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EXECUTIVE SUMMARY

~ This report discusses the.findings of a research demon-
stration project to test the notion that the employment
prospects of disadvantaged .out-of-school youth could be im-
proved by training-them in new or fledgling small businesses
that received subsidies for their own development. The
Youth Entrepreneurship Initiative was part of a larger
demonstration conducted by Public/Frivate .Ventures (P/PV).

This report is one in a series of final'. reports on private

sector - involvement in youth employment and. training that
P/PV has prepared for the U.S. Department of Labor.

THE INITIATIVE'S ENTERPRISES

. For this initiative, the term "youth entrepreneurship”
is a misnomer, as youth are not trained to be entrepreneurs:
However, providing training to youth in a real business

environment is one of the variants found in general models
involving entrepreneurship programming. Specifically, this

report discusses the entrepreneurship programming-approach
in which dual program objectives are pursued with equal
emphases in small businesses: training objectives involving

the employability development of disadvantaged young people

and enterprise objectives involving the development of
self-sufficient businesses. o

. Four organizations selected by P/PV developed new small
businesses wheré these dual objectives would be pursued:

- o ) o I L

e The Citizen's ,beicy Ceriter, Inci:,; ‘a not-for-profit
community development organization,. established

4

Road/New Enterprises, a network of eight auto .repair
shops located in california and Connecticut.

e Chicanos Por La Causa, Inc., a not-for-profit’

community development crganization with experience in
conducting youth training programs, developed Sunsol;
a solar hot water heater installation business Tocated
in Phoenix; Arizona. :

e The Restaurant School, a Pennsylvania licensed,

for-profit school for restauranteurs, established

Beginner's Luck, a restaurant located in Philadelphia.

4
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e The Educational »?lliance, 1Inc., a not-fer-profit,

- »

social services agency, developed Synergy II, a
novelty boutigue store replicating an earlier and

successful boutique, both located on 'New York City's
lower - west side: _ )
- : 3

All of these organizations were to establish their enter-

prises by attracting additional capital for development; by
planning production and marketing strategies to sell their
products and services; and by achieving self-sufficiency
through realized business profits during 'the demonstration

55[ iod. A :

Although training was provided to youth in all enter-

prises, varying emphases were plaged on the training com-
ponents. The auto repair enterprises in the Open Road/New
Enterprises network concentrated 'on "hands-on” {on-the-job)

work activities in which youths worked under the supervision

of a journeyman mechanic. Few training hours were devoted

to classroom instruction at Operi Road/New Enterprises. At:
the other enterprises in this initiative -- Beginner's Lucky,
Ssunsol, and Synergy II -- the training components emphasized
hands-on work activities plus classroom instruction and
employability counseling. 'al1 of the enterprises provided
job placement assistance to youths at the conclusion of

their training.

RESEARCH TASKS

The research focused on three ﬁéj@f,questibhs:

e Can training in _entrepreneurship-programs increase the

employability of disadvantaged youth?

Can enterprises operate with mixed training and
business objectives?

® Are entrepreneurship programs cost-effective?

e : I -
To answer the first question, data were collected by

erterprise staff on participants’ demographic characteris-
tics, training- background and employment cxperiences at the

time of enrollment. Outcome data on participants were aiso
compiled %o provide indicators of the extent to which parti-

cipants completed training and entered private sector jobs,
schools or other training programs. Participants who were

.anrolled at Beginner's Luck, Syriergy I1 and Sunsol were

interviewed at three and eight months after their termina-
tion from_ the training programs_to provide indications o £

program effects on the employability of partitipant youth:
The second question was' answered 'by process and cost in-

formation that document&d the development of businesses as

10
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well as the tensbon between training and ‘profitability

goals. An analysis
enterprlses - Beginn

£'s Luck, Synergy: II ‘and Sunsol - was

 undertaken in order to answer this guestion.

The third question was addressed through —ai cost-

effectiveness analysis in which enterprises were ranked

according to: their business profitabiiity and training

costs. Only Beginnér s_ Luck, Synergy II and Sunsol were

s [

employment and training strategy for out—of-school,

dlsadvantaged ‘youth were:
»
® Enterprxse tralnlng did rnot lncrease the employment

prospects of youth either at the time of termination

from the program or at three or eight months after
program participation.

Enterprises were not able to pursue, with equal
emphases; training and enterpriéé objectives.

of training and enterprise development is not coSt

‘effective from either a business or training per-
spective.

Spéciéic employmérnit- and training findings were:

® Less than .66 percent of° the ,part1c1pants cqmpleted

their training. The majortty of youths enrolled in

youth entrepreneurship programs did not enter private

sectoy jobb. At term1nat10n, only 33 7 percent of the

» While all enterprises ,demonstrated,ﬁan ability to
provide some skills training, they demonstrated poor

nerformanCe in job development and job piacement.

Cost per placement ranged from $12;917 at Beginner's
Luck to $21,;233 at Sunsol.

<y,

e Youth employment after participation in youth entre-

preneurship programs was <characterized more as
trans1ent than stable. -

of the financial records of three’

® Enterpreneurshlp pragrammlng with the dual objectives

<5



- gpecific enterprise findings were:

» Efiterprises encountered difficulties in establishing

themselves as businesses. Most of the problems the

éﬁ;érpriéésfexpéfigﬁééa wWwere characteristic of small

businesses including insufficient capitalization for

development; poor business planning for marketing
products or services, vacancies and turnovers in key -

staff positions; and extraordinary overhead costs (due
to training). : ) . '
e Enterprises took the major portion of their sub=

contract period to work through their start-up and
general operation problems;’ and in the process

incurred sSubstantial business losses:

sharp conflicts between enterprise objectives and

L Y

training objectives were evident at each enterprise

for the duration of the initiative. The result of
these unresolved conflicts was that neither of the two

objectives were achieved.

e None of the enterprises wwere in a position to be
self-sustaining at the. conclusion of P/PV funding.
All of the eight enterprises established in _the Open

-Road/New Enterprises network were closed and/or sold

to resolve debts incurred during their operation.

Beginner's Luck, too, has ceased its operations. Both
Sunsol and Synergy II made ++ efforts to ~continue

business operation; but will require substantial
subsidies to do so.

POLICY IMPLICATIONS

~ p/pV's findings strongly suggest that entrepreneurship
programming in a,neqfcq7§1e6q1iﬁg'éméll,bu§j9e§§ is not a

viable approach tc the employment and training-of disadvan-
taged youth. When saddled with the dual and equally empha-

sized objectives of training,gggiﬁjéfitébility;fp;ggﬁg@
outcomes were poor on both objectivess For training to

succeed in a way consistent ‘with enterprise .survival and
development, curreit models of entrepreneursnip programming
involving youth and small business ,should undergo signifi-
cant modification before further attempts are made to
conduct such. programs. L R

h)
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INTRODUCTION

~ Since 1978 Public/Private Ventures (P/PV) has been
conducting a multi-site demonstration for the U.S. Depart-=
ment of Labor's (DOL) Office of Youth Programs which asses-
ses a variety of strategies for facilitating the private

sector placement of out=of-school disadvantaged youth: Pro-

gram models in this large demonstration include pre-employ-
ment services, temporary work experience, targeted skills

training, subsidized work experience; incentives for small
businesses and entrepreneurship. This report summarizes

Pp/PV's findings on youth entrepreneurship:

DESCRIPTIONS OF THE YOUTH ENTERPRENEURSHIP DEMONSTRATION

Referred to as the Youth Entrepreneurship Initiative,

this demonstration was conducted between 1978 and 1981 at

eight sites across the country. The Youth Entrepreneurship

initiative had two goals: (1) to improve the employment
prospects of out-of-school, disadvantaged -youth and (2) to
create or fund small businesses specifically designed for
the employment and training of youth. The underlying as-

sumptions of the inititive are (1) that creating or utili-

zing new or existing small -businesses would provide a

better, "more real" environment for training and (2) that.

developing economically viable businesses as vehicles for
training ‘could have long-run effects on vyouth's  employa-

bility and might create new jobsgl/

To- carry out the goals of the initiative, P/PV Sought
out organizations which could develop or had already de-

veloped a small ‘business with employment and training func-
tions integrated into. the normal role of prcducing goods or

services. Four organizationsS were selected:

e CITIZEN'S POLICY CENTER; INC., a not-for-profit
community development organization which had
already established Open Road/New Enterprises, a
network of auto repair shops in California with

plans to expand the network in both California

Y
o
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I-2

CHICANOS POR EA CAUSA, INC., ‘a not-for-profit
community development corporation which weuld
establish Sunsol, a business specializing in the
fabrication and installation of solar-powered
heating systems

. TﬁﬁfgﬁsTAURﬁﬁi §éﬂbbt;wéfféféprbfit school for

restauranteurs which proposed to establish a
fully functional restaurant = Beginner's Luck

s EDUCATIONAL  ALLIANCE, 1INC.; a not-for-profit
social service agency which would replicate a
retail operation (known as Synergy 1) by estab-
lishing Synergy II; a novelty boutique store.2/

~ EBach organization's business venture was partly capital-
ized through a one-time, eighteen month subcontract from

P/PV to plan, start-up and operate each business. (Because

of DOL's knowledge dévelopmgngiiégﬁiféméhts;,spmgugﬁﬁdihg
was also provided to cover administrative and research tasks

for the demonstration.) In addition to the P/PV subcon-

tract, each organization was required to seek other forms of
capital, e.g., venture capital, and subsidies or grants, to

operate the business during the subcontrct period and be~
yond.

~ Pursuant to the goals of the initiative, the objectives
of each busihesgfwggertW6:fdld:,(ly_ﬁqjﬁiaih and place
disadvantaged youth in unsubsidized jobs and (2) to develop

a profitable business. (See Figure I=1.) The type_and

degree of “training in each skill area could vary. While

formal classroom-type training was instituted at Synergy II,

sunsol, and Beginner's Luck, on-the-job, training was empha-

sized at Open Road/New Enterprises: ' All of these businesses

were to offer development of manageméﬁ?ﬁSRillsfas,parE of
the training for a limited number of youth: At the con-

clusion of training at the businesses, some youth who had
demonstrated talent and drive were expected to become part-

ners (in Open Road/New Enterprises); to become stockholders
{in Sunsol and Synergy II); or to be retained as full-time
operating or management staff (in Sunsol and Synergy IT)s

Howevér, the majority of the youth were expected to seek or
be pltaced in unsubsidized jobs or to further their employ=
ability development outside of the business; e.g.; through
higher education or other vocational training.

~ Each enterprise was expected to exhibit conventional.
business behavior while providing training.. Business plans
were to be developed by enterprise staff which would chart a
development path enabling the enterprise to penetrate its
product/service market and to generate revenues through
sales: While these were key elements in the business plans

14



FIGURE I-1

P/PV YOUTH ENTREPRENEURSHIP MODEL

PROJECT SPONSORING ORGANIZATION

plan/establish business -
plan/implement training program

raise additional capital

administer P/PV grant
‘oversee results

SMALL BUSINESS

provide goods/services
compete in open market

employ minimal experienced
professional staff

employ/train youth

;

profitability or seif- e trained disadvantaged youth
sufficiency o - world-of-work skills
return on investment LI T

(if profitable) - management skills

attract more funding - . o
pay taxes | ® youth enter job market
provide jobs

expand/replicate

J0B MARKET _

15

a3



I-4

and the production activities of the enterprises, the enter-
prises were expected_ to progress steadily toward self-suf-
ficiency or profitability by the end of the P/PV subcontract
period.

Although the Youth Entrepreneurship demonstration was

different from many traditional training programs because of
(its dual goals of employability development and enterprise
Jevelopment, it drew on a specific set of past experiences.
These experiences are discussed in the next section and are

followed by a brief presentation on general models involving
youth programming.

ANTECEDENTS OF- THE MODEL

Much of what is known about youth entrepreneurship

programming as an_employment and training strategy is de-
rived from two sets of program experiences: (1) in-school
programs which involve youth in various entrepreneurial _
activities, and (2) training programs which have revenue-
generating components.

in-school programs are exemplified by Junior Achieve-

————————————

ment. The goals and objectives of these programs are straig-
htforward -- that is, to acquaint high school youth with the
principles of the free. enterprise system by establishing
shortlived, Yyouth-oriented businesses during the school

year. The general features of in-school programs include

entrepreneurial activities; such as development and sale of

products or services; determination of salaries; commis-
Sions, and prices; resoiving problems of taxes, regulations
and bookkeeping; and even the liquidation of a business.
Another feature of in-school programs is the involvement of
local business persons who serve as advisors to the young-

sters. There i no employment objective in these programs.

Little is done at the conclusion of these in-school programs

to encourage youth to maintain their business or to seek
work. .
the other set of program models which influenced youth

entrepreneurship programming were programs designed _to
generate revenue to reduce training costs and to provide
"real work" training. Because these programs served an

unemployed, disadvantaged ppﬁﬁiatiéh,;:,Uhlikéﬁmany”inj

school programs =-- their goals and objectives are custo-
"marily associated with publicly-sponsored employment and

training. programs. The goals were two-fold: improving the

employability of disadvantaged persons and generating suf-

ficient revenues to offset training cost.3/

16



I-5

~ Among the best examples of this type are the revenue
generation efforts in the National supported Work Demon-
stration. This demonstration was conducted between 1975 and
1978 in thirteen cities. It focused on four disadvantaged
groups: long-term AFDC recipients;, ex-offenders; ex—-addicts,

. Local operators were expected to raise a substantial
share of the funds necessary to run the programs. One

source of local funds was "service project revenue" which
represented revenue earned from the sale of goods and ser-

vices ‘produced by supported workers: The basic features of
Supported Work are described in an evaluation report,
Setting Up Shop by Harvey D. Shapiro.

By operating revenue-generating projects and
selling goods; a Supported Work program could.
accomplish several things: It could, hopefully,
generate sigrifiwant sums to help pay for operating
the program. Moreover, it could test the ability

of this kind of program to become self-supporting
after the demonstration period. But producing a
product also had a programmatic purpose. Having to
sell something in the marketplace would inject a

note of realism to the program. Work would have to

meet the standards of the customers, not. just the

program staff. While this might toughen the stand-

ards of the program, there was a belief that this_
would better equip the enrollees to handle regular
employment. toreover,; if Supported Work gained a

reputation for high standards; that could enhance

employability of its participants.4/

4

The report goes on to point out that while . revenue
generation was an important demonstration objective and was
crucial if project sites were to_ become self-supporting,
less than 16 percent of the total demonstration cost ($59:1
million) was recouped through supported work activites.

additionally, none of the thirteen Supported Work sites
couid claim, without gqualification, to be self-supporting at

the conclusion of the Supported Work Demonstration.

Youth entrepreneurship programming, as suggested, has

been shaped by two different sets of experiences with dif-
ferent goals and objectives: For in-school programs, the
goal was to promote the principles of éhtrépréﬁéu:ship among

high school students by forming short-term, Yyouth opearated
businesses. In the case of revenue generating programs, the
goal was to improve the employment prospects of disadvant-
aged individuals by establishing partially self-supporting
training programs. Whetner or not these goals were com-

patible, two basic themes have emerged from these types of

17



I-6

programs: (1) youth can be exposed to entrepreneurial activ=

ites with some beneficial results; and (2) in the course of

training, market-oriented revenue generation can take place

with the potential for defraying the training cost if ade-

quate management safeguards are taken.

three types of -entrepreneurship/training programs. As these.

