October 25, 2012

Legislative Agenda Topic: Economic Development

GOAL: Promote economic development within the City of Madison

ISSUES & BACKGROUND: Economic development in Madison would address the following
issues raised by the Common Council in earlier discussions:

e Attract and keep families to Madison by working with MMSD

e Train the local workforce / bring job skills to people and neighborhoods that need them

e Recruit and promote expansion of businesses who employ workers of diverse skill levels
(to accommodate graduates of UW and other higher learning institutions, trades
workers and entry-level employees)

e Identify opportunities to help businesses

e Build the tax base

OPPORTUNITIES & CHALLENGES: There is a wide variety of opportunities to pursue in the effort
to promote economic development in Madison; the challenge will be to focus the endeavor to
achieve a specific economic goal. The Council included sustainability in its discussion of
economic development which conjures dozens of possibilities, such as Sustain Dane’s MPower
Business ChaMpion Program, which provides tailored resources to local businesses to become
greener while advancing their own commercial goals. This program is one example of an
opportunity to advance sustainability and economic development.

STRATEGIES:

Cluster analysis: “Cluster strategies” are an increasingly popular tool for local government
officials and economists. “An industry cluster is a group of firms, and related economic actors
and institutions, that are located near one another and that draw productive advantage from
their mutual proximity and connections. Cluster analysis can help diagnose a region’s economic
strengths and challenges and identify realistic ways to shape the region’s economic future.”*
Madison could conduct an analysis of our economy and identify a small number (five?) of
clusters that are strong or growing, and could be strengthened by City support. Once identified,
the Council should develop, in consultation with appropriate stakeholders, and plan to support
growth in these sectors and their supply chains.

Anchor institutions: Anchor institutions like hospitals and universities generate significant
economic activity, yet their ability to enhance the local economy may not be fully realized. By
providing deeper local connections between the anchor institutions and local residents and
small businesses, the institution can reinvest and recharge the local economy. For example, it’s

! Cortright, Joseph. Making Sense of Clusters: Regional Competitiveness and Economic Development.
Brookings Institute. 2006. Retrieved from http://www.brookings.edu/research/reports/2006/03/cities-
cortright
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likely that local hospitals pay for a lot of laundry, and that educational institutions buy a lot of
food for their cafeterias. Based on these purchasing patterns, we should work with the
institutions and local businesses to source as much purchasing as possible locally. When there is
not a local business ready to provide the needed service or product, Madison should support
the development of cooperatives that employ low-income Madisonians, following the Evergreen
Cooperatives model (see attachment).

Small business: In 2009, CNN Money named Madison one of the top twenty midsize metro
areas to launch a small business. Madison should review its activities, policies, infrastructure
and operations with respect to small, locally-owned businesses, and develop a policy agenda
that removes disincentives for, and promotes such businesses, including incubating start-ups
and allowing temporary uses and pop-up businesses.

MOVING FORWARD:
Relevant City Departments and Committees:

Board of Estimates

City-County Liaison Committee e Department of Civil Rights
Common Council Organizational Committee e City Engineering
Downtown Coordinating Committee e Finance Department
Economic Development Committee e Fire Department
Education Committee e Information Technology
Long Range Transportation Planning e Monona Terrace

Committee

Madison Arts Commission

Madison Public Library

Board of Park Commissioners
Pedestrian/Bicycle/Motor Vehicle
Commission

Plan Commission

Sister City Collaboration Committee
Sustainable Madison Committee
Committee on Sweatfree Purchases
Transit & Parking Commission
Urban Design Commission

Zoning Board of Appeals

Parking Operations

Parks Division

Planning & Community & Economic

Development

e Police Department

e Public Health of Madison & Dane
County

e Madison School District

e Streets Division

e Traffic Engineering

e Madison Metro

e Treasurer

External Partners:

Greater Madison Convention and Visitors Bureau

Small businesses and business coalitions

The Greater Madison Chamber of Commerce

Wisconsin Business Alliance

University of Wisconsin — Small Business Development Center

Wisconsin Economic Development Corporation

Small business incubators (MGE Innovation Center, Main Street Industries, etc.)

