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Executive Summary 
 
 

This project was undertaken to fulfill the requirement stipulated by Senate Bill 932, 
Section 52 (k), Acts of 75th Texas Legislature, to evaluate when the Texas Manufacturing 
Institute (TMI) could operate without state appropriated funds. This feasibility study focused on 
alternative funding sources available to the TMI in lieu of state funding and how the 
"implementation of alternative funding would affect the mission, structure, and performance of 
TMI." The feasibility study was performed through an Interagency Agreement between the Texas 
Department of Economic Development and the Bureau of Business Research, Graduate School 
of Business, The University of Texas at Austin.  
 

The TMI is in the process of receiving the Texas Manufacturing Assistance Center 
(TMAC), a network established in September 1995 to provide technical expertise for small 
manufacturing facilities throughout the State of Texas. The TMAC operates with six regional 
offices and in conjunction with the following partnering institutions: 
 

o The Automation and Robotics Research Institute at the University of Texas at Arlington 
o The Institute for Enterprise Excellence at the University of Houston 
o The Institute for Manufacturing and Materials Management at the University of Texas 

at El Paso 
o Southwest Research Institute 
o The Texas Engineering Extension Service at Texas A&M University and 

  o The Northwest Texas Small Business Development Center in Lubbock 
 
 

To assess the feasibility of operating the TMI from increased fees and new revenue 
streams, donations from private sources, local governments, and additional grants and contracts, 
project staff interviewed individuals from partnering organizations which house the TMI 
operations, legislative and executive staff members, city economic development and business 
associations' officials, managers of TMI-like operations in other states, TMI Board members, 
federal agencies' staff, owners of manufacturing firms, and cooperating entities. Those 
interviewed were assured that their comments about TMI services, operations, or funding would 
remain confidential.  
 

Two primary questions guided the feasibility study: 
 

(1)  Could the TMI ever operate without legislatively appropriated State of Texas 
funding? 

 
(2)  How would changing from appropriated State of Texas funding affect, if at 
all, TMI's mission, structure, type and level of services, and performance?  
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The feasibility study was conducted in a very brief period of time to meet the requirement 
that written findings and recommendations be submitted to the governor, lieutenant governor, the 
speaker of the house of representatives, and the director of the Legislative Budget Board by 
December 1, 1997. The study began on September 23, 1997 with the final report delivered to the 
Texas Department of Economic Development on November 25, 1997. 
 

Because all other states have TMI-like services, there is considerable information 
available for purposes of comparison. Data were collected from:   
 

California Manufacturing Technology Center 
Connecticut State Technology Extension Program 
Florida Manufacturing Technology Center, Inc. 
Illinois Manufacturing Extension Center  
Michigan Manufacturing Technology Center 
North Carolina Manufacturing Extension Partnership 
Oregon Manufacturing Extension Partnership 
Washington Manufacturing Services 
Industry Network Corporation  

(Alaska, Arizona, Hawaii, Nevada, and New Mexico) 
Mid-America Manufacturing Technology Center  

(Colorado, Kansas, Missouri, and Wyoming)  
 

 
The review of other states resulted in one clear finding: none has become self-supporting 

from revenues generated solely from private sources, and few of the centers recoup as much as 
one-third of their total costs. Every center still receives some public funding for its activities.  
 

Based on the review of data from other states and the data collection within Texas, it was 
concluded that the primary viable non-state revenue source for TMI is the same as for centers in 
other states: fee-based consulting projects with small manufacturers. Additional revenues from 
private sources could be generated from training sessions, new approaches and services, possibly 
including a new statewide association of small manufacturers. Numerous specific opportunities 
for generating additional revenues are described in the full report. Revenues sufficient to replace 
state appropriated funds could not reasonably be expected from foundations or other federal 
grants.  
 

The only other viable new non-state revenue source is local governments. There is some 
evidence from other states that local governments will support TMI services, and there are 
examples from one TMI regional office and promising discussions within a second region, that 
suggest that securing local government funds is realistic. For a number of reasons and because of 
the limited scope of this feasibility analysis, it was impossible to estimate with any precision how 
much funding might be secured from local governments, both in the near term and several years 
from now.  
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It is extremely unlikely that TMI can ever become self-supporting, if that is defined as 

raising all of its revenues from private sources. There are no major pieces of objective or 
anecdotal evidence--not from other states, not from interviews with program participants, not 
from TMAC's funding history, and not from potential fundors--to suggest that the goal could be 
accomplished.  
 

To become the first centers in the nation to be self-supporting, the TMI would need to 
undertake a revolutionary approach. Incremental improvements, new products and services, and 
becoming more entrepreneurial and efficient than centers elsewhere in the country would be 
insufficient.    
 

Even if the definition is broadened to include raising revenues from all sources other than 
state appropriations, it is very unlikely that goal can be accomplished without significantly 
changing TMI's mission, structure, and staffing.  
 

Based on the experiences of centers in other states, there is evidence that TMI revenues 
from sources other than state appropriations will increase at a reasonable rate in coming years. 
These non-state revenues will be a result of more paying projects, new revenues from both new 
sources (local governments) and from new services and activities. TMI operations also, if they 
follow the pattern of centers elsewhere, will become more  
business-like and efficient as they mature. However, the additional revenues would not cover the 
gap left should state appropriations be eliminated. 
 

If state funding were eliminated entirely in the next legislative session, the TMAC 
program as presently constituted   would not in all likelihood survive. It is quite likely that 
several of the TMI partners would terminate operations and other partners would scale back 
services. Also, the remaining services would be targeted to larger manufacturers. Small 
manufacturers, both those within the state and those outside Texas, would perceive elimination 
of state support negatively and would view the state's business climate less positively.  
 

If state policy makers decide, as they have previously, to pursue a public policy objective 
of supporting small and medium-sized manufacturers with services to improve their productivity, 
then state resources will be required.  
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 I. Purpose of Feasibility Analysis  
  
 

This project was performed to fulfill the requirement stipulated by Senate Bill 932, 
Section 52 (k), Acts of 75th Texas Legislature, pertaining to the Texas Manufacturing Institute,  
"to determine when the institute can become a self-supporting entity no longer requiring state 
appropriated funds."  
 

This feasibility study focused on alternative funding sources available to the TMI in lieu 
of state funding and how the "implementation of alternative funding would affect the mission, 
structure, and performance of TMI." (Contract between the Texas Department of Economic 
Development and the University of Texas at Austin, Bureau of Business Research.)   
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 II. Methodology  
 
 
General Approach 
 

To assess the feasibility of operating the TMI from increased fees and new revenue 
streams, donations from private and non-profit sources, and additional grants and contracts, the 
Project Team was directed to: 
 

o interview key Texas policy officials and economic development officials, 
including state legislators, about TMI objectives and the role of state 
funding in supporting those objectives; 

 
o interview managers of TMI-like operations and Manufacturing Extension 

Programs (MEPs) in other states to obtain information about their funding 
sources and experiences with raising and using non-state funds, and about 
the role of state dollars in supporting their operations;  

 
o interview individuals currently involved with TMI, including TMI Board 

members, partner organizations, federal organizations that have or will 
invest in TMI, and current or past staff, to obtain their views on the level 
of state funding, if any, necessary to achieve TMI objectives; 

 
o interview nonprofit directors or managers and public-private partnership 

directors about alternative sources of funding to support operations; 
 

o determine the likelihood of increased federal funding support through 
telephone interviews with appropriate officials of federal departments and 
agencies; and 

 
o appraise the advantages and disadvantages of each alternative funding 

mechanism and assess the potential impacts on the TMI mission and 
organization....and provide recommendations concerning the feasibility of 
supplementing or replacing state funding for TMI. 

 
 
 
Key Questions Guiding The Analysis    
 

Two primary questions guided the feasibility study: 
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(1)  Could the TMI ever become self-supporting, operating without legislatively 
appropriated State of Texas funding? 
 
(2)  How would changing from appropriated State of Texas funding affect, if at all, TMI's 
mission, structure, type and level of services, and performance?  

 
 
Secondary questions included: 
 

o What are the most promising sources of new revenues? 
 

o What can be learned from the experiences of manufacturing extension centers 
(MECs) outside of Texas in terms of functioning without state funds OR in 
finding alternative sources of funding to replace declining state appropriations? 

 
o What would happen if state funding for the TMI were eliminated in the next 

legislative session?  
 

o What prevents TMI from covering a significant portion of its costs from 
reimbursement of consulting services to the target population of small 
manufacturers?       

 
The Project Team reviewed a variety of documents from the Texas Department of 

Economic Development, which were supplied in response to specific requests about program 
activities, structure, budget, and staffing. In addition, published documents related to 
Manufacturing Extension Programs were reviewed. Most data came, however, from face-to-face 
and telephone interviews conducted by Project Team members.     
 
