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Message from the Co-Chairs

Message from Federal Co-Chair Earl F. Gohl and
2011 States’ Co-Chair Steven L. Beshear

‘ x J e are pleased to present the Appalachian Regional Commission’s (ARC) Performance
and Accountability Report for fiscal year (FY) 2010.

This fiscal year, the Commission, with the support of the White House, led the development of
a memorandum of understanding with 11 federal agencies to formalize the Appalachian
Regional Development Initiative (ARDI), an effort to strengthen and diversify the Appalachian
economy and better coordinate federal activities in the Appalachian Region. The memorandum
of understanding brings ARC and the partner agencies together to complement each other’s
work in and commitment to economic and community development in Appalachia.

In FY 2010 the Commission also completed the development of its strategic plan for 2011 to
2016 through a process that included a series of five listening sessions held throughout the
Region. These sessions provided for the participation of nearly 400 citizens as well as repre-
sentatives of the federal agencies partnering in the ARDI, giving the agencies the opportunity
to increase their understanding of the Region’s issues. The strategic planning process also
included four webinars that allowed ARC to solicit input on prioritizing the Commission’s
goals for the next six years.

For FY 2010, the Commission approved $75.1 million in funding for 467 nonhighway proj-
ects. These projects supported the administration’s American Recovery and Reinvestment
Act in building infrastructure, growing businesses, and creating jobs.

Each of the projects advanced one or more of the three nonhighway goals of ARC’s 2005—
2010 strategic plan: 1) increasing job opportunities and per capita income in the
Appalachian Region to reach parity with the nation; 2) strengthening the capacity of the
people of Appalachia to compete in the global economy; and 3) developing and improving
Appalachia’s infrastructure to make the Region economically competitive.
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ARC’s FY 2010 grant funds attracted an additional $226.4 million in other project funding,
an investment ratio of 3 to 1, and $462.3 million in non-project leveraged private investment,
a ratio of 6 to 1. The projects funded during the year will create or retain an estimated 23,439
jobs and train an estimated 19,980 students and workers in new job skills.

To bolster the Region’s physical infrastructure, in FY 2010 the Commission invested $34.2
million in 108 projects to bring new or upgraded water and sewer systems and other vital
infrastructure, including access

roads for industrial parks, to

Appalachian communities. This ~ARC’s mission is to be a strategic partner
investment was matched by
$123.0 million in other fund-
ing, primarily state and local, and economic development in Appalachia.
and leveraged $253.3 million in

and advocate for sustainable community

non-project private investment.

The projects resulted in 23,959 households and 2,097 businesses being served by new or
improved water or sewer systems. Infrastructure projects are among the primary generators
of new jobs in the Region.

Throughout FY 2010, ARC continued its activities to help expand the development of
telecommunications in the Region, investing $4.1 million in 42 projects. Project activities
included creating two distance-learning networks reaching 600 students, and implementing
telemedicine programs serving 9,480 patients, in addition to promoting broadband deploy-
ment in underserved areas.

ARC also pursued the implementation of the economic and energy development initiative
established in its October 2008 reauthorization legislation. In keeping with the initiative’s man-
date to help create energy-related job opportunities (as outlined in the Commission’s 2006
energy “blueprint,” Energizing Appalachia: A Regional Blueprint for Economic and Energy
Development), ARC invested $5.2 million in 39 energy projects in FY 2010.

Promoting green energy resources and practices emerged as a major component of ARC’s
energy-related programmatic efforts for the fiscal year: all of the energy projects funded
were related to energy efficiency or the development of renewable energy sources, such as
wind and solar power, geothermal energy, and biofuels. Several projects assisted
Appalachian community colleges in developing green workforce training programs.
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In addition, in FY 2010 the Commission adopted a new policy requiring all ARC-funded
construction projects to take into consideration energy-efficiency measures. The policy also
calls for the implementation of energy-efficiency education and training programs targeted to
local development partners within Appalachia.

Progress also continued on the Appalachian Development Highway System (ADHS) during
the fiscal year, with an additional 26.8 miles of the ADHS (net increase) opened to traffic and
102.9 miles under construction. As of September 30, 2010, a total of 2,715.1 miles of the
3,090-mile system were complete or under construction.

In its ongoing efforts to improve rural health care in Appalachia, ARC pursued several initia-
tives that address the Region’s unique health problems. The Commission supported programs
in Kentucky and West Virginia that encourage community-based approaches to addressing
the oral health problems of adults and children in economically distressed areas. It also con-
tinued working with the Centers for Disease Control and Prevention and community coali-
tions on prevention programs targeting diabetes and cancer, diseases disproportionately
prevalent within the Region. In addition, during the fiscal year ARC supported more than 20
substance abuse programs in Appalachia, and placed 12 health-care professionals in Health
Professional Shortage Areas in the Region through J-1 Visa Waivers.