From these two prqgrémming,strategiéé;Wéﬁé can develop
three models are discussed in the next section, the place of
P/PV's Youth Entrepreneurship training approach in this
typology will be identified.

~ The three models can be labelled the In~School Model,
the Entrepeneurship Training Model and the bual Objectives
Model.5/ These models are distinguished by their goals; the

type of entrepreneurship activities which occur in program

cpérations, and outcomes expected from program participa-
tion. ’
The In=School Model was described earlier. Its goal is

to expose youth to the workings of businesses. The basic
features of this model are as follows: involvement of

students in youth-operated businesses, _revenue-producing
activities; and involvement of the local business community

as program advisors. In addition to Junior Achievement,

brograms characterized by the In-School Model include public

school vocational training programs, Such as automotive, and
some construction classesfwgereryoutpwaOVidé services to
local residents for a smaill fee in order to gain more real

istic work experience. Profitability is not an important

objective for the programs exemplified by this model.
Businesses are only established temporarily. It is expec-

ted, however, that the participating youth would develop an

égpréciétibnffqr professional skills; a strong work ethic,
and self-confidence.

For programs characterized by the Entrepreneurship

Training Model, the goals are identification and training of

potential entrepreneurs. A few national programs exemplify
this model: Venture Founders (Cambridge, Massachusetts) and
The Hawaiian Entrepreneurship Training and Development
Institute (Honolulu, Hawaii).6/ _several features highlight
the Entrepreneurship Training Model. First, these programs
serve an adult clientele, which reflects the findings from

the literature that potential entrepreneurs are overwhelm-
ingly an adult population who have had considerable work
experience prior to going out on their own:7/ Second, these
programs put prospective participants through a rigorous and
intensive proceéss of screening and selection. Third, once

18



1-7

potential entrepreneurs are selected, these 'participants
undertai.e a concentrated series of learring-by-doing activi-
ties which simulate what an actual entrepreneur needs to do
in order to establish a business -- market analysis,; busi-

ness planning, mobilization of capital; etc. Fourth, once

the potential entrepreneurs have completed sound business
plans; some of the programs will help them take the

riext step -- to obtain financing and set themselves up in
business.

is the Dual Objectives Model. Here emphasis is placed on

both job -tratning .and._business start-up as goals. The

expected outcomes of programs in this model are viable, new
or existing small businesses and the job placement of indi-
viduals trained in those businesses. The general features
of the Dual Objectives Model can be found in various nation-

al demonstration programs funded under the Youth Employment
and Demonstration Project Act (YEDPA) of 1977; inciuding the
P/PV Initiative.

. Three variants of the Dual Objectives Model can be dis-
tinguished depending on whether enterprise objectives are

superordinatz, subordinate, or on a par with employmesnt and
training objectives, In one version of the 'Dual Objectives

Model, the goal of establishing viable enterprises is ut-
most: This version allows for some programmatic variation.
On the one hand; a business venture is established by adults

who employ and train youth in all aspects of the enterprise-
~--that is, production; sales, and management. Training is

accomplishned through a graduail transfer of knowledge from
adult trainers to the youth at the enterprise site. This
process is like traditional on-the-job training: Enterprises
developed here; though invariably small businesses, tend to
require significant front-end capitalization with the poten-

tial of providing significant numbers of unsubsidized jobs:
Youth ownership is not a key feature here. However, youth

can acquire stock in the existing enterprise or receive
assistance in establishing a new venture. Youth enterprises
which were developed by the Corporation of Youth Enterprises

(CYE) demonstration are representative of this version of

the Dual Objective Model in which the enterprise objective
is primary. In the case @fméwgupérmarget in Baltimore

(Maryland) and to a lesser degree; a landscaping and gar-

dening venture in El Paso (Texas), enterprises were created

in which adults retained management control: Both of these
CYE ventures were established with an Employee Stock Owner-
ship Plan:8/

Conversely, the enterprise-as-primary . theme is also
exemplified in entrepreneurship programs in which "busi-
ness-like" risk is assumed by youth throughout the planning,
development, and operation wof the initial enterprise.

1@
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pecause of early involvement by the youth in the development
of the enterprise, skills training oftentimes takés the form
of ‘trial and error. The ventures here are usually small.
It is gquestionable whether job creation is significant or

occurs at all; however, greater commitment to subsequent

spin-off ventures is likely.: Two national demonstrations
characterize this approach -- The Junior Achievement Adap-
tation Demonstration Project (JAADP) and the Youth Agricul-
tural Entreprensurship Demonstration Project (YAEDPP): In
JAADP, small ventures were developed by youth: catering
services; a silk screening business and a flower shop:
Agriculture ventures were established by youth in YAEDP to
macket produce crops. In both demonstrations, youth under-—
went training before attempting to establish their ventures.
While continually receiving technical assistance from the

program staff, these ventures provided income through gener-—

ated revenue to come of the youth operators.9/

A second version of the Duai Objectives Model is ex-

emplified by projects established in 'the National Supported

Work Demonstration. In this approach; enterprise objectives
are subordinated to training objectives: The enteérprises
oniy serve to facilitate training, by providing a real
working environment and to reduce the training costs.

participants served by programs following this version of
the Dual Objective Hodel are expected to move into jobs
after training.

‘A thira Dual Objective Model approach features equal

‘emphases on training and enterprise objectives. In this

case the enterprise is viewed as a suitable vehirle to
provide a "real work" environment for training disadvantaged
youth. The expected participant outcome is job placement in

unsubsidized employment. The expected enterprise outcome 1is
a viable business that progresses toward profitability.  The

enterprises developed in the P/PV Initiative £it this last
variant of the model: T .

~ From the model typology discussed above, it is clear
that a variety of approaches exist involving entrepreneur—
ship programming. However., it should be clear that this

report can only assess one approach which was identified
with the Dual Objectives Model--that is, entrepreneurship
programming where equal emphases are on training and enter-

prise development.

RESEARCH PLAN TO THE B/PV INITIATIVE

This evaluation of the Youth Entrepreneurship Initiative

focuses on three major questions:

e Can training in vyouth entrepreneurship programs
"ihcréégéwthewemployabi}%ty~6£wdiéédVéntaged<ybuth?

on
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e Can enterprises operate with mixed training and
business objectives?

¢ Are entrepreneurship programs cost effective?

" These QUéStxons are answered by reviewing quantitative

and descriptive data on the four program enterprises--0Open

Road/New Enterprises; Beginner's Luck, Synergy II, and

Sunsols Chapter Ii discusses and asseésses critical factots

in the arfea of enterprise development and program training.

The status of ea~h enterprise (at the time of this report)
is also provide . Chapter 1II reviews available data on the

youth in ‘the initiative. Here, enrollment and termination
data are reviewed for the four orog'am enterprises. Follow-

up data are presented on Beglnner s Luck; Synergy II1 and

Sunsol; Open Road/New Enterprises was not included in the
fcllow—up survey. Chapter IV considers the potentlal con-

flict between training functions and enterprise profit-

ability at all the enterprises except Open Road/New

Enterprises. _ Utilizing data from earlier chapters on
enterprise prof1tab111tv and participant outcomes, Chapter v

provides a cost effectiveness ana1y51s on three enterprises

. (Synergy II; Sunsol; and Beginner's Luck) and generalizes

about the effectlveness of the Initiative's approach where

equal emphasis is placed on training and enterprise develop-

ment:; Chaptér VI offers recommendations on the use of youth

entrepreneurship programming for out-of-school, dlsadvan-
taged youths
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CHAPTER II ~*

BRUCESS ANALYSIS: ENTERPRISE DEVELOPMENT AND TRAINING

i e - —

This chapter briefly reviews business and training

activities which were key components of the operations of

. P/PV's Youth Entrepreneurship programs:. & summary of enter-

prisé characteristics is shown on Table II-1.

PROGRAM DESCRIPTION AND PROCESS EVALUATION

works, which operated a total of eight auto repair shops in

southern California; northern Californiia, and Hartford,
Connecticut. The project was initiated in 1976 by the
Citizen's Policy Center, Inc., -- a not-for~profit corpora-

tion located in Santa Barbara, California, and developed by
New Enterprises; Inc.-- an economic development corporation
within the Citizen's Policy Center organizational structure.
Initial funding for the development of the two california

‘networks was provided in 1976 by the Economic Development

- Administration, through a one-year technical assistance and

planning grant.: at that time; the Economic Develrnpment
Administration made a commitment to fund the development of
OR/NE over a future three year period -- a commitment which
could not be met because of federal budget constraints.

also, in 1977 OR/NE was awarded a three-ysar,; renewable

planning grant by the Aetna Life and Casualty Company to

explore and establish a similar auto repair shop network in
Hartford. It was not until May 1978, with the approval of
DOL's Office of Youth Program (via a recommendatinn from

Economic Development Administration), that OR/NE became the
first project funded in the P/PV Initiative: with funding
through the eighteen month P/PV subcontract and the Aetna
grant, OR/NE planned to open seven new enterprises; four in
California and three in the Hartford area, and to further
develop the three existing shops in California.

Enterprise Developments: §§§ﬁ§ﬁ§h ten auto repair shops
were planned for operation in the OR/NE networks, only eight

shops were developea: four in southern California, three in

northern California; and one in "Hartfqrd. Planning and
capitalization problems prohibited the development of one
shop in the southern California network and two shops in the

Hartford network.

The staffing pattern was -the same for the ‘eight enter-

prises. Each enterprise had a manager responsible for

business management and training within the auto shops.

Reporting to each enterprise manager was a -jdurneyman.
mechanic who did automotive repairs -- thus generating the

23



TABLE 111

SUMMARY OF PROGRAM CHARACTERISTICS

. Progin
Llement —

Operi Road /
New Enterpriscs

Beginner's luck

Synergy 11

‘L

Supsol

s

———

Ceogtaphic bocation

Santa Barbird, CA
Los Angeles; CA
San Francisco, CA
Hartforc; CA

Philadelphia; PA

Nei York, B

Phoenix; Al

Funding Sources

N

o Aetna Life lnsurance
Company. - —

i o CETA P/§ OJT wage
subsidies .

¢ Private Investors,

o Citizeps Policy Ceater|’

!
o DB
¢ Syrevgy 1 (£A)

N

o Caveer Nobility

¥ CPLE/Youth Training
fenter

¢ Chicanos Industries

| o Corp Youth Enterprises

%

Priot Related Experience |

¢ Under_prior _grants
friii EDA, CPLC -
plamned and inple-
nented New Enterprises:
a progran which opened
Santa Barbara Motor
Werks; an agto_repair
shop shich enployed
and trained youth.

o As an educational
institution TRS
operated ity owt
public restaurant,
gsing its students
in all aspects of the

restaurants operation,

a EA operated Synergy (1)
Boutique for five years
as a training site for
substancefalcohol.
shusers in retailing,

“coupled with business_
related courses. - This
profit-paking_Boutique
served as_a model for
Synergy II.

+ Yo directiy related
experience in this
industzy. Some
experience in conmunity
development,

.

Type of Training Provided

on {0JT) supervision by
eiterprise journey level
nechanics and managet.

Y

Mo classtooi—all hands-|

Classcoon training con-
diicted at TRS—during
Cycle IT trainees were

| integrated_into many

ongoing TRS classes.
Practicun—~hands-on___
training. through opera-
tion of BL restaurant,
ander supervision of KL

| staff,

Classroom training con-
ducted by training
director, Hands-on
training through operation
of boutique under super-_
vision of Assist. Manager,

¢lassroon_and_bands-on
training a1l conducted .
by enterprise staff.

20
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TABLEA1-}

SUNRY F PROGRN CIRACTERISTIES (Contined)

~ ] S
_ Program
Elcment —-

Opén Rout /
- New Enterprises

‘Beginner's Luck

Synergy 11

Sunsol

Progran (non-enterprise)
N ‘ ‘

~# Project Director

o Financial Directer

s Director of Operations

_ and Training

o Enterprise
Developers (4)

.| o Secretary

s Project Director

& Evalvator/ .

_ Data Coordinator

o Training Director
(Cycle.IT only)

o Controller

—g-Llassroom [nstructors

o Project Director .
s Director of Training
 (vordinator

o Secretary

s Project Director
falso served as
Enterprise General
Manager)

Enterprise.Type
Number of Sites

fito Regit (3)

Restaarant (1)
%7— -

Retailing (1)

Solar Heating-Retrofit (1)

" Yunber of Trainees Per
- Training Cycle

1-4 per shop; depending
on site, amount of
business.

1820
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13-17

SOURCE: Baofie, Yourg § Associates:
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business's revenues: The mechanic provided the hands-on

m—wmwuwtrainingftowynughTWWMaﬁégérs_and_ﬁechaniés;haﬁ:hﬁtﬁ:§:§£¥éngm

background in automotive repair shop operation/management,

and a commitment and ability to work with and train youth.-

Capital for the development of each auto repair venture
included both public and private dollars. Through New
Enterprises Program, Inc:, the Citizen's Policy Center

solicited public sector funds to support the planning _and

" start-up phase of a potential venture: Additional develop-

ment capital was obtained from the sale of stock shares in

tne ventures. Stock was classified in one of two categories
-~ class A (voting shares) and Class B (non-voting shares) .
Class A stock was sold only to the Citizen's Policy Center
which made these stock purchases with funds obtained through

loans and grants from private and. corporate foundations:

Class B stock was offered and sold to outside investors.

Because few investors were attracted to the New Enterprises!’

Class B stock, the Citizen's Policy Center purchased the
majority of the shares in both stock classifications. (See

table a-1 in appendix.)

. OR/NE marketing strategy for its enterprises, particu-
larly in California, was.organized around its commitment to

the development of profit-making small businesses which
could provide guality goods and services. ' This attitude was

consistent among the Citizen's Policy Center staff and OR/NE
shop managers. Efforts toward develonping a broad-based

jould produce "repeat” business were made in

clientele which w

gach shop. This was to be accomplished through careful
workmanship and gquality control by enterprise managers and
their staff. In addition, the Citizen's Policy Center staff
provided technical assistance to shop managers to help eac¢h

business attain a sound financial position.

OR/NE was not without its developmental and operational
problems, most of which were typical of small businesses.

Insufficient start-up capital and poor business planning

were the major ones; Few businesses can survive when they

are undercapitalized by as much as 75 percent of their pro-

jected needs. This was the case in two of the California
shops: Survivability is also questionable when plans are

ot developed for penetrating an unfamiliar market area; as
was the case in the Hartford network. :
Vacancies in staff positions aﬁéitéifﬁEQUéht turnover,

particularly among the mechanics, was a problem affecting
OR/NE. To increase the likelihood of attracting and retain-
ing "top-notch" mechanics, OR/NE offered a pay plan which

included wages plus a percentage of the sales receipts from
repairs; but this plan had consequences. It was in the

g
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mechanic's self interest to increase his or her pay by max-
imizing the volume of repairs. The mechanics eventually Saw—-
training as a hindrance to their ability to do repairs and
generate sales.

Training. Consistent with the initiative, OR/NE pro-
vided training to 53 out-of-school, disadvantaged ynuth.
Training was in two major areas--auto repair skills (mechan-
ical) and auto shop management. Repair skills training in-
cluded automatic and manual transmissions, ignition tune-up
and electrical work; engine valve Work, brakes and lubrica-
tion: Training in the enterprises varied from four to six
months’, depending on the trainee's interust.