Madison’s largest employers
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University of WI-Madison (over 10,000 employees)
State of Wisconsin
City of Madison
Kraft Foods Oscar Mayer (over 5,000 employees)
University of WI-Hospitals and Clinics (over 10,000 employees)
Pediatric Cardiology Clinic (over 5,000 employees)
American Family Insurance (over 2,000 employees)
CUNA Mutual Group, (over 2,000 employees)
Walgreens (over 1,500 employees)
Madison Area Technical College (over 1,000 employees)

Timeline:
On-going

Milestones/Tracking Progress:
Unemployment

Children eligible for free and reduced lunch
Job growth

Home sales and foreclosures
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The Evergreen Cooperative Initiative

Can “Anchor Institutions” Help Revitalize Declining Neighborhoods
by Buying from Local Cooperatives?

Jacquelyn Yates, Ohio Employee Ownership Center, Kent State University

The Evergreen Cooperative Laundry is to be an em-
ployee ownership initiative nestled within a large
and complex web of partnerships directed toward
the goal of creating a new urban neighborhood in Cleve-
land out of several old ones. The laundry and its future sis-
ter enterprises constitute an economic initiative that will ac-
company a surge of investments in large public and private
anchor institutions in the University Circle neighborhood.
The Evergreen Laundry is to be the first of a network of new
employee-owned enterprises that will employ neighbor-
hood residents and stabilize the local economy.

The Greater University Circle (GUC) project combines
Cleveland’s university campuses, cultural center and hospi-
tal district in the heart of the city with surrounding working-
class and impoverished areas including parts of six neigh-
borhoods in order to establish a safe, attractive, racially and
economically diverse neighborhood without acute poverty,
but also without throwing out or throwing away the people
who live there now. It is a first of its kind initiative in urban
revitalization, and the laundry is likewise to be the first of
its kind - a new workers’ cooperative with industrial scale
capabilities capitalized with loans and grants from philan-
thropic and public investors. It is the first enterprise in a
planned family of cooperative enterprises that will employ
neighborhood residents in new “green” businesses notable
for their energy efficiency or for the development and man-
ufacture of green technology.

The Cleveland Foundation took the lead in convening
leaders and representatives from some 40 nonprofit insti-
tutions in the cultural center with city government, com-
munity development associations and other consultants, all
brought together for the planning and creation of the new
neighborhood. Other parts of the project include $2.5 billion
in new construction and remodeling by the large, well-es-
tablished anchor institutions (Case Western Reserve, Cleve-
land Clinic, University Hospitals, Cleveland Orchestra,
Cleveland Art Museum), relocation and redesign of trans-
portation hubs, new residential and retail facilities, three
new high-performance high schools in an existing Board of
Education landmark building, and a bold housing initiative
to create new homeowners and renters.

The economic inclusion element of the project was born
with a question: why were so few benefits flowing from the
anchor institutions to their surrounding neighborhoods? By
the opening of the 21st century, the city’s most successful in-
stitutions were the universities and hospitals that had been
created out of a century of successful industrial enterprise
in and around the city. Many of the steel, oil and chemical
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firms were now closed or relocated out of the city, but the
nonprofit institutions their wealth had created remained be-
hind, and these were remarkably successful nonprofit en-
terprises. They attracted students and clients from the entire
nation. Hundreds of millions of dollars flowed through their
treasuries every year. But very little of that flow benefited
surrounding neighborhoods. In fact, some of the neighbor-
hoods were so blighted that they represented an obstacle for
people wanting to use the hospitals, attend the university,
go to concerts or visit the Art Museum or Botanical Gar-
dens. People at the Foundation saw that the neighborhoods
should participate, needed to participate, in the anchor in-
stitutions” success.

But how to doit? The Evergreen Laundry is a part of that
story, as are its future sister cooperatives, for this is to be a
family planned on a large scale.