Boosting Appalachia’s college-going rates through the eight-state Appalachian Higher Edu-
cation (AHE) Network has remained a priority for the Commission. The network’s programs
have reached more than 70,000 high school seniors since FY 1999, providing support that
has led to a 60 percent college-going rate for this group. In FY 2010, the eight AHE Net-
work centers began developing strategies to track college completion rates for the students
they serve.

In July, ARC held its 21st high school Summer Math-Science-Technology Institute and sec-
ond Middle School Summer Science Camp at the U.S. Department of Energy’s Oak Ridge
National Laboratory. These programs are attended by students and teachers from across the
13 Appalachian states, giving them the opportunity to engage in research under the mentor-
ship of world-renowned scientists. A total of 402 high school students and 176 high school
teachers have graduated from the Summer Math-Science-Technology Institute since 2000; 48
students have now completed the Middle School Summer Science Camp.

This report includes information on ARC’s program actions and financial management dur-
ing FY 2010. We are pleased to report that the Commission’s independent auditor, Martin
and Wall, PC, has pronounced an unqualified opinion that the financial statements in this
document fairly present ARC’s fiscal status.
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ARC has made every effort to provide a complete and accurate report of its performance and
stewardship of the public funds entrusted to it. This report is based on data that is as reliable
and as comprehensive as possible. Congress and the American people can also be assured
that the financial controls in place at the Commission reasonably meet the purposes of the
Federal Managers’ Financial Integrity Act of 1982.

The achievements reported here contribute significantly toward ARC’s mission of helping
the Region attain socioeconomic parity with the nation.

7 P

Earl F. Gohl Steven L. Beshear
ARC Federal Co-Chair 2011 States’ Co-Chair

Governor of Kentucky

Sincerely,

March 28, 2011
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PART I:
MANAGEMENT DISCUSSION AND ANALYSIS
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Management Discussion and Analysis

APPALACHIAN REGIONAL COMMISSION STRUCTURE AND PROGRAMS

Congress established the Appalachian Regional Commission (ARC) to address the profound economic and
social problems in the Appalachian Region that made it a “region apart” from the rest of the nation.

The Commission was charged to

* Provide a forum for consideration of problems of the Region and proposed solutions, and establish
and use citizens’ and special advisory councils and public conferences;

» Provide grants that leverage federal, state, and private resources to build infrastructure for eco-
nomic and human resource development;

Generate a diversified regional economy, develop the Region’s industry, and build entrepre-
neurial communities;

* Serve as a focal point and coordinating unit for Appalachian programs;

Make the Region’s industrial and commercial resources more competitive in national and world
markets;

Improve the skills of the Region’s workforce;

Adapt and apply new technologies for the Region’s businesses, including eco-industrial devel-
opment technologies;

Improve the access of the Region’s businesses to the technical and financial resources necessary to
the development of business; and

Coordinate the economic development activities of, and the use of economic development
resources by, federal agencies in the Region.

The challenges confronting Appalachia today are complex. In some areas of the Region, basic needs in infra-
structure, the environment, workforce training, and health care still exist. But because the nation and the
Region now compete in the global economy, the threshold for success is higher than it once was: high-tech-
nology jobs rather than manual labor, college education rather than basic literacy, and telecommunications
arteries in addition to highways.

Federal agencies are typically national in focus and narrow in scope, but ARC was created to be regional in
focus and broad in scope. No other government agency is charged with the unique role of addressing
Appalachian problems and opportunities. No other agency is charged with being simultaneously an advocate

10
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for the Region, a knowledge builder, an investor, and a partner at the federal, state, and local levels. These
roles represent elements that are essential to making federal investments work to alleviate severe regional
disparities in the country: responsiveness to regional needs with a view to global competitiveness, emphasis
on the most distressed areas, breadth of scope to address both human and physical capital needs, and flexibil-
ity in funding.

The Commission by law directs at least half of its grant funds to projects that benefit economically distressed
counties and areas in the Region. In part, ARC gauges its long-term progress toward helping the Region
achieve economic parity with the nation in terms of the gradual reduction in the number of such counties and
areas over time. The maps on page 19 show the Region’s high-poverty counties in 1960 and in FY 2010. The
change is dramatic.