Management training included parts ordering, service
order writing, clerical training and public relations. Bnth

mechanical and managerial skills were taught almost entirely
through hands-on; on-the-job training. Some Jjob readiness
training was also provided, e.g., employability counselings

At tne conclusion of training, youth were to be placed on
unsubsidized jobs; to be provided an opportunity to become _a
stockholder or partner; and/or to be assisted in starting
their own business by OR/NE. :

Status of the Enterprises. Over the life of the B/PV

demonstration, the eight OR/NE auto repair shops experienced
chronic business problems which were due to poor planning,
undercapitalization and low volume of repair sales. all of

tne enterprises required subsidies for the length of the
subcontract pericd. None of these enterprises generated
enough revenue to cover their operating expenses and; con-
sequently; did not achieve profitability as a business
venture; | By the conclusion of. their subcontract period,
OR/NE had closed five of its eight enterprises and liquida-
ted these shops® assets to pay outstanding debts incurred
during this operating period: The three remaining. shops
were sold by the Citizen's Policy Center to individuals who

were shop managers during the subcontract periods

Beginner's Luck -

~_ Beginner's Luck, a restaurant venture, operated in the
initiative from January, 1988 to June, 1981; It was estab-
lished by the Restaurant School, a state licensed training
institution with Some natisnal prominence for developing
independent restauranteurs.

. Enterprise Development. Beginner's Luck planned to uti-
lize three sources of funds for its development: = (1) the
P/PV subcontract ($283,584) with the Restaurant School, (2):

Subcontract budget) and (3) projected revenues ($175,000)
from business activities. Subcontract funds and in-kind
éBﬁtfibﬁtiéhs would cover the planning and start-up costs.

o \ \ - 29
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The ongoing operating costs for Beginner's Luck were to be

covered through the subcontract and augr :nted with revenue

generated by the restaurant. Training costs—were—to-be--—

covered in full by the subcontract.

~ 0f the three sources of funds, projected. restaurant
revenues were viewed as key to Beginner's Luck's development

as a .business. Tts planned revenue-producing activities

were in three service areas -- junch and dinner services;

catering operations; and a. private, subscription "Eating

Society." Because these activities would be conducted Dby
the youth to enhance training as well as Jdenerate revenue,
Beginner's Luck planned. to phase the activities into the
overall (training) activities of the project. Meal services

were planned to begin immediately with the opening of the

restaurant. By the third month of operation, Beginner's
Luck had expected to implement the other two revenue-pro-

ducing activities -- the subscription "Eating Society" and

the catering service. The combined revenue generation

activities were projected to make Beginner's Luck profitable
and able to meet its on-going expenses.

< Beginner's Luck experienced few business start-up
problems. ;A7ﬁéaiig”fq1122équippedfkiEéhéh was located at

the International House; a rssidential facility on the cam-
pus of the University of pennsylvania. Some renovations were

made in the dining area; but these were accomplished in a

short time. However, Beginner's Luck did not begin opera-
tions until March, 1986, three ionths after inclusion in the

initiative, because of problems related to recruiting youth.
Wwith the pursuit of additional revenue missing as a business

element, Beginner's Luck functioned simply as a training
facility.

~ Beginner's Luck; however; did experience three major
enterprise-related problems which inhibited its development.

6ALéékgifﬁEﬁﬁéfptiéé,6evélé§ﬁéﬁfimﬁpi;é plans called for
the development of an independent restaurant venture,
Beginner's Luck made little effort toward this objec-

tive. Few, if any,; attempts were made to attract
additional capital or improve the restaurant's revenue
generating activities.

poor Marketing: Beginner's Luck did ﬁ@t,ﬁéVé,é clear
restaurant marketing strategy. Beginner's Luck

vacillated between serving lunch or dinner or both,
and (2) became fully operational at a point when their
primary market, the college and university community;

would soon be going away for the summer months.
ilure o Implement Additional Revenue Generatinc
activities: Of the three revenue—-generating activities

planned by EBeginner's Luck, two activities -- the sub-

30
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scription "Eating Society" and the catering service --

were not implemented. A poor market focus for the
"Eating Society" and; according to Beginner's Luck
staff, trainees' inability to handle a catering ser-

vice accounted for the abandonment of these potential
revenue-producing activities.

lems, it abandoned efforts to develop a viable restaurant

business. This was a point of conflict between Restaurant
School and P/PV staff since P/PV believed revenue generation

was critical to enterprise profitability. With the pursuit
of additional revenue missing as a business element, Begin-
ner's Euck functioned more as training facility than a

a
business seeking self-sufficiency.

Training. Beginner's Luck provided training to 38
youth in food preparation, kitchen operation, and, to a
limited degree, restaurant management. The key features of
training were:

e Orientation to training; a two week period of infor-

mation exchange between youth and staff on training

at Beginner's Luck and cureers in the restaurant in-
dustry

e Training contracts, agreements between youth and
' Beginner's Luck staff which were negotiated at the

conclusion of orientation and were designed to chart

the youth's skills acquisition
Classroom training, a four week preparatory course
given in basic kitchen and restaurant technigues

supplemented with additional classroom instruction

throughout the six month training period at the
enterprise
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Restaurant where youth rotated in performing func-

tions until they wished to develop a specialty.

e Job placement, assistance which was available to
youth upon completion of training.

‘Two major difficulties were encountered in providing
Jtraining which were:

e Recruitment and Certification: Recruitment of youth
who were of school age; i.e., less than 18 years old,

was delayed because the Philadelphia Prime Sponsor and
the State Employment Security Agency would pot certify
youth as CETA eligible without prior certification as

"out-of-school," i.e.,. youth should not have attended
a school during the school y%iI;



o Integration of Classroom and Hands-on Training. Be-
cause classroom training was given at the Restaurant

School and hands-on training at Beginner's Luck, the

Restaurant School instructors tended to view the

trainees as "special students," i.e., disadvantaged

. status of the Enterprise. Begi nter's Luck ceased opera-
ting at the conclusion of the st sntract: Neither tne

outgoing president; nor the new .ner of the Restaurant

School wished to continue the enterprise/training activi-
ties:

Sunsol

Chicanos Por La Causa, Inc. (CPLC), a_ not-for-profit

community development corporation in Phoenix; Arizona, was

awarded an 18 month subcontract to initiate and develop
sunsol--a business specializing in the fabrication and 1in-

stallation of solar hot water heating systems. Fifty-nine
youth were enrolled at Sunsol.
Enterprise Development. sunsol, as a solar venture, was

considered by CPLC as a potentially profitable business be-

cause of a growing local interest in solar power as an al-
ternative energy source. ~ However,; CPLC was unable to capi-
talize on this local factor, thereby,; failing to develop

Sunsol's potential. Key problems experienced by Sunsol are
summarized below.

e Organizaticnal problems. _ Organizatienal problems

hindered the development of the Sunsol enterprise.
The relationship between CPLC, as the parent organi-
zation, and Sunsol; as its project, remained in a
state of flux for the duration of the initiative: On
at least four occasions, the administrative responsi-

bility for Sunsol was changed within CPLC. Staff
turnover and vacancies were high with direct con-

sequences on sales. For more than a third of the
subcontract period, the sales manager's position was
vacant; creating an even more haphazard approach to
marketing. The net result of Sunsol's organizational
problems, as well as the ones mentioned above, was

that the business neéver got on the proper track.
e Business and marketing plans. For all practical pur-
poses, Sunsol did not develop a business plan or a

marketing strategy. P/PV made funding available for
Ssuch activites and encouraged the Sunsol staff without

effect. Given this, the marketing strategy was simple

32



-- te sell solar heating systems to low and middle in-

come groups. This simple approach to marketing

resulted in poor sales performance by Sunsol:

@ Sunsol's licensing status. All salar installation
firms wishing to operate had to be in possession of a
"qualifier's license:" Sunsol did not acquire its
license until July; 1980, nearly four months after it
opened shop. In the interim, no installation work
could be done which meant no sales revenue could be
generated

1. The tra1n1ng program at Sunsol was divided

into six cycles into which trainees entered, completed

program objectives in manufacturing and installing solar hot

water heating systems and then exited inten Jjobs:

hands-on techntques. Tra1n1ng was structured as follows:

two weeks on elementary solar-related theory; one week on

salies techniques and protocol; and six weeks on fabrication

and installation. Since the training program was short, it
was conducted in the solar shop so that trainees could
immediately. reinforce what they had learned. The installa-
tion training was designed to provide ysuth with basic
plumbing and electrical skills. The application of these

skills beyond solar-related work could allow youth to- seek

access to apprentlcesh:ps or entry level Jjobs in the plumb—

ing, electrical, or roofing trades.

In addition, trainees demonstrating supervisory and man-
agement potential received some basic leadership training.
This training included ibasic operations and skills develop-

ment; supervision of new trainees, and completion ~f instal-

lation jobs; and management tralnlng in sales and enterprise
development.

context of enterprtse development had. splll—over" effects
on the tulfillment of training objectives. The turnover in
Sunsol staff; particularly in the sales manager slot where

the responsxblilty ‘lay for generatlng 5u51ness (djob orders),

trainees, A comprehensxve system of support services from

intake to termination was proposed by CPLC In reality; few

resources were committed to ensure that the services were
provided. Sunsol relied on CPLC's Youth Training Center

.33
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whnich was serving youth in other CPLC programs. The P/PV
subcontract with Sunsol did not provide any direct funding
to support the Youth Training Center, nor any Sunsol staff
positions such as job developers or counselors. . The Youth
Training Center, as such; provided only minimal staff

supp§;§h§§rvices{ This problem resulted in poor placement
performance by Sunsol. (Only 8 trainees out of 59 got

-jobs.)

Status of Enterprise. Since the demonstration, Sunsol

has continued to operate as a business. However. Sunsol has

been reorganized, and is now a general construction company,
having expanded its work to include housing renovation. No

solar instatlation work, however, has been done, since the
coniclusion of the P/PV subcontract in april 1981.

synergy II

The EBducational Alliance, Inc.; a social service agency

in New York City, was awarded a fourteen month subcontract

(April 1988 to May 1981) by p/PV to develop and open Synergy

11, a business which provided training in retail sales.
Synergy II was a replication of a similar boutique, Synergy

I, which was also developed by the Educational Alliance.

Enterprise Development. capitalization of synergy II

was acquired through two sources: (1) the P/PV subcontract

which covered the major operating costs; e.g., store rent
and staff salaries; and (2) Educational Alliance funds which
were provided from excess revenue from Synergy I to cover

start-up costs such as store renovations and initial stock
items. Store revenues were to be used to cover any addi-

tional costs that were not covered Dby P/PV or Educational

Alliance funds.

Synergy II sold items ranging from tee shirts, roller

skates, note cards and buttons, in the earlier stages of the

project, to tote bags, sweat suits, backpacks and "Western
look™ items in the later stages. Tee shirts, though, re-
mained the main Stock item for the store. Generally, the

boutigue remained open for eight to ten hours per day, seven
days a week. However, because of the large number of
trainees relative to the size of the store; two shifts were

developed after the first few months of operations

. Although drawing on the experience of the older Synergy
1 boutigue, some problems were encountered at Synergy II.
For instance, chronic shortages in store inventory occurred
during the first two months of Synergy II's operations and

again in late 1980 and early 1981. These problems hampered
enterprise development, since sales could not be made with-

out inventory: Another problem which continued throughout
the course of enterprise development was the "excess number"

of trainees in the rather small store. However, instituting
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two work shifts to reduce participant overcrowding, not only
facilitated training to some degree, but provided an

opportunity to generate additional sales revenue because of

the longer store hours.

fréihihg. Retail and sales training were provided tn 37
youth in two seven month cycles. Three employability

development areas were emphasized: {1) work adjustment

skllls, {2) hands—on, entry-ievei and management Skillé,

ment i.e., career plannlng. Of these three areas, most of
the trainee's time was devoted to hands-on training in the

Synergy II store where they functioned as workers for
approximately seven hours dally. Wwhile in the store,

trainees were expePted to gain experience in buyihg and

selling goods, pricing merchandise, maintenance of store

records, and making general management decisions. At - the

conclusinn of training, youth were to be assisted in

locating employment by the Synergy II staff and an

Educatibhal Alllance counselor was assigned part-time for

The large number of youth in each training cycle re-

sulted in two related problems. Because of the size of the
Store and the on—the-job training format, overstaff1ng made
rotation among the various facets of store operatlons almost
1mp0551b1e. Unable to gain first-hand experience, many
trainees; according to Synergy 1II staff, lost_interest
and/or did not complete their training. (Synergy. II had the

highest trainee non-completion rate; 65 percent; in the ini-

tiative.) Some efforts were made; with little success; to

overcome these apparent Pproblems; e:g.; increasing store

hours and offering incentives such as bonus payment for
most sSales and C6mmi§§ibhé on Specialty items.

Statusgnfgthegjmze;ptise. Synergy II continued opera-

tions after its participation in the initiatives It has

reduced 'its staff, retalnlng one of the youth tra;pggfgpyrng
‘the initiative, and has ‘even showed a slight increase in
sales. As for enterprise. training, Synergy Il has been

considered (as of January, 1982) by the New York State
Department of Labor for fundlng as a youth tralnlng site.

SﬂMMﬁRXHREMARKS

Each program's training component had positive and

negative features: Modifications in the projects' training

components were allowed so that training could be better
coprdinated with project needs. By the conclusion of
fundingi some positive aspects emerged:

@ a structured, training program that taught skills as

well as some parts of entrepreneurship
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_ II-
»
e use of training staff who kiow the trade and who could
teach and work with youth
gouth responsibility for  applying the training

information to wWoTk sctivities at the enterprise:

- it is not clear that the overall quality of skills
training was. enhanced by integrating this objective with
enterprise development. Yet, it was evident that .poor

implementation of either the training feature or enterprise
activities had adverse effects in both components of the
project.

Ths enterprises 'also had problems. While these varied

scross the initiative some common ones Were:
e undercapitalization

poor planning and development

e lack of continuity in the generation of revenue from
sales

e little égpéhéibh into planne revenue generating
activities

varying degrees of tension between training and busi-
ness development.

Attempted remedies by the businesses in the P/PV demonstration
accomplished little in the way of resolving their development
problems. As such; the pusinesses' inability to overcome these

problems had consequences on the viability of the enterprises
during and subsequent to the P/PV initiative. Few businesses in

the demonstration survived after the P/PV demonstration.
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11-13 _ . .
NOTE

l/some efforts were ‘made to offer limited partnerships and
co- ownerships in the auto repair shops. Only two of the
California shops were capitalized in this manner. (See Table A-1

in Appendix.)
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EVALUATION: EMPLOYMENT AND TRAINING

although all of the enterprises experienced _some

start-up problems, training components were established in
each enterprise. The gquestion now begomes: were enter-—

prises successful in meeting their employment and training

objectives? Training disadvantaged youth in these function-

irig, revenue-generating enterprises was expected to have
positive effects on the trainees' employment status. Com-

pleting training objectives, enrolling _in schools or other
training programs, and entering unsubsidized employment, the

?@@Ei§m”iihé“ﬁ6bjéctive;,we;gﬁv;éﬁé@ﬂas,dééirable outcomes
for youth. This chapter reviews the data obtained from

enterprise records and through post-training interviews.