 
 
In-State Data Collection 
 

Field trips were made to the TMAC regional offices as follows: 
 

Paso del Norte (El Paso)--October 13-14 
South Central (San Antonio)--October 16 
Metroplex (Dallas-Fort Worth)--October 27-28 
Gulf Coast (Houston)--October 30-31 
Statewide (College Station)--November 18-19   
A telephone interview was conducted with the West Texas (Lubbock) Regional Office 

director on November 21. 
 

During the field trips, interviews were conducted with TMI Board Members, regional 
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advisory board members, TMAC regional office directors, field engineers, owners of 
manufacturing firms, officials from partnering organizations which house the TMAC operations, 
officials from Small Business Development Centers, city economic development officials, 
chambers of commerce, and cooperating entities such as community colleges and utility 
companies.  
              

In some cases, interviews were conducted in the presence of TMAC staff members while 
other times there were no staff present.  In all cases, those interviewed were assured that their 
individual comments and statements regarding TMAC services, operations, or funding would 
remain confidential and would not be attributed to a specific source.  
 

The interviews were based on questions developed for three primary types of individuals 
to be interviewed: (1) Policy Makers and TMI Board Members; (2) Program Specialists and 
Technicians; and (3) Owners of Manufacturing Plants. Three sets of interview instruments were 
developed with some questions being common to all three instruments. Because of the 
preferences of those interviewed and the time available to conduct the interviews, the instruments 
were not followed precisely in most interviews. Rather the interviews were fairly loosely 
structured, with the instruments serving as a guide and prompting device for gathering 
information of greatest importance to those interviewed.    
 

Interviews were conducted in Austin at the beginning of the study with several key staff 
from the legislature and the Governor's Office. The TMI Board Chair was interviewed at his 
manufacturing facility in San Marcos on October 24th. Executive directors of economic 
development associations were contacted during the data collection phase as well.     
 
 
 
Out of State Data Collection 
 

Because all other states have established Manufacturing Extension Program Centers 
(MECs), considerable information is available for use as a guide for TMI. However, time for this 
project was limited, and careful selection of the MECs was required to avoid  comparing "apples 
with oranges." Questions guiding the selection were:  
 
 

a. Which MECs have been in existence the longest and presumably have the 
most experience with TMI-like operations? (The MECs have been created 
over a period of time and did not start all at once. Further, some of the 
MECs were providing MEC-type services for years prior to receiving 
NIST funding.) Not only will the MECs with more experience serve as a 
possible peek into the future about how the Texas MECs may evolve, but 
these MECs also will have had to confront declining federal revenues and 
presumably, the need to generate more revenues from other sources.  
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b. Which states' MECs have had the most success with diversifying away 

from state appropriated funds, either because they were required to, or 
because they have been able to raise substantial revenues from private 
sources? 

 
 

c. What have been the experiences of MECs from states often compared to 
Texas, that is, what have been their experiences in raising non-state 
revenues as well as their funding histories? 

 
 

States from each group were identified, and using contact information supplied by the 
National Institute of Standards and Technology, telephone interviews were conducted with 
directors of the following MECs:  
 
 

California Manufacturing Technology Center 
Connecticut State Technology Extension Program 
Florida Manufacturing Technology Center, Inc. 
Illinois Manufacturing Extension Center  
Michigan Manufacturing Technology Center 
North Carolina Manufacturing Extension Partnership 
Oregon Manufacturing Extension Partnership 
Washington Manufacturing Services 
Mid-America Manufacturing Technology Center  

(Colorado, Kansas, Missouri, and Wyoming)  
 

 
Two other states, Kentucky and South Carolina, were contacted but did not provide 

information. 
 

A series of questions were asked of each MEC director, with the following focuses:   
 

(1)  History of the MEC(s);  
 

(2)  Current funding mix of federal, state, and other revenues;  
 

(3)  Role of state funding and impacts from reduced state appropriations; and 
 

(4)  General strategies and specific ideas for revenue generation.   
 

As with the face-to-face interviews conducted within Texas, directors were promised that 
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their responses would remain confidential if they wished.  
 

Additional information was collected via a short survey sent via facsimile in early 
October to the following states:   
 

Alaska 
Arizona 
Delaware 
Hawaii 
Iowa 
Louisiana 
Mississippi 
Nevada 
New Hampshire 
New Mexico 
North Dakota 
 

The primary purposes of this brief fax survey were to: (1) pre-test some of the questions 
to be asked later during the out-of-state telephone interviews; (2) identify unique revenue raising 
approaches which might be underway in some states; and (3) obtain information about the role of 
state funding in states not targeted for a more detailed and in-depth review.  
 

Data were received from the Iowa Manufacturing Technology Center, Louisiana 
Manufacturing Technical Extension Center, Mississippi Technology Extension Partnership, and 
from the five states (Alaska, Arizona, Hawaii, Nevada, and New Mexico) operated by the 
Industry Network Corporation. Because of the preliminary data received about these five states, 
additional information was collected through a telephone interview.      
 

Additional information was acquired through conversations with officials of the National 
Institute of Standards and Technology, the Modernization Forum, an organization supporting 
MECs nationwide, and several individuals who have reviewed revenue generation alternatives of 
MECs. 
 
 
 
Limitations of Study  
 

The feasibility study was conducted in a very brief period of time to meet the requirement 
that written findings and recommendations be submitted to the governor, lieutenant governor, the 
speaker of the house of representatives, and the director of the Legislative Budget Board by 
December 1, 1997. The study began on September 23, 1997 with the final report delivered to the 
Texas Department of Economic Development on November 25, 1997. 
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Every effort was made to include complete and accurate information. However, time 
constraints did not permit those who provided information to review the reported data and 
associated information. Nor could the project team collect audited financial information. In 
summary, the project team would have preferred that the accuracy of the information be verified, 
but any errors that exist are not believed to be substantive. 
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 III. Profiles of Manufacturing Extension  
 Program Centers in Other States 
 

 

 

Before presenting technical data and information from Manufacturing Extension Program 
Centers (MECs) in other states, it should be stressed that centers are quite diverse. They vary in 
the ways they are funded, their organizational locale, how they have chosen to deliver services, 
their history as NIST funded-entities and history of service provision prior to NIST funding, 
numbers of field engineers, and types and numbers of small manufacturers to whom they provide 
services. Centers also vary considerably on such fundamental policies as fees--some Centers do 
not charge small manufacturers for service provision, while others provide very limited 
complimentary services.   
 

Each profile has been prepared in a similar format. An accompanying table present 
highlights some key points for readers wanting only a summary of the following information.  
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 State (CALIFORNIA-MTC) 
 
 
General Structure and Funding 
 

This Center's budget of $20.5 million is derived from NIST (50%), state government 
appropriations (30%), and fees charged for services (20%). The Center has been in existence 
since August 1992.  
 

Up until two years ago, the Center's state funding was buried in the budgets of several 
other state agencies. As a result, state legislators were relatively uninformed about the Center's 
activities. At that time, Center staff began meeting regularly with legislative officials to keep 
them abreast of the Center's activities and accomplishments. Since then, the appropriation has 
become a line item for the three California manufacturing centers, of which this Center is by far 
the largest. 
 

In addition, the Center's staff has attempted to inform key elected officials. According to 
staff, both the Governor and the Mayor of Los Angeles have agreed to participate in urging 
manufacturers to utilize the services of the three California manufacturing centers.   
 

It is expected that state appropriated funding will increase slightly in the next several 
years. However, should state appropriated funding be reduced, Center staff believe that it might 
be possible to replace the funds from cities and counties, although it may take one or two years to 
do so, and there would be layoffs until that funding was secured. Center staff are on the verge of 
contacting cities and counties to determine if funding can be secured.  
 

In the multi-county area served by this Center, there are approximately 40,000 
manufacturers.  
 
 
 
Funding Philosophy and Strategy 
 

The Center's strategy for reducing dependence on federal and state revenues is to market 
more aggressively and increase fees from services. Even with increased fee revenues, the Center 
staff does not anticipate ever becoming a self-supporting entity. They believe government 
funding will always be necessary to fulfill their mission. 
    
 
 
 
 



 
______________________________________________________________________________ 
TMAC Feasibility Analysis 10

Specific Ideas 
 

The aggressive marketing effort involves a telemarketing component and an 11-person 
marketing staff. Of the 11 staff, seven are client representatives who function as telemarketers. 
As in Florida, the telemarketers are paid a base salary and bonuses for meeting performance 
goals.  
 

Hourly fees range from a minimum of $75/hr. to a maximum of $150/hr. The larger firms 
pay higher fees because their projects tend to be more complicated. 
  

All manufacturers are entitled to 4 hours of free service annually. 
 
 
Other Comments/Recommendations/Notes 
 

The Center has a total staff of about 125. Roughly 100 are field engineers. All staff 
members are eligible to receive annual performance-based incentives of up to 25 percent of their 
salaries if they meet individual goals and Center-wide goals. 
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 State (CONNECTICUT) 
 
 
 
General Structure and Funding 
 

This state program has existed for about 3.5 years. Approximately a year ago it spun out 
of a university setting and is now a private, non-profit entity with 20 field engineers.  
 