Economic inclusion and community wealth

The Greater University Circle project had been under-
way for more than a year by the time the idea of developing
cooperatives was raised. With the major plans for develop-
ment and redevelopment of buildings and transportation
already well underway, and a housing incentive scheme set
to go, the Cleveland Foundation was looking for ways to
reach out to the neighborhoods’ residents with an approach
that promised more visible success than efforts the city had
made in the past.

The idea of cooperatives and employee ownership was
first raised in a community wealth-building roundtable in
December 2006, sponsored by three philanthropic groups:
the Cleveland Foundation, the Gund Foundation and the
Sisters of Charity. They invited the Democracy Collabora-
tive at the University of Maryland, a nonprofit group with a
philosophic commitment to economic stability as the foun-
dation of democracy, to organize the event. The roundta-
ble offered leaders of institutions in the Greater University
Circle a close look at a new capitalist strategy for creating
economic stability and financial assets for poor and work-
ing people.

The roundtable brought together representatives from
the mayor’s office, the Chamber of Commerce, the founda-
tions, the six community development corporations operat-
ing in the GUC, the anchor institutions, several CEOs from
employee-owned firms in or near Cleveland, the Ohio Em-
ployee Ownership Center at Kent State University, and a
few outside consultants with hands-on experience.

Research has shown that businesses owned by their em-
ployees are unlikely to use overseas suppliers or sell out to
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foreign ownership, as have so many Ohio companies, be-
cause doing that might mean losing their work as well as
their ownership. In a recent survey, Ohio’s employee owned
companies reported that they were less likely to outsource
than their industry. Other research has shown that employ-
ee-owned companies are a little more profitable than com-
parable conventional companies.

Companies that are wholly owned by their employ-
ees, like the cooperative laundry, also enjoy considerable
tax advantages.

The roundtable participants wrapped up by brainstorm-
ing next steps. That was followed by six months of inter-
viewing by the Democracy Collaborative.

Out of the roundtable and subsequent interviews grew
both a strategy and awareness of business opportunities.
The Cleveland Foundation’s favored imagery for the strate-
gy is a three-legged stool. The three legs of the strategy were
local purchasing by the anchor institutions, getting local
residents into owning the enterprises that employed them,
and taking advantage of emerging business opportunities
to produce in a more energy efficient, green economy.

Evergreen Cooperative Laundry

The laundry itself was conceived when William Mon-
tague, Executive Director of the Cleveland Veterans Ad-
ministration Medical Center, pointed out that the VA would

soon be needing a vendor of laundry services, because the
current laundry facility in Brecksville would be closed when
the VA'’s Brecksville center closed and operations were con-
solidated in Cleveland. Since the VA is a federal facility, the
laundry service would be competitively bid, and there was
no guarantee that any business from the GUC would get the
contract, but a feasibility study by the Ohio Employee Own-
ership Center (OEOC) showed that the demand for laundry
service was strong. The study revealed that although com-
mercial laundries are known to pay low wages, in fact, they
are profitable businesses whose earnings go to owners and
shareholders, not the employees. Making the employees the
owners meant that an employee-owned laundry could im-
mediately provide jobs paying a little better and with better
benefits than the going rate for such work and could also be
a wealth-builder for employees over the years.

So there were two legs of the stool - a local laundry ser-
vice for anchor institutions and wealth-building through
ownership. But can a laundry really be green, with its ap-
petite for strong chemicals, hot water and steam? It turned
out that it could at least be greener than the competition,
by using the most efficient machines, minimizing the use
of chemicals within the requirements of its customers, recy-
cling water, using waste heat to preheat its hot water, and
eventually installing solar panels for heating hot water and
generating electricity.

The architectural plans for the Evergreen Cooperative Laundry building renovation.

The new clean and rejuvinated building exterior will be enhanced with decorative
murals created by local artists. This employee owned business will be housed
in an adapted industrial building reborn as a healthy, high-performance “green” building

with natural daylighted interiors, recycled and regional materials, and low chemical
content finishes. It will earn a LEED CI Silver certification.

hefore
This abandoned industrial building will be saved from demolition,
salvaging its embodied energy and reusable building materials.
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To get the laundry up and running, the Ohio Employee
Ownership Center provided from its staff Jim Anderson,
a former CEO experienced with employee ownership and
large-scale industrial processes. He took on the challenge of
launching and leading the laundry in the crucial months of
operation required to qualify for bidding on the federal con-
tract. In the meantime, leaders of some private health care
institutions in the area expressed an interest in patronizing
the laundry.