The data provide indicators of the enterprises' performance

in meeting their employment and training objectivess

However, bezore reviewing the data on trainee outcomes,

we discuss briefly the characteristics of the youth served

in the initiatives ;

profile of the Youth

At entry, data were collected by enterprise staff on the

youth's _ demographic gharacteristics. _and employment

background. Table III-1 summarizes the data:
Even though 65.8 percent of the you h trained in the

initiative were males,; the distribution of youth by sex

varied by enterprise depending on the sex label of the

occupation in _which training was provided at _each
enterprise: Males were more likely than females to enter
training at OR/NE (75.8 percent) and sunsol (83.1 percent),
where training was provided in male-dominated occupations,
automotive repair and plumbing. At synergy II, where the
training specialfy was retail sales, 62.8 percent of the

Some age differences were apparent across the initiative

even though all youth were eligible for training. While
52:9 percent of OR/NE's trainees were at least 28 years of
age, the majority of the traineas at Beginner's Luck (78.9
percent), Synergy II (67:.6 percent), and Sunsol (93.3
percent) were 19 years of age or younger. The distribution

of sligntly older trainees' at OR/NE can be attributed in
part,to7§Eé—iﬁitiatiVE,éhtbllmentﬂjgpdéiiﬁééhbmic Develop-

ment Administration funding) when recruitment emphasized the
older youth.l/ ¢
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Nearly 82 percent of the enrollees in the initiative
were minority group members, mainly blacks and Hispanics.
of N nees were white.

Over all programs; less than 48

high school diplomas or generaf educAtional development
(GED) certificates when entering “traifiing. However,; 58:9
percent of the youth at OR/NE) and 5343 percent of the youth
at Beginner's Luck had complefed high)school or: had obtained
a GED prior to training: ©nlly 28.8 percent of the youth at

\ nérgy I1II had attained a

program participation.

Sunsol and 24:.3 of the youth\at Sy

comparable level of education b

that they had dependent children. However, 41.5 percent o
the trainees at OR/NE claimed to have one or more children.
The larger number of older and, perhaps, married males .at

OR/NE accounted for this occurrence:2/

‘Data indicating attachment to the labor market, prior
work experience and employment status at entry, show similar

patterns across the initiative with no significant variation
among enterprises. Youth tended to have some work exper
ience prior to training, but the majority were unemployed at
the time of entry into training. ©n a related indicator, a

large number of Sunsol youth (49.2 percent) reported that
they had job training before entering the enterprise; while

only 27.8 percent or less of the youth at the other
enterprises had prior job training.

Thus; the data indicate some  differences .in the

characteristics and background of youth entering training in

the four enterprises. However,; when differences exist by

enterprises, a dichotomy emerges between youth enrolled at

OR/NE and, as a group, youth enrolled at Sunsol, Beginner's.
Luck; and Synergy II.

Youth Status at Termination

in recruiting unemployed, disadvantaged youth for training,
these enterprises were unsuccessful in meeting their
training and job placement goals. As shown in Table III-2,
less than 6@ percent of the youth who entered training
completed their enterprise-defined trairing objectives.

Completing training objectives did not necessarily result in

a positive ocutcome at termination such as entering a job,
full-time enroliment in school or a training program. Only
38 percent of the youth terminated from the programs with
"positive™ outcomes: 33:.7 percent of the youth entered jobs;

2.7 percent entered full-time school; and 2.2 percent
entered training. .
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statistical data that could clearly account for these dismal -

Although there is 1little available in the way of

outcomes, a few general points can be made, some in light of

earlier process documentation discussions.

@ Since placement efforts were directed at program com-
.plétéré, the shortfall in the . number of youth
completing training objectives had an adverse effect
on job piacement.

e The job placement rate was higher at OR/NE (56.6
percent) ; where between oné ang five youth entered
training at any one time, than at Beginner's Luck
(36.8 percent),; Synergy II (27:0) and Sunsol (13.6
percent); where between 11 and 18 youth entered
training at each period.

e When job placement did cccur, the major1ty of youth
entered full-time jobs (96.8 percent) in training
related occupations (68.3 percent). (see Table
I1I-3) .

® ﬁithough comparable wage data were not available for

the Open Road/New Enterprises youth who gct jobs;
data for the other three programs indicate that few
yeﬂth were placed on jobs where the starting hourly

wage was $5.00 or more.

Even with sketchy data on termination outcomes; the avail-

able data showed that the majority of youth who entered
training in the enterprises did not enter private sector
jobs once they completed training. :

Post—Tralnlnqgfollow—up

In order to provide some indication of the "long-run"

employablllty effects of training in the enterprises, youth

were interviewed at three and eight months after termination
from the program. Only youth tralned at_ Sunsol, Synergy II

obtained from youth trained at three enterprises in the-
initiative. One must be cautious about generalizing from
the data since less than half of the total youth trained at
Sunsol, Synergy II, and Beginner's Luck were interviewed.
Only 35.4 percent of youth interviewed at three months _and
45.2 percent of the youth interviewed at elght months after

program termination reported that they were "presently"”

working at a full-time job. Although unemployed when

interviewed, 13,8 percent of youth at three months and 24:2
percent at eight months indicated that they had worked on a
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full-time job since leaving the program. Nearly 39 percent

and 21 percent of youth responding to the three and eight

month survey, respectively, had not worked since they had
left the program.

Few of the youth interviewed reported increases in their

hourly wages, if they were or had been employed since
training. ~Only 38.8 percent of the youth interviewed at
three months and 35.5 percent interviewed at eight months

reported an increase in their hourly wages on their jobs.

Concluding Comments

The follow-up data here is minimal and conclusisns must

be drawn with care. Even with the limited data, it is clear
that none of the enterprises were successful in meeting

their employmént and training  objectives, particularly in
placing youth in unsdbsidized jobs, For the few youth who

were placed, the available data did not permit a degermin-
ation of the length of time these youth remained employed
after program termination. However, the majority of youth
interviewed in the post=-training survey were unemployed both
at three and eight months after program termination. Though
not conclusive, when taken together, the available data
suggest that enterprise training ~did not improve the

employability of the majority of youth who were enrolled in
the initiative. The data further suggest that employment

among youth after training was characterized more as
transient than stable.

<
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- NOTES

1l/Under its EDA f&hdiﬁg, OR/NE was permitted to recruit
persons who were as old as 24 years of age. Persons already
enrolled at OR/NE were permitted to complete their tralqlng

under P/PV fundlng.

2/F0rty (40%) percent of the tralnees,at OR/t\EP were

identified as the family "head" when they entered trainings
See Public/Private Ventures; "Youth 'Entrépreneurship: Third

Interim Research Report;" report to U.S. DOL, Office of
Youth Programs, Washington, D.C., Winter, 1980 (Philadel~-
phia, Winter, 1988) . :

\

3/For Ehe éight enterprlses in the OR/NE network, the
number of youth in tralnlng ranged from one to five persons.

At Sunseol, Bedinner's, K Luck and Synergy II, average par-

ticipant enrollment durIng each training cycle was eleven,
_eighteen, and seventeen youth, respectively.




CHAPTER IV

;@iﬁaagii S o
\;EHA£Q§$10N£ ENTERPRISE DEVELOPMENT

This chapter evaluates the success of three of the
enterprises in the P/PV's Youth Entrepreneurship Initiative
in fulfilling eniterprise objectives--sales, profitability,
expansion and, most fundamentally, enterprise survival. ,
Because of the lack of svailability of comparable financial
information; OR/NE is .not reviewed in this section.

(Related findings were discussed in an earlier pP/PV report

and are included in Appendix #:) A basic issue to be re-
solved is tﬁé,ébmpétibility of enterprise and training

objectives in the context of a new small business: . Before
proceeding with the analysis, some discussion of this and

other important enterprise development problems and issues
is in order. '

Reconciling Business and Training Objectives

There appears to be no inherent incompatibility between

attaining (or maintaining) profitability and training indi-

viduals to carry on the purposes of a firm. _This is espe-
cially true in_large organizations with considerable resour-

ces in terms of human and physical capital; financial assets
and leverade. in the case of small businesses; however,

especially new small businesses, the drain on existing time
and scarce resources which training involves, takes away

from the immediate concern of the firm--short ‘term survival

and profitability. P/PV-funded enterprises fell into the

latter category 1in that they were small businesses. They

had to contend with all the problems that -conventional

small, struggling businesses face; and they had the added

responsibility of meeting training goals.

.~ For these firms, it is appropriate to ask whether enter-
prise and training objectives can be optimally, or even

adequately, attained as joint objectives: The implied hypo-
thesis is that the inclusion of training as a goal parallel
(if not superior) to that of generating ‘business profits
seriously challenges the short-term survival of the firm in
two ways: (1) by inducing an ailocation of resources which

is suboptimal from the standpoint of efficiency or profit-
abitity; and (2) by imposing a social objective-=-the train-

ing and placement of disadvantaged youth--which entails
added costs: These threaten to turn the ostensibly profit-
making character of the business into a hybrid profit/not-
for-profit enterprise; i.e:;. one. in which the quality of
training services to cilientele takes precedence over; or is
of equal value with, business profitability.
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Methods/Levels of Capitalization

. There were two basic sources of capitalization for the
Youth Entrepreneurship enterprises: (1) P/PV subcontract and

(2) other sources, e:g:, individual investors, corporations,
foundations, and even the project's sponsoring organization.

~ in the first phase of the initiative, OR/NE made a
strong effort to market their enterprises and attract other

sources of capital. Their efforts were successful ‘initial-

ly, as capital investment came in from corporations, founda-
tions and individual investors. Two significant points can

be made: (1) the sponsoring organizations and enterprises
prepared a marketing "prospectus,” and (2) both the enter-
prises and the investors expected return on capital. In the
second phase of the initiative; none of the_ three enter-
prises, Beginner's Luck; Synergy II or Sunsol actively or
systematically sought outside investment or funding. all

three relied on P/PV resources; and projected earned revenue
and potential investment from the sponsoring organizatilons,

with tittle or no expectation of return on capital by either
the "investors" or the enterprises.

Enterprises and the Local Markets

Each enterprise was established with a product/service
which represented a potential growth market in the geogra-
phic area in which the enterprise was located. The problem,

however; concerned the way in which the enterprises focused

on and approached their market or "segment of the market.”
With the exception of Synergy II; the enterprises_made

either Jjudgment or timing errors which severely affected

the sales and revenues generated:

Beginner's  Luck was located in a large university
complex which could reasonably have been identified as a

ready-made market. This market, however, was depressed
during the summer months; when most students were away, and
Beginner's Luck did not develop a plan and was unable to

market its services. successfully to the summer population.

~ sunsol chose to focus on a segmert of the market\éhigh
was financially unable to create a strong demand for
Sunsol's goods and services. Low and moderate income people

may have considered solar energy products a "luxury."

Synergy II knew its market--New York City==since the
experience of both the Educational Alliance and Synergy I
provided Synergy II with management, market strategies and
analysis, and prior experience in . the retail cloathing

business.
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New Business vs. Existing Business

Existing business operations have a better chance for

success than new business start-ups. The start-up problems

of Sunsol. far exceeded those of Synergy II, which was a
replication of another retail clothing store, Synergy I.

Beginner's Luck, which was modeled after its very successful

parent, the Restaurant School; would have been operational
much faster if local governmental requirements had_not
blocked rapid recruitment of the targeted youth. Both
Synergy I1I and Beginner's Luck were able to avoid some of
the start-up operation pitfalls which plagued Sunsol because
they were able to draw on the resources of existing and

parallel enterprises,; that is; their parent organizations.

ss/Failure of Enterprises in Relationship to patterns

Similar Small Businesses

of

In general, the three enterprises fit

pattern of small businesses in that the p/PV-funded enter-

prises had a high failure rate. Although two enterprises,

sunsol and Synergy; may continue, they will do so with
subsidies; rather than with only retained earnings or out-
side capital. of tae three industries--restaurant owner-

ship, retail clothing, and solar unit fabrication, Begin-
ner's Luck is in an industry with one of the highest first-
year failure rates --— over 70 percent; while Synergy II in

the retail clothing field had the best chance of success.

étamgéiiéfﬁs/’r.évéig/éapabiﬁités_

~ All enterprises were affected by substantial and signi-
ficant staff turnover. At the middle and top management
levels, these staff changes resulted in shifts in operating

policies. Because ©of turnover and " shifts, key positions
went unfilled (or were not clearly defined) for varying
periods of time at critical points. in program operations.

- All of the enterprises carried larger staffs than
similar businesses of their relative size.. (staff is re-

ferred to in a broad context which includes project and

trainee personnels) The greater staff size “was due pri-
marily to training requirements. Additionally,. because of
funding requirements and training ‘obligations; "the busi-
nesses were unable to reduce staff when sales/revenues
failed to meet projections: S

~
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EVALUATION OF ENTERPRISES AS ENTERPRISES

Methodological Problems

Trained labor is a normal joint-product _ or by-product of
any going concern, but this does not 1mply the production of

salable output. The latter is primary and the former secon-

dary, if, 1ndeed, it is recogn12ed as an objective at all.

The fundamentai issue or dilemma is the degree of compatia-
blllty or conflict between "training"™ and "production™ ob-

jectives. Presumably, like most economic objectives; their

relatlonshlp is a mixture--partly complementary and partly a
trade-off.

~ Training of individuals for both line and_staff func-
tions is an on—gotng process; and the quality of this train-

ed manpower is one of the most crucial elements in the long

term survival and success of larger firms. To what extent

do enterprise expenditures on labor training further enter-

prise development or productlon objectives, and to what

extent do they serve other objectives? It suggests a second

methodological diiemma——that, somehow, tra1n1ng 1nputs and

embodied in 1nd1v1duals.7 TraInxng inputs and outputs are

only separable in a "classroom tratntng model ;" in which one

set of persons, "+the trainers," provide the inputs and
another set; "the trainees," become the outputs. Here, the
input/output distinction is unclear or inappropriate.

Even with these methodological problems; efforts were

fiade in this evaluation to identify time spent on training

functions and to measure the cost of trainees' "direct

labor" in helping to produce salable output. We cannot

identify, however, the value of learning on-the-job, nor the

value of sales foregone because of poor quality work by

trainees. Nevertheless; we shall see that the data permlt a

reasonable judgment to be made about the combination of

training and business objectives in the enterprises:

siunsol

~ The data from Sunsol though not without problems, are
far more complete than data from the other enterprises.

Analysis of these permits us to probe most of the basic

qguestions raised by the Youth Entrepreneurship Initiative,

whereas data from the others allow only a more superficial

treatment. At a minimum, the analysis suggests the degree

to which training and enterprise objectives are in conflict.
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| The fiscal analysis included in this evaluation repre-
sents program cost and enterprise cost as subsets of demon-

stration cost. These three categories are defined as fol-
lows:

e deiionstration cost; cost associated with the

initiative's objectives--learning, evaluation,
replicability; ,

program cost, cost é$$6¢iétéa directly with
operating both the training and enterprise
components; and

° éﬁtéjpfiéé cost, cost attributable only to
business operations.

[

nfter making necessary adjustments for compatibility, Table
Iv-1 and Table IV-2 show these costs as defined above. (A

detailed discussion of the method used in adjusting_the cost
data is provided in Appendix B.) As indicated by Table IV-
1, total program cost ($482,674) accounted for 89.9 percent
of the total demonstration cost.. Enterprise operations--the

"business" side of the Youth Entrepreneurship project--=
accounted for about $233,000, which is 52 percent of total

cost and nearly 58 percent of project cost.. Participant and

training éaétSZ:réprégénting,Eﬁé,ﬁgiaihihg",siae of the

project--accounted for nearly $170,8008, about 38 perdent of

total cost and 42 percent of program cost.

