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Executive Summary

Introduction

The public sector can directly influence private sector investment and location decisions through the use
of incentives, credits, and other programs aimed to enhance a community’s business competitiveness.
However, no incentive can completely change the nature of a community’s strengths and weaknesses.
Indeed, incentives often work best when augmenting a community’s already known advantages and
mitigating any shortcomings, to the extent possible.

To this end, the State of Maine has developed a suite of policy and investment tools aimed at attracting
investment and at meeting the State’s overall economic development goals. These tools are of varying
levels of importance due to changing economic conditions and specific requirements of businesses.

These needs and targets change over time, and the toolset must be evaluated and updated accordingly.

Many communities, however, disregard the costs and effectiveness of different economic development
programs, ignoring the importance of a thorough evaluation. They may not even consider the possibility
to adjust, modify or alter certain State programs or incentives.

The State of Maine is establishing a best practice example by requesting a comprehensive R&D Biennial
Progress Report, as well as an Evaluation of Investments in Economic Development, due in 2014. If
approved, subsequent evaluation reports will be due in 2016 and 2018. Also duein 2018 is a
Comprehensive Evaluation of Investments in Research and Development report covering six years.

Methodology

The present report has been constructed to meet the Maine Legislature’s requirement to examine the
effectiveness of economic development programs on a biennial basis. This has been accomplished
through performing the following analyses and actions:

e Reviews of the previous studies performed for the State of Maine on the use and effectiveness
of its programs;

e Interviews with public sector entities and their partners responsible for the administration of
the State’s various economic development programs;

e Interviews with a sample of private sector companies who have received benefits and assistance
from the State;

e Benchmarking the State of Maine’s natural competitiveness against several of its peer states,
both in terms of basic location fundamentals and of the incentive and credit tools available;

e Data collection through a rigorous survey collecting information of program usage, increased
hiring, salary rates, capital investment, and return on investment to the State (recipient lists
provided by program administrators where those lists were not considered confidential);

e Cost-benefit analysis of survey data by program (for all State programs where more than 15
responses were received for that program); and
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e Examination of annual reports (for those programs that generate annual reports and provided
those reports along to the consultant team).

Note that the survey indicated above has created a means for direct reporting on behalf of the private
sector companies who have benefitted from use of the State’s economic development programs. While
the requirement to report is indicated in each of the State’s current programs, a comprehensive means
for reporting had not previously existed. While not within the scope of the current project, the data was
not available through other means and was critical to the success of the cost-benefit analysis.

Findings
While the remainder of this report provides detailed findings for the entire suite of tools available to the
state, the project team found broadly that:

e While identified in earlier reports, the need remains across all Maine incentive programs for:
o Better outreach;
o Centralized and coordinated information on incentive programs;
o Centralized and coordinated reporting requirements and forms;

o A refined reporting process and set of metrics is required to assess the importance and
outcomes of community development practices, even though the requirement for public sector
reporting is included in each incentive and credit program

o This has partially been addressed through the survey tool developed by the project
team

e Thereis a perception among public sector and private sector interviewees that the State’s suite
of economic development incentive and credit programs should be streamlined, made more
flexible, and work in conjunction with overall tax reform;

e The State’s communities vary greatly in their economic opportunities and challenges and the
incentive tools should be made available across a broader range of needs to meet this challenge.

The cost benefit analysis of the State’s most significant programs contributed to the following insights:

e  While the Pine Tree Development Zone (PTDZ) program received significant praise from public
and private sector interviews, preliminary cost benefit analysis shows the program is very costly
to the state of Maine;

e Cost Benefit Assessments present consistently high rates of return for the development loan
program by MTIl and FAME’s loan insurance and economic recovery loan programs;

e Management teams of certified companies do not always realize that they are in fact receiving a
form of incentive. Following to the survey results, many companies claimed that they do not
receive any form of state aid, despite the fact that these companies were identified as a
beneficiary. We suspect that companies have internalized their benefits over the years and
perceive them as “a given”.

e When different incentive types (i.e. tax credits, reimbursements or exemptions) are combined in
one program, it requires strong communication and coordination skills between different
agencies and departments to make sure that annual evaluations are harmonized.
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e Lack of realism in ex-ante investment projections must result in a formal warning. If projections
are off for the second time, there must be a legal provision to revoke the incentive certification.
At the moment the investment projections for some incentive programs determine the eligibility
of companies of actually receiving a disbursement or soft loan. However, in some cases these
projections are not in line with the actual performance indicators.

Compulsory intake assessments or introductory workshops as part of the application process are
recommendable. Not only do you establish a much better relationship with prospective companies,
these workshops also streamline the overall application process and takes away uncertainties.

Recommendations

The analysis suggests a series of small and large improvements that may be made to Maine’s Economic
Development programs that would enhance both effectiveness and transparency. The most critical of
these recommended changes are:

o Develop Central Storage for Incentive Report Documentation: To evaluate the incentive
programs going forward, it is necessary for the evaluating party to obtain as many recipient lists
and as many annual reports from as many incentive programs as possible. Legislative changes
should be made to allow the analyst team designated by the State of Maine to have full access
to program data as needed.

¢ Incentive Contingency Clauses and Reporting: Many states offer incentives contingent upon
the company meeting a pre-defined goal and reporting annually so progress towards or
achievement of the goal can be evaluated or recorded. Checks and balances should be worked
into the Legislative Mandate behind each of the incentive programs to allow the programs to
perform more successfully and to have the reporting to understand their own success.

e Incentive Confidentiality: Legislative changes should be made to provide for full access to and
evaluation of program data as needed, whether this performed by a State agency or by a
contracted third party under a confidentiality agreement. If this program data is made more
directly available, the evaluation team can ask a much smaller subset of questions on the survey
to companies and obtain more accurate and detailed information for analysis.

e Central Website and/or Guiding Organization: The state should construct a website which
allows the user to refine by category and find the incentives for which the company is eligible.
Once those programs are returned, the site should direct link to the incentive websites and
provide full contact information for that group. In addition, an individual fluent with the
incentive program should be available by phone to walk companies through this process or to
do it for them should they request that level of service.

With regards to the design of the programs themselves, the State of Maine should:

o Align the State’s programs to emphasize the comparative advantages of the state or
compensate for the lack of these comparative advantages;

e Develop a clear, transparent, and coherent common framework within each incentive program
to facilitate coordination and harmonization where possible;
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e Design the investment incentives to conform to good practice principles of simplicity, clarity,
certainty, and a minimum of subjective evaluation;

e Tailor the State’s programs so that they are more directly aligned to operational requirements
of companies and tap into the value chains of companies (this does not imply that these
incentives are more complex in terms of their structure);

e Change the application and administration processes to be as simple and as concise as possible
— avoid bureaucratic overload whilst maintaining sufficient rigor in the process (do not develop
incentive frameworks that cannot be monitored);

e Provide a clear mechanism and expectation for transparency, reporting, evaluation and
monitoring;

o Develop means for full costing and reporting of incentives annually, with an analysis of the cost
of the fiscal incentive relative to the benefits arising from the investment (such as employment,
sales, jobs etc.);

e Ensure reporting requirements monitor obligations of the company to receive incentives are
included in the incentives law;

e Ensure clawbacks are clearly enshrined in incentives law with the protocols for receiving the
clawbacks and sanctions if the company does not comply;

e Write reporting requirements in a clear, coherent and transparent, manner and link to the
incentives being awarded and the conditionality criteria;

e Form an Incentive Working Group consisting of members of various government institutions and
corporate representatives whose mission is to advise the state on incentive policy modifications
and the concerns of corporate investors in the incentive application process

Follow On Actions

The current report does not represent the final word on the effectiveness of the State of Maine’s efforts
to promote a sound and sustainable economic development environment. Now that a robust survey
and evaluation process has been put in place, it is possible to better examine how well the current suite
of programs matches the needs of the State’s targeted industry clusters over time. Moreover, it is now
possible to perform a more in-depth benchmarking for the state through “reverse site selection” to
identify specific changes that might improve the performance of the State’s programs and of
competitiveness overall.

These and other analyses and recommendations will be included in the next series of reports, due to be
delivered in May, 2014.

We also recommend that the evaluation of R&D programs be explicitly combined with other economic
development programs. The programs together support an innovative sustainable Maine economy.
They are mutually reinforcing, and many companies and entities use programs from both toolboxes in a
complimentary fashion. To review them separately creates the risk of lessening the effectiveness of the
two sets of programs when used in combination.
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Introduction

History of the Science and Technology Plan

The Maine Innovation Economy Advisory Board (MIEAB) was established in 2007 by Title 5, section
12004-1, subsection 6-G to coordinate the State's research and development activities and to foster
collaboration among its higher education and nonprofit research institutions and members of the
business community. MIEAB replaced the Maine Science and Technology Advisory Committee (MSTAC),
which had been established by Executive Order in 2003 and generated the 2005 Science and Technology
Plan. The original Science and Technology Plan was produced in 2001 by the Science and Technology
Foundation.

Starting in 2010, the advisory board was tasked with developing a Science and Technology Plan
beginning in 2010 and then every five years thereafter. MIEAB also was tasked with submitting yearly
Science and Technology Plan updates. It should be noted that these reports have not been completed
to this point.

Moving Forward - A New Plan for Evaluation of State Incentives

The Investment Consulting Associates team (Team) was retained by the Maine Department of Economic
and Community Development (DECD) to generate a new series of action plan reports to examine the
state’s investments in both economic development and in research & development. One series of
reports is focused specifically on Research and Development (R&D) in the State of Maine and the other
more generally on Economic Development in the state. Biennial progress reports are due in 2014, 2016,
and 2018 and will be based on the format of the 2010 Science and Technology with some modifications
and additions. Major changes include:

e Moving definitions, abbreviations, and other general support sections to the appendices;

e Separating R&D analysis and recommendations into a separate report from Economic
Development analysis and recommendations (required by the RFP); and

e Providing more significant, refined, and implementable action items.

The body of the current report contains summaries, findings and action items, while the appendices
contain the full research behind the concepts presented. This revised format was approved by the
steering committee and is intended to bring focus to:

e What is working and what does not work;

e What changes need to be made or what actions need to be performed;
e Who will perform future activities; and

e When these activities should be completed.

Vision
Incentives and special economic zones are among the most visible economic development tools
available to attract new companies, expansions, or other forms of domestic and foreign direct
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investment. These tools complement a state or community’s innate characteristics to enhance the
overall competitiveness of the business climate. A successful competitive business climate positively
contributes to a state’s domestic economic development goals through job creation, capital investment,
knowledge and R&D creation, with spill-over effects on quality-of-life as a whole.

The benefits of investments are highlighted and frequently cited by business owners, policy makers and
politicians, yet less is known about how the benefits of these investments compare either directly or
indirectly to the costs of incentives awarded to attract the investment. Greater knowledge of the role
and efficiency of incentives to attract investment is required to gain insight into policy effectiveness and
the return on investment for taxpayer’s money. This is even more urgently required when the situation
is viewed against the background of increased public scrutiny of tax expenditures in general and
corporate incentives in particular.

Governments are often pressured to offer incentives because their competitors do, leading to what
some have called “bidding wars.” The current debate about this escalating competition has been
reflected at numerous International Economic Development Council (IEDC) conferences and last year in
a three-stage cycle of articles in The New York Times.

Today there are three main perspectives on investment incentives: no impact, great impact, and a
blended perspective. The academic view normally claims that incentives have little or no effect on
investment decisions and their location. A more industry-based perspective, however, usually claims
that site selection and investment decisions are all about incentives. Between those two extremes is a
more mixed and balanced view that claims that incentives do matter, but within a larger context of
factors like competitiveness of business environment, industry, business activities of investment,
investment motives, availability of labor and resources, access to market, etc.

