica-
tive of the work the IRRRB needs to do--possibilities and constraints

in: timber and wocd products, non-resources-based light
manufacturing, financial services, agriculturs, mining, and tourism.
Tha Tisber Bas

Minnesota has & timber base of about 11.5 billion cubic feet of
growing stock, about one-third softwoods and two-thirds hardweood.
They are concentrated in maturing forests in the northeast region.
The characteristics of the resource are:

e The availabilicty of small diameter softwood and hardwood
provide a good fiber source for printing paper mills;

° Shortage of large dismeter logs has limited sawmill capaci-
Ty,

o An abundance of aspen hardwood (a preferred species) has
encouraged waferboard production; and

° An abundance of small diameter logs suggests uss in other
reconstituted board products such as oriented strend board
(OSB) and medium-density fiberboard (MDF).

Intensive forest management has been limited since pulp and paper
companies only own 5 percent. About 40 percent of the timberland is
under private non-industry ownership and these owners may play a
significant role in the future improvement of the state's timber
resources. Policies that make timber growing more profitable, and
assistance on forest management to these owners, will help achieve a
more favorable timber outlook.
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The forest products industry is the third largest manufacturing sector
in Minnesota, with the following major products and their markets:

a., Pulp and Paper

This segment in particular has made major contributions to the state's
economy. Over 100 million cubic feet of roundwood and plant residues
are used. Mills in the region produce printing papers which take
advantage of the lower-ccet aspen hardwood which can be blended with
more expensive softwoods. Boise Cascade, 5landin and Potlatch operate
pulp and paper mills which, although not new, are gensrally well
maintained arnd competitive in today's wmarket environment. Boise
Cascade and Blandin have studied the addition of new papermaking
capacity, but projects have been postponed.

The coated printing papers are used in printing magazines, catalogs,
and brochures. Uncoataed papers are used for printing, business forms
and envelope converting. These mills have access to major print
markets in the Chicago area with reasonable transportation rates. New
capacity to produce coated printing papers has been announced for
mills in Wisconsin and the South. The future competitive position of
both Blandin and Potlatch, who produce coated papers, will depend on
their ability to be equal or lower on a delivered cost basis. Boise
Cascade is particularly wvulnerable to several large commodity size
facilities now under construction in the South which are expected to
become price leaders for uncoated printing papers. Wood fiber and
energy will continue to be the most important elements in mill menu-
facturing costs. Typically, mills use waste wood as a fuel, which is
very plentiful in the Range.

b. Reconstituted Wood Products

The large volume of aspen available in Minnesota is a valuable re-
source for production of waferboard, a reconstituted structural wood
product. Lower quality trees can be used in the manufacturing process
and demand for the product is expected to grow. Production of recon-
stituted wood products such as waferboard and OSB (oriented strand
board) requires reasonably good wood, and fiber characteristics
espaclally size and fiber orientation are carefully controlled in the
finished board. In contrast to a plywood plant, where wood is typi-
cally 60 percent of the total panel cost, wood cost in waferboard or
0SB can bs 25-30 percent of the total panel cost. Both of these
* products are very cost competitive compared with softwood plywood.

c. Products and Markets

Reconstituted boards are relatively new products which compete directc-
ly with softwood plywood in the construction markets. In 1984 in the
United States, zbout 20 billion square feet (3/8") of softwood plvwood
was used compared to 2 billion square feet (3/4") of reconstituted
board products. However, all growth in the structural wood products
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market resulted from consumption of reconstituted board. This trend
is expected to continue as demand for these lower-cost substitutes
grows at the expense «f softwood plywood. The market for waferboa:d
and 0SB is closely tied to residential housing activity and interest
rates. Although about 25 percent of the market is associated with
remodeling and additions, the largest share is associated with new
construction activity, and as such has highly cyclical and seasonal
patterns of consumption and production. Nationally, housing starts
jumped 16.2 percent in March 1985.

Because of building codes and industry standards, final products tend
to be physically and structurally identical to one another. These are
true commodity products and price is frequently the sole decision
criterion. Having a "better product” does not maan increased market
share. Sales are very sensitive to price differences among manufac-
turers and price increases over market levels due to adverse transpor-
tation requirements (such as distance from major markets) can serious-
ly affect market share assuming no availability problems.

The advantages of using some of the smaller hardwood trees available
in the region for manufacturing reconstituted board products has been
recognized by the IRRRB. The increase in Southern OSB capacity would
affect the future role of waferboard versus 0SB and the type of
product best suited to manufacture in Minnesota.

d. Medium-Density Fiberboard (MDF)

MDF is a reconstituted board product that is primarily used in furni-
ture and cabinets. This product showed good growth over the past two
years and over 600 million square feet (3/4") were produced in the
U.S. in 1984, predominantly in Southern mills. Capacity increases are
underway including plants in Michigan, Pennsylvania, New Mexico and
Arkansas. There are no MDF plants currently operating in Minnesota:
however, the IRRRB is seeking private investment for a plant in the
Wood Industrial Park in Hibbing. Bark and wood residues from cthe
plant would be used in the city's steam boilers. Given the availabil-
ity of low-cost roundwood, a major consideration for such an operation
would be the market opportunity within a reasonable transportation
distance from the plant.

Four specific and interrelated activities could warrant investmen:
prioricy:

(1) Maintaining the Eveleth Nursery, now targeted as surplus arnd
for disposal by the U.S. Forest Service, as an Iron Rarge
forestry research center and source of seedling stock :I:-r
major reforestation programs.

(2) Aspen tree farming in the under-utilized agricultural .s-
in the immediate Iron Range community. Aspen is sa.:Z
"grow like weeds" and is a preferred wood for high-czrs -
low-ash,
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high Btu content pellets. The Nursery might be a catalyst
for locally owned tree farming enterprises. The rationale is
that lower-cost alternative fuels are vitally important to
economic gnd social conditions.

(3) Expanded development and marketing of projects using wood
fuels. The technology for production of wood pellets has
been established for a number of yeirs but the industry
record has been one of limited success. High volume users
often opt for less expensive wood chips, believing that
benefits offered by pellets do not justify the added costs.
The American Bio Energy Company, near Virginia, stresses a
high quality product made of higher grade raw wood resourc-
es. The company's expansion potential is considerable.
However, there appears to be a lack of technical development
projects which might expand the market for conventional wood
fuels. Such projects might include the development of wood
gasifiers which could be used to retrofit gas and oil-fired
packaged boilers or perhaps even £ind application in
direct-fired dryers or sludge incinerators. Such devices
vill ulcinately expand the use of wood fuels beyond the
applications which require investments in new boilers or
retrofits of existing solid fusl furnaces.