Annual operating costs are approximately $3.4 million, with $1.1 million provided by the 
federal government, $1 million from state sources, and slightly less than $1 million from fees for 
service. The state revenues are provided by a state agency and are discretionary.  
 

Discretionary Federal project funds are used to provide additional services and cover 
portions of select staff. 
 

Fee revenues are generated from both direct service provision by field engineers as well 
as by adding a fee to brokered services provided by others. Fees for direct service consulting 
projects are set at $70/hour. No projects are subsidized.  
 

No funds are obtained from cities.  
 
 
 
Funding Philosophy and Strategy 
 

This MEC offers no seminars or workshops as they would be competing with private and 
public entities and the revenue potential is low. They do co-sponsor seminar and workshop 
activities with many other associations but do not obtain significant revenues from these 
activities. 
 

Foundation funding has been considered although staff have yet to determine what unique 
or innovative approach would be of interest to a foundation sponsor. 
 

This MEC believes its revenue mix is fairly stable and it is continuing to emphasize fee 
generation, given the lack of other practical alternatives. It has considered many other ideas, 
including buying its own manufacturing facility and generating revenues from that, but could not 
obtain revenue to do so.  
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Specific Ideas 
 

A newsletter of the MEC contains advertising and nets the MEC approximately $15,000-
$20,000 per year.  
 

Field engineers team with technical staff from utilities in the state on visits to small firms, 
thereby offering a broader array of services among other benefits. 
 
 
Other Comments/Recommendations/Notes 
 

According to the director, the key issue for MECs is not top line revenue growth, but 
what revenues can be retained for internal operating expenses. Many MECs are able to generate 
substantial revenues but do not retain a sufficiently large proportion because they flow to a third 
party providing the services. 
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State (FLORIDA) 
 
 
 
General Structure and Funding 
 

This state's MEP budget is $10 million with half coming from NIST. They are 
approaching the end of their second year of NIST support. (The centers existed for a year prior to 
NIST funding with a skeleton crew.) Fees from consulting service provided about 20% of their 
total costs or about $1.1 million in the first year. In this second year, the fee goal was 30%, and it 
appears that actual fees will be close to that. At the end of the sixth year, fees are expected to 
generate $6 million annually.  
 

State funding of about $2.5 million is funneled into the program via a statewide public-
private partnership initiative. That amount is expected to decline over time as the state funding 
will probably only match NIST funding, and the partnership's overall budget is anticipated to 
decline because of difficulty in meeting its own match requirement. No funds from cities or 
counties have been secured, and they are not viewed as likely sources.  
 

The state has about 17,500 manufacturers, with over 90% having fewer than 50 
employees. 
 
 
Funding Philosophy and Strategy 
 

A conscious decision was made to create a service delivery model which does not utilize 
university-based partnerships. The former state director believes most universities do not have 
the culture necessary to run an MEP program like a business. The acting state director believes 
that partnerships in general have not proven to be very beneficial, and the focus should be on 
client sales. 
 

His four regional offices and regional directors have considerable autonomy as long as 
they meet the revenue generation goals established centrally. One of the four centers will reach 
40% cost recovery from fees in its second year. Last year the center generated $466,000 in fees 
while in the first four months of its second year, it generated $375,000, with its annual  projected 
total likely to be between $800,000-$1.0 million. 
 

Despite the relatively large fees generated, the average project is still very small--$3,000. 
They have hit several "home runs", however. One was a gainsharing project in which the Centers' 
share of savings from a project produced $120,000-$130,000 in revenue.    
 

Obtaining federal funds for discretionary projects is very low priority because of their 



 
______________________________________________________________________________ 
TMAC Feasibility Analysis 14

past experiences.  
 
 
Specific Ideas 
 

Formally, the best performing center divides their 17 statewide field engineer staff into 
"pre-sales agents" and "post-sales agents." Informally, they refer to this as the "Gitters and 
Skinners" marketing model. The Gitters are mostly people who enjoy and are good at obtaining 
projects while the Skinners are field engineers who prefer to provide services.  
 

Marketing emphasis is on reaching the business owner and asking what projects they can 
perform which would help his bottom line. Initial cold calling contact is performed by a full-time 
telemarketer who is paid a base salary ($6 per hour) with a bonus of $25 for each appointment 
which a field engineer keeps. On average the telemarketer is able to set up 12 appointments each 
week. This approach has proven so successful that Florida has trained individuals from other 
MEPs. According to the Florida director, telemarketers who are paid a strict salary are much less 
productive.  
 

They are currently examining the pros and cons of working with the 130 large 
manufacturers in the state on a supplier development model like Supply America.   
 

Another very recent potential activity is sponsorship of a new statewide manufacturers' 
association. Several small specialized trade associations approached them about creating a new 
forum. 
 

The director believes that nearly everything they do should involve fees. Complimentary 
services are limited, and eight free hours some are only offered as an inducement for a paying 
project. 
 
 
Other Comments/Recommendations/Notes 
 

While the director believes there is no perfect model for MEPs, he believes that the direct 
service model is generally a better one than a broker model.  
 

Field engineers have diverse backgrounds. Those who have proven most successful at 
consulting projects and generating revenues have been former consultants, manufacturing 
executives, and CEOs of smaller manufacturers, not individuals with traditional industrial 
engineering backgrounds or decades of actual experience. The best field engineers have been 
"those used to knocking down walls, not sitting in bureaucracies." The billable time rates are 
monitored very closely for each engineer. For the post-sales agents, the rates range from 20% to 
55%.  
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In another difference with many other MEPs, they (1) ask for discounts from consultants 
to whom they bring business; and (2) mark up consultant rates a minimum of 20-30% and 
sometimes as high as 100%.  
 

An elaborate compensation structure exists for both individual field engineers and the 
center directors. The annual bonuses involve meeting pre-determined targets with part of the 
compensation based on individual performance and part on the performance of the center (for 
engineers) or all the centers (for the center directors). Bonuses for field engineers can range as 
high as 15% of base salary, depending upon meeting goals for: 
 

1. economic indicators from Hagerstown survey 
2. customer satisfaction from FMTC survey 
3. cost recovery 
4. technical assistance activities 
5. new clients 

 
Gainsharing arrangements also are offered selectively to particular clients and for projects 

which meet certain criteria. 
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State (ILLINOIS) 
 
 
 
General Structure and Funding 
 

While formally only in existence for little more than one year, this MEC has been helping 
manufacturers in various ways since 1988. Its total budget is about $6 million. State 
appropriations are approximately $1.5 million, some of which are provided by the state's higher 
education board specifically for this program. Fees from companies are estimated to be about 
$700,000 this year, although this amount is likely to be exceeded based on year to date collection 
figures. There are 14 locations and three regional offices which compose this non-profit (501 
c(3)) organization.  
 
 
 
Funding Philosophy and Strategy 
 

The long-term funding mix is projected to be 1/3 federal, 1/3 state, and 1/3 fees from 
companies. The director said there is a public purpose in helping smaller manufacturers with tax 
resources, so the concept of self-sustaining a MEC is an "inappropriate objective." Funding from 
city governments is being looked into, but there is skepticism that many cities would be able to 
provide more than token support. A "sister" MEC within the same state receives about $1 million 
annually from a large city government.  
 

Discretionary federal funds generally are not being sought by the central staff, but the 
partners have successfully applied for funding from the National Science Foundation 
(engineering research) and the U.S. Department of Labor.  
 
 
Specific Ideas 
 

They provide assistance with a sliding hourly scale based on the size of the company. The 
fees range from $50/hr for the smallest firms to $100/hr for larger manufacturers. Up to 16 hours 
of complimentary service is provided each year to any single manufacturer--they do not engage in 
extended pro bono work, feeling that a fee for service arrangement is a true litmus test of how 
important the project is to the particular company. 
 
 

Due to the advent of energy deregulation, they have seen a marked increase in interest by 
utility companies. The companies seem much more interested in the health of companies that 
they are serving, and therefore, they are showing more interest in non-energy issues which affect 
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companies' economic prospects. That in turn has resulted in a number of co-hosted events and 
activities between the MEC and respective utilities.  
 

They have received funding from OEM companies for projects helping their suppliers, 
and they anticipate that such projects will increase significantly in the future. The MEC does 
require, however, that the company receiving the assistance pay for at least half of the total costs 
in order to ensure their commitment. 
 

They have also looked into partnering with associations under several different types of 
arrangements. They do not believe that most trade associations can hire technical staff to work 
with its member firms. A better arrangement, and one which they will be starting soon with 
support from a trade association, is to fund one of their specialists full-time to work with 
companies in their industry. 
 

This MEC has worked diligently to develop excellent links with community colleges. The 
director noted that in some states, the MECs and community colleges are adversaries, but that 
MECs should work with community colleges just as they should with trade groups and other 
organizations focused on economic development.  
 