Anderson began by visiting the VA laundry in Brecks-
ville. He saw the operation and learned that bidders for
the federal contract at the VA must have demonstrated ca-
pacity and a business track record. That knowledge set the
timetable for starting the Evergreen Cooperative Laundry.
Anderson then visited other potential customers, including
Cleveland Clinic (CC) and University Hospitals (UH). He
found that both institutions are currently contracted - CC
with Sodexo for about 10 more years, and UH with Paris
Company. In his search for laundries to visit, Anderson
came across M&L Supply in Akron. M&L sells commercial
laundry equipment, and they opened the door for Ander-
son to visit a number of large and small facilities in Ohio.

With CC and UH out of the immediate picture as cus-
tomers, Anderson, with business consultant Stephen Kiel,
began to develop a picture of the potential customer base
in a 10-county area around GUC. They found 53 hospitals
and 259 nursing homes washing an estimated 246 million
pounds of laundry per year.

Anderson, taking on the role of chief marketing officer,
visited some of the nursing homes. He found that although
most hospitals were already outsourcing their laundry, most
nursing homes were not. He developed an educational mar-
keting approach helping the nursing homes to understand
what it cost to do their laundry in-house. “A typical reac-
tion would be, ‘Our costs are somewhere around 15 cents a
pound,” and when we get done with a cost study, we find
out that their costs are somewhere between 60 and 70 cents
a pound, so they’re off by a factor of four or five,” reported
Anderson. With his informational approach, he opened
a door to a huge market. Nursing homes involved in the
GUC project immediately expressed interest in becoming
customers of the new “green” laundry. They could use their
current laundry space for profitable activities and retrain
and redeploy their laundry employees into better jobs in
their growing business. It was a solution where everyone
would benefit.

“We can probably break even at 2 percent of the market,
make money at 3 or 4 percent, and we're still a very small
share of a growing market,” observed Anderson. Kiel, who
wrote the business plan for the laundry, observed, “The
most important thing is that we’re not looking to penetrate
the market a great deal in order to reach our hurdle. We're
building this facility to go to about 15 million pounds so the
business plan calls for us to grow over a 10 year period of
time to 10 million pounds We have the capacity to grow be-
yond that just by making minor investments in additional
equipment. We've got the footprint and the capacity to do
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15 million, but at 10 million pounds we’re looking to pen-
etrate 4% of the marketplace. We think that is a practical
challenge and something that is achievable.”

The laundry will be launched as a cooperative. As a legal
entity, a cooperative is a private company equally owned
and democratically controlled by its members, in this case
its employees. But the Laundry is a little unusual among
worker-owned cooperatives. Cooperatives usually begin
with a few workers pooling their work and their small per-
sonal funds to build up the enterprise. However, the laundry
must have expensive machinery from the outset. It will re-
ceive a substantial capital investment from foundations and
public investment to purchase its equipment and help from
state and local government to train its employees. Manage-
ment, provided by the OEOC, will hire employees from the
neighborhoods who will then become co-op members after
meeting the probationary period and applying to join. The
membership fee will be paid through a wage check off.

Anderson and Kiel planned for six months to launch the
laundry -- two months to finalize and order equipment, two
months to install the equipment, and two months of train-
ing for the employees. The equipment was ordered on July
2, 2008. But funding proved more difficult to obtain than
anticipated, delaying the opening from late winter 2008 to
late summer 2009.