Ultimately, there is a fairly fixed set of reasons for governments to provide incentives to attract
investment:

e To overcome a competitive weakness such as high costs or weak business climate (so-called site-
equalization outlays);

e To promote investment in deprived areas by offering incentives;

e To attract particular industries by offering specific incentives;

e To correct for market failures in the provision of capital and risk-taking of companies; and

e To change the image of a location to convey a more pro-business and marketable message.

Incentive policies that aim to attract specific industries or diversify a region’s economy tend to be more
effective, as well as those that facilitate start-up investments. In contrast, incentives policies that focus
on attracting investment in deprived areas are less effective since many firms do not want to be held
responsible for economic development policies that aim to create jobs in regions that do not have a
clear value proposition for specific industries.

In addition, incentives and other such programs tend to be more effective when companies have already
more or less reached the final stages of a site selection process and have shortlisted cities or regions
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that have a comparable business environment. In these cases incentives can play a crucial role in
facilitating the final decision in favor of one location over another.

At a global level, many firms increasingly view incentives as less important in realizing their investment
decisions, but focus much more on talent availability, expertise, capabilities and level of education of the
regional labor force as well as the stability of government policies. However, for those investments
driven by efficiency-seeking motives (e.g., cost reduction), incentives can play a larger role than
investments that are driven by market potential or resource availability (i.e., natural, talent, etc.). In the
latter two cases, customer potential and the availability of resources are the key driving factors of an
investment.

To sum up, incentives and credits are part of the overall business environment and are often (and

should be) regarded as the end game or ‘cherry on top’ or ‘icing on the cake.” Incentives are, in most
cases, not the key driver of an investment location decision by a company. Depending upon the industry
and type of business activities, companies explore multiple location drivers or factors before they take a
final decision on where to invest.

A Note on Transparency

As mentioned above, further public and corporate attention has been focused on tax credits, grants and
other incentives. As a result, governments around the world over are trying to determine and then
demonstrate the true effectiveness of these programs. They want to know what works, what does not,
and how to measure the return on the investment. This information provides critical guidance at a time
when governments are increasingly mindful of budgets and want to maximize results to their
communities and their electorate.

At the same time, companies and the general public alike are seeking clarity into how incentives are
awarded and the mutual responsibilities that such programs require from both the granting community
and the receiving company. Such transparency allows frank discussion on business needs and how the
public sector can help bring in attractive companies. It can also help to build an understanding of the
expectations made of companies as they invest in a community.

The current study Team has worked with many governments to comprehensively evaluate the economic
development incentive programs used to attract and retain companies. Each project has been a robust
review of costs, benefits, program goals, and outcomes. Important as well are proper institutional
alignment, clear eligibility criteria development and monitoring and evaluation mechanisms that are
workable. Additionally, the Team has produced a transparency index that uses a global incentives deal
database to rank US states on the level of disclosure and the availability of information on how awards
are granted.

Lessons learned from both areas are included throughout this and follow-on reports. This will also result
in suggested best practices for the State and for its communities on how construct and evaluate
incentive programs that work effectively.
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Analysis and Findings

Previous Studies’ Findings

The Team reviewed a significant number of reports and documents previously prepared for the State in
an effort to understand incentive history in the State of Maine. One concern echoed by multiple entities
is that the present report should be different and suggest new strategies for enhancing economic
development within the State of Maine. While this report does suggest new action items, many items
were are also echoed in previous reports. In many case the suggestions from the previous reports have
not been addressed in the interim and are still outstanding. Many are still relevant, and the team has
included additional specific implementable action items to address these ongoing concerns as well.

The suggestion of merging the Science and Technology required Economic Development report with the
Research and Development report is a recurring theme. The team fully supports this suggestion and
recommends carrying this through for the 2016 reports. Progress in the R&D field can and should still
be analyzed by a slightly different metric than general Economic Development programs. However,
placing the R&D section in the same report will not change the analysis method.

Some of the most frequently discussed concerns from previous reports are:

e The need to merge the Economic Development evaluation with the ongoing R&D evaluation
effort
e Address the difficulty of navigating Maine’s incentive programs
o Reduce confusion among current and potential business customers
e Improve current collaboration efforts between DECD and its partners
e Develop better company reporting mechanism
e Address reporting requirements - Survey response rate of 30% must be significantly improved
o Develop a business support portal that can be accessed online and via phone
e Improve marketing and outreach programs to promote existing programs and initiatives
e Work with assisted companies to better quantify program impacts
e Increase per capita income by increasing the skills of Maine workers
e Reassess the PTDZ program to include specific performance requirements and clawbacks
e Reassess the BETR program to speed up the reimbursement and processing and to include
“grandfathering” for existing companies
e Explore methods to increase willingness of local angels to invest in high tech
e Increase Maine’s total R&D/innovation through
o Incentivizing the academic world
o Continue offering incentives that support R&D/innovation company creation
o Creating an attractive environment in Maine that will encourage existing R&D
companies to move to Maine
o Encouraging knowledge transfer from university settings to companies so products can
be commercialized
o Aligning K-20 education with R&D/innovation goals
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o Considering creation of a statewide patent fund that invests in protecting innovative
ideas developed within the State of Maine

o Benchmarking Maine against other smaller states (small in population) with more robust
R&D programs and modify incentive programs based on the findings

Interviews

The Team has conducted 53 across 35 different companies and organizations that included various
stakeholders, policy makers, and companies within the State of Maine. Interviews were conducted to
record first-hand experience with Maine’s incentive programs as well as to gain insight into what
appears to work, and to collect perceptions on areas for improvement. The lists of interviewees
separated into two categories: those in the public realm who administered the programs, and those in
the private realm representing companies in the market. Most of the companies on the interview list
were also incentive recipients. Please see Appendix E — Interviews for the complete write-up and list of

those interviewed for this report.

Public Sector Interviews

The interviews with elected officials, administrators, and other public sector individuals helped the
Team to understand the numerous incentive programs and the importance to the state and to
industries. The Team also obtained incentive recipient lists and/or annual reports from these contacts.
Public sector interviewees were asked to identify any difficulties they or the companies face and make
any suggestions that could improve business within the State of Maine.

Some of the most significant and frequently discussed suggestions from the public sector include:

e Simplify the incentives offered so an incoming company can understand the eligible benefits;

e Eliminate unused programs;

e Renew incentive programs on a 10-year timeframe rather than renewing on a yearly or by
administration basis (stability for company receiving incentive);

e More generally, overhaul the State’s tax system;

e Provide earlier education for students about career paths where they will find immediate
employment out of college;

e Measure company success on more than employment growth, perhaps adding wealth
generation and capital investment;

e Make specific goals to bring more Maine residents past the $20 an hour employment barrier;

e Standardize terms so that policy makers and companies understand similarly in order to
complications (i.e., growth means jobs to the public sector but means capital to the private
sector);

e Develop workforce skills and provide better transferrable skills;

e Provide viable, Maine-based career options to young residents as they start their careers;

e Provide Portland with options to spur Economic Development and R&D;

e Use local college alumni lists to market Maine;

e Continue tax exemptions for Maine Manufacturing.
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Full interview details can be found in Appendix E — Interviews Public Sector.

Private Sector Interviews

The interview list began with a short list of companies provided by the DECD offices. It increased as
interviewees from both the private and public side suggested additional companies to interview. Most
of these companies have previously taken advantage of Maine incentives, although several were large
Maine companies that were specifically NOT interested in obtaining incentives through the State of
Maine. Most company representatives happily made time for us in their schedules.

Most of companies interviewed for this process originally located in Maine because the founders have
ties to the State. For some, they simply vacationed in Maine as children and wanted to live and work in
the same location as they vacationed. For some, it was returning to be close to family members or to
raise a family. Several small companies specifically cited one or more of Maine’s incentive programs as
being a reason they located in the State of Maine.

All of the small companies interviewed spoke highly of Maine incentive programs. Many noted that
while the paperwork was very hard to follow for the first year, it proved much easier in subsequent
years. The companies appreciated the personal help extended by program administrators to help them
through the documentation so they were not disqualified. Specific programs championed were Maine
Technology Institute (MTI) grant and loan programs, Pine Tree Development Zone (PTDZ) and
Employment Tax Increment Financing (ETIF). Of specific note, many companies worked extensively with
the University of Maine’s R&D labs and found this collaboration invaluable. Two companies not
included in the interview process felt that the Pine Tree Development Zone (PTDZ) program was costing
them more in paperwork than they were gaining from it. These comments were gathered when the
company representative refused to complete the DECD survey (administered by the team) because they
“were not receiving any benefits” from the PTDZ program.

Several large companies interviewed stated that the company was located in Maine because of the
beautiful surroundings, quality of life, ability to recruit to the state, and because they could create their
own corporate atmosphere of healthy and happy employees. Some of the companies did not take
incentives because of the extensive paperwork and because they felt their businesses were successful
enough not to need the assistance.

Below are the most important responses and suggestions gathered from the interview process:

e C(Create a centralized organization to act as a liaison between the company requesting incentives
and the incentive program administrators — a team that has knowledge of all the incentive
programs and can help guide companies to obtain the highest benefit;

o Simplify the incentives offered so an incoming company can more easily understand eligibility
and benefits;

o Simplify the reporting mechanism;

e Develop one standard application that works across all incentive programs;

e Assign coaches to companies to assist in securing the most out of incentives;
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e Renew incentive programs on a 10-year timeframe rather than renewing annually or by
administration basis (stability for company receiving incentive);
e Address infrastructure concerns:
o Natural gas access is not reliable;
o Roads to many parts of Maine are small and congested in the summer;
o Fiber may be adequate but depends on previous company operations per property;
o Railroad needs to become a viable option.

Additionally, Maine work ethic, quality of life, and natural surroundings were noted as significant
advantage to any company looking start or to locate in Maine. These both impact business operations
directly and also enhance the company’s ability to recruit additional workforce from out of state.

Full interview details can be found in Appendix E — Interviews Private Sector.

Incentives Overview

Incentive and credit programs are traditionally designed to enhance existing location advantages,
overcome potential liabilities, to draw investment to underdeveloped areas, market the location, or
some combination of the above. In order to understand the match between requirements and
solutions, the first necessary step is to better understand how well the State of Maine fares against its
competition. This will assist the Team to ascertain if the economic development tools available to the
State are effective.

Maine Incentive Programs Review
The Team reviewed 60 incentive programs offered through various branches of the State of Maine as
part of this report. Please see Appendix G - Survey or the chart in the survey findings section below for a

full list of programs reviewed.

Survey Findings

The Team invited just under 1,500 companies to take the survey, fulfilling the company’s reporting
requirement as outlined by the legislature. The Team worked closely with DECD and MTI during the
survey design process. In the end, two surveys were released. One was released to MTI companies
(MTI handled distribution of this survey) and a separate survey was released to the other program
recipients through DECD. The primary difference between the two surveys involved questions regarding
patents, commercialization, and other R&D specific questions that concerned MTI that was not critical
for this report. Table 1 provides an overview of all reviewed incentive programs.

Please find the full DECD and MTI survey in Appendix G - Survey.