(4) Renewed efforts to "market" the Wood Industrial Park i{n
Hibbing. The Park has all the necessary utilities, but {s
still without an occupant for dimension, structural, and
specialty wood products production as well as a medium-
density fiberboard plant.

2. Non-Resource-Based Light Manufacturing Sector

The second near-term opportunity sector which holds promise for job
creation and industrial diversification in the Range is the 1light
electronics manufacturing industry. Light manufacturing is differen-
tiated from heavy manufacturing by the ratio of assets to employees.
Heavy manufacturing industries have high asset to employee ratios (S1
million/employee) as are common in steel-making, mineral extraction
and petro-chemical refining businesses. Asset/employee ratios of
light industries are more likely to be $15,000 to $20,000/employee as
exemplified by medical equipment, electronic component, furniture, and
industrial equipment manufacturing. Thus, the lower asset/emplovee
ratio businesses of light manufacturing tend to create more jobs for a
given size business.

The U.S. electronics industry has a mix of very large (General El¢:-
tric, IBM, GIE) and very small business (Hibbing Electronics, Virg.-.a
Electronics). It is also very diversified: military/goverrze-:
consumer, active (semiconductor) components, passive compone: -,
medical, communications, industrial control, information proces:.

and instruments, ;.us a broad range of supporting produc:s
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industries 1like electronic/electrical chemicals, wire and cable,
contract manufacturing, printed circuit fabrication, assen-
bly/production equipment, and electronic "hardware" (fasteners,
cabinets, fans, motors).

Some of these business areas, like semiconductor fabrication, are
asset intensive. Others, 1like information processing equipment,
scientific instruments and assembly/production equipment design
require laxgs cadres of highly skilled, specialized engineers and
workers. These business areas, therefore, are not likely investment
targets for IRRRB. Passive componencts and contract manufacturing are
two potentially attractive target areas for IRRRB economic develop-
ment.

a. Electronic Contract Manufacturing

Electronic contract manufacturing has always been an electronic
industry supporting business as: a subcontractor for military prod-
ucts, a provider of additional capacity for companies like IBM, and a
supporter of smaller companies with limited manufacturing facilities.
In more recent times, electronic contract manufacturing has become a
major growth business sector driven by the high growth rates, short
product life cycles and changing manufacturing practices in the
communications and information processing industries. For example,
IBM extensively contracted-out for the PC junior and has for years
subcontracted much cable assembly work. All aerospace companies, and
some military agencies, utilize electronic contract manufactures.
Virtually all electronics companies use outside printed circuit board
manufactures (a specialized contract manufacture).

Like general light manufacturing, electronic contract manufacturing
makes small production runs, must be flexible and adjust to changing
contract jobs, and employs hand and semi-automated production tech-
niques. Electronic contract manufacturing is therefore a good match
to Iron Range resources of:

[ available unskilled and semiskilled labor;
o attractive financial incentives; and
° available transportation, and community support.

The IRRRB has supported two electronic contract manufacturing opera-
tions already: Hibbing Electronics and Virginia Electronics.

Despite these attractions, which help to qualify the Iron Range for
location considerations, they are probably not enough to sway rmary
final decisions. Again, something differentiating, unique, is neecec
to offer prospective companies, especially those considering a move :o
the area. For example, the primary motivation for Hibbing a-n2
Virginia Electronics to locate in the Iron Range is that the owmers
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had lived in the region previously. They did not relocate there
without a personal link to the area. What can the IRRRB do?

° Help create a broad avareness in the electronics industry
for Minnesota's capabilities in contract manufacturing.
Promote the Iron Range as an "Electronics Contract Manufac-
turing Centex;"

° Encourage the development of a supporting infrastructure;
printed circuit board manufacturing, job training, plating
facilities, and electronic parts wholesalers; and

° lIdentify and promote a common, unique, valuable characteris-
tic about northeast Minnesota contract manufacturers, such
as quality and zero-defects production.

There are some important hurdles. The electronics industry is tempo-
rarily down, and stimulating new contract manufacturing start-ups or
encouraging relocations will be very difficult for the next two years.
However, this could also be an opportunity for IRRRB to get its
programs and promotion in place and timed for the next upswing. A
second hurdle is remoteness. Contract manufacturing like to be close
to their customers, although this is somewhat less important if good
truck and air transportation are available. Targeting electronic
companies in the Twin Cities or Chicago for business should therefore
be a first priority.

b. Electro-Mechanical Electronic Components

Electro-mechanical electronic components are connectors, relays,
timers, switchers, Lkeyboards, and transducers. These products share
characteristics common to contract manufacturing:

o Semi-automated production;

o Unskilled and semiskilled assembly;
° Packaging test and inspection;

o Small production runs; and

o Moderate technology content (compared to computer design or

) semiconductor fabrication). Production requires general elec-
tronic assembly, machine tool (screw machine, stamping), ancd
plastic molding capability

The lron Range's general advantages are the same as for con:tra::
manufacturing: available labor, good transportation, financ:.:l
incentives, community support. However, this business sector regqu:r-:
capabilities in machine tool, molding operation, and tool, die

mold design and fabrication. The availability of this impor:=. -
capabilicy in -
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Iron Range will take time to develop. The electro-mechanical
components part of the electronic industry is relatively mature and
vell established in current locations. Providing incentives to
relocats will be difficult. Some promotional ideas that could help
overcoms these hurdles are:

° The availability of non-union laboz;

o Developing facilities to process plating chemicals; and

) Supporting “technology center® to focus on improving
small-scale, flexible, electronic manufacturing.

3. [Einancial Sexrvices

Financial service opportunities typically encompass:
° Insurance Companies

Home Office

EDP Facilities

Regional Office
Claim Office;

o Insurance Third-Party Administration

Headquarters Office
Check Processing, etc.
EDP Facility

Credit Card Operations.

The major criteria companies use to differentisce areas are:

Labor force characteristics;
Operating costs;

Industry specific factors;
Infrastructure;

Business environment; and

Location or proximity to customers.

0 000O0O

%

_ Some insurance companies are growing rapidly due to their line of
business mix or marketing emphasis. These companies will cpen new
offices, principally in the South and Southwest--i.e., higher than

- average growth areas. If location conditions are right, a company may
consider opening a new office in a slow growth region like nertheast-
ern Minnesota.