ARC is a federal-state partnership, with a governing board composed of a federal co-chair and the governors
of the 13 Appalachian states. Because of its partnership approach, ARC is able to identify and help fund inno-
vative grassroots initiatives that might otherwise languish. In many cases, the Commission functions as a pre-
development agency, providing modest initial funding that is unavailable from other sources. ARC funds
attract capital from the private sector and from other public entities.

Through the years, ARC support has helped address the problem of historically low public and private invest-
ment in Appalachia. ARC has effectively used its funds to help communities qualify for, and make better use
of, limited resources from other federal agencies. These federal funds, combined with state, local, and private
money, provide a broad program of assistance to the Region. In addition, substantial private investment in
business facilities and operations has accompanied ARC development projects.

Two independent studies have found that ARC’s coordinated investment strategy has paid off for the Region
in ways that have not been evident in parts of the country without a regional development approach. A 1995
study funded by the National Science Foundation compared changes in Appalachian counties with their
socioeconomic “twin” counties outside the Region over 26 years, from 1965 to 1991. This analysis, controlled
for factors such as urbanization and industrial diversification, found that the economies of the Appalachian
counties grew significantly faster than their non-Appalachian counterparts’. A more recent analysis by Eco-
nomic Development Research Group extended this analysis to 2000 and confirmed the earlier findings on the
impact of ARC’s investment. The study found that, on average, the gap between Appalachian counties and
their non-Appalachian twin counties grew significantly in the 1990s.

In October 2008, the president signed a five-year reauthorization of the Commission (through FY 2012). The
legislation created a new economic and energy development initiative and added ten counties to the
Appalachian Region.

ARC'’s appropriation for FY 2010 nonhighway activities was $76.0 million. Appendix A provides a history of
appropriations to the Commission.

The Commission is a performance-driven organization, evaluating progress and results on an ongoing basis
and relying on clearly defined priorities and strategies for achieving them.

FISCAL YEAR 2010 PERFORMANCE AND ACCOUNTABILITY REPORT
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Organization: The ARC Partnership Model

The Appalachian Regional Commission has 14 members: the governors of the 13 Appalachian states and a
federal co-chair, who is appointed by the president and confirmed by the Senate. Each year one governor is
elected by his or her peers to serve as the states’ co-chair. The partnership nature of ARC is evident in its pol-
icy making: the governors and the federal co-chair share responsibility for determining all policies and for the
control of funds. On all Commission decisions, the federal co-chair has one vote, and the 13 governors share
one vote. Accordingly, all program strategies, allocations, and other policy must be approved by both a major-
ity of the governors and the federal co-chair. All projects are approved by a governor and by the federal co-
chair. This consensus model ensures close collaboration between the federal and state partners in carrying out
the mission of the agency. It also gives the Commission a nonfederal character that distinguishes it from typi-
cal federal executive agencies and departments.

An alternate federal co-chair, who is appointed by the president and confirmed by the Senate, has authority to
act as the federal co-chair in his or her absence. State alternates appointed by the governors oversee state ARC
business and serve as state-level points of contact for those seeking ARC assistance.

By law, there is an inspector general for the Commission. The inspector general is under the general supervi-
sion of the federal co-chair and has a dual and independent reporting relationship to both the federal co-chair
and Congress.

In FY 2010, there were 11 federal positions at the Commission, including the federal co-chair’s staff and the
staff of the Office of Inspector General.

The Commission members appoint an executive director to serve as the chief executive, administrative, and
fiscal officer. The executive director and staff are not federal employees. The Commission has 48 nonfederal
positions. Commission staff are charged with serving both the federal and the state members impartially in
carrying out ARC programs and activities, and they provide the legal support, technical program management,
planning and research, and financial/administrative management necessary for ARC’s programs.

12
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ARC Organization Chart

Federal Membership State Membership

Federal Co-Chair 13 Governors/States’ Co-Chair

Alternate Federal Governors’
Co-Chair Alternates

Office of the Federal Office of the States’
Co-Chair Washington Representative

Office of Inspector
General

Non-Federal Staff

Executive Director

Local Development

Human Resources District Program

Public Affairs

Regional Planning
and Research

Regional Program Finance and

General Counsel Operations Administration
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Public and Private Partnerships

ARC promotes economic and community development through a framework of joint federal and state initia-
tives. ARC’s limited resources are necessary, but obviously not sufficient, for Appalachia to reach parity with
the rest of the nation. Therefore, ARC continues a long tradition of building alliances among private and pub-
lic organizations to focus technical, financial, and policy resources on regional problems. ARC’s programs
involve not only Appalachian governors’ offices and state agencies, which control other substantial investment
resources, but also 73 multi-county development districts in the Region, up to 20 federal agencies, and a host
of private organizations and foundations. The Commission further helps create alliances through research,
regional forums, advisory councils, and community meetings. One such alliance is ARC’s partnership with the
Centers for Disease Control and Prevention to implement programs in cancer control and diabetes education,
prevention, and treatment.