 However, categorizing cost in this manner does not pro=
vide a complete picture of the cost of solar business opera-

tions. Table IV-2 shows these costs; broken down into gross
categories. Of the $232,894 estimated for enterprise opera-
ting costs; administrative overhead and office and com=-
munication expenses (specific to the enterprise) accounted
for 34.2 percent and 18.7 percent, respectively: Slightly
more than 55 percent of the operating cost was attributed to
the sale of solar units, i.e., "cost of goods sold," which
included direct labor and materials costs

 Although industry data are not available for this type

of business for comparison,; we can make some general remarks
about the profitability of the enterprises and effects of

training objectives on profits. (or the lack of profits) s

. Excess ,Gvégﬁééd.  High overhead can doom a fledgling
business. This was the case with Sunsol: As measured by

its sales vclume, Sunsol had an average gross profit of

$476 on each solar unit scld. Although this gross profit

§§Emittédfneag;y,521;@@@7iﬁfpverhead, the ac;payuoééiﬁéaa
was nearly $80,000--thus an excess overhead of almost
$59,008.1/
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TRBLE IV-1

SUNSOL: COMPOSITION OF COSTS

Demonstration* Progtat
$ % S $

Adninistration ~ § 45,300 10,1 0 =Eeesees —
Enterprise Operating Costs 232,894 52,0 $232,894 5.8
participant Costs ©127,358 28,4 197,358 3L.6

Training Costs 1 42,512 9.5 82,512 106

Total s449,075 1000 o sp,Ene 10040

+/The in-house costs of 2/PV's ReD work ate not included sirce it has not been

possible to disaggregate these on a project or program basis;




TABLE IV-2

SUNSOL: TOTAL ENTERPRISE OPERATING COSTS

- ¢

Cost Category Level (§) Percentage (8]

Adiiinistrative Overhead* $79.691 3,2
Office & Communications** 24,812 T
Cost of Goods Sold*** £ 62,970 27,0

Other Operating Costs 65,421 28,1

Total §232,854 100.0

*/Includes: Staff salaries allocated to enterprise operations, centralized
corporate services; and consuitant and professional services, all calculated from .
the monthly invoices. ’ |

4 /Tncludes: Office expenses, telephone, occupancy postage, eXpress, etc.; |

" and consunable supplies; all as itemized on the nonthly invoices, except, in the

case of Sungol; for 208 ($540) of telephone expenditures allocated to Adninistration (A).

oU 44 /Includes; Direct labor; direct material; donatiofs, installation supplies;
fabrication supplies and other "expenses” as itemized on the profit and loss statements,




1v-8

Enterprise Profitability. Enterprise profitability is
shown in Table IV-3. The Sunsol enterprise sustained sig-
nificant losses in every one of its 14 months as a P/PV
project; from a high 939 percent of sales in July 198¢, to a
low of about 28 percent of sales in the last month (April,

1981). Total losses were §$175;311, or 218 percent of sules:
In a standard business enterprise; the extent ¢f these
losses would be judged with respect to capital invested.
Strictly speaking, there is no investment capital in Sunsol;

i.e:;, no debt or equity on which a "return® is expected or
required.2/ Yet in every sense except a legal sense, most
of the grants provided to Sunsol for the Youth Entrepreneur-
ship Initiative should indeed be viewed as "capital." If
the P/PV subcontract amount, $246,699, is used as a reasona-
ble approximation of Sunsol investment capital 3/; Sumsol’'s
return on investment was (-) 66.7 percent--a loss of two-
thirds of its capital: (See Table B-1 in Appendix B:)

. Training Effects: Sunsol provided training to 59 youth.
(As mentioned in an earlier discussion; only eight were
placed -in jobs at the conclusion of training.) The esti-

mated cost to provide tnis training was:

Direct Training COSt . « « « « « « « « - o § 42;512

Trainee Wages : : - 127,358

.
®l
L
.
.
.
»
.
»
.
.

Excess Overhead . « « o o o o o o o o o 3 61,644

Total Estimated Training Cost. . . . . . . § 231,514 4/

This total cost is an indicator of the excess burden to be

borne if employmént and training objectives are accorded an

importance as dgreat as production or profit objectives in
the Sunsol enterprise.

 This estimate of training cost is only indicative of the
effects of training on enterprise profitability.  First,
sales would have had to increase substantially to cover
training cost. With an average unit sale price of $1,895;
Sunsol would have had _to sell 122 more units during the
subcontract period simply to cover its training cost. ~ (Only
44 units were sold.) Second, Sunsol would have needed to
reduce either the number of individuals in_ training at. any
one time or the number of trainees used on installation jobs
as a means of reducing training costs. Yet; this would only
have reduced some training costs, while other training costs
would have remained relatively fixed, e.g., equipment and
materials: In short, few routes existed to adjust the cost
of training downward. - :
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TABLE IV-3
SUNSOL: ENTERPRISE PROFITABILITY

(March 1980 to April 1981)

Net Profit/ EGC/ Profit (loss)

Month __ Sales($) EOC(S)* Loss sales as % of Sales

March -0- , §,6§36 $( §,066) Commun __;,____ 3
April 690 12,145 ~ ( 11,455) 17.60  (=)1660.1
May 2,213 12;641 ( 10,428) 5:7r  {-) 471.2

June 2,093 14,452 ( 12,359} 6.90 (-) 590:5
July 2,270 23,588 ( 21,318) 10.39 (=) 939.1
August 9,199 26,275 ( 11,166) 2.23 (=) 122.6

Sept 6,633 37,942 ( 31,309) 5.72  (-) 472.0

\\k‘
P

oct 8,854 21,008 12;154) 2.37  (-) 137.3
Nov 4,764 15,582 ( 10,818) 3.27 (=) 227.1
bec 7,603 18,264 ( 10,861) 5.40 (=) 140.2
Jan 843 14,301 ( 13,458) 16.96 (-ilSés;é
Feb 16,343 22,634 ( 6,291) 1:38 (=) 38.5
March 15,616 28,629 ¢ 13,013) 1.83 (-) 83.3

april €,548 8,363 ( 1,815) 1.28 (=) 27:7

TOTAL 83,578 258,890 (175,311) 3.10 (=) 209.8%

~ */Only a summary project report was available indicating-
how sales dollars were allocated against various cost categories:

—=-: There is; therefore, no month-by-month accounting of this, so

the total sales dollars used to defray Enterprise Operating Cost

(EOC) items are simply allocated using a.straight monthly average

of $5,351 per month ($74;918+ 14 months).
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Other ﬁigﬁiigﬁt; nf Sunsol's financial performance are:

e Sales were slow to develop and were very erra-

tic. Overall, for the 14 months of data, the
sales curve does show some upward movement; but

every time there was an increase in a particular
month sales fell back the following month. (See

A 1

Enterprise operating costs tended to decline

somewhat during the subcontract period; from an

astronomical 16.96 times the January 1981 sales
figure to less than 1,83 times the March 1981 _
sales total. For the 13 month period, operating
cost averaged over 1.5 times sales. The thir-
teen months of net losses can be attributed to
the erratic yet consistently highk level of
operating cost.

e Staff salaries (including fringe benefits) were

consistently the largest operating expense item,

) averaging 46 percent of the total monthly in-

-~ voice expense. Clearly, this is the single
largest item contributing to high operating
~costs.

~ sunsol's financial performance was extremely paor. The

enterprise did show sSome growth in its sales, but this

growth was unsteady.. This problem was compounded by an
excessive cost to produce and sell solar units, due in large

part to the high operating expenses incurred by/ professional
and trainee salaries and wages: Sunsol's conStantly chang-
ing relationship to its parent organization,; Chicanes Por La
Causa, and the resultant absence of a clear marketing strat-

egy contributed to the financial uncertainty of the business
as well.

Beqginner's Luck: _

The Beginner's Luck restaurant opened on March 7, 1988
and- ciosed on June 36, 1981. Nine monthly profit and loss
(P/L) statements are availaple--from March, 198¢ through
August, 198¢ and from January, 1981 through March, 1981.
None are available for the final three months of operation.
The Beginner's Luck data alse do not permit identification
of enterprise costs distinct from demonstration costs. The

following points, cain be made based on available data:

¢« In éiéﬁtiéf the nine months of profit/loss data;

losses were registered.: Only April 1988 showed

a small profit. (See Figure IV-1:)
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FIGURE IV-1-
o BEGINNER'S LUCK: MONTHLY PROFIT R L9SS
Net Profit - (March, 1980 to March, 1981)
$9,000
6,000
$1,551

0 Mar ijpi May June July Aug 7Sept dct  Nov Dec  Jan

-3,000 -2,461 -2,188

4624 —3;146,

-6,000

9,00 | | 8,741
-49.834

Net Loss

Teb

-12,262

War

-10

_ NOTE: The Beginner's Luck contract period was from January, 1980 to July, 1981,

Beginner's Luck was not_in operation for period 9/1/80 to 12/31/806: Monthly Profit/Loss _

__statements were not available for April, May and June of 1981;

TEGE!
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Sales were erratic, They show. an }nitiaL,ine
crease, from $13,899 in March 1980 (the first
month of operation) to $18,482 as of April 1980.
The next four months, from May to August 1984
'show a steady decline in sales. Sales increased

'steadily upward from $8,575 in January 1981 to
$15,558 as of March 1981: (See Table B-2 in
Appendix.) _

e Operating expenses whils moving in the same

general direction as sales and cost of gnods
sold, averaged 1@1.78 percent of sales during

the nine months of data availability. This is
more than twice the industry average figure of
45.4 percent. . The extremely high operating
expense figures are the single most important
reason for the heavy losses incurred by Begin-
ner's Luck. For five of the nine monthly pro-
fit/loss statements; operating expenses averaged
approximately 138 percent of sales. No smail
business can survive such a tremendosus nutflow

of resources for long. (See Table B-2 and
Figure B-4 in Appendix.)

The adverse impact of high expenses on the

profitability of Beginner's Luck is apparent

from examination of the behavior nf wage and
salary expenses over the life of the business.
A nine month analysis of data shows that two
thirds (67 percent) of all operating expenses

can be accounted for by wages and salaries.
gven during the slow months of June, July; and
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reducing operatirg expenses the restaurant would
have had to averagz an additional $5,486.50 per
month of revgnues tc break even during the eight

@w~nths showiny nec losses. - However, given
géginngg's,tgégfiﬁaﬁiiity to stem the ragi
increase iun csst of sales and operating «
penses, thisz 1is an especially conservatiwve
estimate. ‘

The financial performance of Beginner's Luck reflects a
sumber of programmatic factors, such as the lack of con-

tinuity znd direction caused by the high staff turnover

rates. The decline in sales from May to August corresponds
with a drastic reduction in the restaurant's student clien-

tele produced by the University's summer break in classes.
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The improvement in sales beginning in January 1981 coincides

with the beginning of the new reformatted second cycie of

Beginner's Luck training and operations.

In the case of Beginner's Luck, we lack the data to
render an acccunting and analysis of enterprise versus
training costs as in Sunsol. The data pr«sented above on
profitability, operating costs, etc.; suggest conclusions
similar to the Sunsol case. There appear to be excessive

operating costs, due in large part to the salaries and wage

component which may be largely analogous to the excess
overhead identified in Sunsoi:. There is here, too, a con-

sistent pattern of losses, totaling $53,257. _The latter_ .
implies 2 (-)19.3 percent return on the P/PV "investment" of
$275,428. In sum, the failure of Beginner's Luck as an

enterprise is also apparent from this evaluation:

Synergy IL

B The Educational Alliéﬁdé?§7§q§gontract,Witﬁ P/PV to
establish Synergy II commenced on April 1; 1980 and termi-
nated on May 3, 198l. Although charges were made to the

P/PV subcontract during this period, actual operation of the

business did not commence until late June, 1980. Financial
analysis of Synergy II is impeded by the following problems:
. : ] e s
e Unlike Beginmer's Luck and Sunsol, most, monthly
profit/loss statements for Synergy I and II are
not available: While charges to P/PV per th«

monthly invoice summaries indicate monthly costs

by piqjeg;igoggqgentﬁ compatrable sales summaries
are not available for all morniths. /
s The three Quarterly\?iscaiOperatingReports
available treat Synergy I and II as one business
enterprise. Treating Synergy I and II in a

consolidated manner allowed Synergy I to subsi-

dize some of Synergy II's losses. This tended
to inflate Synergy II‘§\frofit.

e One bank account was maintained for beth busi-=
nesses and some operating expenses were taken

from a joint fund which does not appear -to have

been reimbursed by Synsrgy II when funds vere

used for that specific éhQérprise;
These problems mean that we are observing not Synergy
i1, but a composite of a new and an already established

enterprise. Thus, to an unknown degree;,; the reported sta-

tistics are clearly biased as a representation of the .
performance of Synergy II. Prpfitapility is overstated; and

costs understated. Given the constraints of the data,
certain analyticzl points can still\be made.
68|
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e Viewed together, Synergy I and II (hereafter,
simply "Synergy") generated sales of 333,708

during a nine month period {from April 1988 to
Cecember 31, 1980). Month-to-month, these sales

increased, then decreased. (See Table IVv-4.)

capacity to generate business revenue, there was
a iack of consistency in this trend. (See Table
17-5:)

e It appears that although Synergy showed a strong

# Based upon the computed guarterly expense
figures, Synergy showed a profit in only one
quartezrly period of operation.

% (st of operations for the June; September, and
necember quarterly stztements remained consider-
akly above the 60.% percent industry average for
apparel and accessory stores.

Synergy Il appears to have been the least financially
troubled of all three praject enterprises and the one most
likely to continue ©o oparate successfully after the P/PV

grant pzriod., The bouiigue benefited from the earlier

experience of Synergy 1. both financially and through the
seasoning which derives from having already operated a
similar business. It is impossible here, as with Beginner's
Luck, te provide quantitative estimates of the extent to
which ovarhead, training and demonstration activities sad-

dled the enterprise with excess costs and impaired enter-
prise viability.

CONCLUDING OBSERVATIONS

The three enterprises we have analyzed are very dif-

ferent-=in locations, industries, histories and personnel:
Yet their performance reveals similarities suggesting some

~ First,; the. tension between enterprise and training
objectives is apparent in all cases, not only in the process
documentation but in the numerical analysis presented thus
far. This is not a surprising observation. The pursuit of

a mixed training and profit agenda is especially problematic
for new small businesses. Entrepreneurial histories point
repeatedly to the compulsive; single-mindedness  which
characterizes an entrepreneur's siforts to build a business.
with littie capital and little help, the task of enterprise
formation is consuming and difficult ennugh even for the
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TABLE IV-4

~ SYNERGY II: SALES*
(June, 1980 to May, 1981)

Month Gross ‘Sales

June (5 weeks) $ 6,719
July (3 weeks) 5,916
August (5 weeks) N 41,841
September - 13,492
33,374

October - December**
January 2,598
February 4,104
March _ 5,500
April : A 4,717

May . n/a

.~ x/Gross Sales reported after the subcontract pe:iod
or as FTollows: June, $13,313; July, $16,168; and
August, $22,207.