Table 1 Reviewed incentive programs by number of responses, status of documents available by program, response rate, and
the method of program evaluation

' Responses Annual Program Evaluation Method
Reporting Text
15 or more Yes Business Equipment Tax Reimbursement IRR — Annual Report
15 or more Yes Employment Tax Increment Financing (ETIF) Review (where reports
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' Responses Annual Program Evaluation Method
Reporting Text

15 or more Yes Pine Tree Development Zones are provided) — Individual
15 or more No Sales Tax Exemptions (Manufacturing Machinery, Survey Response
Equipment and Tangible Personal Property) Assessment - Additional
Interviews if needed
5to 14 No Agricultural Development Grant Program Comprehensive Annual
5to 14 Yes Community Development Block Grant (CDBG) Report Review (where
5to 14 Yes Development Loans (MTI) rep.orts are provided) —
- Individual Survey
5to 14 Yes Maine Farms for the Future Grants Response Assessment
5to 14 No Maine Procurement Technical Assistance Center (PTAC)
5to 14 No Sales Tax Exemptions (Fuel and Electricity for
Manufacturing)
5to 14 Yes Seed Grant Program (MTI)
1to4 Yes Agricultural Marketing Loan Fund Comprehensive Annual
1to4 No Business Ombudsman Report Review and
1to4 Yes Cluster Initiative Program (MTI) Aggregated Survey
: P Assessment
1to4 No Commercial Facilities Development Program
1to4 No Commercial Loan Insurance Program
1to4 Yes Credit for Rehabilitation of Historic Properties
1to4 No Downtown Revitalization Grant Program
1to4 No Economic Development Program
1to4 No Economic Recovery Loan Program
1to4 Yes Jobs and Investment Tax Credit
lto4 Yes Maine International Trade Center
1to4 Yes Maine Manufacturing Extension Partnership (MEP)
lto4 Inactive — None  Maine Micro-Enterprise Initiative Fund
1to4 Yes Maine Quality Centers
lto4 Yes Maine Seed Capital Investment Tax Credit
1to4 Yes Maine Technology Asset Fund (MTI)
lto4 No Maine Technology Centers
1to4 No Municipal Tax Increment Financing
lto4 Inactive — None  North Star Alliance Cluster Award Matching Fund (MTI)
1to4 Yes Phase 0 and Phase Il SBIR Application awards plus TAP
support (MTI)
lto4 No Sales Tax Exemptions (Commercial Agriculture,
Commercial Fishing, and Commercial Wood Harvesting
Machinery and Equipment)
1to4 Yes Sales Tax Exemptions (Machinery and Equipment for
Research)
lto4 Yes Small Business Development Centers (SBDC)
1to4 No Speculative Industrial Buildings Program
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' Responses Annual Program Evaluation Method
Reporting Text

1to4 No TechStart Program (MTI)
0 No Brunswick Naval Air Station Job Tax Increment High level annual review
Financing for those where annual
0 No Business Equipment Tax Exemption reports can be obtained.
0 No Certified Media Production Tax Credit No review possible
0 No Communities for Maine's Future T rgports
cannot be obtained.
0 Inactive — None  Community Enterprise Grant Program Those will simply be
0 No Equity Capital Fund (MTI) listed as incentive
0 Yes High-Technology Investment Tax Credit program critical faults.
0 No Linked Investment Program for Agriculture
0 Yes Linked Investment Program for Commercial Enterprises
0 Yes Loring Development Authority
0 Yes Maine Biomedical Research Fund (MTI)
0 Yes Maine Economic Development Venture Capital
Revolving Investment Program (VCRIP)
0 No Maine Made - Maine Products Marketing Program
0 Yes Maine New Markets Capital Investment Program
0 No Maine Patent Program
0 No Maine Tourism Marketing Promotion Fund
0 Yes Marine Research Fund (MTI)
0 No Midcoast Regional Development Authority
0 Yes Potato Marketing Improvement Fund
0 Yes Regional Economic Development Revolving Loan
Program
0 Yes Research Expense Tax Credit
0 Yes Sales Tax Exemptions (Products Used in Agricultural
and Aquaculture Production, and Bait)
0 Yes Shipbuilding Facility Credit
0 Yes Super Credit for Substantially Increased Research and
Development

Annual Report Review Findings

The team reviewed the annual reports for four Maine incentive programs. Some annual reports were
provided in a timely manner at the first request while others have remained more elusive. In some
cases, there has been silence even after several attempts to contact the administering organization.

There is a column in the chart in the above section which indicates the status of the annual report
gathering activity.

Where annual reports were available, the review process looked at the following indicators:
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e Trends by year if the data is available:

o Number of jobs created
o Number of jobs retained
o Value and/or cost of program
o Average benefit received by company

o Note the following data by program:
o Isthe program traceable?

= |sthere a website you can find with a Google search?

LocationSelector

= Does itinclude annual reports in a location that you can readily find?

= Does itinclude application process and forms online?

O O O O

Note eligibility requirements
Note if the program claims any purge activities for non compliant companies
Note benefits and caps on benefits

Note if the program has any specific sector targets

The team reviewed the following programs using this process:

e The Loring Development Fund

e Target Technology Incubator (R&D specific)

e Maine Tourism Marketing Promotion Fund (MTMPF)

e Maine Manufacturing Extension Partnership (MEP)

Table 2 represents a summary of the annual report review. Please find a more detailed review of the
programs in Appendix F — Annual Report Review.

Table 2 Summarized reviews of Target Technology Incubator, Loring Development Fund, MTMPF, and MEP

Target

Technology
Incubator

Loring
Development
Fund

Maine Tourism
Marketing
Promotion Fund

Maine Manufacturing

Extension Partnership
(MEP)
2012-2013

Number of Jobs Created 2012

(MTMPF)

89 direct 599 indirect new

5 1,082 = .
and retained
Number of Jobs Retained 2012 B B B 178 direct 599 indirect
new and retained
Value of Program 2012 $1,000,000 $4,397,205 B See Appendix
(Total Revenue)
Value Cost of Program 2012 _$200,000 (Tgtal $893,200 See Appendix
Funding)
Average Benefit Received by Company _ _ _ .
2012
Is the Program Traceable? Yes Yes Not easily Yes
Is There a Website you Can Find With a Yes Yes Not easily Yes
Google Search?
Does it Include Annual Reports in a No No No Yes

Location That You Can Readily Find?
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Maine Tourism Maine Manufacturing
Marketing Extension Partnership
Promotion Fund (MEP)

(MTMPF) 2012-2013

Target Loring

Technology Development
Incubator Fund

Does it Include Application Process and

N N Yi N
Forms Online? © ° es °
What are the Target Sectors of the R&D/Innovation None  Tourism Industry Manufacturing
Program?
Are the Benefits of the Program Clearly In Annual Report
Stated? Yes Yes and legislative Yes

mandate only

Are the Eligibility Requirements Posted
Online and Clear?

Does the Program Claim to Purge Non-
Compliant Companies?

Are There any Caps on Benefits? - - - -

Yes No Yes No

Cost Benefit Analysis

Many US States make use of a comprehensive set of fiscal and financial incentives to attract investment,
and increasingly, legislation is forcing State Governments to conduct periodic cost benefit assessments
(CBAs) in order to evaluate the effectiveness of their programs. lIts effectiveness is, in essence, the
outcome of a formula that incorporates the extent to which programs are being utilized, what economic
development benefits are welcomed at which financial costs.

For smaller (lower funding level) incentive programs, the most common means for evaluating costs and
benefits is to assess the additional number of jobs created or retained as well as the amount of
attracted capital investments. The cost of the program equals the taxes foregone or the annual amount
of public aid that was awarded in the form of a grant or subsidy. This static approach is appropriate
when there is little additional documentation or data availability of the specific program aside from
these parameters. In addition, from a resource perspective, a straightforward and static CBA approach
is justified for less critical programs, especially when different programs must be evaluated
simultaneously.

If the incentive program is more substantial and involves a larger group of certified companies, it is
preferable to measure the direct and indirect costs and benefits by means of an Internal Rate of Return
(IRR) simulation technique. An IRR simulation technique measures the interrelated economic and
financial impacts of the aggregated group of firms benefitting from that program.

Consider for instance the Pine Tree Development Zone (PTDZ) program offering corporate income tax
reductions, sales tax exemptions and Employment Tax Increment Financing (ETIF) Benefits. At an
aggregated firm level group, the overall incentive program impacts the overall operating and fiscal costs,
thus, subsequently the aggregated profitability. Additional profits are re-invested or partly paid in the
form of dividends to Maine residents, which ultimately, spend more of their net disposable income on
local products and services, creating more local demand (i.e. indirect or multiplier benefit). The
additional personal income taxes and additional dividends taxes resulting from more jobs or higher
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dividends, as well as the additional corporate income taxes and sales taxes though increased local sales
are direct benefits for the State of Maine show how all these economic developments interrelate. This
type of financial modeling incorporates the dynamic economic welfare effects over time (i.e.a3to 5
year period) and uses a more holistic approach towards the economic development indicators.

Similarly from a cost perspective, it is necessary to assess what would have happened to Maine’s
economy if the specific incentive program was not provided at all. Economists refer to these as
“counterfactual arguments”. In other words, what would have been the direct and indirect financial
consequences when, for instance, the number of retained jobs had to be deducted from the total
headcount as a result of abandoning this program? How would this loss in employment impact the total
labor costs, total sales revenues, and profitability, resulting in lower personal income taxes, sales taxes
and corporate income taxes? Does this loss in tax revenues compensate for not having to spend public
means to finance this incentive program?

Four comprehensive and prioritized incentive programs, the Business Equipment Tax Reimbursement
(BETR), the Pine Tree Development Zone (PTDZ), the Development Loans (DL) and the Commercial Loan
(CL) program administered by the Finance Authority of Maine have been subject to a dynamic and
comprehensive CBA in the form of an IRR analysis. The methodology and results are outlined in the next
sections.

Results of the Cost Benefit Analysis

There are different techniques to evaluate the costs and benefits of incentive programs. In this study,
the IRR approach (in some cases also referred to as the Economic Rate of Return or ERR) was chosen as
it allows for a straightforward and consistent comparison of the positive (or negative) multiplier effects
for Maine’s economy over a longer period of time. More explicit to this case, this analysis shows the
financial feasibility by calculating the amount of dollars the State of Maine can expect in the form of
additional tax returns for each invested dollar that was spent on the program over a period of three
years. The financial amounts in previous years have been discounted at a rate of 5% to present the
current values.

The financial effects of not spending public funds have also been incorporated. Negative effects incur
when companies are not able to retain their jobs as a result of not providing or abandoning the
program. Pro rata, the aggregated total sales output, total taxable income, and total amount of
spendable income will be lower. Our analysis calculates the direct financial tax returns in the situation
in which companies enjoy an incentive benefit versus a situation in which the same incentive program
was not offered.

Survey and Annual Report

Various sources have been used to assist in the development of the CBA analysis. The two most
important primary sources are the annual reports of the respective programs and the survey that was
released to the companies receiving state aid. In the survey, specific questions were addressed to
identify the direct and indirect benefits that can be attributed to the specific programs. In addition, the
survey helped to identify important company specific indicators such as, amongst others, total sales
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revenues, cost to sales, salary costs, headcount, ownership structure. The averages per company were
then multiplied with the actual number of companies certified for a specific program to get an
understanding of the aggregated totals.

Secondary sources such as the Maine Revenue Services were consulted to validate important tax rates,
such as the corporate income tax rates, personal income tax rates, sales and use taxes as well as payroll
and dividends tax rates. At federal level, the Internal Revenue Service (IRS) provided the corporate and
personal income tax rates. Labor cost statistics for different job functions in the State of Maine were
sourced from the Bureau of Labor Statistics (BLS). Finally, business literature and trusted media sources
from Bloomberg and others were consulted to verify commercial loan rates and other underlying
financial ratios.