In FY 2010, the U.S. Department of Agriculture (USDA) and ARC, in consultation with the White House
Council on Environmental Quality, led a group of federal agencies in creating the Appalachian Regional
Development Initiative (ARDI), an effort to strengthen and diversify the Appalachian economy and better
coordinate federal efforts in the Appalachian Region. Agencies participating in the initiative will identify
challenges encountered in their work in Appalachia and help formulate mitigating strategies, conduct fed-
eral outreach to local communities, and collaborate across all levels of government and with regional
stakeholders to make strategic and cost-effective investments in Appalachia. In addition to the USDA,
federal agencies participating in the ARDI include the U.S. Departments of Commerce, Education, Health
and Human Services, Housing and Urban Development, Interior, Labor, Transportation, and Treasury; the
Environmental Protection Agency; and the Small Business Administration.

In FY 2010, across all investment areas, each dollar of ARC funding was matched by $3.01 in non-ARC
project funding (public and private) and leveraged $6.15 in private investment attracted as a result of the
project. ARC continues its efforts to increase leveraged private investment through partnerships and collab-
orations with the private sector wherever possible, as in recent initiatives with the Ford Foundation,
Microsoft Corporation, the National Geographic Society, the Claude Worthington Benedum Foundation,
Parametric Technology Corporation, the Mary Reynolds Babcock Foundation, the American Wind Energy
Association, the Federal Reserve Banks of Richmond, Cleveland, and Atlanta, and American Electric
Power, Southern Company, and other utilities.

ARC is often a predevelopment resource, especially in economically distressed areas, providing modest
amounts of initial funding that are unavailable from other sources because the community cannot qualify for
the support or raise adequate matching funds. Congress recognized, and subsequent experience has shown,
that Appalachia for many reasons has been relatively less likely to use the grant resources of large federal
agencies. ARC has helped other federal agencies better deploy their programs in the Region through joint
funding. The Commission can also allow other federal agencies to use ARC funds under their statutory author-
ities when their own funds are insufficient for projects; in effect, ARC can provide sufficient match for federal
grants on behalf of the poorest Appalachian communities.

A special provision of the Appalachian Regional Development Act authorizes ARC to operate in part as a
supplemental grant program. This authority allows ARC funds to be used to increase the allowable partici-
pation under federal grant programs, enabling grantees to participate in programs for which they would oth-
erwise be ineligible. In addition, it involves appropriate federal entities to ensure not only program

14
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coordination but also compliance with all applicable laws, such as environmental and labor requirements.
Accordingly, about half of past ARC grants have been administered under agreements with federal agencies,
mainly the Economic Development Administration, Rural Development, the Tennessee Valley Authority, the
U.S. Department of Housing and Urban Development, and the Federal Highway Administration. Other
agreements have involved such agencies as the Army Corps of Engineers, the U.S. Environmental Protection
Agency, and the U.S. Departments of Energy, Labor, and Health and Human Services.

Commission Activities: Getting the Job Done
Congress gave the Commission very broad program discre-
tion to address problems and opportunities in the Region.
Accordingly, ARC has emphasized a wide-ranging set of
priorities in its grant activities. Projects in recent years have
focused on business development, telecommunications and

technology infrastructure and use, educational attainment,
access to health care, and tourism development. ARC has
consistently maintained a focus on the construction of

development highways and basic water and waste manage-
ment facilities.

ARC Strategic Plan

FY 2010 was ARC’s sixth year of operating under its
strategic plan, Moving Appalachia Forward: Appalachian
Regional Commission Strategic Plan 2005—2010, which
outlined ARC’s mission to be a strategic partner and advo-
cate for sustainable community and economic development
in Appalachia, and identified four strategic goals to help
Appalachia reach socioeconomic parity with the rest of

the nation:

* Increase job opportunities and per capita income in
Appalachia to reach parity with the nation.

=
o
S
°
3
~

* Strengthen the capacity of the people of Appalachia
to compete in the global economy.

* Develop and improve Appalachia s infrastructure to
make the Region economically competitive.

* Build the Appalachian Development Highway System
to reduce Appalachia’s isolation.

As reported in Part II, the Commission demonstrated
progress in FY 2010 toward achieving the performance
goals set out in that plan.