**/ Gross Sales for this period are reported as a
quarterly amount to P/PV by Synerqgy II.

<7
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TABLE IV~5

SHERGE T & T: QUARTERLY SALES & BIPENSES
(Eptil, 1980 to December; 1980)

subcontract B Operating. Net Profit
Quarter Sales Expenses* or Loss

[ $13, 956 16,149 ($ 1;5%8)
11 | 60, 248 44;434 §15,815
171 35,503 11,254 (515,751)

SOURCE: Youth Entrepreneurship Initiative, Quarterly Fiscal Operating Reports for
quarters ending 6/30/80, 9/30/80; and 12/31780.
 #/opérating expense do not include participant training-related ivems.
#¥jOperating expenses for the quarter ending 6/30/80 are for a period of 5 weeks.

quarterly estimates for sates and operating expenses are $36,285 and $41,987, respectively.
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most capable hébiféﬁféﬁéﬁjé;77&§&iéﬁiaétéa by other objec-

tives. From the standpoint of business development; train-

ing functions sre literally a distraction from the primary;

most critica? tasks, o6ne which no new business can afford if
it is to survive.

It would appear from the business literature that, to

the extent multiple private and social objectives are pur-
sued by business, they are pursued mainly by big businesses;
by business excutives in their roles:. as socially conscious

individuals lernding time and money to charitable organiza-
tions. Even the largest businesses, though, never confuse

their objectives--business development objectives are always
primary and training objectives always secondary. Thus; one
lesson from the enterprise standpoint of the P/PV Initiative
is that m.:ed agendas do not work--both sets of objectives

can be served on a sustained basis only if one set is clear-
iy primary and the other is clearly secondary.

Second, the contrast in performance between Synergy ard

the other enterprises suggests the importance of starting up
a enterprise from an existing business. Sharing of costs

and the receipt of advice and management assistance from a
.similar siuccessful business must be counted as factors
contributing to Synergy's relative success. Again, to the
extent that training activities are a significant demand on
personnel time, the experience of Sunsol suggests that a new
business in particular is not the framework in which to
employ Such activities.

 Finally, the enterprises in this initiative probably
should be viewed as variations on a theme of failure from

the standpoint of capital consumption. Relative to most new
small businesses, the enterprises in the P/PV Initiative
enjoyed a small advantage in having access to large amounts

of working capital. All of these enterprises; eXcept
Synergy, consumed capital at a rate which ensured business
failure, even if the project-life time hcrizons were ex-

tended: Poor production management; poor marketing sStrate-
gies, and inadequate fiscal systems doomed these enter-

prises--an outcome not unusual for small businesses:
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NOTES

1/Average cost, average gross profit, and excess over-

head were computed based on Sunsol estimates reported by
CPLC which indicated that the average selling price for its
solar units was $1,895. This implies 44 "units" were sold
during the life of the projects The number 44 is an aver-

aged rather than an_ actual number which_ accounts for; the

fact that the actual output was a mix of "installations” and

"assemblies." Thus, the average cost of goods sold (COGS)
per sales unit was $1,419, implying a gross profit per unit

of $476 (25 percent of sales price). This permits nearly

$21,000 in overhead to be sustained, where "overhead"” means
indirect costs of production: Actual overhead is estimated

to be $79,691. Thus "excess" overhead in the Sunsol enter-

prise was nearly $59,008 ($79,691 - $20,944 = 358,747), a
very high proportion (25 percent) of total EOC. If, in
addition, one assumes that the enterprise must count

depreciation costs against gross profit; then a lesser
portion of gross profits is available to sustain overhead--
only $18,@6@. This means that the "excess" is corres-
pondingly greater: $61,644, or 26.5 percent of EOC: This

1s the more appropriate figure since an enterprise must be

able to maintain and/or replace its capital stock.

'2/In Chicanos Por La Causa's fall 1980, breakeven
analysis, however, they expressed a desire to attain a 15
percent return on sales.

3/As an approximation, this is biased on the low side:

Actually "investment® was higher Since grants from other
sources provided "working capital” to some degree.
 a/Note, furthermore, this is a "program" cost estimate
which omits the added burden due to "demonstration" related

activities.



CHAPTER V

COST-EFFECTIVENESS ANALYSIS

- Thié chaptér presents éﬁ”é§é1§§§§§hh§£mfbé cost-effec-
tiveness of "enterprise” and "training" outcomes as’ Separate
objectives: It also provides an analytical framework for

viewing the trade-off between the two objectives at three of
the enterprises -- Beginner's Luck, Sunsol, and Synergy II.
OR/NE is not included in this analysis.

ENTERPRISE
A good deal of the cost-effectiveness of the Youth

Entrepreneurship Initistive as an enterprise creator has

already been indicated by the statistics and remarks of

chapter IV. This section, therefore; reduces the lssue of

the cost-effectiveness of the enterprisas to one of profita-

bility and compares tiie enterprises along this simple dimen~-
sion.

. The relevant statistics on enterprise profitability are
shown in Table V-1l. Since it has been established (in

Chapter IV) that none of the enterprises.were profitable,
enterprises can only be ranked according to the extent of
negative profits--that is, the ‘enterprise with the least

amount of losses. A rank can be ascertained by using a
Return on Sales (ROS) index. According to this profitabil-
ity ranking, Synergy II is preferred over the othep two

enterprises because it suffered the least amount '6f losses;

and is followed by Beginner's Luck and Sunsol.
TRAINING

Analysis of the cost—effectiveness of the Youth Entre-

preneurship training activities revolves around two aspects:
e the cost-effectiveness of the training activi-
ties; and
e the cost-effectiveness of "adding on" enterprise
objectives to what is otherwise a training
project. :



TABLE V-1
YOUTH FENTHZPRENEURSHIP ENTERPRISE PROFITABILITY

Return On

Enterprise Sales (ROS) _ Variation* Trend
Sunsol -66.7% 113 slightly up
(14 mos.) ‘
Beginner's Luck - =51.7 65 down
(9 mos.)
Synergy = 1.5%=* 2,800%* stightly up
(4 gtrs:)

*/Thxs is the coefficient- of variation, equal to the

monthly mean of ROS's divided by their standard dev*atxon

(x100). This is an indication of uncertainty 1n profit
pérfbrménce. P

**/Theae estimates for Synergy are crude; based on only

s quarteriy data with two gquarters (the first and second of

1981) missing and one Qquarter the first one following the

end of the P/PV contract: The variation is large because of

a large loss (-62%) dg;lng one gquarter. The ROS's for the
other quarters were, in §éduence, 19.7%, 26. 3% and 19%.

Table V 1 shows the ‘index of profit var1ab1l1ty for each

enterprise which indicates the degree of uneertainty in

profit performance. TIn the case of Synergy, the higher

: variation should not be interpreted as negating the ‘signifi-

cance of their h;ghg; profitability. The estimate. is not
based on monthly data; there; are several month's "data mis-

sing and the business is seasonax, There is bias, however,

because some of Synergy II's costs were subsidized by Syn-

ergy I; so._ that the figure above (-1.5 percent) is an over-

estim= of Synergy II's prof1tab111ty, Variation in pro-

fitability of each enterprise .is high and there are no sig-

nificant trends,‘except perhaps for Beginner's Luck.l/ (See
Figures B~2 and B-4 in Apperdix.)

K24
fmvim

* |

76




™~
.

First, the cost-effectiveness of training activities <an

be viewed .:n terms of simple ratios which can be used t

assess most federal training projects:
e cost per positive termination, and/or

e cost per job placement. . =

In these terms, negative terminations are viewed not as

outcomes but simply as costs to be borne in producing posi-
vive outcomes.2/ Training costs are here defined as a
combination of training costs per se (cost of instructors'

time, etc.) and participant wages or stipends.

. Table V-2 shows. the average participant training cost
for a positive termination generally, and for a_ job place-
ment, specifically.3/ Beginner's Luck had the lowest cost
per job placement, followed by-Synergy and Sunsol. When

considering cost per positive outcome,  the same "order
emerges: Beginner's Luck had lowest cost and Sunsol the
highest cost: In all cases these costs are noticeably high

due t» poor placement performances by thé\enterprises:

~ Thus, we EéﬁkiﬁﬁéiéﬁtéfpiiSéé ir terms of training cost-
effectiverniess as follows:

1. Beginner's Luck;
2. Synergy; and

3. Sunsol.

~

- Second, the cost-effectiveness of adding enterprise
objectives can be ir :erpreted in economic terms as the
"opportunity cost®” of enterprise activities to a project-as-
a-training program. The question +£6"be asked then becomes:

do the added benefits (revenues) exceed the added costs
(ex&ka materials and supplies; tools and equipment, man-
agement, marketing, etc.) for productior and sales of
goods or services? Sunsol is the only project for which

this question can be answered with some degree. of confi-
dence, aind the answer is clearly: no. Estimate

nterprise®

was over $149,808. This is about $58,089 highek than the
most optimistic estimate of project sales revenu&g; which

are the marginal bengfits to enterprise,4/ if the extra

(sales) revenues werle to exceed the extra (enterprise)
costs. Otherwise,; the projects would be more cost-effective

if the enterprise objectives were removed with training as

e



TABLE V-2

H

_ TRAINING COST FOR -

BEGINNER'S LUCK, SYNERGY I, AND SUNSOL

e v

| Beginner's Luck . Synergy II  Sunsol***

“ Total Training Costst §180,850 $151,117 8169870
Total Job Placements 14 10 8
Total Positive Placemsnts** 15 12 13

Average Cost per Job Placement § 12,918 $ 15,112 $ 21,233

average Cost per Positive Placement $ 12,057 § 12,503 5 13,067

i/fotal Erashin costs are participant costs and training:
¥ /Total positive placements include total Job Placement and Other Positive Placemeiits.,
- e ,

x4#/§113,917,12 or 738 of all of Sunsol's total trainge custs were provided by Career
Mobility. These figures incorporate the adjustments mentioned in the discussion of the
gunsol.accoﬁﬁfiﬁé scheme as shown in Appendix B. .

ERIC 18 | - | o

Full Tt Provided by ERIC.




the only- project objectives Sunsol would have been mors
cost-effective by at least $6;250 per job placement (29.4%

mor¢ cost-effective than actual) if, as a training program,
it had nnt been "saddled" with the task of building a busi-

.ness; With similar accounting of project costs and simi-

larly detailed ‘data; one could make such estimates for. the’

other enterprises in the initiative.

OVERALL_EVALUATION

An overall picture of the projects' cost-effectiveness
in terms of the initiative's two primary objectlves is shown
in Table V-3 and Figure V-1l. :

Clearly, Sunsol is the worst case since it generated the

greatest loss per dnllar of sales and the hlghest cost - per
jnob placement. On the enterprise score, both in terms of

profitability; is es;; Sustaining the least losses, and ysur-
vxvai, Synergy is clearly the best cases However, Begin-

ner's Luck should not be Jjudged better than Sunsoi since
Sunsnl may yet survive in some form.

The cost-effectiveness summation is still a mere juxta-
pesition and comparison of the separate outcomes,; not an

overall evaluation.. The ‘latter requires weights to be

evaluatxve measure. Siﬁce the weight asalgned to the enter—

prise objective vis-a-vis the training objective is a value

judgment on which thoughtful people can disagree; we have

computed overall measures using three alternative sets. of
weights; as shown in Table V-=4.

best. Synergy would ,,é ranked, second rather than fltst

_ - XX A — —— & — —

overall only if the :taining objective were given consid-

erably more welght than the enterprlse obiectxve sinne

The cost-effectiveness of the enterprises in the P/PV

experiments has been impaired by dual objectives: The
evidence indicates that the burden of a mixed agenda works
both ways--the cost-effectiveness nf a youth entrepreneur-
ship program-as-enterprise is reduced by the addition of

7 heavy training responsibilities; and the cost-effectiveness

of a youth entrepreneurship program—as—tralning program is

reduced by the addition of heavy enterprise responsibili-

ties. In the future, program designers should clearly
aéSigﬁate,éhe goal as "primary" and _ the nther as "secon-
dary;" and design the program acceordingly. Cost-effective

program design and implementation suitable to serving the

"enterprise” goal are very dtfferent from those suitable to

R
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TABLE V-3
COST EFFECTIVENESS SUMMARY

profitablity : Placement

Cost per Job

sunsol
BL

Synergy

_Retusn o . i)
on Sales (rank) * . Cost {rank)*

-66:7% (3) $21,233 (3)
-51.7% (23 $12,917 (1)

‘._.I

- 1.5% (1) $15,142 (2)

*/"Rank"

LOW

is from most favorable (1) to least favorable (3).

FIGURE V-1

BLOCK DIAGRAM~OVERALL EVALUATION

Synergy Beginner's Luck
IT IIT

COSTi/PLACEMENT.
HIGH

v

b1

QUADRANT
QUADRANT

HIGH ___Low
| PROFITABILITY
PREFERRED OUTCOMES

11 - MODERATELY PREFERABLE OUTCOMES

[ A

¢ QUADRANT III - UNPREFERABLE OUTCOMES

QUADRANT

{

1V - MODERATELY PREFERABLE OUTCOMES
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TABLE V-4

OVERALL EVALUATION MEASURES*

_Ranking Sets**

: i s i
Training Enterprise  Set 1 Set 2 Set 3

Sunso: - 1.41 44.47 22.9 33.7 12.2
Beginner's Luck 0.86 34.47 17.7 26.1 9.3

Synergy 1.00 1.00 1.0 1.0 1:0

~ */Training and enterprise scores shown in Table V-4 were cc nuted
with the figures from Table V-3: Synergy is the base lone nume rztC”
to which the others are being compared.

**/The weights were assigned to enterprise and training objec.ives

‘in the ranking sets as follows: in Set 1, enterprise (0.50) and train-
ing (0:50) objectives have equal emphais; in Set 2, entexzprise (0.75)
okiectives are given grezter emphasis than training (0:25) objectives;

and in Set 3, enterprise (0.25) objectives are given less emphasis
thHan training (0:75) objectives. ' :
~hus, the overall evaluator measure for cach program was. computed

as follows: M = ©<* T) + (/B * E) where M is the overall evaluator measure

for each ranking set 1, 2, 3;04< is the weight assigned to training objectives

for each ranking set 1, 2, 3; T 'S the training score;#&is the weight assigned

82

jastives for each ranking set 1: 2, 3; and E is the ent=rprise



servina the "training™ goal, and vice versa: This conclu-
sion is r ~nforced further by observing that project rank-
ings alo: snterprise measures differ from thsse alang
training mcaSures. One set of outcomes does not imply the

other; i.e., to be cost-effective at training does not imply

that program managers are cost-effective at enterprise

development (and vice-versa).




<
1
O

ROTES

1/Trend is indicated by visual inSpection of the graphs

on enterprise profitability; not by statigtical curve-
fitting. See Figures B-2 and 5~4 in Appendix.

2/hs in the sunsol case, where possible participant

costs have been derived net of enterprise payment for actuel

ptoductive time on-the-job:
3/"participation” is not, and should not be defined,

merely as a "bedy" count of enrollees. Wc adjust the

participation figures to account for different numbers of

program hours spent by participants in each project. (See
appendix B.)

4/"Most optimistic® refers to the likelihond, expressed
in a sunsoi final report to P/PV, that Sunsol could.
liguidate its inventnry at book value; thus gsrzrating
$9,849 more in Sales revenues. This wou.d raiszeé hotal sales
close to $108,000.