 
Other Comments/Recommendations/Notes 
 

The director said their best referrals for projects come from the numerous local 
development associations within the state.   
 

In keeping with its philosophy that helping small manufacturers has a public purpose, this 
MEC has devoted significant resources to measuring and documenting its economic impact 
statewide.  
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State (MICHIGAN) 
 
 
 
General Structure and Funding 
 

This MEC is one of the original MECs and is in its seventh year. Its funding has generally 
stabilized at 1/3 federal, 1/3 state, and 1/3 from private fees. Dramatic strides have been made in 
increasing fee revenues: in May 1995, the monthly billing was about $7,000 while for October 
1997, the billings will be somewhere between $150,000 to 190,000. This center is on its way to 
generating approximately $2 million in private fees this year. 
None of the non-federal match revenues are in-kind. 
 
 
 
Funding Philosophy and Strategy 
 

Several years ago state funding came close to being withdrawn. Had that occurred, the 
center's staff would have concentrated its marketing to larger companies (500 or more 
employees), rather than companies with 25 to 500 employees. State legislators were informed 
about this potential change and decided not to nix the state funding.    
 

An elaborate referral network has been created through alliances with chambers of 
commerce, community colleges, the state workforce agency, trade associations, large 
manufacturers, and the two key manufacturing industries in the state: automobiles and furniture. 
The particular alliances vary. Community colleges and trade associations, for instance, identify 
companies needing consulting assistance, and they receive a mark-up on each project. Large 
manufacturers, however, normally will agree to host sessions in which their large suppliers hear 
sales presentations from field engineers about specific topics or capabilities. The state workforce 
agency has job counselors who regularly visit companies within the state, and they mention the 
MEC in the course of their  regular meetings. 
 

Besides the referral network, leads are regularly generated by 10-12 events conducted 
each month for groups of companies and by word of mouth from companies which have been 
assisted by MEC staff. Selling to groups of companies is viewed as especially important for some 
types of projects, e.g. QS9000. 
 

Another key to the success of the Center has been its pricing policy. Based upon national 
research and other information, it was determined that many small manufacturing firms allocate 
up to $30,000 annually for outside consultation. Using this information, the MEC decided to 
offer larger consulting projects, with more value added, to increase the average revenues from 
$6,000 to $15,000. Projects not only became longer in duration, each field engineer has been able 
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to concentrate his/her efforts to a greater extent, and also spend a higher proportion of total hours 
on billable time.  
 

Current projects are concentrated in: 
 

1. quality improvement; 
2. lean manufacturing; 
3. materials management; 
4. activity costing and cost quoting; 
5. business planning and strategies; 
6. labor-management relations; 
7. Year 2000 computer conversion; 
8. shop floor layout/inventory controls. 

 
A number of the areas are "hard sells" (5,6) while others (2,4,7) are hot topics and sell 

themselves.  
 

In some instances, the Center has used materials already developed by others, either large 
companies or large associations, for its training when they saw no advantage in creating their 
own materials. 
 
 
Specific Ideas 
 

Revenue goals are established regularly for several different groups of field engineers. 
Group performances are measured as are revenue targets for individual field engineers. Merit 
increases are provided only to field engineers who reach their targets. 
 

The Center follows closely the requirements and mandates of the automobile and 
furniture industries. As long as those two industries are setting requirements for their first-tier 
suppliers, the Center will be adapting its activities to help  supplier companies meet those 
requirements.  
 
 
Other Comments/Recommendations/Notes 
 

The Center's director said the keys to their success are really the ABCs's of running a 
company: (1) establish a living business plan; (2) identify markets; (3) hire qualified staff  
from industry; (4) set targets and measure performance; (5) execute well; (6) run the center like a 
business (e.g. timely processing of proposals and contracts), despite being a non-profit entity. 
  

This center does raise some revenues by conducting training and selling training materials 
to other MECs.       
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 State (NORTH CAROLINA) 
 
 
 
General Structure and Funding 
 

This state has a university-based structure but would like to modify the approach to 
become a non-profit entity owned by a state university (see below for rationale). While formally 
operating as a NIST-funded entity for 2.5 years, MEC-like consulting services have been 
delivered since 1984 and continuing education seminars have been offered since 1955. There are 
12,000 small manufacturers in the state, with about 7,000 being true small manufacturers 
according to this center's definition. There are 10 field engineers now and a maximum number of 
17 for several years down the road. 
 
 
Funding Philosophy and Strategy 
 

The Center director is adamant that state funding must remain an important component of 
their revenue mix. To operate independent of state funding is "a dream of ill-informed officials." 
The long-term funding mix by the end of the sixth year is anticipated to be 1/3 federal, 1/3 state, 
and 1/3 earned income.  
 

Earned income from projects has been "agonizingly slow" to increase, and as a result, in 
the last legislative session, state funding was increased to meet the federal match requirement. It 
is expected that because earned income from consulting projects will continue to lag behind 
original projections, increases in state funding will be sought in the future as well.  
 

While continuing education has been a good cash cow for decades, revenue from 
seminars is projected to remain steady at best, and probably decline, in coming years as other 
universities and private sector firms unveil new offerings. Community colleges also compete to a 
limited extent in training for technicians, although this MEC concentrates most training on plant 
managers and other administrative personnel. 
 
  
Specific Ideas 
 

According to the center director, the two most appropriate methods to assess the return on 
investment of a state MEC are: (1) the ratio of non-state funds leveraged for every dollar of state 
funding; and (2) the ratio of tax revenues generated as a direct result of MEC activities. The 
former is best measured by aggregating federal dollars and revenues earned from consulting 
projects and continuing education. The latter is determined via an economic impact model. Using 
both methods, the MEC in this state is considered a "fantastic bargain." 
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Complimentary services to a manufacturer are limited to one person day per year. 

 
There is a fund established for "contingency-based" reimbursement projects. For a limited 

number of projects in which firms contend they cannot pay for the consulting services, the MEC 
provides the services. If the services produce a pre-determined level of revenues or cost 
reductions, then the firm provides reimbursement. 
 

All of the 10 field engineers are given sales goals for the year. Last year, two reached the 
goals. The center director does not believe field engineers should be "aluminum siding salesmen" 
who must reach specific goals or suffer disciplinary action.   
 

Although in some states utility companies are viewed as allies or even revenue sources, in 
this state utilities are beginning to be seen as competitors with MEC services as utilities scramble 
at the advent of deregulation.  
 

Local governments are not seen as a viable revenue source. 
 
 
 
Other Comments/Recommendations/Notes 
 

The director said nearly all MEC directors have vastly underestimated the marketing 
orientation which is needed to generate significant revenues from small manufacturers. The 
director recently converted two positions from engineering services to marketing personnel and 
hired a part-time marketing professor to devise a new marketing plan. Also, a telemarketing 
person was hired.  
 

The proposed organizational modification is to utilize the one major strength from 
university-based extension services--graduate student expertise--while minimizing the slow 
decision-making of universities. According to the director, businesses need to have small 
contracts processed very quickly so that services can be provided, but that is not standard 
operating procedure for small contracts within universities.    
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State (OREGON) 
 
 
General Structure and Funding 
 

This program relies on discretionary funding from a statewide Advanced Technology 
Consortia of 14 community colleges as its primary source of funds to match the $850,000 federal 
funds. The program has been in existence less than a year, and has but six field engineers. Fee 
revenues are minimal at this time. 
 
 
Funding Philosophy and Strategy 
 

More solid state government funding is not viewed as a viable alternative because of a 
strict statewide budgetary limitation. Nor are local governments seen as generating other than 
nominal revenues--cities are strapped.  
 

One major regional trade association has agreed to fund a field engineer for two years to 
work with companies in their industry, but this approach is not viewed as continuing beyond that 
time or applicable to most other associations. Specific trade associations (Precision Sheet Metal 
Association, Screw Machine Association etc.) will be utilized for marketing purposes although 
many small trade associations are static or declining in terms of their own memberships.  
 

Corporate foundations in the state are considered to be possible sources of funding. 
Because of the state's environmental concerns, there also will be an increasing emphasis on 
energy efficiency and reduction of waste streams in services being offered. Another potential 
opportunity involves the state's major manufacturers, who, it is hoped, will help field engineers 
to convince suppliers and subcontractors to undertake projects to improve their products.  
 
 
 
Specific Ideas 
 

At this time, the field engineers are charging fees based on "what the market will bear."  
Most hourly rates range from $40 to $80.  
 

Because the manufacturers in this state are fairly dispersed and in areas with low 
population density, much of the marketing will be performed through regional seminars on 
generic topics such as Year 2000, ISO 9000. 
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Other Comments/Recommendations/Notes 
 

The biggest problem encountered to date is resistance by small manufacturers to "...forget 
about their quarterly statements and invest in their own company's future." One example cited 
was a company which acknowledged that a proposed project would help reduce costs, but they 
did not want to spend even $800. A second major long-term problem for manufacturers in this 
state is a time bomb of an imbalance between demand and supply of skilled technicians and 
trades workers--many of the skilled workers are beginning to retire and very few replacement 
workers are in the pipeline.   
 