It should be noted that there are additional programs for which annual reports are or should available
and included in this analysis. However, these reports were received late and therefore have not been
effectively examined or included in this report.

Presentation of results

The direct benefits and costs (in the form of reduced tax revenues) for the State of Maine are
differentiated into the following direct tax revenues (for the BETR program the property taxes were
included):

e Corporate income tax;
e Personal income tax;
e Dividends tax;

e Sales tax; and

e Payroll tax.

A positive IRR implies a viable investment recommendation, however, strictly from a financial point of
view. If the IRR is negative, certain incentive programs might still be of critically important to the
economy of Maine, albeit from a socio-economic or community welfare perspective. Important indirect
benefits in the form of additional capital investment, increased exports, higher demand for local goods
and services have been calculated in the CBA analysis and can be found in Appendix H — Cost Modeling.

This appendix also provides further details with regards to the specific methodologies, sources,
assumptions and cash flow calculations. The next sections strictly concentrate on the direct financial
revenues (or losses) and of the four programs.

Business Equipment Tax Reimbursement

The Business Equipment Tax Reimbursement Program (BETR) is designed to encourage new capital
investment in Maine and provides for a reimbursement of property taxes paid on qualified tangible,
personal, depreciable property held for business use, and first placed into service in Maine after April 1,
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1995™. Reimbursement of 100% of taxes paid is limited to 12 years. After 12 years, the reimbursement
percentage declines until reaching 50% in year 18. The 50% reimbursement rate remains in effect for
the remaining life of the property.

The results of the IRR study are portrayed in Table 3:

Table 3 BETR benefits for the State of Maine, with and without incentives

I Benefits for State of Maine With Incentive Without Incentive

Corporate income tax $148,417,234 $122,995,581
Personal income tax $307,916,956 $255,175,385
Dividends tax $426,087,689 $348,800,204
Sales tax $25,729,470 $22,429,093
Payroll tax $209,578,855 $171,563,622
Property tax $156,218,476
Tax Revenues $1,117,730,204 $1,077,182,360
Cost of administrating the program $532,708

Direct Revenues after incentive costs $1,117,197,496 $1,077,182,360
IRR Incentive Program: Direct Benefits 3.7%

The IRR shows a positive percentage of 3.7%, which implies a return of 1.037 dollars on each dollar
invested in the program. The cost of the program in the form of the property tax reimbursement of
$156 million over a 3 year period (i.e. discounted at a rate of 5%) plus the cost of administering the
program $0,532 million is sufficiently compensated by higher tax revenues. By filtering the survey
results to companies exclusively making use of the BETR program, it was found that these companies on
average created 1.54 addition jobs and retained 18.8 jobs. Taking into account that there are 399
companies certified as a BETR recipient, this results in 614 direct new jobs and 7413 retained jobs in
2012. Without providing this program, these jobs would otherwise have been lost, and less personal
income taxes and payroll taxes in the form of the unemployment tax, would have been received by the
MRS.

Additional jobs results in additional personal income tax revenues and a higher aggregated disposable
income, which in turn, results in a higher local demand and increased sales taxes. Higher corporate
income tax revenues can be explained by the fact that the reimbursement, ceterus paribus, improves
the bottom line. The fact that 113 million in additional capital investment and 47 million in additional
exports over the period 2010 — 2012 has been generated adds to the positive evaluation of this
program.

M public utilities, cable television companies, or providers of radio paging, mobile communications, satellite direct
TV, or television distributions services are ineligible for BETR reimbursement. In addition, office furniture, lamps
and lighting fixtures, buildings, and land are excluded.
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Pine Tree Development Zone

The Pine Tree Development Zone (PTDZ) program offers eligible businesses in Maine the chance to
greatly reduce, or in some cases, virtually eliminate state taxes for up to ten years. Eligible businesses
include firms engaged in any of the following sectors: biotechnology; aquaculture and marine
technology; composite materials technology; environmental technology; advanced technologies for
forestry and agriculture; manufacturing, including precision manufacturing; information technology; and
financial services.

Benefit highlights include:

e 100% Corporate Income Tax credit for 5 years; 50% credit for years 6-10
e Elimination of Property Sales & Use Tax for 10 years
e 80% Employment Tax Increment Finance (ETIF)

In the model, an assumption is made that all eligible companies maximize their benefits.

Corporate Income Tax Credit
The corporate income tax credit can be used to calculate the effective tax burden for eligible PTDZ
companies by using the following formula: 5yrs*0%*8.35%)+(5yrs*50%*8.35%)/10yrs period

The effective corporate income tax rate during the 10 years is then equal to 2.09%

Property Sales & Use Tax

The sales and use tax exemption set forth in 36 M.R.S.A. § 1760(87) applies to sales of tangible personal
property made on or after July 1, 2005, to a certified PTDZ business “for use directly and primarily in one
or more qualified business activities.” Tangible personal property that is taxable usually includes items
like portable machinery and equipment, office furniture, tools, vehicles, and supplies held by
businesses.

ETIF

Employment Tax Increment Financing assists in the financing of business investment projects that create
at least 5 net new, high quality jobs in Maine. An ETIF-approved business may be reimbursed 80% in
Pine Tree Zones of the state income tax withholdings from the net new payroll for up to ten years.
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The results of the IRR study are portrayed in the Table 4:

Table 4 ETIF benefits for the State of Maine, with and without incentives

I Benefits for State of Maine With Incentive Without Incentive
Corporate income tax for the State of Maine ' $178,200,497 . $537,724,597
Sales Tax revenues $651,530,191 $704,356,925
Personal income taxes for the State of Maine $237,054,316 $141,122,719
Residents dividends tax $121,127,400 $107,700,632
Payroll taxes employer State of Maine $23,469,368 $69,858,695
Direct Tax Revenues $1,211,381,772 $1,560,763,568
Cost of administrating the program $532,708
Direct Revenues after incentive costs $1,210,849,063 $1,560,763,568
IRR Incentive Program: Direct Benefits -22.4%

The three integrated benefits in the form of a reduced corporate income tax rate, sales and use tax
exemption, as well as the reimbursement of payroll taxes clearly leave their marks in the direct financial
revenue streams. In 2012, 285 certified companies created 5,010 new jobs and 4878 jobs were
retained. These statistics explain the significant difference in the amount of personal income taxes.
Lower effective corporate income tax rates results in higher profitability and higher dividends tax
revenues.

Important consideration

The negative IRR implies that the PTDZ is an expensive program, however the model currently assumes
that all companies would have established themselves in the State of Maine regardless whether they
would be entitled to the benefits of PTDZ or not. Without the PTDZ, perhaps only 6 out of 10 companies
would establish in Maine (i.e. a sensitivity of 60%).

Critically, the PTDZ includes “but for” language, stating that the PTDZ benefits are the final driving factor
in selecting the location and that the company would not have chosen to locate in Maine ‘but for’ this
funding. Hence, the sensitivity index could be set at 0%. Regardless, a range of values better
demonstrates the value and impact of the program.
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Table 5 shows the impact of the sensitivity index on the IRR.

Table 5 PTDZ sensitivity index and the IRR

I Sensitivity index _IRR |
0% 125.2%
25% 72.2%
50% 30.7%
75% -0.2%
100% -22.4%

Source: Author’s own calculations

The exact sensitivity index remains arbitrary, however, as table XX shows, breakeven point is reached
with a sensitivity index of 75%. More concrete, 25 out of 100 companies would not have established
themselves without the PTDZ program, and this explains why the IRR becomes positive proportionate to
a lower sensitivity index. The other end of the spectrum (i.e. 0%), illustrates the IRR of 125.2% and
simulates a scenario in which none of the 285 PTDZ companies would have established in Maine without
the PTDZ program.

Development Loans by Maine Technology Institute (MTI)

Development Loans of up to $500,000 are offered three times a year to fund later stage R&D activities
leading to commercialization of new products such as prototype development, testing and
manufacturing pilot projects. Loan repayment is triggered by commercialization of the technology. All
projects must fall under one of Maine’s seven technology sectors and require matching investments of
1:1. Loan repayment is triggered by commercialization of the technology. MTI is administering this soft-
loan program and during the period 2010 — 2012 the institute approved 32 business projects and
provided close to 9.3 Million in conditional loans.
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The results of the IRR study are portrayed in Table 6:

Table 6 MTI benefits for the State of Maine, with and without incentives

LocationSelector

| Benefits for State of Maine With Incentive Without Incentive |

Corporate income tax for the State of Maine $3,633,222 $3,047,827
Sales Tax revenues $3,396,252 $2,828,575
Personal income taxes for the State of Maine $2,316,188 $1,454,919
Residents dividends tax $556,902 $548,961
Payroll taxes employer State of Maine $1,146,562 $720,215
Direct Tax Revenues $11,049,126 $8,600,497
Cost of DL and grant program $848,603

Cost of administrating the program $532,708

Direct Revenues after incentive costs $9,667,314 $8,600,497
IRR Incentive Program: Direct Benefits 12.4%

Over a period of three years and with an IRR of 12.4%, the CBA model for the development loan

program by MTI shows a solid financial outcome. Because the conditional soft loans need to be repaid

within 7 years from commercialization, only the difference between the commercial interest rate (i.e.

6%) and the effective MTl interest rate (i.e. 3.1%) results in a direct loss of revenues. The cost of the

associated Business Accelerated Grant, a non-repayable grant for successful MTI-funded companies to

bring their new products or services to market has been added. Finally, the cost for administrating the

program complements the overall costs.

The average size of MTI funded companies consists of 20 employees in 2012 and based on the MTI

survey results, this number increased from 16.8 employees in 2011. Furthermore, the survey illustrates

that these companies are growing relatively fast with on average an additional workforce of 5.35

employees per MTI funded company. In total, the 32 companies that successfully applied for the

development loans employed 521 employees and realized a total of $13.3 million in annual sales. The

average development loan per company is $281,000 in 2012, a little lower compared to 287,000 in 2011
and 296,000 in 2010. All other (indirect) financial benefits can be found in Appendix H — Cost Modeling.

FAME programs

The fourth and final incentive programs that are subject to this CBA assessment are the Commercial

Loan Insurance Program and the Economic Recovery Loan Program, two of the most important

programs administered by the Finance Authority of Maine (FAME).

Commercial Loan Insurance Program

Loan Insurance helps cover a bank's credit risk. For a business, it may mean the difference between

obtaining a loan, going out of business, or never getting the opportunity to start a business. Loan

insurance is available for almost any prudent business activity, and insures up to 90 percent of a loan to
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a maximum FAME insurance exposure of $4 million. This maximum insurance amount is set at least
annually in accordance with FAME's Direct Loan and Loan Insurance Credit Policy.

Economic Recovery Loan Program (ERLP)

This program provides subordinate (gap) financing to assist businesses in their efforts to remain viable
and/or improve productivity. From time to time, FAME utilizes funds in this program to address specific
business community needs. Eligible companies are Maine-based businesses that exhibit a reasonable
ability to repay the loan and demonstrate that other sources of capital have been exhausted.

In FY13, FAME provided loan insurance on 311 occasions to banks for loans to 261 Maine businesses
totaling $32,565,491. During this year, FAME made a total of $536,276 in payments on its loan
insurance obligations for nine separate defaults and liquidations. This constituted 0.56% of FAME's total
mortgage insurance obligations. The Economic Recovery Loan Program provided 31 loans to Maine
businesses totaling $4,815,411 in 2013. In the results below, the benefits and costs of both programs
have been integrated.