84

o



~ CHAPTER VI e
FINDINGS AND RECOMMENDATIONS

o )
SUMMARY

F/PV's Youth Entrepreneurship Initiative represented an
investigation of the concept that; with _assistance in

capital formation or subsidy in the form of planning and
technical assistance, firms staffed in whole ~v ‘o pgart by

young people can, first, compete’ in the ma «:. tize and;

second; have a long-t:.a positive effect o Lu2 careear

prospects of participants.l/  After examining all of the

enterprises funded by =he Initiative, our main concivsions
are as follows. ’
ENTERPRISE TRAINING DID NOT INCREASE THE EMPLOYMENT PRO-

SPECTS OF THE DISADVANTAGED YOUTH WHO WERE TRAINED DUR-
ING THE INITIATIVE.

rolled in the initiative: Long term effects cannot be as-
sessed. K
ENTERPRISES WERE NOT ABLE TO PURSUE, WITH EGUYAL EMPHA-

SES, TRAINING OBJECTIVES AND ENTERPRISE OBJECTIVES:
Training objectives within small business enterprise mus% be
secondary to business profitability and development objec-
tives if the business is to survive. Business 3tart-ups

cannot zerve as a training vehicle for dimadvantaged youth

without significantly increasing the risk of failure which
is already high.

PROGRAM DESIGNS WERE NOT COST-EFFECTIVE FPOM EITHER A

BUSINESS OR TRAINING PERSPECTIVE.

The sxtremely poor financzial performance of t: uLusinesses,

 abined with inadequate training results measured in terms
o: wlacement in private sectur jobs, mitigates against
finding this program approach cost-effective as either a way
Fo ertablish a successful tusiness or a way to enable yout:

tc move intn career .adde:ing employment opoortunities:
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SPRUIFIC FLieDLNGS

Employment and Training Gutcomes

~ The findings associated ‘with employment and training
outcomes Focus on the employability of participating youth.
. 1; The majority of youth who enrolled in

vouth entrepreneurship programs did not enter private
Sectof jobs once they left the program. Only 60 percent
Gof the participants compieted their training. This
shortfall had a negative impact on job. placemcnt rates,
since placement efforts were directed primarily at
program completers. At termination only 33:7 percent of

tite youth participsting ir the initiative had unsubsi-
dized jobs.

2. Although r2r were_placed or_jobs,
youth employment after participation in Youth Entrepre-
nedrshin programs was characterized more _as_transient
than_s- :ble. Only one participant moved into a manage-

ment level job, and this was within a program enter-

prise, i.e., Synergy II Boutigue.

3. &hile all program sponsoring organizations
.demonstrated an ability to_provide some skiils training,
nousrrazed poor performance in_ iob development
3nd Job ~pli.ement. Training statf knz¥ thelr subjects
and their jokbs and liked working with vouth. Responser
froim trainees while enrolled were pos:tive towards both
the training content and staff;, und most were particu-
larly disposed toward the on-the-job trainisg -mponent.

3

Poocr performance in terms of job develspment and piace-
ment was fully apparent in low placement rates and the

types‘of jobs obtained by participants

Enterprise OQutcomes

. The findings which apply to enterprise , L2 n
cerned primarily with the ability of the enterpricses to re-

= rico Teciiad Ao Onr

concile employment and training programming with business

development.

1. Training and enterprise develojment could nc: be
pursued as aqual, compatible qQ3ls: Cunflicts ticoween

ent~cprise cbicctives and v.aining objective . were

always sharps The enteprises' experience demonstrates
conclus®vely that the two sets of objectives <cannot

co—exist without one being subordinate to the other.

T
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VI-3

This was nullyﬂapparent in the case of Sunsol; where the

evidence indicates that either goal alone could have

been more cost-effectlvely pursued in the absence of the
other. Conflicts, tensions and interference between the

‘two goals are also revealed in the documentation of the

experience of the other pro;ects.

2. Youth entzeg;eneutsthfprogxammlnggsnouid not

be pursued in the context of small business start-ups.
Much of the observed confiict and/or ineompatibility
between training and enterprise goals pertains to the

circumstances of small business start-ups. indeed, given

that all four programs in the iniziative involved the

start-up of new enterprises, the evidence cannot be ex-

trapolated beyond this domain to suggest that training
vs. enterprise conflicts pertain generally in already
established and/or larger businesses. What can be
concluded from the 1n1t1at1ve is" that the ccnflicts

training rasponsrbrlxtxe Tfe atngle case of Synergy,

moreover, is at least Inﬂtcative that prospects for

business survival (and scie continuation of training

activi.ies at a lower 1eve1) are ,nnhaxced if the
enterprise is not started "from scratchk.”

3. fThe projects demonstrated little skill in

establishing ngwgenterprlses 211 projects; to varying

deqrees, suffered from business related problems from

planning to start~uv and throughout their period of

operation. These prob;ems, whilz not unigue among small

bus:ness, were characteristic of the factors which con-

tribute to their high failure rates; The sporsoring

agencies' primary.miszions were not oriented towa:d

business, but rather toward training and soﬂzai service.

This it is not surprising that the b ness skills

déCEéééry to. plan, start, and operate a smal) business

4, Aall p.age»:sgtnnkgaggub‘ﬁantlai ‘amount of the1r

subcontract period to become aadjnsted and_ WorKk out

problems. fll of the projacts suffered from a variety

of start-up. and o ‘ganiy ;ational difficulties which caused

lasting problers ‘Phe difficulties which were encoun-

tered had nega"%e effec’s _on enterpr;se _operations,
effects magnified by relati.ely short project lifetimes.

¥
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5. Without substantial subsidies none of the
enterprises were in a position to be self-sustaining at
the conclusion of P/PV funding. All of ths enterprises

except oynergy had sustained substantial losses when

their P/PV grant ended. In order to continue in

operation they would have required a further injection

of capital. Waile the Restaurant School had no interest

in continuing the Beginner's Luck operation; both Sunsol

and Synergy made efforts to remain in business: In both

cases, this required a drastic staff reduction. Contin-
yation of the training role at the project's subcontract

levels _(while in the P/pv Ingtiativr; would have
required the continuation of subst ntial sibsidies.

RECOMMENDATIONS AND IMPROVEMENTS TO TH{ MODEL

the findings described above suggest that the youth

entrepreneurship model, where new fledgling smsll businesses

are saddled with resgonsibilities for training disadvantaged
workers,; wai not successful at meeting either of its equally
emphasized cbjectives: These businesses, on the whole,; did
not approach profitability and were no. very successful at

improving the employment prospects of the trainees. This
does nct mean, however that the basic concept--providing
training to disadvantaged youtn within the setting. of a
small busine> --~annot work. when operationalizing the
notion of ~ dizadvantaged youth in small business,
three recor . 38 basad on ihe findings in this report
are offeraz

o Enterprises should not be required to carry any more

trainees than normal staffing levels rermit.2/

Linkages with lozal training and economic development
should be Zforged at the program design stage to

ensure that (1) businesses which are selected reflect
the streng or growth industries in the community and:
(2) businesses which are selected anticipate .entry
level employment oppuv.inities to continue in cvoming
yearsas~ . .

Youth entrepreneurship projects should also be lirked
té,ﬁéighbbrhbédgwgpmmggigy“EaSéd7§§géﬁizaticns and/or

privats sectoi businesses which can establish neces-
sary "support systems" to provide t=c¢hn.cal aud man-
ageinent agsistance.

tn order for training to work in a w2y cons’itent wita
enterprise survival and development, however, youth entre-

preneurship program designs cliearly must undergo significant
modification before there is any further attempt at repli-

88
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‘ublic/Privace Venturas, "Private Sector Initiative
sesiect; Youbth Entrepreneurship: A Concept
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: Thi
rim Research Report,"

A-1
_FINANCIAL NARRATIVE OF

OPEN ROAD/NEW ENTERPRISES BUSINESSES

-

cribes

Open Road/New Enterprises Prpject at the cénclusion of their
participation in the P/PV Demonstration. Table &-1 shows
the methods used to capitalize each auto repair shop:

ures A-

prises.

the financial status of the eight enterprises in the

Auto Mech International

Auto Mech International, located in Van Nuys;
California began operation in June, 197¢. Orig-
inazlly capitalized at $26,000, this investmen

W to $48;080 in contributed equity by Septem-~

39, 1979. Unprofitable since incéption, Au-

kit

tc Mech was plagusd by continuing and increasing
:perzting losses through September 36, 1979

tiast financiil information available): Al-
‘#iodgh well capitalized (e.g. no debt burden);

suto Mech quickly ran through its cash in order

cc fund the operating :zosses it was sustaining.
Zutv Mech subseguently went into> a hold position
as the New Enterprises Program, Inc., sought to
divest i'tself and bring in new ownership in

hopzs of reversing the loss situation. ‘Auto
Mech International closed in February, 19879,
with a total loss of $14,008. §5,000 in debis

and varicus lease costs were still outstanding.

¢ & R Garage -

C & R began oOperation in September; 1879 in
Hartford, Connecticut under the auspices of the
Citizen's Policy Center and with major funding

providea by the Aetna Life Insurance and Cas-

ualty Company and the Hartford Insurance Grovp

(S45,9800)|. Of that sum; $27;0¢9¥ represents an
equity investment in C*& R by the Citizen's
Policy Cinter following a transitional ownership
period during which the New Enterprises Program,

Inc., “negotiated the phased purchase of the

company from -its previous owners. C & R began
speration| under NEP with substantial cash but
was incurring a modest loss. During 'the month
of t'ctober C & R began making financial pro-

gress. However, this could not be sustained and
by the end of the year C & R was operating at a

93

s narrative, which is taken from P/PV's "Third Inte-
(DOL's Office of Youth Programs) des-

1 to A-10 illustrateée the profitability of the enter-



510 ,zﬁ ioss. 1In April, 198¢ the Hew Enter-

,przses Pregram, Inc.; dec1ced to terminate its

relationship and return the firm to the cr1gxna1
owners, forfeiting approximately SZ g, e8¢ in

cash, leasehold improvements andé eeulgmonh. I &

E dlSt wasg approx1wateiy £12,;36¢ in ceb : inclué-

ing $7,306 owed to the Interna1 Pevenue Service.

Central City Auto

Central City Auto began operation in late 1979

and was severely undercapitalized at 52e,eee.

Financial information; when availablg is gquite

sketchy, however, as 1n the case of t§g7p§§v1—
ousiyiaéSétibéc firms, . it is characterized by an

initial Icss period which r~ontinued until the
business was closed at the end cof the calencar
vear with &an accumulated 1loss c¢f <close to
$18,06€06. Central City 2uto closed with §5,60C
1n éebt.

Grescenta Valley Motor Works

Crescenta 7V§1iéy ‘Motor Works, locr-e¢ in
Montrose, California began operation fn the

first cuarter of 1978. There is little finan-

vial inforwaticn available on the comparny up ;o

August of 1979 when Crescenta closed. Available

information, However, reflects relatively 'strcng

capital contribrtions ($5@, £6e) which zrc offset
by immediate anc recdrring operatxng losses. Ey

August 1979, ciescenta had an accumulated defi-
cit of $3%;060 which technically made :t insol-

yent without an infusion of funﬂs. At closgre
$4,000 was Sue to cr ditors. —

E4stgaa¥43ubomot1ve
Fast Bay Automotive, located in Berkeley, Cali-
fornia was organized in lxte 1679. It was cap-

italized at approximately $4€,C€08. Again; al-
though the financial information is fragmentary,

we can see that chrconic operatinyg losses re-
sulted ;ﬁ a severely reduced equity base. The

alt: sclusion was for Mew Enterprises

rog ‘ , tc attempt tc divest itself of
the .. ..-.7 in early 1980. 2 concditional
agree. z-{ « Snle wis signed in May 1589 for

£3,20¢ cash and $12,@€¢ in back taxes anc lia-
hilities. :



Embarcadero Garage was formed in July, 1979 in

San Francisco, Califcrnia; although it exper-

ienced no sales until December. The business

was severely undercapitalized at $25,€060. An

accumulated operating deficit of approximately

$10,666 did not prevent the manager from en-

terIng into a purchase agreement with New En—

terprises Program, Inc. The manager agreed to

purchase Embarcadero for §17,€00. The business
had no debts.

,3!

It is 90551b1e that Embarcadero will not suffer

the same pattern of losses as the other shops:

It is typical in the start-up phase to suffer

operatlng losses and; in the case of Embarcaderoc

there is some hope that this pattern may be re-

versed should it continue operation.

Precision Motor works

Precision Motor Works, one of the original MNew
Enterprlses Program, Inc., businesses began

operation in November, 1977 in Ventura, Cali=

fornia. The second venture of NEP, it reached

break-even within one month of operation. How-

ever, relatively high labor costs depressed the

profitability of the company and ultimately,
coupled with lack luster sales drove it into

loss 9051t10n. Sufficiently Lapltallzed at

s44, GGG Precision Motor Works was able to absorb

the losses better than the other enterprises.

Precisgion, clear of all debts, was sold to the
manager for $5,0049.

Santa Barbara Motor Works, located in Santa

Barbara is the first of the New Enterprrses
Programs, Inc.; businesses. Opened in November,

1977 we only have balance sheet information for

the period beginning June, 1978. _ Begun with a

well thought out marketing plan, Santa Barbara,

however, never reached consistent profitability.

Original capitalization was: $46€,;0€00 although

$60,000 was stated as desirabie for Santa Bar-
bara Motor Works.

Qo
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CAPITAL STRUCTURE OF OPEN R0AD /NEW ENTERPRIZES

- BT

e s DERR

N | Total - Lidted ]
Enterprise Capitalization CPC/NER *** - Pertrers  Owners

Santa Barbara Motor Works . 40,000 35,000 15200 600

precision Motor Works® 14,000 93,000 - 00 22,000

Crescenta Valley Motor Workst* 50,000 20,000 30,600 000
huto Mech International 19,000 31,000 15,680 900

East Bay Automotive 10,000 40,000 689  uholly-owned by CPC/

27,000 27,000 000 wholly-cimed by CRC/

C & R Garage _
REP, Ing.