Insurance companies locats regional offices (100-400 pecple) and clais
offices (20 to 200 peopls) away from their corporate headgquarters.
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Dats processing facilities are being relocated by many companies from
downtown to suburban locations, but generally within the same metro-
politan area. Some insurance companies will probably relocate corpo-
rate headquarters from large urban areas to suburban or other metro-
politan areas. However, the type of labor force and other require-
ments necessary to support a data processing facility and home office
are quite different from those of a branch or claims office. For
exsmple, one moderately large property casualty company relocated its
home office from Los Angeles to Cincimnati in the mid-1970s and, as a
result, lost most of its actuaries and many underwriters. It took
several ysars for the company to rebuild its actuarial and underwrit-
ing staffs dus to a lack of these skills in the Cincinnati area. The
seven county area of the Iron Range is considerably less likely to
have adequate technical skills.

The IRRRB region does possess some of the attributes important for
branch and claims office operations, such as low clerical labor costs
and low rents. If telecommunications services erd facilities can
handle high speed voice and datc >ransmission and if UATTS-type
services are priced competitively with other parts of the country,
this would enhance the attractiveness of the region. GCood postal
service would also be a positive factor. :

Negative factors include the state’'s “comparable worth" lav.
Minnesota passed a lav last year that by October 1985 all public
entities must have & "pay equity" program in place. A specific
example of what this means is that a public agency needs to rank jobs
based on criteria like supervisory responsibility and other factors so
clerical workers could be compared to other groups; then adjustments
in pay scalgs would be made to assure that "comparable” jobs paid the
same wage. The intent of “comparable worth" regulations is to
equalize pay differences, which are apparently gender-based at
present. While the regulation only applies to public entities now, it
could be extended to private firms or affect wage levels in occupa-
tions which currently pay lower wages.

The presence of this regulation in Minnesota will reduce the attrac-
tiveness of Minnesota as a site for clerical operations. It will have
lictle or no effect on technical skills (actuaries, or EDP).

4. Agricultural Sector

The adaptation of peat (organic) soils for agricultural uses is a
commonly accepted practice in many areas of the Nation. In fact, for
several of the high value fresh vegetable crops, muck soils are the
preferred medium. Large acreages in Florida and New York are devoted
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to vegetable production as well as smaller areas in Wisconsin and
Michigan. Some peai.ands have been drained and developed for agricul-
tural use in Minnesota, but these have been mostly in regions south
and vest of counties targeted by the IRRRB and the utilization has
been mostly for field crops.

Even though Minnesota ranks third nationally in the production of
processed vegetables, fresh vegetable production is almost nil. There
is a groving desire among state agricultural leaders to increase fresh
vegetable production and the development of even a smsll portion of
the peatlands would contribute significantly to increased state
production. The Irom Range has a climate characterized by a short
(100+ days) growing season, cool temperatures, and long periods of
daylight. These climate conditions are compatible with the growing
requirements of numerous vegetables commonly grown on mucklands such
as iceberg and leaf lettuce, day and green onions, carrots, radishes,
and potatoes.

a. Type of Development Possible

For zany reasons, the Iron Range has experienced very little agricul-
tural development compared to c¢~her regions within the State. Conse-
quently, there is a shortage of some of the key resources required for
development 1including experienced and/or innovative farmers,
agricultural input industry support, knowledgeable financing
organizations, and functioning market structures. Over time, many of
these resource shortages can be alleviated with the appropriate public
and private support. Perhaps the most serious deficiency is that
involving marketing organizations and facilities. The fresh produce
business is a very coampetitive industry and any naw participant must
be prepared to meset the needs of the marketplace for quality,
packaging, service, and adequate supplies. It is doubtful that small
farmers can compete in the marketing area independently so it may be
necessary to form some type of joint corporate or cooperatives
marketing organization complete with the requisiie cold storage and
packing facilities.

Some of these difficulties might be by-passed by attracting
out-of-state operators into Mimmesota to develop the peatlands. It
may be possible to interest, for example, large and sophisticated
Florida farmers (growers and marketers) in establishing a summer
season operation in Minnesota. This has occurred in Michijan vwhere A.
Duda & Sons, large, diversified farming and agricultural operators
from Florida, opened up considerable acreage. These operators have
the experisnce of growing vegetablss on muck, and perhaps more impor-
tantly, the market contacts and acumen required to successfully sell
their producticn. Thus, they do not need to be educated or supported
in any way and they can serve as examples for local entrepreneurs o
emulate. The risk is that the local populace and/or political struc-
ture will resent the importation of outsiders into their local indus-
tries.




b. Development Constraints

Undoubtedly, there are physical limitations and problems that will
prevent any agricultural development on at least some of the
peatlands. However, the greatest constraint to development may be the
regulatory environment prevailing in Minnesota. It appears that at
least four separate permits will be required prior to the development
of any land including:

1. Vater Appropriation Permit (Departasnt of Natural Resourc-
es);

2. Protected Water Permit (Department of Natural Rescurces);
3. MPDS Permit (Minnesota Pollution Control Agency); and

b, Environmental Review Permit (Minnesota Pollution Control
Agency).

Each of these procedures lasts 90-180 days and i{s judged on site
specific data. The outcoms can be go, no go, go with conditions and
limitations, or start over and prepare an_ senvironment impact state-
nent. The :is¥e« of having onerous conditions placed on approvals
(e.g., water treatment plants) or having to prepare an expensive
environmental impact statement will cextainly inhibit development. in
fact, the whole permit approval process presents a serious barrier to
individual farmers. Gathering the data required by the state agen-
cies, presenting it in the required format, guiding the application
through a remote bureaucracy (150 miles away) and responding to the
inevitable public interest group challengss are more than most farmers
are capable of. In addition, agriculture is a very risky investment
and the addition of this incremental expense and contingent risk is
probably enough to make agricultural development unattractive.

c. IRRRB Role

As a catalyst for development of peatlands for agricultural produc-
tion, the IRRRB could play several key roles:

° Since the permit approval process riy effectively block any
peatland development by individual farmers, the IRRRB could
assume an "ombudsman” or "advocate” role for the farmers by
actively assisting thea in filling ocut applications, gather-
ing required data, and shepherding the application through
the apprgval process;

° If farmers are successful in getting some lands approved for
development and subsequent vegetable production, the IRRRB
could provide the capital, either as a grant or lov-interest
loan, required for land devslopment costs. These include
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land clearing, drainage, leveling, liming, and irrigation
development; and

(] IRRRB could also provide the funding to build and equip one
or several cold storage and packing facilities that will be
required to successfully market fresh vegetables.