Ken Murray
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Area Development Program

Area development funds are largely allocated to the Appalachian states by formula to provide flexible assis-
tance for individual community projects. In FY 2010, the Commission allocated by formula $65.3 million,
85.9 percent of the total ARC appropriation, for use by the states in their area development activities.
The states have wide discretion in the use of these funds, within the framework of the strategic plan. Priorities
for area development funding are set forth in the Commission’s strategic plan, and state and community lead-
ers work together to package funding from public and private organizations to implement those priorities. All
ARC nonhighway grants are approved by a governor and by the federal co-chair. See Appendix B for ARC
grants approved in FY 2010, by state and category.

Special Focus on Distressed Counties

The Commission targets special resources to the most economically distressed counties and areas in the
Region, using a very conservative measure of economic distress based on three economic indicators: three-
year average unemployment rates, per capita market income, and poverty rates.

ARC uses an index-based classification system to compare each county in the nation with national averages
on the three economic indicators. Based on that comparison, each Appalachian county is classified within
one of five economic status designations—distressed, at-risk, transitional, competitive, or attainment.

* Distressed counties are those that rank in the worst 10 percent of the nation’s counties.

* At-Risk counties rank between the worst 10 percent and the worst 25 percent of the
nation’s counties.

 Transitional counties rank between the worst 25 percent and the best 25 percent of the
nation’s counties.

» Competitive counties rank between the best 10 percent and the best 25 percent of the
nation’s counties.

* Attainment counties are those that rank in the best 10 percent of the nation’s counties.
In FY 2010, 82 counties were designated distressed, 79 were designated at-risk, 229 were designated transi-
tional, 24 were designated competitive, and 6 were designated attainment. ARC policy stipulates that com-
petitive counties may receive limited assistance, while attainment counties are generally not eligible for

funding.

See page 20 for a map of Appalachian counties classified by economic status.
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Besides allocating funding to benefit distressed counties and areas, ARC has established other policies to
reduce economic distress. ARC normally limits its maximum project funding contribution to 50 percent of
costs, but it can increase its funding share to as much as 80 percent in distressed counties.

Regional Initiatives

Each year, the ARC partners identify a limited number of strategic objectives as regional initiatives. These
initiatives support ARC’s strategic plan by coordinating a concerted effort by the 13 Appalachian states and
the federal government to address an area of critical importance. The initiatives can support and promote
innovation in a particular goal area or focus on a sector of unique opportunity or underperformance. In FY
2010, in addition to providing special support for distressed counties, ARC supported regional initiatives on
asset-based development and telecommunications. These two initiatives were supported by a total allocation
of $3.9 million.

The Asset-Based Development Initiative seeks to help communities identify and leverage local assets to create
jobs and build prosperity. A focus under this initiative in FY 2010 was the promotion of energy-related job
opportunities in Appalachia, as outlined in the Commission’s strategic framework Energizing Appalachia: A
Regional Blueprint for Economic and Energy Development. Another focus was travel and tourism, with
investments aimed at protecting and promoting Appalachia’s natural, cultural, and historic assets through proj-
ects in community assessment, hospitality training, trail development, and product branding. Other asset-
based development strategies include the promotion of value-added agricultural development and hardwood
products exports.

ARC’s Telecommunications Initiative aims to bridge the digital divide between Appalachia and the nation,
focusing on projects that increase affordable access to broadband services, promote technology training and
the use of technology in education and workforce training programs, increase e-commerce development, and
promote technology-sector job creation. In FY 2010, ARC funded projects that support telemedicine and dis-
tance-learning applications, workforce development, and e-commerce development in the government and
the private sector. ARC also funded projects that directly help communities and commercial-industrial areas
gain access to high-speed telecommunications services.
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Business Development Revolving Loan Fund Grants

Business development revolving loan funds (RLFs) have been used by ARC since 1977 as an effective tool for
economic development. The funds are pools of money used by grantees for the purpose of making loans to
local businesses to create and retain jobs. As loans are repaid, money is returned to the fund and made avail-
able for additional loans.

The primary objective of ARC’s business development RLF grants is creating and retaining private-sector
jobs. Limited access to credit is one of the major problems in local business development in Appalachia,
and is a significant contributing factor to local economic distress. In areas where credit is not available, or
where the cost and terms of the credit are beyond the reach of local businesses, the result may be a commu-
nity’s loss of jobs, tax revenues, and private investment. RLFs are designed to fill gaps in existing local
financial markets and to provide or attract capital that otherwise would not be available for economic
development.