The results of the IRR study are portrayed in Table 7:

Table 7 FAME benefits for the State of Maine, with and without incentives

Benefits for State of Maine With Incentive Without Incentive
Corporate income tax for the State of Maine $890,949,194 $746,282,493 '
Sales Tax revenues $772,028,392 $646,799,722
Personal income taxes for the State of Maine $182,098,249 $146,781,049
Residents dividends tax $136,565,166 $134,617,737
Payroll taxes employer State of Maine $90,142,438 $72,659,686
Direct Tax Revenues $2,071,783,438 $1,747,140,687
FAME Revenues from loan insurance program $1,463,525

FAME Revenues from ERLP $350,671

Cost to cover for default $485,249

Cost of administrating the program $532,708

Direct Revenues after incentive costs $2,072,579,677 $1,747,140,687
IRR Incentive Program: Direct Benefits 18.6%

In line with the Development Loans Program of the MTI, also both FAME programs demonstrate a
strong financial end result. The annual fees for the commercial loan insurances vary between 1% and
2% annually depending the terms and conditions. In addition to the annual fees, companies pay an
application fee of 1% and a 1*' year commitment fee of 1%. Based on an average loan amount of
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$150,207 this results in an annual effective fee of 1.26% per year equivalent to an amount of $1,893".
Similarly, the effective fee rate for the ERLP, based on a 5 year payback term is 2.2% in addition to the
commercial rate of 6%. This includes the additional start up fees in year 1.

According to FAME’s annual program, both programs assisted 248 companies in realizing 810 new jobs
and retaining 3,903 in FY12. When the program would not have existed, these 3,903 retained jobs
would have been lost. In turn, the significantly lower headcount results in considerably lower sales
revenues, and therefore also a lower aggregated corporate taxable income. In absolute terms, this
effect offsets the negative effects of the additional finance and insurance costs. This explains why the
corporate income tax revenues for the State of Maine are still higher with incentives even though
companies need to pay a premium for the insurance and loans.

The high number of retained jobs - in combination with a much higher volume of local sales - are the
main components behind the robust IRR result. This is further stimulated by the fact that FAME receives
direct revenues for their financial services. Finally, the default rate (i.e. considered a direct cost) is low
and amounts 0.56% on outstanding loans, resulting in a total cost of $485,249 between 2010 and 2012.

State Benchmark Assessment

Introduction

This section of the report provides the following five benchmark analyses based on various databases to
which the ICA Team has access. The full analysis of the benchmark ranking may be found in Appendix | —
State Benchmark Assessment.

Benchmark 1 — State Investment Trends: The State Investment Benchmark uses proprietary FDI and
domestic investment data from FDI markets, a database by FDI intelligence of the Financial Times, that
tracks greenfield investment projects (i.e., cross state and foreign) as well as expansion projects. It does
not include mergers and acquisitions (M&A) or other equity-based or non-equity investments. Retail
projects have also been excluded from this analysis. The benchmark explores the competitive position
of the State of Maine in attracting FDI and domestic investment from various source markets and in
different industries and business activities.

Benchmark 2 — Business Environment Competitiveness: This section highlights the competitive
position of the State of Maine compared to other US states by benchmarking different components of
the State’s overall business environment. A set of public indicators and indices have been collected
from various sources that allow for interstate comparisons across a range of dimensions of
competitiveness. The location benchmark of the ICA team provides a different approach than more
conventional location analyses. Rather than analyzing location parameters such as unemployment
rates, number of issued patents or educational attainment, this location benchmark uses existing
benchmarks based on a wide range of such parameters. Comparing and contrasting multiple location
benchmarks and rankings enables performing a wider and more profound state-level analysis since such
an analysis is based on a wide range of rankings that complement one another.

! This rate is calculated based on a 10 year payback term

Investment Consulting Associates (ICA)

Comprehensive Evaluation of State Investment in Economic Development
Prepared for Maine DECD




NVESTMENT

#’ CONSULTING ASSOCIATES LocationSelector

ICAincentives

-com

Benchmark 3 — Incentive Award Productivity: This analysis shows trends in incentives across the United
States, highlights recently awarded incentives to companies investing in different states and shows
which incentive programs offered by state governments are most active. The analysis uses data from
ICA’s proprietary incentives deal database: ICAincentives.com.

Benchmark 4 — Transparency in Incentives: This analysis shows transparent statutory incentive
programs and transparency in the public communications regarding the amount of public funds that
have been allocated to different incentive programs are fundamental to a successful and sustainable
incentive policy framework. In line with the incentive trend analysis, this section will also introduce a
State Incentive Transparency Index developed by ICA. This Transparency Index is a composite measure
that ranks the States according to their incentive transparency policies. Finally, this section concludes
with detailed research that shows how other states have implemented successful evaluation and
monitoring techniques to assess the effectiveness of incentive programs.

Benchmark 5 — Competitive States Programs: This benchmark focuses on specific incentive programs
across competing states. ICA has selected three competitive states as its benchmark for analyzing
incentive programs across these states, Connecticut, Massachusetts and New Hampshire.

Benchmark 1 — State Investment Trends

With 69 investment projects during 2007 — 2013, Maine’s performance in attracting investments, capital
and jobs is slightly below par when compared against its share of national GDP. Yet, Maine outperforms
neighboring states such as Rhode Island and Vermont, and with more than 7,500 new jobs and $3.77
billion in capital, foreign and domestic investments contribute significantly to Maine’s overall economic
development goals.

Investment projects peaked in 2013

In the State of Maine, a total of 14 investment projects were recorded in 2013, equivalent to a share of
20.3% of the total number of projects (i.e. 69 investment projects between 2007 —2013), the highest
percentage ever. Last year only, a total of 836 jobs were created and $292.10 million capital was
invested by these projects, representing 11% and 7.7% of total jobs and capital investment respectively.

Key investors account for one quarter of projects

The top 10% of investors have created a total of 17 projects, 25% of the total projects. These investors
have created a combined total of 1,355 jobs, nearly one-fifth of the overall total. The combined capital
investment from these companies reached $1.02 billion, or more than one-quarter of the total for all
companies.

Business Services is top sector with one-sixth of projects

Out of a total of 22 sectors, Business Services accounted for 15.9% of projects. Project volume in this
sector peaked in both 2011 and 2013 with three projects tracked in each of these periods. Total jobs
creation and capital investment in this sector was 600 jobs and $52.40 million respectively.
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Largest projects originate in Spain

With an average project size of $1.40 billion, projects originating in Spain are approximately 25.6 times
larger than the average across all source countries. Ranked sixth in overall projects recorded with one
project, Spain created a total of 3,000 jobs and $1.40 billion capital investment.

Top five destinations attract almost one-third of projects

Out of a total of 24 destination cities, the top five account for almost one-third of projects. Portland is
the top destination city accounting for one-eighth of projects tracked. Total investment into Portland
resulted in the creation of 222 jobs and $71.40 million capital investment, averaging 24 jobs and $7.90
million investment per project.

Benchmark 2 — Business Environment Competitiveness
Location Competitiveness Benchmarking: a corporate perspective

Companies making expansion and relocation decisions typically go through a process similar to the
diagram on this page. This process begins with the company identifying their business opportunities,
constraints and needs for the new facility, and then progresses through an evaluation of location
options. This evaluation process continues to narrow the list of options until the company is prepared
to negotiate with the last (and best-fit) handful of communities and sites remaining on the list.

Importantly, this process usually starts with a regional, national, or even international long list of
location options. This then proceeds through a multiple-phase screening process that winnows out
lower performing locations. State and local economic development agencies are typically contacted at
the completion of these first screening rounds of collected data. This then gives them the opportunity
to present specific sites and communities within the broader region.

Without prejudicing the analysis to any one use or industry, the Team has developed a review that
allows comparison and contrast of multiple location benchmarks and rankings that enables performing a
wider, more profound, state-level analysis. The result of taking into account various benchmarks is that
rankings are confirmed and/or more nuanced. A state that underperforms in one benchmark could be
counterbalanced by an over-performance in another ranking, whereas a state that scores well in both
rankings sees its position confirmed. Longitudinal comparisons across the same rankings are more
common; however comparisons at the same moment in time between multiple location rankings are
rare.

A total of 19 benchmarks ranking US states have been used to produce a broad-based benchmark.
These benchmarks include media location benchmarks (e.g., Forbes and CNBC), well known for their
comprehensive analyses of state competitiveness, as well as less known, more topic-specific indices. In
order to provide structure, the benchmarks of the following 19 sources have been clustered into seven
groups:

o Competitiveness
e Business Climate
e |nnovation
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e Economic Freedom
e Entrepreneurship
e State Management
e Quality of Life

This methodology provides a comprehensive evaluation across industry types. Later reports will provide
a factor-by-factor evaluation for industry- specific, cluster targets against peer states.

Generally, Maine performs poorly with an on-average ranking of 35.05. Only Hawaii, Mississippi,
Arkansas and West Virginia perform worse. West Virginia performs worst with an on-average overall
score of 42.37, higher numbers indicating lower rankings. Furthermore, Maine scores below the New
England on-average ranking of 29. Geographically proximate states such as New Hampshire,
Massachusetts and Connecticut perform considerably better than Maine, while Vermont and Rhode
Island score similarly.

While the results vary based upon the specific measure of each study, Maine typically suffers from poor
data availability and/or perceptions of business climate and overall competitiveness. These measures
are fairly general indicators of economic performance of a given state as such rankings are usually made
up of a large number of overarching components, typically including workforce, infrastructure,
technology, quality of life, cost of doing business, education and tax legislation. The difference between
such rankings relates to the emphasis on one of these components. Innovation is measured more
diversely in national studies and, as a result, Maine does rank more favorably, but within the bottom
half of all rankings. Rankings for entrepreneurship — defined as the degree to which state legislature
enables and facilitates a small business environment and how a state’s population adheres to such an
entrepreneurial environment - are even more uneven, with one ranking placing the State 15th overall
(exceeding Massachusetts, Rhode Island and New Hampshire).

State Management rankings evaluate Maine diversely as well. The Wall Street Journal admires the
State’s ability to govern smoothly. However, Maine’s incentive and credit programs are judged to suffer
from a lack of transparency, resulting in a low overall rank.

Finally, the State of Maine ranks consistently scores well for quality of life. This should result in
increased ability to attract talent and entrepreneurs of all stripes to the State if other areas were to be
addressed.

Benchmark 3 — Incentive Award Productivity

This incentive benchmark examines the productivity of the amount of awards tracked. Awarding large
sums does not automatically generate proportionate benefits in terms of capital expenditures and
created employment. States considered “big spenders” (e.g., Louisiana, Pennsylvania, New Jersey and
Connecticut) initially appear to have attracted considerable amounts of investments and new jobs.
States can be categorized accordingly:

e States that both attracted a significant amount of capital expenditures and created new
employment but also spent considerable budgets on awarding incentives include Michigan,
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Tennessee, Ohio, Kentucky, New York, Indiana and, to a lesser extent, Louisiana. In absolute
terms, these states seem to have performed rather well.

e States that attracted a significant amount of capital expenditures though did not transmit its
budget spent on incentives into employment creation includes California.

e States that created a high number of jobs but did not attract large proportions of capital
expenditures whilst spending much public money on incentives include Pennsylvania and New
Jersey.

e States that spent quantities on incentives that did not transfer into either significant capital
expenditures or employment creation include Arizona, Connecticut, Colorado, Idaho and
Nevada. These states have performed in a rather poor way.

e On the opposite, states that are not considered as the top-15 “big spenders” but did feature in
the top-15 of attracting capital expenditures and employment creation include Texas, North
Carolina and Florida.