5. ZThe Mining Sector

For many ysars it has been recognized that iron ore could not forever
be the basis of a strong economy in northern Minnesota. After the
depletion of the high grade direct shipping ores, a combination of
technical developaents in ore processing, and public policy decisions,
resulted in the development of the taconite mining and processing
industry. Taconite reserves in the Iron Range were conservatively
estimated to be sufficient to last well into the 2lst century.
However, changes in iron ore demand, first noticeable in the 1975-78
period, and accentuated beginning in 1982, have cast serious doubt on
vhether iron ore amining and processing can continue to be a major
contributor to the economic base of northern Minnesota for the next
twenty to fifty years.

a. Iron Ore Demand

The decline in taconite mining and processing activity over the past
several years is a direct result of declining demand for iron ore by
the U.S. steel industry. In the period from 1979 to 1983, U.S. iron
ore production declined from 85.7 million tons to 38.0 million (39
percent of consumption) to 13.3 million tons (35 percent of consump-
tion). Iron ore mining has essentially ended in the western U.S.,
with the closures of mines formerly operated by Kaiser Steel (Eagle
Mountain, Californis), CF&I Steel (Cedar City, Utah and Sunrise,
Wyoming) and U.S. Steel (Wyoming and Utah). Virtually all domestic
iron ore mining activities are now in the Lake Superior Districe
(including the Upper Peninsula of Michigan and northern Minnesota).

The major trends affecting the iron ore business in the United States
are:

o Declining demand for domestic steel as a result of increased
compatition from many foreign nations, especially the
developing world;

o Increasing imports of steel-containing manufactured products
{(cars, machine tools, fabricated structural steel for
buildings) and components (auto engines);

° Increasing use of electric arc, scrap-fed furnaces for
steelmaking; and




Increasing yield of finished products from raw steel (re-
sulting in lower iron and molten steel requirements for the
sane level of finished products).

Additional factors which many, in the near future, have further
negative effects on the Iron Range are:

° Increasing imports of semi-finished steel from low-cost
foreign producers by the domestic steel industry; and

) Increased imports of low-cost iron ore from countries such
as Brazil and Venezuela.

Over the next decade, domestic steel production will continue to be
substantially below the average level achieved in the 1977-81 period;
domestic iron ore production will average about 30 percent of the
average production in the earlier five-year period.

b. Iron Ore as the Basis for Regional Revitalization

The taconite iron ore reserves in Minnesota's Iron Range are unlikely
to represent a realistic base for economic development, even with new
iron or steelmaking technology. While we have not conducted a major
study on the location effects on the economics of iron production by
nev methods, there are a number of common sense reasons why substan-
tial increases in iron ore and stesl-related activity in Minnesota's
Iron Renge may not be achieved in the foreseesable future:

° Substantial over-capacity in 1iron ore smelting and
steelmaking exists and will continue to exist in the U.S.,
making investment in new capacicy unlikely; and

o Availability of ferrous scrap in North America continues to
be more than adequate and represents the lowest cost (and
investment) source of cold iron units for steelmaking.
Directly reduced iron, 1if desired by arc-furnace steel
producers for metallurgical reasons, is and will continue to
be available from forzign producers in low energy cost
locations (e.g., Trinidad, S.E. Asia, Venezuela).

The mining and processing of taconite will certainly continue, albeit
at lower levels than in the 1970's. However, holding out much hope
for major downstream activity in precessing of ores to iron or steel
under the economic conditions which the Nation, the steel induscry,
and northern Minnesota are likely to experience is probably highly
speculative.

c. Other Minerals

Vhile a number of occurrences of base metals (copper, lead and cinc)
and precious metals (gold and silver) have been noted in cthe
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seven-county Arrovhead Region, none has justified commercial exploi-
tation. Nevertheless, the bedrock geology of much of this region has
been favorable to the development of base and precious metal deposits
and, were it not the fact that most of the area is overlain by 100 to
200 feet of glacial drift, it is likely that some commercial deposits
would have been discovered. The problem is to judge what might be
found in this region if exploration is encouraged and what this might
mean to the region.

Exploring for minerals is a high-risk proposition. The glacial drift
greatly complicates geological investigations, and over much of the
region bedrock geology is not well delineated. In the 1960's, im-
proved methods were developed for investigating the mineral potential
of bedrock overlain by thick glacial drift. As a result, areas that
previously were ignored because of a lack of knowledge about their
mineral potential are now of potential interest.

To illustrate, what are the chances that one or more commercially
viable base-metal deposits will be found in the "greenstone™ areas of
the region? CGCreenstone is the most economically promising type of
rock known to occur in this region and the type found 1n mineral-rich
regions in Canada, just north of the border.

Typical airborne surveys include magnetic (for iron ore), radiometric
(for wuranium) and electromagnetic (for base and precious metal)
surveys. Conducting airborne surveys on an "average" 800,000 acres
typically would reveal about 2,000 anomalies, three-quarters of which
would be found to have been caused by man-made cultural features.
Examination of the remaining 500 anomalies would permit the geologisc
to reiect 80 percent as resulting from structural geological features,
leaving 100 anomalies to be investigated by ground geophysical tech-
niques. Such technigques would enable 70 of these to be rejected,
leaving 30 anomalies to be investigated by drilling. Of the 30 that:
might be drilled, 19 would typically prcve to be graphite, 10 :iron
sulfide or low-grade base metal occurrences, and only one would prove
to be a commercially viable base-metal sulfide deposit.

About 1,200,000 acres of land are underlain by greenstone in the Iron
Range, which suggests that, on average, one could expect to discover
1.5 major commercial deposits in the region. Such a deposit migh:
yield 2.5 million tons per year of copper-zinc ore that could be
treated to produce an annual net smelter return of $125 million, and a
5 percent royalty on the net smelter return would yield the owner of
the mineral rights $6.25 million per year.

If such a deposit were discovered today, it would require on the or:zer
of 10 years to develop an operating mine. Assuming the mine opera:e:
for 20 years and an interest rate of 15 percent--the total roya.:-
$225 million would have a present value of the landowners ci
million, or an average of $12 per acre over the entire greers- -




area. Such a per-acre valuation is consistent with the valuations of
local geologists.

Another type of rock that is of interest in the search for nonferrous
metals is metasediments, which are sediments altered by some geologic
process. Such rocks, which also underlie portions of the seven-county
region, most frequently have yielded uranium, copper, gold and silver,
although exploration in this type of rock in this region of the United
States has tended to concentrate on uranium.

The potential value of metasediments generally is considered to be
less than that of greenstone. Using a value of $10 per acre, which
again is consistent with valuations by local geologists, the estimated
present value of the 1.7 million acres of metasediments that are
believed to underlie the seven-county region is $17 million, again if
the deposits contained therein were discovered today.