Since the first RLF grants were awarded, ARC-supported revolving loan funds have disbursed $148 million in
2,137 loans, resulting in 80,580 jobs created or retained and leveraging $1.2 billion in private investment for
the Appalachian Region.

18
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County Economic Status in Appalachia, Fiscal Year 2010
(Effective October 1, 2009 through September 30, 2010)
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The Appalachian Regional Commission uses an index-based county
economic classification system to identify and monitor the economic
status of Appalachian counties.

Map Created: January 2009.
Data Sources: U.S. Bureau of Labor Statistics, LAUS, 2005-2007;
U.S. Bureau of Economic Analysis, REIS, 2006;

U.S. Census Bureau, 2000 Census, SF3.
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Highway Program: The Appalachian Development
Highway System

Congress created the Appalachian Development Highway
System (ADHS) expressly to provide growth opportunities
for the residents of Appalachia—the same benefits afforded
the rest of the nation through the construction of the interstate
highway system, which largely bypassed Appalachia because
of the high cost of building roads through the Region’s moun-
tainous terrain. The ADHS, a 3,090-mile system of modern
highway corridors that replaces a network of worn, winding
two-lane roads, was designed to generate economic develop-
ment in previously isolated areas, supplement the interstate
system, and provide access to areas within the Region as well
as to markets in the rest of the nation and overseas. (See the
map of the ADHS on page 22.)

Authorizations for the ADHS in FY 2010 were provided
through extension of the Safe, Accountable, Flexible, Effi-
cient Transportation Equity Act: A Legacy for Users
(SAFETEA-LU). The act authorized $470 million for the
ADHS in FY 2010. Portions of some ADHS corridors have
been identified as high priority and will receive additional
funding. Although the funds are authorized from the Highway
Trust Fund, ARC exercises policy control over the system and
the allocation of funds to individual states. This ensures that
the governors and the federal co-chair continue to determine
where and how the money is used on ADHS highways. Appen-
dices A and C provide information on ADHS authorizations
and funding.

Local Development Districts

ARC’s statute underlines the importance of supporting local development districts (LDDs) in the Region.
These multi-county planning and development organizations serve as local partners for ARC across the
Region and are essential contributors in the development of projects and activities that support ARC’s mis-
sion. Every county in the Region is served by an LDD.

Each LDD is governed by a board of directors composed of both local elected officials and nonelected
individuals. Many of these state-chartered entities were originally created by state executive orders, but
over half are now authorized in state legislation. Some also have 501(c)(3) nonprofit status, enabling them
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Appalachian Development Highway System
as of September 30, 2010
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to access support from foundations and other nonpublic sources. The LDDs play four key roles in the
development of the Region:

* Providing area-wide planning and program development, and coordination of federal and state
funding sources;

+ Assisting local governments in providing services, especially in poorer, more isolated
communities;

* Promoting public-private partnerships and assisting in business development; and

 Helping communities assess, plan, and conduct a wide range of activities such as job training,
business development, telecommunications planning and implementation, and municipal gov-

ernment support.

The Commission has also supported the training and technical assistance activities of the Development Dis-
trict Association of Appalachia (DDAA), an organization of the Region’s LDDs. These activities improve
member districts’ organizational structure and operations, and their ability to effectively implement ARC’s
strategic plan and regional initiatives.

Appendix D provides a map and list of local development districts serving Appalachia.

Research and Technical Assistance Activities

ARC funds research and evaluation studies that produce specific information on socioeconomic and demo-
graphic conditions in the Region, including baseline data and trend analysis, economic impact analysis,
project evaluation, and regional economic and transportation modeling. ARC-funded research focuses on
strategic analyses of key economic, demographic, and quality-of-life factors that affect Appalachia’s cur-
rent and future development prospects. The aim of this research is to help policy makers, administrators,
and staff target resources efficiently, and to provide high-quality research for the general public and
research specialists.

ARC also funds project evaluations by outside researchers or consultants to assess whether Commission-
funded projects have made a measurable difference in specific social or economic outcomes. The purpose of
these evaluations is to determine the extent to which the projects have contributed to the attainment of eco-
nomic development objectives identified in ARC’s strategic plan. In addition, evaluations are used to verify
project results and to assess the validity of specific performance measurements for monitoring and evaluating
specific types of projects.

Reports and data products are distributed in print and posted on ARC’s Web site at www.arc.gov.

Research under way or completed in FY 2010:

* Program Evaluation of Investments in Education and Training. An examination of how ARC educa-
tion investments have impacted literacy and access to jobs, information, resources, and technology.