As a result of agreements with two adjacent states, this MEC will perform initial 
assessment work for potential client companies in the two states, which have underserved 
geographical areas. After the assessments are made, results are sent to the state MEC in which 
the company is located for any follow-up. Likewise, one underserved area in this state is covered 
by field engineers from an adjacent state.  
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State (WASHINGTON) 
 
 
 
General Structure and Funding 
 

This state is in a start-up mode, having been formally in operation only since June 1. The 
center's budget this year will be roughly $1.5 million, rather than the originally forecast $4 
million, because of various delays. State funding is provided through a line item in the 
appropriation for the state's community college system.  
 
 
 
Funding Philosophy and Strategy 
 

The long-term strategy is to provide high value-added services to companies. If the field 
engineers and the MEC can provide substantive impacts and the customers (companies) become 
more successful, the MEC will be more successful. 
 

They do think that creative financing can be used as an MEC matures, but should not be a 
high priority in the early years. Examples of creative financing are provided below.  
 

Working with trade associations can be very positive if the trade associations provide 
substantive services to their members, rather than primarily lobbying or social benefits. The 
MEC has received funding, together with a trade association, to fund an engineer who will work 
solely on projects for association members.  
 
 
Specific Ideas 
 

They believe that private foundations can be tapped for seed capital to launch new 
initiatives which are innovative. They do NOT see foundations as being a source of continued 
operational funding, but only for start-ups of activities which need to become self-supporting in 
their own right. They focus on marketing to groups of companies with certain services, e.g. 
ISO9000.   
 

The state's largest manufacturer, Boeing, has paid for much supplier development, 
because of its importance to their growth.  
 

Examples of creative financing include: (1) taking equity in small manufacturers when 
the company cannot pay for a very important project which will be high impact and have a high 
probability of success; (2) allowing companies to pay a portion of the cost of a project at the 
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beginning but then requiring them to pay the other costs, with interests, over time; (3) 
undertaking projects on a contingency basis--if the project generates measurable revenue or cost 
reductions, the company must pay a specified rate; if the targets are not met, the company pays 
less, or nothing.   
 
 
 
Other Comments/Recommendations/Notes 
 

The director came from a MEC which is highly regarded and has been around since the 
first cycle of funding. He believes the key to generating substantial fee-based revenues is having 
stable state funding during the early years, which allows the staff to execute their long-term plan 
and provide quality service without having to shortchange clients to chase other revenues. He 
sees this as a Catch-22 problem.   
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 States (ARKANSAS, ARIZONA, HAWAII,  
 NEW MEXICO, NEVADA)  
 
 
General Structure and Funding 
 

This is a five-state MEC operated by Industry Network Corporation (INC), a 501C(3) 
organization. It operates as a "Virtual Organization" with corporate employees located in 
Albuquerque, with a regional manager in each of the states, and with field engineering staff 
coming from a variety of partnering organizations such as universities, chambers of commerce, 
federal laboratories, private consultants, and so forth. All contracts are made between INC and 
the specific manufacturing firms, not between the partnering organizations and manufacturing 
firms.  
 

New Mexico will end its fourth MEP year in February 1998 while Arizona's MEC has 
existed for roughly 2.5 years. The other three states are in their first full year of operations. 
Together, the five states have approximately 12,500 manufacturers. 
  
 
Funding Philosophy and Strategy 
 

None of the five states provides line item appropriations for INC. In each instance, 
however, there is indirect state support, albeit at minimal levels: 
 

Alaska--The Alaska Science and Technology Foundation, endowed with oil 
proceeds, is contributing approximately $200,000 for projects involving 
manufacturers of forest products. That may increase this coming year and be 
expanded to fish processing firms. 

 
Arizona--About $300,000 annually is obtained for special projects from a state 
workforce training fund available to assist in defense conversion, to reduce the 
negative impacts of competition from companies outside Arizona, and for special 
projects which generate high-paying jobs in certain counties.  

 
Hawaii--There are hopes of attracting $200,000 from legislative appropriations in 
this session. 

 
Nevada--One-time emergency funding of $200,000 was appropriated by the 
Legislature for MEC operations.   
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New Mexico--Because of a partisan dispute during the legislative session, INC 
lost its direct appropriation.  

 
There is indirect funding, however, through its partner, New Mexico State 
University, of about $700,000. 

 
Because of the funding situation, INC reduced some staff, developed additional 

partnerships, and sought funding from other sources. In Arizona, for instance, INC works with 
the state affiliate of the National Association of Manufacturing, the Arizona Association of 
Industries, with 5 full-time staff members. Also, the City of Tucson pays for half of the salaries 
of six staff members who work with manufacturers in the jurisdiction. Numerous counties, cities, 
and utilities contribute small amounts ($5,000) to cover the costs of services for manufacturers in 
their geographic area. According to the INC person interviewed, selling the MEC is easier at the 
local level than at the state level because it is easily understood locally, while at the state level, 
other issues become involved. 
 
 
 
Specific Ideas 
 

Fees from consulting services currently account for about 25% of the total costs--$3 
million in bookings out of a total budget of about $12 million. The goal is to raise this to 50% to 
reduce INC's dependence on the "unstable" public funding. The experience of INC has been that 
even the real small manufacturers (6 or 7 employees) are willing to pay for services if they are 
convinced it will improve their productivity.   
 

Foundations are being targeted for requests this coming year. While they have had some 
limited success in the past with securing funds from foundations supported by banks and utilities, 
they believe there are greater opportunities to secure funding to support efforts aimed at 
improving the operations of rural and minority manufacturers who cannot pay for MEC services. 
 

INC, together with the South Carolina MEC, has developed an assessment tool for small 
manufacturers seeking to supply large primes that are seeking suppliers in their immediate 
vicinities. INC believes the tool, Competitiveness Review, can be used as a revenue generator by 
other MECs.   
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Other Comments/Recommendations/Notes 
 

Individual incentives are considered very important in reaching revenue targets. Each 
person is eligible to receive an annual bonus of between 15 and 25% of base salary. INC pays the 
bonus directly to the individuals as some of the partnering organizations preclude bonuses from 
their funds to their employees. Some team goals also exist but no team bonuses have been paid. 
 

Each of these states has significant rural and minority dimensions as well as scattered 
small manufacturers.    
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 States (COLORADO, KANSAS, MISSOURI, WYOMING)  
 
 
 
General Structure and Funding 
 

This is a four-state MEP operated by the Mid-America  Manufacturing Technology 
Center (MAMTC), a 501C(3) located in Overland Park, Kansas. The Center's MEP activities 
began approximately seven years ago with the State of Kansas and western Missouri. After that 
the geographic areas of Northeast Colorado and Southwestern Missouri were added, and 
subsequently, the rest of Colorado. Three years ago, St. Louis and the State of Wyoming were 
added. Together, the four states have about 20,000 small manufacturers.  
 

 
Funding Philosophy and Strategy 
 

Of the total MAMTC budget of $17-18 million, about 60 percent is from private sources 
and about 40 percent is from public entities. The private-public mix will be changing to 65%-
35% next year, on its way to an eventual mix of 80% private-20% public.  
 

State funding is: 
 

Colorado--Originally the MEP was funded through a contract with Colorado State 
University (CSU), which at the time contributed $150,000 in cash. Because of a 
"philosophical difference" MAMTC and CSU parted ways, and MAMTC is now 
working with the University of Colorado. There is a reasonable likelihood that the 
Colorado legislature will provide funding of $700,000 for future activities. During 
a hiatus, the number of Colorado field engineers dropped from 11 to 4 or 5. A 
year from now, if the funding request is approved, there would be about 14 or 15 
engineers. 

 
Kansas--The legislative appropriation has remained the same for seven years, and 
no increase is being requested.  

 
Missouri--The current appropriation is about $1.3 million, and there are hopes of 
increasing that amount to $1.7 or 1.8 million this session. 

 
Wyoming--The appropriations is currently in the range of $300,000 to $400,000. 
It may rise to about $500,000.    

 
MAMTC's director does not anticipate that significant local government funding could be 
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obtained in the four states because of their current fiscal situations, the long history of 
community rivalries on public works and economic development projects, and  statewide and 
regional assistance is needed. Otherwise, he sees the MEP program becoming "balkanized." 
MAMTC does obtain approximately $250,000 annually from the St. Louis area but it is from the 
larger corporations such as Monsanto. 
 

MAMTC has accumulated over its seven years about $3 million in a reserve account. The 
reserve was created to cover costs when federal funding was projected to end, to cover any 
shortfalls in public contributions, and to use for internal investments. Royalty income is not 
significant presently but is expected to grow to generate perhaps as much as $200,000-$300,000 
next year or the year after.   
 