The last type of rock that is of potential interest for nonferrous
metals is in the iron formations since commercial quantities of
copper, gold and uranium sometimes are associated with such forma-
tions. To put the potential for this type of rock into perspective,
we have applied a value of $7 per acre to the approximately 150,000
acres of iron formation located in the seven-county region, for a
present value of $1 million.

Thus, in total, the present value of the land underlain by rocks that
are potentially favorable to occurrences of base and precious metals
is about $33 million, if all the deposits were discovered today.
Exploitation of all these deposits might employ on the order of 1,000
persons over a 20-year period, starting about 20 years after the
deposits are discovered. Thus, while the Iron Range may in the
long-term develop new mining industries, in the foreseeable future, a
major role for the IRRRB could be in aiding public and privace
exploration and mapping efforts.

6. Tourism/Recreation Sector

Almost all of the Iron Range community's 36 cities and towns cannot
escape the fact that their recreational amenities and tourisc attrac-
tions are inferior to those throughout the rest of northern and
central Minnesota. Noteworthy exceptions are the Crand Rapids area
and wvestward into Itasca County. There are several reasons for this
general region-wide appraisal:

o These communities do not have the natural lakes, rivers.
wilderness areas and scenic environments that ocher
well-known "Lake Regions" have;

o The Iron Range is several hours driving time from micwes:«:-
States and four hours from the Twin Cities, while -- -r

A Arthur D. Little. Inc.
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resort areas are much closer to these major pcpulation
centers;

o The season for outdoor recreation, except for skiing, is
generally less favorable than in other parts of the State;

o There are very few developed facilities and attractions on
the Iron Range that might provide the nucleus for a regional
center for tourism;

o Many of the present accommodations for vacationers are
limited and aging;

o Investment requirements for new resort-type developments are
relatively costly per job created;

° The competition from other nearby Minnesota areas, not to
mention out-of-state competitors, for the tourist dollar is
fierce; and

) Distant resorts are every year more readily accessible by
low-cost air travel.

Many of these negative factors are exogenous to the region. Many,
however, can be traced to the long history of the Iron Range as
virtually a captive series of mining communities. This history, and
the problems to be overcome, preclude early development of the Iron
Range as a tourist industry center.

However, there are some possibilities for the medium-to longer-term.
a. Four Season Resort (probably at Giants Ridge)

We believe that the feasibility of a four-season resort at Giants
Ridge should be tested. The idea for the resort would be grounded in
its designation as an Olympic training camp by the U.S. Ski Associa-
tion, which would lend appeal for recreational as well as competitive
skiers. The fact that Olympic training would hold prospective compet-
itors in residence over an extended period is especially attractive,
providing stability to counterbalance the inevitable uncertainty of
resort operations.

Complementary development possibilities that would enhance feasibility
and potential four season impacts might include one or more of cthe
following mutually reinforcing elements:

° A corporate fitness center. The possibility of tie-in with
an existing medical center, possibly the Mayo Clinic or the
University of Minnesota Medical School, should be inves=i-
gated;
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(] A conference or convention center;

o A second-home and/or retirement community might be developed
near the resort; and

° Expansion of Olympic training activities to incorporate a
broad range of winter and summer outdoor field events; for
example, speed skating, dog sledding, biathalon, other rifle
events, distance running, etec.

b. Four-Season Theme Town or Village

We agree with the IRRRB that a theme town or village would complement
and provide a focus for existing development in the Arrowhead Region.
The theams for the village and its most advantageous location (i.e., at
the Iron Range Interpretative Center or elsewhere) should be thorough-
ly tested. The theme must be consistent with the personality of
northeastern Minnesota and of sufficient scope to attract markets from
outside the area.

A village based on Lake Wobegon, the imaginary hometown of the popular
radio show "Prairie Home Companion”, comes immediately to mind.
Perhaps the idea has already been implemented elsevwhere in Minnesota,
or there might be problems with licensing. An alternate possibility
would be a Scandinavian village where accommodations, zestaurants, and
retail establishments are designed in Nordic architecture and feature
Nordic goods. Models for this approach would be Helen, GA (Alpine
theme) and Solvang, CA (Danish). Both of these developments are
similar to northeastern Minnesota in their relative remoteness from
metropolitan areas. In all cases, we would suggest that the theme
might be implemented in an existing town, rather than creating an
entirely new theme park.

c. Circuit Development

We heartily endorse the IRRRB effort to interconnect over 200 miles of
cross-country ski trails. The idea should be further pursued ¢to
design a complete system, with accommodations at appropriate intervals
for hiking, cross-country skiing, and possibly biking and horseback
riding as well. The concept is particularly appealing in that it
could utilize the existing plant of small and/or modest facilities.
Possibly a central reservation service would facilitate bookings.
Once the product has been fully defined and developed, it should then
be widely promoted.

A=-32
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12,162 11,403 13,404 13,727 14,09
36,500 34,826 41,722 44,200 46,500

3,377 3,423 4,092 4,255 4,411
38,006 35,530 43,069 45,730 48,479
13,702 13,351 13,043 3 12,546 12,100

St. Louis 106,588 120,115 129,918 . 125,000 * 122,000 =
(excl. Duluth)

Regional Total 210,335 218,648 245,248 245,476 247,584
State Total 3,554,000 3,806,103 4,077,148 . NA 4,362,548%

*Extrapolated from 1970 to 1980 trend in absence of projection without Dulucth.

**Assuming 7% growth

Source: ARDC
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St. Louis
(excl. Duluth)

Regional Averages

State Averages

Source: Duluth Business Indicators, Bureau of Business and Economic
Rese;rch,.Universicy of Minnesota, Duluth; ARDC.
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EMRLOYED OCCURATIONAL SKILLS. 1920
ARRQVHEAD REGION COUNTIZS

. Classification

Executive/Managerial

Professional Specialty

Administrative S@port/Salu/Chrical

All Services

Farming, Fisheries and Forestry

Precision Production, Crafts, Repairs
Machine Operators, Fabricators, Assemblers
Movers, Transporters, Laborers

Handlers, Equipment Cleaners, Laborers
TOTAL

Source: State Planning Office, Minnesota.




Faraing, Fisheries, Forestry, Mining

Construction

Manufactured Goods

Transportation, Communications, and Public Utilities
Wholesale and Retail Trade

Finance, Insurance and Real Estate

All Services

Government

TOTAL

Source: State Planning Office, Minnesota.