 Assessment of Appalachian Natural Assets: Forests. An evaluation of the contribution made by
forests and wood products to sustainable economic growth in the Appalachian Region.
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Economic Impact of Energy and Environmental Policy. An analysis of the impact of energy and
environmental policies that may be enacted by Congress in the near future, and how the
Appalachian Region will fare compared with the rest of the nation if these policies are implemented.

Medical Care Access and Cost Disparities in Appalachia. An examination of the direct and indi-
rect economic impacts of disparities in health care and health insurance coverage in Appalachia,
including the effects of higher medical expenses and medical bankruptcy.

Household Wealth and Financial Security in Appalachia. An analysis of recent trends in house-
hold wealth and asset poverty in Appalachia that will determine the extent to which the Region
has been affected by troubled loans, bankruptcies, foreclosures, and other measures of financial
distress; and examine how changes in household wealth and distribution will affect future eco-

nomic growth and opportunity in the region.

Economic Improvement in Appalachia s Distressed Rural Counties. A comparison of strategies for
economic development and identification of factors that contributed to success, as well as factors
that inhibited growth, in Appalachia’s distressed rural counties.

Assessment of Appalachian Natural Assets: Water. Development of an inventory of aquatic assets
that measures water quantity, quality, value, access, and usage; evaluation of their potential contri-
bution to economic development of the region; and provision of a framework for determining
their best use.

Energy Workforce Trends and Training Requirements. An assessment of workforce trends and
training requirements to meet the needs of the increasingly diversified energy industry in the
Appalachian Region.

Planning and Financing Energy-Efficient Infrastructure. An examination of ways for municipalities
and utilities to implement energy efficiency upgrades to existing public infrastructure and buildings
that reduce costs, promote public health, and stimulate job creation and economic development.

Program Evaluation of ARC Telecommunications and Technology Investments. A program evalua-
tion building on prior research efforts and developing improved performance measurement and
evaluation tools.

Analysis of Oral Health Disparities and Access to Dental Services in Appalachia. 1dentification
and analysis of disparities and trends in access to oral health care, the supply of dentists and other
oral health care providers relative to the population served, state programs, policies, and practices
regarding dental hygienists and dental assistants, and Medicaid coverage for oral health preventive
and treatment services in Appalachia.

Program Evaluation of ARC's Tourism and Asset-Based Economic Development Projects. An exami-
nation of the impacts of projects funded between 2000 and 2006, how well project evaluations helped
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grant recipients tell the story of the projects’ successes and failures, and ways to provide a more com-
plete picture of the impacts these important programs have on Appalachian people and communities.

* Analysis of Wind and Solar Manufacturing Supply-Chain Opportunities in Appalachia. An examination
of the extent and status of the solar and wind industries and related supply chains in the Appalachian
states, and the challenges these firms face in competing in rapidly evolving global industries.

* Assessment of Alternative Measures for Determining Economically Distressed Counties. Develop-
ment and evaluation of alternative measures of economic distress, comparison of their performance
with the current ARC index, and identification of critical factors needed for long-term socioeconomic
progress in the Region.

Impediments to Progress

Despite progress in some areas, Appalachia still does not enjoy the same economic vitality and living condi-
tions as the rest of the nation. During the current recession, the Appalachian Region has been battered by job
losses and structural economic changes. The Region’s traditional industries, such as mining, manufacturing,
textiles, and paper products, have faced intense global competition and are in decline. Population outmigration
is among the worst in the nation. Central Appalachia in particular still battles economic distress, with concen-
trated areas of poverty, unemployment, poor health, and severe educational disparities.

The Region’s isolation and its difficulty in adapting to economic changes over past decades are major fac-
tors contributing to the gap in living standards and economic achievement between the Region and the rest
of the nation.

The role of the Commission is to help Appalachia reach parity with the rest of the nation. In an era of global
competition, that requires a special emphasis on helping the people of Appalachia become a globally competi-
tive workforce.

Civic Capacity

Civic capacity is vital for communities to be strategically ready to take advantage of economic opportunities.
Weakness in civic capacity in Appalachia has inhibited the broad citizen involvement, local strategic planning,
and collaboration that are necessary for a sense of empowerment and civic engagement. Low levels of per-
capita private foundation funding have contributed to the lack of support for civic capacity, particularly the low
rates of formation and survival of community-based nonprofit organizations in the Region.

Economic and Demographic Shifts

A rising number of Appalachian counties are experiencing net population loss, and, as a result, there is contin-
uing concern about the decline in Appalachia’s “prime age” workforce—workers between the ages of 25 and
55. Net population loss occurred in 179 counties between 2000 and 2008, compared with 83 counties in the

period 1990-2000.