 
 
Specific Ideas 
 

To address the crucial needs of small manufacturers, MAMTC has altered its mix of 
services and its personnel. Based on innumerable visits by MAMTC staff, small manufacturers 
invariably asked one or more of the following questions: 
 

1. How can I improve my operational processes? 
2. Where can I get more capital? 
3. How can I sell more? 
4. How can I get more performance from my employees? 

 
Originally MAMTC field engineers could only assist in answering the first question. 

Since then, MAMTC has started a subsidiary to find capital for manufacturers. It also now has 
field engineers who perform market analyses and field engineers who specialize in human 
resource consulting projects. The latter field engineers typically have more complicated projects 
and larger projects--$10,000 to $12,000 projects rather than $4,000 projects.        

 
The director believes the most successful MEPs are those which are run like a business. 

He said MAMTC field engineers and staff are prohibited from using certain words such as 
"outreach;" they must use the term "sell." Also, all MAMTC staff are on an incentive system 
based on meeting office goals (2/3 of bonus) and MAMTC goals (1/3 of bonus).  
 
 

 
Other Comments/Recommendations/Notes 
 

According to MAMTC, if public funding is reduced, the natural tendency of the MEPs 
will be to raise hourly rates, target larger companies, market exclusively to companies in 
metropolitan areas, reduce complimentary services, and require field engineers to bill between 
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60-80 percent of their time. There is a public purpose in helping smaller manufacturers, but that 
can only be accomplished with government support. If the funding is eliminated, the services will 
cease also as there is no way to support them in the marketplace.  
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Key Finding From Out-of-State Profiles 
 

The review of other states' MECs illustrates the diverse approaches currently being used 
to assist small manufacturers and to fund those efforts. Across all the diversity of MECs 
elsewhere, there is one clear finding: no MEC has supported itself solely from revenues 
generated from private sources. Every MEC still receives some public funding for its activities. 
Most MECs, including those which have been operating since the first cycle of NIST funding 
approximately 7 years ago, do not recoup more than one-third of their total costs from private 
sector sources. Most MECs recoup a smaller proportion.  
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    IV. Major Revenue Alternatives for Texas MECs  
 
 

The general strategies and the numerous specific ideas from other states as well as the 
suggestions from TMAC customers, economic development officials, and association executives 
present opportunities to the TMI Board and regional TMAC offices. No two states and no two 
MECs are exactly the same, however, and other states' experiences must be combined with an 
assessment of what has occurred since program inception in Texas, what the regional offices are 
doing now, what they are planning for, and what they have considered and chosen not to pursue.   
 

Based on the review of data from other states and the data collection within Texas, the 
Project Team has concluded that the primary viable non-state revenue source for Texas MECs 
will be the same as for other MECs: fee-based consulting projects with small manufacturers. 
Additional revenues from private sources could be generated from training sessions, new 
approaches and services, possibly including a new statewide association of small manufacturers.  
 

The only other viable new non-state revenue source for Texas' MECs is local 
governments. Revenues sufficient to replace state general funds could not reasonably be expected 
from foundations, other federal grants, or royalties from licensing arrangements. Each of the 
major revenue alternatives will be discussed below, starting with local governments.   
 
 
 
Local Governments (Cities, Counties, Local Economic Development Foundations, Councils 
Of Governments)--There is some evidence from other states that local governments will support 
TMAC services, at least in larger cities (Chicago and Tucson among others). And there are 
examples from one TMAC regional office and promising discussions within a second region, 
which suggest that securing local government funds is realistic.   
 

There are many reasons why local governments should be viewed as key supporters of the 
program, including that the impact on smaller manufacturers and employment opportunities can 
be easily understood at the community level by local elected and appointed government officials. 
Also, while the number of small firm owners interviewed in this study was quite limited, there 
were many owners who expressed a willingness to speak with their local government officials 
about the value of TMAC services.  
 

Many Texas local governments do have economic development budgets funded by one or 
both of the special sales taxes (4A and 4B). A recent enumeration found that 341 Texas cities 
were generating about $160 million annually for all types of economic development activities. 
Footnote 1  According to the enumeration: 

                         
1. "What Do You Do With Over Four Hundred Million Dollars?" Texas Economic Development Council, Austin, TX, undated. 
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"The cities range in size from 170 to more than 261,721. When all populations 
were averaged, it came out 10,745. The dollar amounts the city's economic 
development corporation receives each year varied from a low of $2,000 per year 
to a high of $14,400,000. They averaged $477,609 each per year!"  

 
 

It is difficult to determine, however, how large the potential revenue for TMAC services 
actually is. First, there are adjustments which would need to be made starting from the data cited 
previously. For example, the $14,400,000 amount should be deducted as it is dedicated to a 
sports stadium, and there are some cities which will be generating revenues for the first time 
beginning early in 1998. Second, the $160 million amount does not include the economic 
development budgets for any of the largest Texas cities. Third, not every TMAC center is likely 
to be able to tap those sources. In some jurisdictions there are already other economic 
development priorities being funded, including contributing the match portion of the local Small 
Business Development Center. Fourth, in many jurisdictions, assistance for existing businesses is 
still more difficult to obtain than assistance for new businesses. Footnote 2  Fifth, the amounts 
which might become available from many of the smaller cities and towns can be relatively 
modest, and would not justify a large expenditure of a TMAC regional director's time. And sixth, 
many local government officials will be reluctant to support a program already supported by state 
appropriations.   
 

                         
2. “Sales Tax For Economic Development: Results of the Survey,"  Texas Engineering Extension Service for the 
Texas Economic Development Council, Austin, TX, January 1997. 

For all these reasons, and within the limited scope of this feasibility analysis, it was 
impossible to estimate with any precision how much funding might be secured from local 
governments, both in the near term and several years from now. A starting point may be to 
compile employment data for small manufacturers in the various jurisdictions to illustrate to 
local officials the proportion of workers in these companies. This information, combined with 
information about wage levels for manufacturing employees, and information about the impacts 
of TMAC services on specific local companies, may elicit support in some cases. If senior 
TMAC officials and TMI Board Members inform local government officials on a regular basis, 
and particularly if state policy makers encouraged support for TMAC services with 4B funds, the 
opportunities would be enhanced.    
 
 
 
Training--MECs in several other states are generating significant revenues from training courses. 
While in some instances the training market is already crowded with providers and many field 
engineers' skills and strengths lie in other activities, all TMAC offices should be open to new 
training opportunities, even if they need to be provided by third parties. Opportunities exist with: 
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o On the Job Training sessions in plants even if classroom training is not 

undertaken because of lack of expertise or because other organizations 
such as community colleges do most of the training in a geographical area. 

 
o Human resource topics such as succession planning in family run 

businesses; human resource fundamentals; compensation approaches in 
manufacturing plants; internal auditing in small manufacturing facilities; 
challenges with diverse workforces in manufacturing environments;  

 
o Customized Smart Jobs training and assistance to smaller manufacturers 

with applications submitted by firms, and perhaps grant administrative 
tasks as is being considered by one TMAC office; 

 
o Basic computer training for manufacturing employees such as the Internet, 

Fundamentals of Computers and so forth. 
 

 
 
Statewide Manufacturing Association--Several Texas MECs are working with local groups of 
small manufacturers or creating local groups where none has existed previously. MECs in several 
other states have been doing so as well. Serious consideration should be given to establishing a 
formal statewide association of small manufacturers, or alternatively, creating a major subgroup 
within an existing statewide association.  
 

Associations offer the advantages of economies of scale for both members and service 
providers. For instance, other Texas associations offer various types of insurance coverage, 
which could generate revenues if the association were under the auspices of the TMI. There are 
many other potential services being offered by associations whose experiences can be examined 
for specific ideas. Very recently, for example, the California Manufacturers Association has 
conducted a competition for energy rates on behalf of its members. The California Association 
negotiated an agreement which offers its members an 8% discount off the prevailing wholesale-
market price of electricity for at least two years. Although the California Association has many 
larger manufacturers as members and the regulatory situations within the two states differ greatly, 
there does seem to be an opportunity available to TMI at this time.        
 

During the course of this study, a variety of other suggestions regarding revenue 
alternatives and services were made by those interviewed. Other suggestions are offered for 
consideration by the project team. Each of the items would need careful evaluation and scrutiny.  
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Novel Approaches To Generating Fees From Other Private Sources-- 
 

Tax Check-Off for TMAC Services--As state policy makers consider tax changes 
during the interim and for the next biennium, one alternative might be the 
equivalent of the check-off for public funding of campaigns on the federal 
personal income tax forms. This would allow qualified small manufacturers to 
allocate a small portion of their state tax payments to TMI for TMAC services. 