% Change
1970-85

St. Louis County
19 Cities & Towns
18 Townships & Territories

Itasca County
11 Cities & Towns
9 Townships & Territories

Aitkin County
2 Cities & Towns 1,923
7 Towmships & Territories : 885
4,808

Crow Wing County
4 Cities & Towns 3,251 3,808
3 Townships & Territories 500 350

3,751 &,400

Total, Iron Range Community 117,436 129,831 129,472

NOTE: The State Demographic Unit estimates for St. louis, Itasca, Aitkin and Crow
Wing Counties changes of -2.25 percent, 6.18 percent, 2.41 percent and 5.94
percent respectively from 1980 to 1985. These were applied to county totals

for 1980 to infer the sub-regional area totals.

Source: ARDC




Nov

- Jan
—E00 130} 1223_ 2997 1383 2@ 138
Arrovhesd Region 7.0 12.8 18.3 2.1 16.0

State of Minnasora 6.9 7.4 7.4 10.4 €.8

United Scatces 7.3 9.4 9.8 1.4

8.1

Source: ARDC
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ESTIMATED UNEMPLOYMENT TRENDS
IRQN_RANGE COMMUNITIES
(Number Unemployed)

*Preliminary, for February only

Source: Department of Employment Security, Minnesota.




% Tourism Employment
Eaplovment Lo Total Employment

1,207
Crow Wing 3,318
Alctkin 731
Lake s10
St. louis 6,339
Itasca 1,062

Source: T. J. Wood, Analysis of the Economic Impact of Travel on Minnesota
Counties for l§§§ (January, 1985).




Iron Range Interpretative Cm:cr* Chishola
Minnesota Museum of Mining Chishola
U.S. Hockey Hall of Famg Eveleth
Rull-Rust-Mahoning Mine Hibbing
Hibbing-Chishola Pit Crossing Hibbing
Paulucci Planetarium Hibbing
Soudan Iron Mine Soudan
Mine View in the Sky Virginias

Jdorth Mesabi Range

Grand Mound Interpretive Canter Internsational Falls
Koochiching County Historical Museum International Falls

Forest History Center Grand Rapids

*
Attractions rated by AAA as "of particular or excepcional interast and
qualicy”.

Source: AAA Tour Book -- North Central., American Automobile Association,
1984; and Jeanne V. Beekhuis & Co.




ARPENDIX B
RROGRAMMATIC QVERVIEW OF THE IRRRE

The IRRRB has three major areas of activity:

o Business development loans;
) Grants to cities and localities;and
° Agency, or internal projects.

The business development and support programs, to date, primarily
involve bank participation loans, industrial revenus bonds, and
interest buy-downs. The bank participation loan program is by far the
largest activity, though all have the expressed purpose "to create and
maintain productive, permanent skilled employment” through the estab-
lishment of new businesses or the expansion of existing businesses in
the private sector located within the primary Taconits Tax Relief
Area. As the guidelines for the IRRRB's financial assistance loan
program state:

...primary emphasis will bs placed on projects which promote or
further develop technologically imnnovative businesses, minerals,
alternative ensrgy sources utilizing indigenous fuels, forestry
and wood products, small business and tourism. The primary focus
of the program will be to assist those busitasses and industries
vhich have a primary economic impact and are viewed as "leaders®
of the economy, rather than businesses and industries which are
predominantly "followers” of ths overall economy. Furthermore,
this program 1is designed to incresase, expand and diversify the
arsa’s esconomic base by creating new private investment in the
region, as opposed to further subdividing the existing econoamic
base.

Businesses considered to be “followers®” of the economy, because they
are deemed not to help diversify or expand the area’s economic base,
are:

Retail/Service;
Construction;

Media;

Transportation;

Professsional Offices;
Speculative Real Estats; and
Agricultural.

00000OO

Under the bank participation loan program, the IRRRB 1is allowed =0
provide up to half of the principal cost of & losan at an 8 per:cenc
interest rate, in conjunction with a private bank's provision of :=-e
other half at market rates. Loan terms have generally ranged f:r-= 7
to 15 years with servicing performed by the participating bank .a: a




cost of 0.5 percent interest charged the IRRRB). The IRRRB can also
issue up to $25 million in industrial revenue bonds with or without
the use of a common bond reserve fund. Bonds that can be privately
placed will not use the reserve fund; more marginal undertakings will
rely upon a $5 million common bond reserve established by the IRRRB.
Finally, the IRRRB staff hope to make greater useé of interest
buy-dowvns and other financing mechanisms for attracting new businesses
from outside the Iron Range.

The local development grants, one of the longest running programs of
the IRRRB, have historically helped local governments witiiin the
Primary Taconite Tax Relief Area meet their infrastructure needs.
Increasingly, however, the program is becoming more closely associated
with sconomic development. Criteria for project approval now include:

(] The job intensity of the developments served by cthe local
project; .

° The level of "emergency need" for the local project; and

o The "leverage ratio®” of the projdcc, covering the additional
financing tied to the provision of requested IRRRB funds.

Finally, internal or agency projects, such as Giants Ridge and the
Iron Range Interpretative Center, emphasize investments in the follow-
ing five areas:

Energy development and alternative fuels;
Timber and wood products;

Tourism and resort renovation;

Mining and natural resource development; and
Business diversification and new technologies.

00000

Within each of these sectors, the IRRRB has established the following
prioritises:

o Permanent job creation;
o Economic diversification of the local economy;

) Strong technical, financial and economic project feasibil-
icy; and,

o Private sector participation in project financing.

Agency projects can cover all stages of project development from
research to construction and actual operstion, depending on need.

Specific allocations range from capital and operating grants for the
construction and operation of major facilities (such as the Iron Range
Interpretative Center); a series of smailer projects such as a
fish-stocking program for lakes in abandoned mine pits; conversion of







The Vyoming Severance Tax is a tax raised on the minehead price of
coal and other ainerals, extracted within the state. 1Its collection
and discribution are administered separately: collection is adaminis-
tered by the Department of Revenus and Taxation, which then distrib-
utes it to various state-run funds according to a formula set by the
State legislature. These funds, numbering six in total, have more or
less specific goals within the broad context of the development of the

State of Wyoe.ng.

Each fund will be discussed separately below. It is important to note
that July 1, 1985 marks a timely point in state sponsored economic
development initiatives in Vyoming. A bill passed in the State -
Legislature on March S, 1985 will restructure the former Department of
Economic Planning and Development as an Economic Planning and Stabili-
zation Board. This Board wi'l encompass three divisions: Economic
Dsvelopment; Minsral Dsvelopment; and Water Development.

The stats dsrives a large proportion of its revenues from sources
related to minsral extraction. Inevitably the ways in vhich the taxes
are used, what organization is administering theam, the priorities for
use and therefore the evaluation criteria will be affected by the
changes outlined sbove. However, it is useful to review the manner in
vhich the funds are administered and used presently.