However, a closer look on relative numbers reveals that some states rank high in terms of average value
per awarded incentive and value of awarded incentive per created job and score low on the rate on
investment per awarded incentive. On the contrary, sates that seem to generate disproportionately
more benefits in terms of capital expenditure and new jobs are Tennessee, North Carolina and Indiana.
These states do not feature in the top-15 of average value per awarded incentive and value of awarded
incentive per created job nor do they feature in the bottom-15 of rate on investment per awarded
incentive.

Benchmark 4 — Transparency in Incentives

These figures indicate that Maine could improve its transparency on its awarded incentives. By
categorizing its awarded incentives according to the incentive programs, there would be a better link
between number of programs and number of awarded incentives and increase Maine’s rank. In
addition, Maine should provide more award information on all its programs as currently only one
program is featured in the ICAlncentives.com database. Parallel to informing the public on its programs,
the benefits should be disclosed as well. This will not only enhance Maine’s rank on transparency lists
but also improve public accountability and trustworthiness towards its tax payers.

Benchmark 5 — Competitive States Programs

ICA has selected three competitive states as its benchmark for analyzing incentive programs across
these states, Connecticut, Massachusetts and New Hampshire. During the research on other states’
evaluations, ICA uncovered several states that have implemented wide-ranging incentive evaluations,
including Pennsylvania, Oregon, California and Texas. It also consulted industry benchmark data
including ICA’s own Transparency Index and The Pew Center report, Evidence Counts, Evaluating State
Tax Incentives for Jobs and Growth, published in April 2012.

The State of lowa, which has a thorough evaluation and is transparent in its findings, has been selected
as a fourth benchmark state. As with Maine, lowa has an agricultural base and is competing against
larger, more centrally-located states, in order to develop and attract businesses. lowa has also sought
to diversify its economic base.
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Each state selected for review has one prominent incentive program that combines several types of
programs for maximum benefit to the locating company. In Maine, the Pine Tree Development Zones
are the primary focus. In the other states, they include:

e Massachusetts: Economic Development Incentive Program (EDIP);
e Connecticut: Enterprise Zone Program ;

e New Hampshire: Economic Revitalization Zone Tax Credits; and

e lowa: High Quality Jobs Program (HQJ).

Table 8 to
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Table 12 provide a summary of the benchmark analysis across different parameters of incentive
programs:

Table 8 Summary of benchmark analysis on Maine's Pine Tree Development Zone Program

| state Maine |
Programs (name) Pine Tree Development Zone Program (PTDZ)
Benchmark variables
Type of Program- description Reduce or eliminate state taxes for up to 10 years through a variety of ways
when creating new, quality jobs in certain business sectors or move existing
jobs in those sectors to Maine.

Definitions A new, quality job is defined as one that exceeds per capita salary in the
locating county and includes access to group health insurance and retirement
benefits.

Fiscal or non-fiscal Fiscal incentives including tax credits on corporate income and insurance
premiums, exemptions on sales and use tax, income tax reimbursements and
reduced electricity rates. Rates and duration depend on the location.

Location bound Yes. Maine is divided into two tiers:

Businesses located in Tier 1 municipalities are eligible for 10 years of benefits
(economically distressed areas); and
Businesses located in Tier 2, which are eligible for only five years of benefits.

Policy objectives To further strengthen target sectors and clusters at which Maine has strength
and has proven it can compete against regional states and their programs in
combination with job creation.

Target sectors  Biotechnology
Aquaculture and Marine Technology
Composite Materials Technology
Environmental Technology
Advanced Technologies for Forestry and Agriculture
Manufacturing and Precision Manufacturing
Information Technology
Financial Services
Implementing institution Department of Economic & Community Development (DECD).

Eligibility criteria Companies active in one of the target sectors, creating at least one new,
quality jobs including access to benefits and capital investment.

Funding sources/timing Ranging from 5 to 10 years, depending on the location.

Application procedures Certification by the DECD that without the PTDZ benefits, the company could
not expand or start a new business in Maine. DECD will acknowledge the
letter, after which the company can complete the application for certification.

Clawback provisions  Not explicitly mentioned.
Monitoring and Evaluation (M&E) Not explicitly mentioned.
schemes and procedures
Example companies/investments Backyard Farms, Madison, for which the incentives played a key role in
growing to over 220 employees in 6 years.
Source: Investment Consulting Associates — ICA Research and www.ICAincentives.com

Table 9 Summary of benchmark analysis on Massachusetts' Economic Development Incentive Program

I Commonwealth Massachusetts

Programs (name) Economic Development Incentive Program (EDIP)
Benchmark variables
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Type of Program- A tax incentive program designed to foster job creation and stimulate business growth
description in Massachusetts.
Definitions The program defines three categories of project applications:
Certified Expansion Project (CEP)
Enhanced Expansion Project (EEP)
Manufacturing Retention Project (MRP)
Fiscal or non-fiscal  Fiscal incentives including a non-refundable investment tax credit of up to 10% (CEP &
EEP) or refundable investment tax credit of up to 40% (MRP).
The exact amount depends on the expected net economic activity generated by sales
and jobs in combination with location.

Location bound Yes. CEPs are only allowed in Economic Target Areas (ETA) and Economic Opportunity
Areas (EOA) whereas MRPs are only permitted within Gateway Municipalities:
municipalities with a population of at least 35,000 but with education attainment and
income levels below state average.

Policy objectives To create new full-time jobs, retain manufacturing jobs and generate new sales
outside of Massachusetts.
Target sectors  No specific sectors mentioned apart from manufacturing activities.
Implementing institution Economic Assistance Coordinating Council (EACC) and the Massachusetts Office of
Business Development (MOBD).
Eligibility criteria  CEP: full-time job creation.
EEP: at least 100 new jobs.
MRP: create at least 25 new manufacturing jobs and/or retain at least 50
manufacturing jobs.
Funding sources/timing  Multiple years available.
Application procedures Participation in an introductory meeting with the MOBD Regional Director;
Introduce the project to the municipality and ultimately seek local approvals;
Send a “Letter of Intent” to the municipality and the MOBD Regional Director;
Complete and return the EDIP Preliminary Application by the published deadline;
Complete and return the EDIP Supplementary; Application;
If applicable, submit local approvals and agreements to the MOBD; and
Attend a meeting of the EACC to present the project.

Clawback provisions  All three types of projects must agree to keep new or retained positions for at least
five years and are allowed two years to achieve job benchmarks. Certification may be
revoked and the EACC may take back any incentives awarded in the past or future if
there is a material variance between what the plans in a business’s project proposal
and the employment targets the business actually achieves (50% below employment
projections).

M&E schemes and At the end of each year, certified projects are required to submit a report to the
procedures Economic Assistance Coordinating Council (EACC) and to the municipality in which the
project is located.
Example Richline Group, Rhode Island Novelty and Simonds International
companies/investments
Source: Investment Consulting Associates — ICA Research and www.ICAincentives.com

Table 10 Summary of benchmark analysis on Connecticut's Enterprise Zone Program

= S

Programs (name) Enterprise Zone Program
Benchmark variables

Type of Program- Incentive benefits are provided for eligible business relocation/expansion projects
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description  within defined Enterprise Zones.
Definitions  An Enterprise Zone is a designated area within Targeted Investment Communities.
Zones are defined according to either a primary or secondary census which depend on
poverty rate (25% and 15%, respectively), unemployment (two times and 1/5 times)
and population receiving public assistance (25% and 15%). A community with such a
zone is described as a Targeted Investment Community (TIC).
Fiscal or non-fiscal Fiscal incentives including abatement of local real and personal property tax of 80%
over five years and a credit of 25% or 50% on the state’s corporation business tax for
10 years. In order to qualify for the 50% credit, at least 30% of the new employees
must be residents of the Enterprise Zone or residents of the municipality in which the
plant is located.
Location bound Yes. There are currently 17 Enterprise Zones throughout the State.
Policy objectives Not explicitly mentioned.
Target sectors Manufacturers
Warehouse distributors
Designated service related businesses
Implementing institution Department of Economic & Community Development (DECD).

Eligibility criteria  Eligible businesses are defined by their North American Industry Classification System
(NAICS). In an Enterprise Zone, in addition to manufacturers and distribution
warehousing (new construction/expansion only), certain service sector firms may also
qualify. Benefits accrue to projects whose central activity revolves around capital
improvements to land and/or building. A real estate transaction has to take place in
order to qualify the facility that will be occupied by the eligible business.

Funding sources/timing Abatement of local taxes over 5 years and tax credit for 10 years.

Application procedures An Enterprise Zone business applicant must complete a preliminary application to
determine if all eligibility criteria will be met. If the Enterprise Zone applicant
demonstrates that all of the requirements will be met, a formal application is
provided. All applicants must submit a completed application to the Department of
Economic and Community Development prior to October 1 of the assessment year in
which the project is completed.

Clawback provisions  Not explicitly mentioned.
M&E schemes and Monitoring consists of inspections of certified facilities and businesses by department
procedures officials as well as local and municipal program administrators. These inspections may
be announced or unannounced and may include the municipal assessor.
Example Not available.
companies/investments
Source: Investment Consulting Associates — ICA Research and www.ICAincentives.com
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Table 11 Summary of benchmark analysis on New Hampshire's Economic Revitalization Zone Tax Credits

| swte NewHampshie ___________________________|

Programs (name)

Economic Revitalization Zone Tax Credits

Benchmark variables

Type of Program-
description

The program provides a short-term tax credit against the business profits and
enterprise taxes.

Definitions

An Economic Revitalization Zone (ERZ) is defined either a Brownfield site or a site that
meets one of the following criteria:

There has been a population decrease over the past 20 years;

At least 51% of the households in the area have incomes less than 80% of the median
income for households in the state; and

At least 20% of the households have a median income level below the poverty level.
The zone contains unused or underutilized industrial parks, vacant land, or structures
previously used for industrial, commercial or retail purposes.

Fiscal or non-fiscal

Fiscal incentives including tax credit against the business profits and enterprise taxes.
The total amount of the credit adds up to $200,000 over five consecutive years. The
credit is based on the percentage of the salary for each new job created and the lesser
or a percent of the actual cost incurred for the project or a maximum credit for each
new job created in the fiscal year.

Location bound

Yes. Based on either real estate or demographic characteristics, certain areas have
been designated as an Economic Revitalization Zone.

Policy objectives

ERZs are established to stimulate economic redevelopment, expand the commercial
and industrial base, create new jobs, reduce sprawl, and increase tax revenues within
the state by encouraging economic revitalization in designated areas.

Target sectors

No specific sectors mentioned apart from commercial and industrial projects.

Implementing institution

NH Division of Economic Development.

Eligibility criteria

To qualify, a certain amount of capital investment must be made and the location
must meet the ERZ criteria:

Creates a new facility;

Makes expenditures to add buildings, machinery or equipment to a facility that equals
at least 50% of the market value;

Makes expenditures to alter or repair a facility that equals at least 50% of the market
value; and

Makes expenditures to alter or repair a vacant facility equal to at least 20% of the
market value of the facility.

Funding sources/timing

Maximum period of five years.

Application procedures

A two-step process consisting of:
Application for the designation based upon specific criteria; and
Application for the actual tax credit.

Clawback provisions

In case a company fails to complete a project, it forfeits the remaining tax credits that
were part of the original agreement.

M&E schemes and
procedures

Not explicitly mentioned.