 
Selling Blocks of Services to Third Parties--At least one regional office has 
discussed selling a block of Field Engineers' time to a utility company that, in 
turn, would offer the expertise as part of an incentive package for companies 
being recruited into the area as well as an inducement for smaller firms to remain 
as customers after electricity deregulation occurs statewide. While still in the 
talking stage, this alternative, if legal, also raises several other possibilities:  

 
(1) selling an option to a private company--e.g. instead of selling 
$100,000 of field engineers' time, a regional office might sell an 
option for $15,000 to a company, with the company deciding later 
whether to exercise the option and actually provide FE expertise to 
specific companies;  

 
(2) establishing a relationship with an existing private consulting 
company to provide Field Engineers to manufacturers needing such 
expertise;  

 
(3) investigate working cooperatively with other private sector 
companies that offer services to smaller manufacturers such as 
property and casualty insurance agents and fringe benefits;  

 
(4) selling services to banks as part of the terms and conditions of 
lending to a small manufacturer or to industrial real estate agents 
who might use field engineers as the equivalent of expert witnesses 
when dealing with potential buyers of industrial space;   

 
(5) selling case-by-case support to local economic development 
offices, or, as in the case of the TMAC regional office discussion 
taking place with the utility company, selling a block of FE time to 
a local economic development entity for use in assisting small 
manufacturers within their geographic area. This approach would 
put the TMAC field offices and local economic development 
entities and their policy making boards into a more market-oriented 
relationship than now exists.  
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New Services--While legal, financial, marketing, training, and technology-related 
(computer) service providers are offered either directly or indirectly through 
SBDC partnerships and partnerships with other institutions, there are still gaps in 
the expertise available to small manufacturers. Problems with human resource 
issues (compensation, recruitment and selection, classification) were raised by an 
inordinate proportion of the firms visited, for instance. As illustrated by the 
experience of the MAMTC, there is both a need for "human resource field 
engineers" and a market for their expertise through a MEC. Developing and 
marketing a new human resource service specifically  
for small manufacturers in Texas could produce revenues and address a 
documented need. And borrowing from one of the regional offices, the same 
might be said for providing grant writing and grant administrative assistance to 
smaller manufacturers.  

 
Yellow Pages--Each regional office could sell ads in their equivalent of the 
Yellow Pages. Or ads could be  
sold in newsletters or to support mailings to firms in their region. Each regional 
office might also consider the pros and cons of conducting an auction for listings  
of "qualified" firms which provide services (legal, marketing, business planning) 
not provided by the Field Engineers;  

 
Naming Rights--This approach would follow that of obtaining funding for the 
right of naming a sports facility or an event. It would be like obtaining sponsors 
for regional office events (these are temporary naming rights by sponsors), except 
the naming right would be for multiple events and perhaps, multiple years for a 
specific regional offices;    

 
Cooperative Purchasing Program--This would enable firms to purchase supplies 
and materials cheaper than they do now, with the TMAC offices obtaining a fee 
on the transactions; 

 
Cooperative Contracting Initiative--Regional TMAC offices might help smaller 
firms in their area to cooperate in competing for national or international 
contracts; 

 
Cooperative Outsourcing Program--As part of their on-going activities with major 
companies in their regions,  regional TMAC offices could take advantage of the 
trend among large manufacturers to outsource more to smaller suppliers, with 
TMAC offices obtaining a fee on successful transactions. [Footnote 3] 

_________________________________________________________________ 
3.  The cooperative purchasing, contracting and outsourcing initiatives were suggested by Richard Seline, 
Managing Partner, Jacobs Lewis Group. Also, please note the item on cooperative outsourcing in the appendix.  



 
______________________________________________________________________________ 
TMAC Feasibility Analysis 38

 
 

Cooperative Marketing Approach--This approach would be analogous to 
agricultural marketing orders or growers' associations which finance agricultural 
promotion and advertising through assessments on growers of a particular product 
if the majority of growers vote to do so. This might be tried with smaller 
manufacturers in a specific region on a pilot project. 

 
Services to non-profits involved in manufacturing or assembly operations, e.g. 
revenue generating activities of associations of persons with disabilities; 

 
Products--A variety of products are being offered by other MECs and by several 
within Texas, such as assessment tools developed by large manufacturers 
(Applied Materials) for their suppliers. Although that particular niche product 
does not present much opportunity, there will be other niches in the future which 
may. The goal is to find other "productized consulting" similar to the energy 
audits being performed for numerous smaller manufacturers. 

 
Mark-Ups on Referral Services--While most MECs do not mark up more than 10 
to 20 percent services provided by outside consultants, the Florida MEC regularly 
increases outside services by 25-100 percent, after requesting a significant 
discount from the consultant's retail rate. This approach could be considered with 
small manufacturers that can afford to pay.   

 
Professional fund raiser--Some boards perform that function. Other organizations 
delegate that function to either the executive director or to a specific staff 
member. However approached, the function should be considered as part of any 
new marketing efforts.      

 
 
Other Federal Grants--There are four major problems with securing federal funding in the 
context of replacing state general fund appropriations: (1) the probability of obtaining funds can 
be low if the competition is keen; (2) funding cannot be obtained to support activities already in 
operation; (3) grant funds rarely are long-term commitments, so more state funding may be 
needed in the future to sustain activities started with grant funds; and (4) federal funds cannot be 
used as match for other federal funds. Federal funds could prove beneficial for starting new 
initiatives which benefit Texas' small manufacturers but federal grants should not be viewed as a 
replacement revenue stream for current TMAC state funding. 
 
 
Foundations--As with federal grants, this source should not be discounted entirely but should be 
viewed primarily in terms of new initiatives and limited-duration or temporary activities. Even in 
a "foundation-rich city" like Fort Worth, there are other economic development causes ahead of 
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TMAC in timing and priority. While TMAC services might receive limited support for helping 
small manufacturers in minority neighborhoods or minority business owners in rural areas, this 
source is not likely to be of use to all TMAC partners, and where funding is secured, it will be a 
fraction of current resource levels. Ironically, existing state funding demonstrates a commitment 
to the program and provides foundations with leverage of their funds, always a high priority. 
Without state funding, it would be an extremely difficult, if not impossible, task to secure 
foundation funding in the absence of a state budgetary shortfall.   
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 V. Findings 
 
 

Information about the major revenue alternatives for Texas MECs and information from 
other states' MECs suggest there are opportunities for generating further revenues to cover 
program costs. Returning to one of the two key questions with which this feasibility study began: 
 
 

(1)  Could the TMI ever become self-supporting, operating without 
legislatively appropriated State of Texas funding? 

 
No.  

 
 

It is extremely unlikely that TMI can ever become self-supporting, if that is defined as 
raising all of its revenues from private sources. There are no major pieces of objective or 
anecdotal evidence to suggest that the goal could be accomplished--not from other states, not 
from interviews with program participants, not from TMAC's funding history, and not from 
potential fundors.  
 

To become the first NIST centers in the nation to be self-supporting, the Texas MECs 
would need to undertake a revolutionary approach of some sort. Evolutionary improvements, 
new products and services, and becoming more entrepreneurial and efficient than other MECs 
probably would be insufficient efforts for the Texas MECs ever to fund themselves entirely from 
private sources.   
 

Even if the definition is broadened to include raising revenues from all sources other than 
state appropriations, it is very unlikely that goal can be accomplished without significantly 
changing TMI's mission, structure, and staffing.  
 

Based on the experiences of MECs which have existed longer, those which are viewed as 
being very entrepreneurial, and those in states which often are compared to Texas, there is 
evidence that non-state revenues will increase at a reasonable rate in forthcoming years, and that 
state funding could be decreased by an equivalent amount or used to enhance current services. 
These non-state revenues will be a result of more paying projects, new revenues from both new 
sources (local governments) and from new services and activities. TMAC operations also, if they 
follow the pattern of centers elsewhere, will become more business-like and efficient as they 
mature.  
 

Estimating the combined effects of fee revenues, funding from new sources and activities, 
and other changes per se was beyond the scope of this feasibility study. Some data was collected, 
however, which can be used for making a very rough approximation. Use of information must be 
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undertaken with extreme caution and involves several assumptions.     
 

Projected total budget for the 2000-2001 biennium--$30 million; 
 

Fee revenues--The long-term commonly accepted funding ratio for MECs is that 
1/3 would come from private sources. The large majority of MECs are lower than 
that currently. Depending on accounting practices, several entrepreneurial MECs 
might be approaching 40% on fees, although those are clearly the exception. A 
reasonable target might be 25-33% or between $7.5-$10  million.  

  
Federal funding--That is projected to decline to a sustained level of 30-33 percent 
or $9-$10 million. 

 
 

If the ultimate cost recovery from fees for Texas centers is in the 25-33% range and 
federal funding declines to the above level, then revenues from other sources would still need to 
be in the range of 33-45% of total program costs if state funding were to be eliminated. The 
absolute gap would be between $10 million (best case) to $13.5 million (worst case). 
 

Partners' contributions would probably account for between 15%-23% of the total budget 
based on past and projected support, or $4.5-$6.9 million. That would still leave a remaining gap 
of between $3.1 (best case) to $9 million (worst case). That remaining gap is too large to make 
up with local government funding unless strongly encouraged or mandated by state 
policymakers. The inescapable conclusion, then, is that state funding must continue if the 
program is to function as currently structured.  
 