The Appalachian Region has been battered by job losses and structural economic shifts because of global
competition and the Region’s reliance on declining industries, such as farming, forestry, natural resources,
and manufacturing.
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Population growth in Appalachia between
2000 and 2009 was 5.7 percent, compared
with 9.1 percent for the nation. More than
80 percent of Appalachian counties had
lower rates of population growth than the
nation as a whole.

In 2009, more than two-thirds of
Appalachian counties had unemployment
rates higher than the national average.

The unemployment rate averaged 9.8 per-
cent in Appalachia in the second quarter
of 2010, compared with 9.5 percent for
the nation as a whole.

Of the 420 counties in Appalachia, only
17 registered positive employment growth
from the first quarter of 2008 to the first
quarter of 2010.

Appalachia lost 474,000 manufacturing
jobs between 2000 and 2008, a loss of
24.6 percent.

During the current recession, the Region
has lost 800,000 jobs, all the jobs gained
since 2000.

Percent Change in Population in Appalachian Counties,
2000-2009
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. Counties with Population Gain of More than 20 Percent
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|:| Counties with Population Loss of Up to 5 Percent

. Counties with Population Loss of More than 5 Percent

Data Source: U.S. Department of Commerce, Census Bureau, Population Division, 2009 Population Estimates.

During the current recession,
200,000 Appalachian workers
have given up the job search
and left the labor force.
Employment growth in
Appalachia averaged only 0.8
percent per year during the
economic expansion period
0f 2002—-2007, compared
with 1.2 percent per year for
the nation as a whole.

Unemployment rate unemployed/ labor force, percent

4.0

5.0

6.0

7.0 8.0

2007 peak
9.0

2009

m2010Q2

10.0

11.0

12.0

United States

I
4.6‘

9.3

Appalachian Region

9.5

9.7,

Northern Appalachia

North Central Appalachia

:

Central Appalachia

]
9.4

%96

11.0

South Central Appalachia

Southern Appalachia

Per capita personal income was 20 percent lower in Appalachia than in the nation as a whole in 2007. This

is true of average wages and salaries and average earnings as well.

Access to Capital and Credit
Access to capital and credit is essential to finance and nurture new and existing businesses and entrepreneurs.

Chronic gaps in access to capital and credit have often stifled business formation in rural areas, including parts

of Appalachia. Despite signs of progress, significant disparities continue to exist in small-business lending in

Appalachia. Small-business lending is less accessible in Appalachia’s non-metropolitan counties and in coun-

ties experiencing economic distress. In addition, the smallest businesses (those with assets under $1 million)

and businesses in low- and moderate-income communities experience the least access to credit.
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Underinvestment

Research preceding the creation of ARC found that for many reasons, including dearth of leadership and lack of
financial and technical resources, Appalachia had not been in a position to take advantage of many federal pro-
grams that could help mitigate long-standing problems, much less focus public investment on the areas of great-
est need. The Appalachian Region receives far less federal investment per capita than the nation as a whole.
Analyses of the Consolidated Federal Funds Report for Fiscal Year 2009 found that per capita federal expendi-
tures were 33 percent less in Appalachia than in the nation as a whole. This represents a gap of $5,701 per person.

Water and Wastewater Systems

Most Americans don’t realize that access to basic water and wastewater systems remains a critical issue in
many smaller, poorer communities in Appalachia. Seventy-four percent of the Appalachian population is cov-
ered by community water systems, compared with 85 percent for the nation as a whole. Appalachian counties
require an investment of $26 billion to $40 billion for drinking water and wastewater system infrastructure
needs, according to an ARC-funded study published in August 2005.

Small, rural Appalachian communities also face higher investment requirements to address pressing economic
development needs while meeting environmental standards. Communities experiencing declining customer
bases and low household incomes cannot rely on construction loans (and the resulting rate increases) to meet
capital investment needs. The local ability to pay is particularly low in Appalachia, where per capita income
was 20 percent lower than the national average in 2009. Per capita income was only 62 percent of the national
average in Appalachian Kentucky and 68 percent in Appalachian Mississippi. Many Appalachian communities
need additional technical, managerial, and financial assistance to meet their future needs.

Telecommunications

) ) . ) Appalachian Counties with Low College Completion Rates
The Appalachian Region continues to lag behind -

the rest of the nation in access to affordable WISCONSIN
broadband telecommunications, which is essen-
tial to today’s commerce. Without special advo- S
cacy, technical support, and financial assistance,

r