Example
companies/investments

Not available.

Source: Investment Consulting Associates — ICA Research and www.ICAincentives.com
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Table 12 Summary of benchmark analysis on lowa's High Quality Jobs Program

I State lowa

Programs (name)

High Quality Jobs Program

Benchmark variables

Type of Program- The High Quality Jobs program provides tax credits to qualifying
description  businesses to off-set the cost incurred to location, expand or modernize an
lowan facility.
Definitions  High Quality Jobs are defined as:

Newly created jobs that pay at least 100% of the qualifying wage threshold
at the start of the project and 120% of the qualifying wage threshold by
project completion and through the project maintenance period.

Retained jobs must pay at least 120% of the qualifying wage threshold
throughout the project completion and maintenance periods.

Fiscal or non-fiscal

Fiscal incentives including sales tax refund, third-party sales tax credit,
value-added property tax exemption, investment tax credit, insurance
premium tax credit and supplemental research activities tax credit. There
is @ maximum tax incentive award available to a business based on
qualifying jobs, wages and investment.

Location bound

No. lowa offers another incentive program (Enterprise Zones) which is
location bound.

Policy objectives

To support businesses that make capital investments and create jobs in
the State.

Target sectors

No specific sectors mentioned.

Implementing institution

lowa Economic Development Authority (IEDA).

Eligibility criteria

An engaged local partner (i.e., local community);

Not an intrastate re-location;

Job creation and wage threshold (100% of the qualifying wage threshold at
the start of the project against 120% by project completion);

Sufficient benefits;

Return on investment;

Not a retail business; and

A high-quality project.

Funding sources/timing

Ranging from five to seven years.

Application procedures

Completing a Business Assistance Project Questionnaire allows staff to
identify the programs and resources most beneficial to a project. Upon
completion of the lowa Project Questionnaire information submission,
applicants invited to apply for financial assistance shall complete the
Application for Financial Assistance.

Clawback provisions

The incentives are contractually tied to the job requirements and the
business must meet them in order to receive and retain the incentives.

M&E schemes and Incentive performance is reviewed by analyzing the cost to the State of
procedures providing the tax benefit, analyzing the benefits realized by the State from
providing the tax incentive, and reaching a conclusion as to whether the
benefits of the tax expenditure are worth the cost to the State or not.
Example Microsoft, HP, BoDeans, Plumrose, John Deere and Norfolk Iron and

companies/investments

Metal.

Source: Investment Consulting Associates — ICA Research and www.ICAincentives.com

Investment Consulting Associates (ICA)

Comprehensive Evaluation of State Investment in Economic Development
Prepared for Maine DECD

¢ LocationSelector




. . NVESTMENT
ICAincentives > CONSULTING ASSOCIATES

-com

LocationSelector

Recommendations and Implementation

Maine’s economic development investment tools were developed over time, and were responses to a
variety of business and public sector needs. The present analysis has begun the process of evaluating
current effectiveness and a providing a path forward to more efficient and impactful programs. While
this will be an ongoing process, the Team recommends a series of perspectives and actions for more
immediate consideration.

The most urgent recommendations provided through the analysis are:

o Develop Central Storage for Incentive Report Documentation: To evaluate the incentive
programs going forward, it is necessary for the evaluating party to obtain as many recipient lists
and as many annual reports from as many incentive programs as possible. Legislative changes
should be made to allow the analyst team designated by the State of Maine to have full access
to program data as needed.

¢ Incentive Contingency Clauses and Reporting: Many states offer incentives contingent upon
the company meeting a pre-defined goal and reporting annually so progress towards or
achievement of the goal can be evaluated or recorded. Checks and balances should be worked
into the Legislative Mandate behind each of the incentive programs to allow the programs to
perform more successfully and to have the reporting to understand their own success.

e Incentive Confidentiality: Legislative changes should be made to provide for full access to and
evaluation of program data as needed, whether this performed by a State agency or by a
contracted third party under a confidentiality agreement. If this program data is made more
directly available, the evaluation team can ask a much smaller subset of questions on the survey
to companies and obtain more accurate and detailed information for analysis.

e Central Website and/or Guiding Organization: The state should construct a website which
allows the user to refine by category and find the incentives for which the company is eligible.
Once those programs are returned, the site should direct link to the incentive websites and
provide full contact information for that group. In addition, an individual fluent with the
incentive program should be available by phone to walk companies through this process or to
do it for them should they request that level of service.

More general recommendations identified through interviews, analysis, and comparison to best
practices are presented below in four separate categories:

e General recommendation incentives;

e Structure and targets of programs;

e Eligibility and benefits of programs; and

e Monitoring and evaluation of incentive programs.

The final section of this paragraph focuses on the next steps and implementation.
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General Recommendations
General experience in and study of location selection projects suggests the following general
observations on the effective role for incentives, credits, and similar programs:

e Incentives are, in most cases, not the prime driver of any company decision to locate and invest
in a given location. Depending upon the industry and type of business activities, companies
explore multiple location drivers and factors before taking a final decision on where to invest.
Incentives are regarded as the icing on the cake, but the investment climate of a country or
region is the cake itself.

e Offering incentives should not necessarily be a given or default position —if they are the key
driver for a potential investor, the underlying business case for the investment is probably weak.

e Itisimportant to have a coherent strategy on whether incentives will emphasize comparative
advantages of states or compensate for the lack of these comparative advantages. Generally,
most incentive and credit programs cannot successfully compensate for a competitive
weakness, except for specific worker-training programs.

e Nominally the most effective incentive regime is a cost competitive business environment that
meets the requirements of many investors, combined with a low and acceptable tax regime for
investors.

e Ageneral across-the-board reform of a state’s Corporate Income Tax (CIT) can be a more
beneficial approach to attraction than complex incentive programs that create additional
administrative costs. New Hampshire makes this case. Given this view, the provision of an
investment incentive framework for corporate investors, domestic and foreign, can be seen as
less attractive as it is time limited. However, a general reduction of a country’s or state’s CIT is a
long-term political process. It is, therefore, desirable that countries and states take a parallel
approach in which they draft conducive and attractive incentive frameworks while at the same
time working on improving their general business environments and lowering their overall tax
rates.

e The use of incentives in attracting investment is most effective when precisely targeted.
Incentive programs are best directly aligned with and subsidiary to other more substantive
factors that influence investment decisions. These are primarily market/business factors
(customer base, labor supply, raw materials, etc.) and investment infrastructure/environment
(risk to investment assets, dispute resolution, etc.).

e As more and more countries and states seek to boost investment and target specific types of
investment, the risk of harmful competition for investment increases — i.e., a race-to-the —
regulatory-bottom or a race-to-the-top of incentives (with negative social and environmental
conseqguences or escalating commitments of public funds).

Structure and Targets of Incentive Programs
Public and private sector interviews — coupled again with location selection experience — suggest other
recommendations on the structure and targeting of incentive and inducement programs:
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While a “one-size-fits-all” approach is not recommended given the differences between
industries, a common framework could be developed within which each incentive program be
further developed that is clear, transparent and coherent for investors and that facilitates
coordination and harmonization where possible.

As with any program, the design of incentives should conform to best practice principles
including simplicity, clarity, certainty and objectivity.

Best practices suggest a move from broad-based and general incentives towards tailored
regimes that reflect value chains of prioritized industries and business activities. Providing
objective, non-automatic incentives schemes that can be monitored and evaluated over time

tends to be successful.

Eligibility and Benefits of Programs

Any investment incentive program succeeds best in achieving its goals when it is clear, simple
and certain, and performance-based against pre-determined criteria.

Likewise, application and administration processes should be as simple and concise as possible
to avoid bureaucratic overload while maintaining sufficient rigor. It is important to develop
incentive frameworks that can be effectively administered and monitored.

Monitoring and Evaluation of Incentive Programs

Many incentive frameworks lack a clear statement of goals and outcomes, and therefore do not
have clear evaluation and monitoring procedures. A better understanding is required of the
costs and benefits of incentives. As shown in the present report, government should strive to
measure the benefits derived from the investment vis-a-vis the costs of the incentive package.
Apart from assessing and measuring the investment incentive regimes, providing the results and
information also enhances transparency, credibility and public accountability.

Awareness and clear information on investment incentives is crucial for program marketability,
as is the capacity of the relevant monitoring/administrative/regulatory agencies.

Holders of investment incentives should be held responsible to report within the standard fiscal
reporting system, even where “tax holiday” incentives exist.

Full costing and reporting of incentives should be undertaken annually, with an analysis of the
cost of the fiscal incentive relative to the benefits arising from the investment (such as
employment, sales, tax revenues, etc.).

Full and thoughtful integration of new incentives to existing incentive regimes — especially
where there are multi-levels of government — is crucial to avoid unintended consequences.
There should be commitment a collaboration between the Department of Revenue and the
incentive administering department (DECD) in order to coordinate both the provision of
incentives and the Monitoring and Evaluation (M&E) process.

Measure, report, account and apply high standards to incentives design and administration and
develop clear M&E processes and cost benefit models.

Ensure fixed program durations to allow for regular evaluation, assessing the program’s
relevance and benefits. This requires the authority and capacity of the DECD or administering
agency to do this and should be implemented in its aftercare strategies.
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e Clawbacks or other repercussions should be clearly spelled out in incentives legislation, along
with the protocols for such sanctions if the company does not comply.

e Reporting requirements should be clear, coherent and transparent. These should be directly
linked to the incentives being awarded and the program’s conditional criteria.

e Institutional collaboration should be facilitated by an Incentive Working Group consisting of
members of various government institutions as well as corporate representatives. The Working
Group will advise legislators and staff on incentives, discusses specific incentive policies, and can
act as ombudsman addressing concerns of corporate investors in incentive application
processes. This Working Group can serve as a coordination, consultation and knowledge center
for the State and the stakeholders.

The above recommendations provide a number of action items that can be implemented over time and
provide a better incentive screening, data collection process as well as institutional collaboration
between various government departments of the State of Maine.

Implementation and Good Practices

Many incentive implementing authorities underestimate the resources that are required for the efficient
implementation of incentive programs and may lack the relevant data, knowledge and skills for success.
The negotiation of incentives requires specific skills while the application process of incentives also
requires knowledge of investor’s preferences.

Incentives must be anchored in an economic development strategy that describes the measurable
objectives to be achieved through the program.

The costs of incentives need to be very carefully weighted. In the case of bidding wars, incentive offers
may escalate to levels that far exceed the benefits or the budget allotted.

State level authorities need to carefully consider:

® Arethe incentives effective i.e., do the benefits exceed the costs?
® Are they efficient in terms of their administrative burdens?
® What are the opportunity costs of funding of incentive programs?

® \What is the “deadweight loss” i.e., would the investment have taken place in the absence of the
incentives?

® What are the ramifications of triggering competition with neighboring states (negative
externalities)?