 

(2)  How would changing from appropriated State of Texas funding affect, if 
at all, TMI's mission, structure, type and level of services, and performance?  

 
 

If state funding were eliminated entirely in the next legislative session, the TMAC 
program as presently constituted, would not survive in all likelihood. It is difficult to say with 
certainly what would happen but among the more likely impacts are: 
 

• several partners would terminate operations and the others would scale back 
services; 

 
• remaining services would be targeted to larger manufacturers, although still those 

with employment levels under 500;  
 

• all complimentary services would be eliminated immediately and some awareness 
raising activities being supported now (e.g. breakfast speakers) to identify 
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potential clients, would be curtailed or their frequency would be reduced;    
 

• remaining staff would increase significantly their fund raising efforts, diverting 
attention away from direct service delivery; 

 
• staff turnover would increase dramatically as few current field engineers expected 

to be responsible for generating resources to cover a majority of their own 
personnel costs; and 

 
• manufacturers, both those within the state and those outside Texas, would 

perceive the action negatively and  would view the state's business climate less 
positively.  

 
 
 
Concluding Comments  
 

If state policy makers decide, as they have previously decided, there is a public policy 
objective in supporting small and medium-sized manufacturers with services to improve their 
productivity, then state resources will be required. State appropriations may be gradually reduced 
over time or used to enhance services from current levels. There is certainly evidence that small 
manufacturers will pay more if they are asked to, when they value the services offered to their 
companies. There is evidence that some local governments will support TMAC services.  
 

There is evidence that program income will increase and that, within reason, generating 
program income can co-exist with assisting smaller manufacturers to improve their productivity. 
Data and evidence did not lead to the conclusion that Texas' MECs can survive without state 
appropriations.  
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 Additional Observations 
 
 

While not specifically within the original scope of the feasibility study, a number of items 
arose which are being passed along for consideration by the TMI Board and TMAC staff.     
 
 

1. Introduce employee and organizational incentives;  
 

1.1. Particular staff positions, e.g. new telemarketing position(s) 
such as those in several other MECs and/or all field engineers in 
one of the regional offices. 

 
1.2. Pilot gainsharing project(s)--see the entry elsewhere in this 
appendix.    

 
 

2. Consider the pros and cons of a modified triage approach in assisting small 
manufacturers: 

 
2.1. Provide assistance to every manufacturer needing help through 
a limited amount of non-project assistance;  

 
2.2. For small manufacturers unable to pay, provide the equivalent 
of scholarship aid for a set number of projects each year;  

 
2.3. For manufacturers whose ability to pay is marginal, consider 
other alternatives listed below. 

 
2.4. For manufacturers which have a greater ability to pay, 
concentrate on those industry segments likely to generate the most 
payoff for the TMAC investments (larger projects, projects likely 
to generate repeat work, and suppliers to key state industries such 
as oil and gas, electronics etc.)  

 
 
 
Making Services More Affordable To Small Firms 
 

Focusing exclusively on increasing fees could shift TMAC's mission from helping small 
firms to concentrating on more  
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profitable contracts with larger firms. By considering alternatives that could make fees more 
affordable for small manufacturers or allowing services to be provided at minimal costs, TMACs' 
mission can be maintained. Some of these alternatives are: 
 

o Allowing small firms to pay for TMACs' services according to increases in 
their sales or profits that result from implementing TMAC 
recommendations. For instance, one of the major consulting companies 
offers some manufacturers a fee structure calculated on proven increases 
in profits that resulted after implementing their consulting 
recommendations.   

 
o Large consulting firms, in certain instances, may be interested in providing 

services on a volunteer basis with the expectation that as small firms 
become more competitive (with help from TMAC's engineers), the small 
firms could become customers for more sophisticated services. The 
"in-kind" resources may involve consulting companies teaching training 
classes at no charge or participating in consulting projects.  

 
o Cooperative outsourcing programs could be expanded beyond the 

suggestion in the report of TMAC receiving a fee from helping small firms 
to establish contacts with large firms. TMAC engineers are not only 
helping small firms to fulfill production and delivery requirements, they 
are assisting large firms served by the smaller ones. As such, both large 
and small firms might be asked to pay a fee as both are benefiting from 
TMAC's services. 

 
 
 
Additional Partnerships 
 

Although some partnerships can divert attention from providing services, they also can be 
used to raise awareness of TMAC services, generate revenues, and obtain expertise not available 
through current staff. 
 

Partnerships with the Community MBA at the University of Texas at Austin and the 
Baylor University Institute for Family Business could be explored, as well as with The Capital 
Network of Austin, for those manufacturers willing to exchange equity for capital to grow their 
firms. The MAMTC MEC has a financing arm, and there are probably other MECs which also 
see the value in this approach. 
 

Strengthened partnerships should be established with business associations. The Texas 
Association of Business and Chambers of Commerce could serve as a link to manufacturers and 
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to new funding sources. Links need to be created especially with  Texas small business 
associations such as the National Federation of Independent Businesses, which does have some 
smaller manufacturers and whose director is not well informed about TMAC services. More 
information should be provided to specialized chambers of commerce such as the Texas 
Association of Mexican American Chambers of Commerce, Texas Association of African 
American Chambers of Commerce, Texas Asian Chamber of Commerce, and Texas Association 
of Minority Business Enterprises. 
  

A significant opportunity exists to work with members of the  Texas Economic 
Development Council (TEDC), the largest organization of economic development professionals 
of its kind in the country. One TMAC office staffed a booth at a recent TEDC annual meeting, 
but more could be done such as raising TMAC's visibility through ads in the TEDC newsletter, 
and most importantly, creating alliances with local members to obtain referrals of small 
manufacturers for consulting and seminars, as well as keeping TMAC's services in the minds of 
local economic development professionals.  
 
 
Informing Local Government Officials  
 

To raise funds, the TMAC story needs to be presented by sharing letters from the business 
owners, especially those receiving uncompensated complimentary assistance, about what TMAC 
assistance meant, by setting up tours of firms assisted by TMAC, and by cultivating advocates 
within local governments.  Officials should be informed that: 
 

• Manufacturers generate jobs in service companies, so there must be a viable and 
dynamic manufacturing base; 

 
• Pay levels of manufacturing jobs are higher than many service level positions; 

 
• Economic development funds should be spent for assisting existing small                  

manufacturers to grow (or survive) as well as attracting new firms from elsewhere; 
 

• Small manufacturers lag years behind larger manufacturers in adopting new techniques 
and practices; 

 
• Because of layoffs in larger manufacturers that used to provide staff to help their 

suppliers, smaller manufacturers have fewer resources to draw upon than in the past; 
 

• Small manufacturers which grow because of TMAC assistance produce additional 
revenues which can be harvested for use by state and local officials. Over time, TMAC 
will become a major asset to the community and to the state, not a liability.  
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• TMAC is producing an increasing level of fee revenues; 
 

• Partners are not benefitting substantially from NIST and state funding--partners are 
contributing cash as well as forgoing overhead reimbursement; and 

 
• Other important economic organizations seeking to create greater economic prosperity, 

such as utility companies, are working with TMAC offices. 
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 Gainsharing 
 
 

One compensation approach which arose approximately 50 years  ago in manufacturing 
and which continues to grow in popularity is gainsharing. Sometimes known as the Scanlon plan 
or Rucker plan, gainsharing involves three components: (1) a philosophy of cooperation; (2) an 
involvement system; and (3) a financial bonus. The concept is simple: additional profits, or cost 
savings, which can be specifically attributed to actions by employees are shared regularly as 
bonuses, over and beyond employees' normal compensation. A common approach is for one-
quarter or one-half of the increment to be shared with employees in equal shares, and the 
remainder to be retained by the company.  
 

The concept of gainsharing could be implemented in several ways in this program: 
 

1. Consulting fees for disadvantaged manufacturing firms might be based partially 
at least on measured results to the firm--the larger the change, whether it is 
defined as revenue or profit increases or cost reductions, the larger the fee for the 
TMAC center.  

 
2. Part of the additional revenues from specific projects at any one TMAC 
partnering institution might be shared with the Field Engineers at that host 
institution; Certainly there are numerous examples of incentive arrangements in 
other MECs; and  

 
3. Part of the additional fee revenues from consulting projects could flow back to 
the State of Texas to offset a portion of the general revenue fund appropriation or 
be retained by partnering institutions to help small and medium-sized 
manufacturers that cannot pay, or can only partially pay a portion of total project 
costs.  

 
 

The general concept of gainsharing, however implemented, would help align the interests 
of most key participants--the Field Engineers, TMAC partnering institutions, TMI Board, state 
policy and budget officials, and small manufacturers themselves--toward TMAC projects which 
generate major beneficial impacts for smaller manufacturers.       
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