Currently, the Wyoming Severance Tax amounts to 10.5 percent of the
value of coal and other minerals at the minshead which in 1982 amount-
ed to $389 million. The 10.5 percent tax is distributed among various
state funds in the following manner which {s set by the State
Legislature:

2.5 pexcent: Permanent Wyoming Mineral Trust Fund
2 percent: Wyoming General Fund
2 percent: Coal Impact Tax

1.5 percent: Vyoming Water Development Account

1 percent: Vyoming Highway Fund
1.5 percent: Capital Facilities Revenue Account

900000

a. Permansat Wyoming Trust Pund

This money is kept in a fund "replacing an i{rreplaceable resource".
At present it {s inviolate. It could only possibly be used by the
passing of an appropriation bill by the Legislature. It is valued ac
$7008. While tho body of the fund is inviolate the intersst can be,
and is, used. The interest is transferred directly into the Wyoming
Ganeral Fund.

C-1




b. Vyoming Cemsral Fund

This fund 1is administered by the State Legislature. It is not
earmarked for use in any specific economic or geographic area within
the State.

¢. Impact Tax

These monies go into a revenus account. At the time at which collec-
tions started in 1975 this amounts to 4/5 percent and increased to 2
percent of the 10 percent Severance Tax by 1978, at which level it has
remained to date. Initially it was targeted for use in the form of
grants for provision of infrastructure in towns, counties, and
communities that could prove need due to coal development. Now it has
evolved into a fund not specifically tied to coal development, but to
any development provided necessity can be proved. For example,
Cheyenne was allocated monies from this fund due to impacts from the
sitting of MX missiles there. .

The fund is administered by the Farm Loan Board which is made up of
the Governor, the Secretary of State, the Auditor, the Treasurer, and
the Director of Education.

In 1984 the income was $23M. All revenus is distributed as grants.
The fund reached a total of $160M. In the Legislation that set up
this fund in 1975, it was stated that the collection would cease upon
the fund reaching a total of $160M. Lesgislation is pending to try to
prolong the collection of this portion of the severance tax.

d. Vycaing Water Developmsnt Account

Presently there is $250M in this account. During fiscal year 1984,
there probably was not more than $40M spent. The fund {s specifically
earmarked for water projects. The funds are provided from this
account by legislative authorization and are allocated for use by the
Water Development Division of the Department of Economic Planning and
Development which consists of a three person advisory counecil, and
four person professional staff. Projects range from feasibility
studies through various levels up to construction phase. Funds are
provided in the form of 50 percent loans and 50 percent grants.

e. Vyoming Highway Fund

This fund must be used for all roads and related facilities including
both construction and maintenance of city streets and country roads.
Expenditures are overseen by the Highway Department.




£f. Vyoaing Capital Facilitiss Revomus Account

This fund is distributed in the following manner (as gset by the
Legislature): 30 percent school coustruction, 10 percent community
collegs construction, 60 percent highway construction (in addition te
the Wyoming Highway Fund).




2. MONTANA COAL SEVERANCE FUND

a. NMission

Since 1976, the Fund's mission has been "to assist local governmental unics
which have been required to expand the provision of public service as a
consequence of large-scale development of coal mines and coal using energy
complexes”.

The provision of basic public services remains the responsibility of local
government, unless these basic public services wers not in existence prior
to coal mine development.

b. Structure

The severance fund is administered by a seven member citizen board. This
board is appointed by the governor. Two members must have experience in
education, two members must be from the impacted areas and three other
menmbers with business experience.

At present the board is made up of:

A county comnissioner;

A farm wife;

Two people from education;

A CPA;

A business woman; and

Another county official (i.s., two elected officlals are serving
on the board).

000000

The board is charged to meat quarterly, although on average it meets seven
times per year. The members serve four-year terms.

c. Funding

Funds are derived from the coal ssverance tax, which equals 30 percant
of the mine mouth price of coal. Of cthese funds, 8.75 percent f{s
allocated to the Local Impact Assistance Program. In Fiscal year 1984
this program had $7.7m in funds. Projected FY 1985 levels are $9m.

- The coal board awards grants and can make loans. Historically, all funds
have been distributed as grants because loans cannot be made to school
districts without changing the state law. The first grant was made in
January 1976.

Distribution of funds is as follows:

o 54 percent to schools;




° 20 percent on expenditures on capital and equipment, e.g., city
buildings, sewer cleaners, dump trucks, jails, and law
enforcement;

o 12 percent strictly on water projects; and
o 7 percent on sewer projects.
d. Distribution

The funds are distributed to gsographically specific areas, i.e., areas of
coal development. To be designated, an area must demonstrate a 10 percent
increase in population over a three-year period directly attributable to
soal development

There are 19 designated areas located in three counties in the SE part
of the State (including all of Rosebud County). Any area is
potentially eligible providing it can demonstrate population growth
dus to coal developament.

e. Critexia for Project Evalustion

Once the area has demonstrated a need, its allacation depends on:

o Ths degree of severity of impact from coal development;
) The availabilicty of funds; and
) The degree to which local efforts can fulfill cthe need.

The committee makes decisions on a simple majority vote. All members of th:
board have an equal voice. There exists an unwritten law that members -ho
are from an impacted area in question abstain from voting.

Coal development has tapered off recently. As a consequence, there :s a
bill pending in the Legislature that would cut funds to the program b~
reducing the share of Coal Severance Funds from 8.75 percent o :
percent of the total. This would mean that the funds for next vear.
projected at $9m, will be reduced to $3.06m. There is a very gocd
chance that this bill will be passed by the Legislature.




A. Gansral Industry Information

Census of Manufacturers, Census of Wholesale Trade, Census of Retail
Trade, Census of Construction Industries, Census of Service
Industries, Census of Transportation (Bureau of the Census, U.S.
Departasnt of Commerxce).

Concentration Ratios (Department of Commercs).
Census of Business (Department of Commercs).

U.S. Industrial Outlook (Department of Commercs).
Robert Morris Associates Annual Statement Studies.
Conference Boaré, Inc.

Chase Econosstrics Associates.

Standard & Poor's Industry Surveys.

Worldcasts.

Predicasts.

Frost & Sullivan and other studies.

"Ehu appendix is meant to give an indication of some of the so..
available and is not intended to be a complete listing.