Modern commercial laundries are capital intensive, and
lenders are always dubious of start-ups. In addition, the
timing was bad: ECL’s search for financing kicked into high
gear about the time the 2008 banking crisis shut down lend-
ing. Putting the financing together took six months longer
than expected and required Cleveland Foundation guaran-
tees to First Merit, the local commercial lender which ulti-
mately put in half the loan. Shorebank, which stepped in
for the other half, got first position on the machinery and
equipment, enhanced by the fact that it owns the real estate.
Still, most of the financing came from the City of Cleveland,
the Cleveland Foundation, and publicly subsidized New
Market Tax Credits through US Bank. The financing could
never have been put together without the commitment and
support of the Cleveland Foundation.

The laundry washing and drying equipment is made in
the U.S,, and is the very latest and most efficient. To reduce
the energy needs of the laundry, heat from the used water
will be recycled to heat clean water and the laundry will use
the “greenest” chemicals acceptable to its customers. It will
have skylights to take advantage of natural daylight, and
plans to add rooftop solar panels in the future to further
conserve gas and electricity.

The laundry building is located in the Shore Bank Com-
plex on 105th and Elk in the Glenville neighborhood, near
the boundary of the GUC project. The neighborhood has
been hard hit by economic reverses. The facility is on a bus
line and there is nearby daycare for workers. The lead em-
ployees have been identified, and they are beginning to
participate in the development of the laundry and its work-
force. Anderson expects to hire the employees from the
GUC neighborhood, including several veterans.
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He has identified and hired an experienced manager
for the laundry and is currently looking for someone with
experience in maintenance and a leader for operations to
be the lead personnel for the new firm. The maintenance
specialist is expected to visit the manufacturing plant and
see how the machines are constructed. The maintenance
specialist will receive training on operation, maintenance
and repairs from the manufacturer. The leader of opera-
tions will learn to operate all the machines and train the
other employees. Together, these three will train the oth-
er employees in the operations of the equipment in the
laundry.

The final two months of startup will be devoted to train-
ing the rest of the employees. With a workforce drawn from
people who may have been out of work for a long while,
there will be substantial training for all jobs

Says Anderson, “The training is definitely connected
to our whole business picture: We're going to have higher
quality and lower costs because we're going to have signifi-
cantly reduced turnover. If we begin to have a lot of turn-
over, we're not going to have the quality or lower costs, and
this laundry is going to disappear. But being an employee
owner, with your own vested account generating income
and funds for you in the future, is going to provide some
glue to keep you here in the company.”

Despite its annual goal of 5 million of pounds of laun-
dry per year at startup expanding to perhaps 15 million
pounds over 10 years, Evergreen Cooperative Laundry
isn’t expected to take anyone’s job. Health care laundry is a
growing business area, with nursing homes and hospitals
flourishing and expanding to serve the growing number
of retirees.

Growing Employee Ownership: The Evergreen Cooperative
Development Fund

However, the horizons for Evergreen are farther out than
just creating a successful business. The laundry is expected
to be just the first new employee owned enterprise in the
GUC. Six or seven additional business opportunities have
been identified selected for their feasibility. These include a
solar panel installation and service company and an indus-
trial scale greenhouse. Says Ted Howard of the Democracy
Collaborative “What we are trying to create is a network of
cooperatively owned enterprises. One of the things that we
believe will help make that work is the Evergreen Coopera-
tive Development Fund. It will be a nonprofit fund that will
receive monies, certain kinds of commercial loans, grant
monies and so forth, and we’ll use them to help seed the
creation of new cooperative businesses in this area. It will be
a kind of venture capital effort targeted specifically at coop-
erative development, and the incorporation papers and by-
laws of each new cooperative firm will designate that a per-
centage of profits will go into the cooperative development
fund, once the firm is profitable.” The Evergreen Coopera-
tive Development Fund (ECD) for creating more coopera-
tive enterprises will be launched along with the Laundry.
After repaying its startup debts to commercial banks and
the ECDF, each successful new business will contribute a
portion of its profits to the Fund.

It is recognized that not every new business can succeed,
even with all the help in the world. Having a variety of en-
terprises going at one time will spread the risks of failure
and increase the probability that some will succeed. And
if just some succeed, they can grow and expand to employ
more neighborhood residents. oeoc
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