Central City Auto 20,000 20,000 | 000 wiolly=owiwd by CPC

Enbaracadero 25,000 25,000 000 tiokiy-oimsd by CRC

© SOURCE: B/PV, "Youth Entrepreneurship: Third Interin Report." Report to U.S. Department
of Labor, Office of Youth Programs; Washington, D.C., Winter, 1980,
*/ PMY vas a joint venture With the entérpriSe manager as a CO-OWNEI.
~ #%/ VM was closed on 5/30/79, CRC transferred its capital contribution to Central City
Auto ; partners lost their investment. |
© ##%JCBC is used here in place of Litizen's Policy Center, Inc. and NEP is used in plac
of New Entérprises Program.

e
Q
ERIC

Full Tt Provided by ERIC.
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FIGURE A-1

PROFIT/LOSS: AUTE MECH INTERNATIONAL
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FIGURE A-2

. C & R GARAGE
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FIGURE £~3

?/L0SS: CENTRAL CITY ABTO
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FIGURE &-4

. PROFIT/LOSS: CRESENTA VALLEY MOTOR WORKS

(1979) .
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FIGURE A-~5

v PROFIT/LOSS: EAST BAY AUTOMOTIVE REPAIR
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FIGURE A-6

PROFIT/LOSS: EMBARCADERO AUTOMOTIVE
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FIGURE A-7
PROFIT/LOSS: PRECISION MOTOR WORKS

{1978y §F

,_ - : FEB (4,425.00)
T 3 MAR  (1;164.00) _

: APRIL (2,800.00) —
6,000 '

{

H
Y Gy Gy

e

T | DEC 2,077.62

)
0
Q
|
S
e
-
Fz‘.
o
24

el
o,
€
o
£
=
)
=

—+
(2,000
—_—

104




9
42
o
=
~N
&
=
B
@)
9
M~
>t
n
o
Ed
Z
(@]
=

oo
(@]
(@]
(o]
{
[

; FIGURE A-8

w

PROFIT/LOSS: PRECISION MOTOR WORKS
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‘ FIGURE A=9

1

PROFIT/LOSS: SANTA BARBARA MOTOR WORKS - -
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FIGURE A=10

PROFIT/LOSS: SANTA BARBARA MOTOR WORKS
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JAN (270:49)
FEB 4,443.85
MARCH (4,005.17)
APRIL  (6,523.98)

JUNE 2,647.92
JULY 1,224:09
- RUG (2,767.75)
SEPT (724.82)
ocT 6,750.38
NOV (2,430.78)
DEC (13,042.65)
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COST CALCULATIONS AND ALLOCATION: ENTERPRISE
END COST EFFECTIVE ANAEYSIS

‘év’

The estimates used in the enterprise development (Chapter 1v) and cost effectiveness
anialysis (Chapter V) were calculated according to allocation methods presented belov;
Although only the Sunsol enterprise computations are shown here, similar methods were used

ifi cost discussions on Synergy and Beginner's Luck:

* overall Allocation | .

The distribition of Sunsol's P/PV subcontract funds were based on the report amounts

from Sunsol's Final invoice to P/BV:

- Percentage of ‘Percentage Attributed
Cost Category Cost i Cost Category to Salaries & Fringes
aninistrative  § 31,828 12.9% N 37
Enterprise Operations 140,876 57.1 43.9
Participant 37;651 15:3 s
Training 36,335 T 29.9
$246,690 100.08 ; 10008
Allocation of Receipts from Sales 110

total siioiiit received from the sale (of solar products or services) were distributed

across cost categories:



“Sales ($) Allocated sales ($) Allocated to

 Cost Category Sales § & Fringes  Non Salaries & Fringes
Adnifistrative $ 4,808 $°4,808 S
Enterprise Operations 71,758 8,055 63,703
Participant' o mm mmmmme= mmemee-
Training 5,486 5,486 mm—————
Total 82,052 18,349 563,703

s abd Estinates)

Telephone (208) + Travel ($460) § 1,000
Contract Management (invoice) 31,828
~ Youth Training Center (YIC) ; 2;365*
Screening (from final contract @580 per trainee) 4720

ETS participation (8§10 per trainee) - 590
Kllocation of Sales $ to Salaries & Fringes | 4,808
Total Adninistrative Cost (fof B/P¥ Demonstration) §45,311

Enterprise Operations (Ad5ustments and Estimates)

(<) Telephone (20%) + Travel ($4,600) o $.=1,000
+ Invoice Total 140,876
+ Cost of Goods Sold/Direct Labot | : 17,160
+  Allocation of Sales § to Non-Salaries & Pringes 63,703
(-) Screening (from final contract) : -1, 840
¢ Allocation of Sales to Salaries & Pringes 8,055
+ 19,3% of "Chiefs" (advanced participants) salaries 6,000
Total Eiterprise Costs $232,894

11 o
112
IIR\}Z

Aruitoxt provided by Eic:



Participant (Adjustments and Estimates)

Quarterly Report Total $156,635
(~) Cost of Goods Sold/ﬁxrect labor -17,100
(-) "Chiefs" (advance participants) salaries -12,177

L S
1

Total Participant Costs | 127,358

Tiéiﬁiﬁé_lﬁﬁjﬁéfﬁéﬁfégéﬁ&4Eé£iﬁ3téS5

Invoice (instructor salaries) . s § 36,335
/50.7% of "Chiefs" salaries . . 6;171
Total Training Costs | - § 42,512

With the calculations above; we can allocate costs as follows:
o Total Demonstration ‘Total Project
C'o"st»Cété'g'og $ % SR §

MO U

D OO RO IS
-

(B, TN e

Adninistration § 45,311 mommmes mommees
Enterprise Operating costs  232;89¢ $232,894 57.8
Participant Costs 127,358 127,358 3L.6
Training Costs 42,512 9.5 4f42+512 _10.8

Total $48,075 1000 $402,674 10,0



II;: Cost Effectiveness X

Marginal "Direct Opportunity Costs of Enterprise Vis a Vis Training Functions

Direct Costs:

Business management : $ 64,965
Extra (incentive) wages 58,531
expenses {inc li.i'dii}"cj truck)

=== travel (all, p- - final contract) : 11,356

2

=== telephone ($75 mo + $47.78 installation charges) 1,600

--- office supplies (% of contract amount) 3,852

Other Costs:
~--— Consultants & Professional Services (legal S
: accounting, screening) $ 5,703

--—- Publications 701
-—— License ’ 1,966
—-- Ccoriferences; exhibits, etc. . 800
Total Cost . ' $149,474
Sales (deductions) | 82,052
Marginal "Direct" Opportunity Cost of Enterprise ; $ 67,432




Marginal Opportunity Costs of Training Functions Vis'a Vis Enterprise

Training Costs o S | , $ 42,512
Participant Costs over & above Cost of Goods Scld/birect Labor 127,358
Excess Overhead Costs 45,311
Estimated Administrative Costs g __ 61,644

Marginal Opportunity Cost of Training $276,825




i 31
SUNSOL:  SALZS ENTERPRISE OPERRTING ERPENSESHEDC) D 0SS HARGIH
{March, 1980 to April, 1981)

~Grosst BOC plus  sales/ . N/, .C06sl.. . .

Konth Sales E0C 006S - - - - -Margin —- COGS EOC(4)2e Salest Calesly) " "

iiacch 0 3,718 0 | AR 0

rilk @0 6 3t 303 G lWd @ 5
My 33 5,50 1,701 512 e wE B D
Jiine 2,000 0 1,528 15 5 3,10 I I T
Juty 5Lil0 16;650 L5 6 18,237 AT
igust 9,109 8,37 6,545 2,564 R L A I
‘Septenbet 6,633 2,801 5,799 343 33,561 3,8 EI
Gctober B85 9,30 6,350 2,500 15,657 ¥2 0 nMn
Noieiibet 760 7406 2,825 L T (131 775 R U
becember 1,603 9,205 1,588 2,915 12,913 24 B8 8

Jahtary B3 B3 626 211 noso ml %
* Pebruary 16;343 1,958 14,32 2,018 1,83 © 5523 12 8

Hach 158 9,79 13,549 2,061 (PR IS 11 1 S C I |
Apeil g500 15884 308 5530 _om R | I |

fotal 83,879 140,876 62,970 193,975 D EEL B

{o0%: The sboie listed abbreviated colun Seadings represent the folloving: COCS is Cost of Goods Sold: G is'Gross Margin:
and EQC 1s Enterprise Operaking Costs, \ _

j1fé overall aierge for Sales/EOC (¥) is 39:00 . . .
*¥/the Cost of Goods Sold for Apral, 1981 is an estimated figure, :
+7¥ /Ttie overall average for total Gross Margin & total sales (8) = 254

:T-/'ryé overall average for 'c‘c;'_ét of Godds Sold = sales () = 75 ’_ 118

.



FIGURE B l
SUNSOL: SALES & ENTERPRISE GPERATING €OSTS
(March, 1980 to April, 19813
~/7
sales & | ‘ o | ” Legeng:l L
EXpenses | pales=-=-
. Expenses ——
530 000
1 \:\X:}'
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KOTE: Based on B/BV reconstructed data, fo sales were generated durxng March; 1980." -2[)
Sales were not reported For the month of March, 1980 and April 1980, N 1

119
[IR\}C

Aruitoxt provided by Eic:
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FIGURE B-2
SUNSOL PROFIT (LOSS) AS 4 % OF SKEES
(March, 1980 to April, 1981)

May

Jme’ July  Aug Sept ot Nov

Dec
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BEGINNER'S LiCK:

5ALES, COST OF GOODS SOLD AND ENTERPRISE OPERATING EXPENSES
(Warch, 1980 to Latch, 1981%) S

TABLE B-2

—

Month

Sales

Cost of
Goods Sold

 Opéatifg

Expenses

Net
Profit

Net Profit
% of Salest

March
April
May

June
July
August
January
February

March

13;899
18,482
15,017

10,797
15,558

3,747
12,514
16;960
18,556

-9,834

©1;561

-3,451
=2,189
s
-3,115.
-8,741

STR I

10,471

=718
8%
-23%
~20%
=88%
-13
-102%
-1148
678

TOTAL

102,889

56,/370

99,676

-

553,157

-51,7%

¢

*+/hverage net profit as a percent of sates is 61:1;

1%

ERIC

Full Toxt Provided by ERIC '

SA;’ )‘(7"71#‘”; . ’;7 - e 7”7.7 ' R ”7717' ' - - ) N ‘ K - N -
4/Begiriner's Luck was not in operation from September; 1980 to December; 1980,

124



- PIGURE B-3

BEGINNER'S TOCK: SALES, COST GF GOODS SOLD AND ENTERPRISE OPERATING EXPENSES
(March, 1980 to March, 1981

| Cost of Goods Sold
Sales Operating Expenses
Cost of Goods Sold perating LXpenses_ _ -
Operating Expenses '

o o
$20,000 | |
R A
ol S
[l | | I T
I - I | | : | |
A A
LLCH A NN
A o
] [ L ] N i
s,o00 <404 f
O O O | O
T L 1 [ L l" el
| -1y T | 1R
1N 1 TP | -l e s——— O 1 1 Bt E 1R
Mar Apr May June July Aug Sept Oct Nov Dec Jan Feb Mar

NOTES: Beglnner s Luck did not commence business antil March 7, 1980. Begmner 5
Luck was not in operation for perlod of 971780 - 12/31/80. |

[KC . Graph includes salaries and wages as an operating expense component for January, 1
|\ Pebruary and March, 1981, Sales figures are rounded to the nearest dollar. 26




TABLE B-3
SYNERGY II: ENTERPRISE OPERATING EXPENSES*
(June, 1980 to May, 1981)

oRih Enterprise Operating
7 Expenses

June (5 weeks) -~ $2,890 (est.)
s July (3 weeks) 1,532 (est.)

August (5 weeks) 2,932 (est:)

September 2,856

October - ﬁécémbér** 6,880

January 2,700

February 2,263

March : 2,263

April ‘ 3,252

May n/a

*/Enterprise Operating Expenses reported after the sub-
contract period are .as follows: June, $5,079; Tuly, $5;456;

and August, $5,418.

~ *xx/"Enterprise Operating Expenses” do not include the cost
of goods sold. Operating expenses include such items as utility

costs; labor costs;, rent, telephone and transportation. Total
expenses; including costs of goods sold, were only reportad on a

gquarterly basis as shown in Table IV-5.

[
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TABLE B-4

TOTAL PARTICIPANT PROGRAM HOURS

(April, 1980 to June, 1981)

o Beginner's Luck Synergy Sunsol
Month (n=38) (n=37) (n=59)

April 263 . ====
666 _— 1,956

June 3,303 18 2,218
July 3,989 - - 407 3,730
August : ———— 956 3,773
September 10,893 1,697 6,218
October ——zz= 2,673 7,341
November = ===-- 3,818 . 8,136
December o 3,866 ;
January e 6,569 12,

February 11,133 8,734 : 12,679
March ——- - 15,

April —————

TOTAL 76,731 58,185 108,272

.~ NOTE: Program hours were reported only on participants
terminated during the month.

ot
0
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TABLE B-=5
~ PROGRAM WAGES
(April; 1986 to June; 1981)

MONTH BEGINNER'S LUCK SYNERGY SUNSOL
{n=38) n=37) (n=59)

August
September
October
November
December
January

$

610.90
1,547.31
2,883.63
5,009.62

26,349.76
26,950.54
57,314.43
59,301.44

<9

55.80

1,260.69

2,962.64
5,263.62
8,286.89
11,804.82
11,953.42
20,348.71
27;284;43
34,709.73
60,421.44

5,548.75
6,209.65

"9,578.29

9,711.59
17,294:15
23,835.89
26,675:56
46,816.08
50,777.96
90,339.81

$

179,967.63

$ 184,351.99

 § 342,525:23

Lo |
]

Wages were reported only on participants terminated during the month.



TABLE B-6
YOUTH ENTREPRENEURSHIP PARTICIPATION DATA, WEEKS

" cumulative Participant  Average Training Weeks* Adjusted Par%égiggﬁif?“ECLLmé”t
Enterprise Training Weeks Enrollment (pev Enrollment) R L e
| - Lot C fighe
Beginner's Luck 693 38 18 24 14.42 59,18
Synergy 707 3 19.11 15.32 60.38
sunsol 1) 59 11,71 wy 5:00
Total 2,09 . i3 D eeeme e

+/Rierage Traifing Weeks = Cumulative Training Weeks + Participant Enrollnent.

v+ /Low adjusted particpant envollnent vas conputed using an overall average training weks, 15.60 veeks.

w@m@@@mm@@@@@mmmmummwanmmmmmummmjwnmmmmmm
enroliment = cunulative training weeks = overall average training weeks.

ﬁMﬁhﬁﬁﬁﬁp&ﬁdﬁtﬁmﬂmmwwémmﬁdmmgmemmd%awmthMMgw&&lLHw%m.Hwhmwum
participent enrodlment = cunulative training weeks = Sunsol's average training weeks.

“an 131




RBLE B-1

© {GUTH ENTREPRENEURSHIP PARTICIPANT DATA, HOURS

-

_ Cunulative Participant ~ Average Training Hours* Adjusted Participant

+t adjusted Partici

Ehtétptiéé Traifiig HOOLS Enroliment (per Enrollment) (hours} ratio Enrollment (by hours)
Beginner's Luck 23,617 3% 6L | 1234 .89
Synergy 18,599 3 021 0.999 " 3.9

Sunsol . 421.8 SR 50:09-

Total 67,455 £ e
I
_ _ I
#/Average Trainisg Hours = Cunilative Training Hours : Participant Enrolluent. /

 to/Adjusted Participant ratio = Average Training Hours (for each enterprise) = Dverall Average Training purs.
(Overall average training hours = cimilative training hisurs + total participant enrollment.) *
i /hdjusted participant Enrollment = Pacticipant Enrollment X Adjusted Participant ratio..

13



TABLE B-8

PER (ADJUSTED) PARTICIPANT**

WAGE SUBSIDY* & TRAINING COSTS

Enterprise . Wage Training*** Total
- 3

Sunsol $ 2,547 $ 850 L $3,397

Beginner's Luck N/A N/A | /. $3,856

Synergy T § 1,590 s1,291 . 53,881

*/The wages figure employed is not total wages or "Youth

expenses" but "participant costs" as estimated for Table III- 2

**/Partxcxpant counts have been adjusted to reflect the

differing number of hours spent by particpants in each program

***/Tralnlng costs are taken from Table III-1. .Wage énd

training costs, together, are the equivalent of “participant”

and "training" costs as. estrmated for Table IV-1:

#/Based on cumulative figures through 12/30/80.
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