Chemicals

Petroleun/gas

Sound Sources

Company Fects

Census of Agriculture (U.S.
Departaent of Commerce)

Agriculture Statistics (U.S.
Departament of Agriculture)

frozen Food Pack Statistics
(American Frozen Food
Institute)

Frozen Food Almenac (Quick
Frozen Food)

Automobile Facts & Figures
(Motor Vehicle Nenufacturers®
Association of the U.S.)

Uard's Automotive Yearbook

Vorld Automotive Market

Auto News: Market Data Book
jssue

Facts and Figures for the
‘Chemical Industry (Chemical &
Enginsering News-first June
issue)

0il & Gas Journal
fForecast/Review (January)

Bats-Ssse Sources

Almanac of Camning, Freezing,
Preserving Industries (E.E.
Judge & Sons)

Candy Narketer Almsnac &
Suyer's Guide directory

Thomes Grocery Register

Almsanac Issus (Automotive
Neus-last April issue)
international Automotive
Industries Annusl Suppliers

Financisl Analysis (June)

Chemical Ueek 300 (Chemical
Week-April issue)

Kline Guide to the Chemical
Industry

Kline Guide to the Paint
Industry (Petricis Noble,
editor)

Chemical Ueek Buyer's Guide

LP Gas Buyer's Guide (March
issue)

National Petroleum News Fact
Baok (Mid-June issue)

Keystone Coal Industry Manual

Agricola

CAB Abstracts (Commonuealth
sgricultural bureaus)
Foods Ad libra

food $cience & Technology
Abstract

SAE (Society of Automotive
Engineers)

Chemical Narket Abstracts
Chemical Abstracts
CIN (Chemical Industry Motes)

APILIY
P/E Meus Tulsa




Industry Category __  Industry Facts

Plastics

Paper/packaging

Pharmaceuticels/drugs

Electronics/appliances

Sound Sources

Company Facts

Data-Base Sources

Plestics Vorld Reference File

Narketing Guide to the Paper
and Pulp Industry C.0. Klins &
Co.

Prescription Drug Industry
FactbooV

Pharsaceutical Nenufacturers
Association

Nome Furnishings Daily
Electronics (January)
Electricel VWorld (June)
Merchandising

U.S. Leagues of Savings
Associations Savings end Loan
Fact Book

National Association of Mutual
Savings Banks (Annual Report
of the President) (Nationsl
Fact Book of Mutual Savings
Sanking)

Sankers® Desk Reference

bPirectory of Custom Plpnte:
Processors (Organization of
Plastics Processors)

Pulp & Paper Buyers Guide

Nodern Packeging Encyclopedia
and Buyers Guide

Lockucod's Directory of Paper &
Allied Trades

Chain Store Age Brug Edition
CApril)
Orug Topics Red Book Cumulative

Sugpleaent

Consumer Electronics Nonthily
(January)

Applisnce Nanufacturer Annusl
Directory (June issue)

Forbes Annual Banking lssue
CApril)

Finance Annual Commercial
Banking Edition (July-August)

Susiness Usek Annual Banking
Survey

RAPRA Abstracts

PIRA
Paperchem Abstracts

Pharmaceutical News Index
international Pharmaceutical
Abstracts

ABI/INFORN EIS nonmanufacturing
establ ishments

$ & L Data Base

Sencall 11}

Sancompare

FDIC Tapes

FSLIC Tepes
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CONTACT AND INTERVIEV LIST
GOVERNOR'S COMMISSION ON THE IRON RANGE RESOURCE AND

REHABILITATION BOARD

Mr. David M. Lilly, Chairman of the Commission and
V. P. for Finance and Operations, University of Minnesota

Dr. Jokn Adams, Professor, Geography Department, University of
Minnesota

Mr. Willism Andres, Chairman of the Executive Committee, Dayton
Hudson Corporation

Ms. Kathryn Keeley, Director, Women's Economic Development Center

Mr. Jack Ruttger, Owner, Ruttger's Resort

IRON RANGE RESOURCES AND REHABILITATION BOARD (IRRRB)

Senator Douglas J. Johnson, Chairman of IRRRB and
Chairman Senate Tax Committee

Representative Joseph Begich, Board Member, IRRRB

Phillip Bakken, Assistant Cirector of Economic Development
Bryan Hiti, Grants Program

Harold Hultberg, Technical Advisory Committee

Paul Kovakovich, Grants Program

Gary Lamppa, Commissioner

P*11llip Lanbourg, Deputy Commissioner

Dick Lorass, Technical Advisory Committee

Bonita Maxwell, Principal Accountant

Mark Phillips, Director of Economic Development

Nick Zuber, Technical Advisory Committae




GENERAL
Robert Alexander, Senior V.P., Merchants & Miners State Bank
Russ Allen, Timber Producer's Association

John Baker, Director of Corporate Staff Support for the Arrowhead
Community Economic Assistance Corporation

Bill Blank, Resort Owner, Lutsen, Minnesota

Roger Brooks, Legislative Auditor, Program Evaluatioa Division,
Office of the Legislative Auditor

Arne Carlson, State Auditor

Mark Dayton, Director of Department of Energy and Economic
Development .

Martin English, Department of Energy and Economic Development
R. F. Fischer, President, Security Suio Bank

Robert E. Hansen, Executive Director, Legislative Commission on
Minnesota Resources

Dr. Robert L. Heller, Chancellor, University of Minnesota, Duluth

Richard A. Korte, Executive Director, ITASCA Development
Corporation

Fred Krohn, Deputy State Auditor, State of Minnesota
Dick LaBorde, Prasident, Hibbing Electronics Corporation

Dr. Michael Lalich, Director of the Natural Resources Research
Institute, University of Minnesota, Duluth

Paul Lundgren, Chief Forester, Superior National Forest, U.S.
Sexvice, Virginia, Minnesota

Dave Martin, Director, Arrowhead Regional Development Commission
Mary Mathews, Hibbing Chamber of Commerce

James Nobles, Legislative Auditor

Paul Olson, Executive Director, Blandin Foundation




Steve Reckers, Minnesota State Department of Planning

Greg Sandbulte, Director Business Development Division, Arrowhead
Regional Dsvelopaent Commission

Charles T. Sickel, Director Econonic/f Developmen:, Minnesota Power

Steven G. Thorne, Deputy Commissioner, Minnesota Department of
Natural Resources

Frank and Don Thronson, Bio Energy Company, Virginia, Minnesota
Henry R. Todd, Jr., Director, Minnesota Office of Tourism
Thomas Triplett, Director of the State Planning Agency

John H. Yunker, Program Evaluation Coordinator, Office of the
Legislative Auditor

Dr. Thomas Wood, Director of Tourism Management and Development
Center, University of Minnesota, Duluth.
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