Several programs (see list in report) provided very little documentation, and indeed it appears that
these programs have minimal use. The State of Maine should examine these with the specific purpose
of determining whether these programs should be eliminated and the resources moved to enhance
other State offerings.
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Appendix A - Advisory and Stakeholder Member List

Table 13 Advisory Committee Members and affiliations

Advisory Committee Affiliation

George Gervais

Maine Department of Economic & Community Development

Brian Whitney

Maine Department of Economic & Community Development

Peter DelGreco

Maine and Company

Bob Martin

MTI

Senator Emily Cain

Maine Legislature

Senator Andre Cushing

Maine Legislature

Jake Ward

University of Maine

LuAnn Ballesteros

Jackson Labs

Steve Levesque

Midcoast Regional Redevelopment Authority

Table 14 Stakeholder Representatives and affiliations

Stakeholder Representative

Cynthia Izon

Business Answers Programs

Miriam White

Center for Law and innovation, UMaine Law School

Darryl Sterling

Central Maine Growth Council

Jason Brown

Maine Department of Economic & Community Development

Deborah Johnson

Maine Department of Economic & Community Development

Ronald McKinnon

Maine Department of Economic & Community Development

Carolann Ouellette

Maine Department of Economic & Community Development

Laura Santini-Smith

Maine Department of Economic & Community Development

Karen Warhola

Maine Department of Economic & Community Development

Brian Whitney

Maine Department of Economic & Community Development

Janine Bisaillon-Cary

Maine Department of Economic & Community Development/MITC

Jackson Caldwell

Department of Agriculture

Beth Bordowitz

FAME

Jim McGowan

Maine Community College System

Michael Allen Maine Revenue Service

Bob Corey Maine Rural Development Program
Muriel Mosier MEP

Bob Martin MTI

Melody Weeks PTAC

Mark Delisle SBDC

Patricia Ballesteros

Mike Aube Eastern Maine Development Corporation
Jake Ward University of Maine
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Appendix B - Definitions

Table 15 List of definitions used in this report

Item
Angel Investors

Applied research

Basic Research

Commercialization

Entrepreneurship

EPSCoR

Industry Cluster

Innovation

Invention
License
NAICS

Open Innovation

Targeted
Technologies

Technology
Transfer

Definition

Individuals who back emerging entrepreneurial ventures, sometimes as a bridge to
venture capital. Funding levels typically range from $50,000 to $2 million. Usually
successful, sophisticated business people but the term can apply to all individual
investors in a company regardless of business experience.

Original investigations undertaken in order to acquire new knowledge but are
directed primarily towards a specific, practical aim or commercial objective.
Experimental or theoretical work undertaken primarily to acquire new knowledge
of the underlying phenomena and observable facts, without any particular
application or use in view.

Sequence of actions necessary to achieve market entry and general market
competitiveness of new innovative technologies, processes, and products.

The art or science of innovation and risk-taking for profit in business; the quality of
being an entrepreneur

Experimental Program to Stimulate Competitive Research is a federal program to
assist those states that have historically received lesser amounts of federal R&D
spending and have demonstrated a commitment to develop their research bases
and to improve the quality of science and engineering research conducted at their
universities and colleges. Maine has been a member of EPSCoR since 1980
Groups of competing, collaborating and interdependent businesses working in a
common industry and concentrated in a geographic region. Clusters draw on
shared infrastructure and a pool of skilled workers and represent the specialization
and comparative advantage of the region.

A new way of doing something. It may refer to incremental and emergent or
radical and revolutionary changes in thinking, products, processes, or
organizations. A distinction is typically made between invention, an idea made
manifest, and innovation, ideas applied successfully.

The creation of a new technology, item, or process, as opposed to its application in
widespread use.

A legal agreement where an owner of a technology allows another organization to
use or develop that technology in return for consideration.

North American Industry Classification System

A paradigm that assumes that firms can and should use external ideas as well as
internal ideas, and internal and external paths to market, as the firms look to
advance their technology.

Established in statute - 5 MRSA Chapter 407 - biotechnology, aquaculture and
marine technology, composite materials technology, environmental technology,
advanced technologies for forestry and agriculture, information technology and
precision manufacturing technology.

The transfer of the commercialization rights for a technology from the originator
to another organization, typically private. Also involves the legal protection of
intellectual property.
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Appendix C - List of Abbreviations

Table 16 Acronyms and definitions used in this report

Acronym Definition

ADM Aerospace, Defense and Marine

CBA Cost-Benefit Analysis

CEO Chief Executive Officer

DC District of Columbia

EDO Economic Development Organization
FDI Foreign Direct Investment

GDP Gross Domestic Product

HQ Headquarters

ICA Investment Consulting Associates
ICT Information and Communication Technology
IPA Investment Promotion Agency

IT Information Technology

ITT Information Technology and Telecom
MNE Multinational Enterprise

NAFTA North American Free Trade Association
NPV Net Present Value

R&D Research and Development

RDD Research, Design and Development
us United States

usbD United States Dollar

VAT Value Added Tax

Table 17 Lead agency acronyms and full program names used in this report

Lead Agency Full Program Name

Acronym

DECD Maine Department of Economic and Community
Development

MTI Maine Technology Institute

DOL Department of Labor

FAME Finance Authority of Maine

MRDA or RDA Maine Rural Development Authority

MITC Maine International Trade Center

MCED Maine Center for Entrepreneurial Development

REDC Regional Economic Development Corp

MPP Maine Patent Program

MRS Maine Revenue Services
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Program Acronym Full Program Name

CDBG Community Development Block Grant program

LDA Loring Development Authority program

MTC Maine Technology Centers

SBIR Small Business Innovation Research

STTR Small Business Technology Transfer

SBA Small Business Administration loan program

ETIF Employment Tax Increment Financing

PTDZ Pine Tree Development Zone

BETR Business Equipment Tax Reimbursement

JITC Jobs and Investment Tax Credit

VCRIP Maine Economic Development Venture Capital Revolving
Investment Program

MEP Maine Manufacturing Extension Program

SBDC Small Business Development Centers

MPTAC or PTAC Maine Procurement Technical Assistance Center

AMLF Agricultural Marketing Loan Fund

PMIF Potato Marketing Improvement Fund
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Appendix D - Programs Identified for Evaluation

Please see CD on back cover of this report for file “Maine Economic Development Programs for
Evaluation.xls” for details by program. The following is a list of programs covered in our evaluation
efforts.

e Department of Economic and Community Development
o Economic Development
= Certified Media Production Tax Credit
=  Economic Development Program
=  Maine Tourism Marketing Promotion Fund
= Community Enterprise Grant Program
= Maine International Trade Center
= Downtown Revitalization Grant Program
= Business Ombudsman
= Communities for Maine's Future
= Loring Development Authority
=  Maine Technology Centers
= Brunswick Naval Air Station Job Tax Increment Financing
=  Maine Made - Maine Products Marketing Program
=  Municipal Tax Increment Financing
=  Maine Micro-Enterprise Initiative Fund - INACTIVE

= Cluster Initiative Program (MTI)
= Development Loans (MTI)
= Seed Grant Program (MTI)
= Equity Capital Fund (MTI)
=  TechStart Program (MTI)
=  Phase 0 and Phase Il SBIR Application awards plus TAP support (MTI)
= North Star Alliance Cluster Award Matching Fund (MTI) - INACTIVE
= Maine Technology Asset Fund (MTI)
=  Marine Research Fund (MTI)
= Maine Biomedical Research Fund (MTI)
e Department of Economic and Community Development/ Maine Revenue Services
o Economic Development
= ETIF
=  Pine Tree Development Zones
e Maine Revenue Service (MRS)
o Economic Development
= Business Equipment Tax Reimbursement
=  Sales Tax Exemptions (Manufacturing Machinery , Equipment and Tangible
Personal Property)
= Sales Tax Exemptions (Fuel and Electricity for Manufacturing)

Investment Consulting Associates (ICA)

Comprehensive Evaluation of State Investment in Economic Development
Prepared for Maine DECD




INVESTMENT

CONSULTING ASSOCIATES LocationSelector

ICAincentives

-com

=  Business Equipment Tax Exemption
=  Shipbuilding Facility Credit
=  Sales Tax Exemptions (Products Used in Agricultural and Aquaculture
Production, and Bait)
= Sales Tax Exemptions (Commercial Agriculture, Commercial Fishing, and
Commercial Wood Harvesting Machinery and Equipment)
= Jobs and Investment Tax Credit
= Credit for Rehabilitation of Historic Properties
o Research and Development
= High-Technology Investment Tax Credit
= Sales Tax Exemptions (Machinery and Equipment for Research)
= Super Credit for Substantially Increased Research and Development
= Research Expense Tax Credit
e Finance Authority of Maine (FAME)
o Economic Development
=  Commercial Loan Insurance Program
=  Economic Recovery Loan Program
= Maine Seed Capital Investment Tax Credit
= Regional Economic Development Revolving Loan Program
= Linked Investment Program for Commercial Enterprises
=  Maine New Markets Capital Investment Program
= Linked Investment Program for Agriculture
o Research and Development
=  Maine Economic Development Venture Capital Revolving Investment Program
(VCRIP)
e Department of Economic and Community Development/ U.S. Department of Labor
o Economic Development
= Maine Manufacturing Extension Partnership (MEP)
e Small Business Administration/ Department of Economic And Community Development
o Economic Development
= Small Business Development Centers (SBDC)
e Rural Development Authority
o Economic Development
=  Commercial Facilities Development Program
= Speculative Industrial Buildings Program
e Maine Community College System
o Economic Development
=  Maine Quality Centers
e Department of Defense
o Economic Development
= Maine Procurement Technical Assistance Center (PTAC)
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Center for Law and Innovation - University of Maine Law School
o Research and Development

=  Maine Patent Program
e Department of Agriculture
o Economic Development
= Agricultural Marketing Loan Fund
=  Maine Farms for the Future Grants
= Potato Marketing Improvement Fund
Agricultural Development Grant Program
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Cluster Initiative Research and MTI's Cluster Initiative Program makes competitive awards Stimulate the growth of Appropriation  Grants $2,171,706 $118,000 Collaborative
Program (MTI) Development up to $50,000 for feasibility and planning on a rolling basis technology businesses from State (estimated)  projects led by non-
and up to $500,000 semi-annually for collaborative and infrastructure in General Fund or for-profit groups
initiatives that boost the strength and scale of Maine's high-  Maine
potential technology intensive clusters.
Certified Media Economic A media production company engaged in a media Encourage the creation General Fund  Tax $1,545,198 N/A Production
Production Tax Development production that is certified by the Department of Economic of production related Reimbursement companies and
Credit and Community Development is allowed a credit equal to jobs in Maine, improve companies serving
the Maine income tax related to the income from the the general economy of an ancillary function
certified media production. The credit may not reduce the the State, and attract to production
entity’s tax liability below zero and unused credit amounts visual media productions companies
may not be carried over to prior or future years. to the State
Development Research and Up to $500,000 per project to support research and Support development of State General  Awards that $1,521,036 $2,902,968  Maine Businesses
Loans (MTI) Development development of new products and services that lead to new technology products  Fund require payback (estimated)
market, including prototype development and testing, and services for to MTI when
patent applications, small scale manufacturing and scale up commercialization in technology is
for manufacturing with limited production. Awarded three seven targeted commercially
times per year. Match required. All projects must fall technology sectors successful.
under one of Maine’s seven technology clusters.
Economic Economic The Economic Development Program provides gap funding Create quality jobs for Federal Funds  Grants and Loans $1,400,000 $2,700,000  Communities
Development Development in the form of grants and loans for communities to assist low and moderate- - CDBG (Estimated.  receive funds and
Program businesses in the creation/retention of quality jobs for low income persons Money Fed budget  assist businesses
and moderate-income persons. not known)
Seed Grant Research and MTI Seed Grants of up to $25,000 are offered three times a Support early product State General  Grants $938,953 $631,196 Maine Businesses

Program (MTI)

Development

year to support early-stage research and development
activities for new products and services that lead to the
market. Funded activities may include activities such as
proof of concept work, prototype development, field trials,
prototype testing, pilot studies, or technology transfer
activities.

development,
commercialization, and
business planning

Fund
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Maine Tourism Economic To create and implement programs to stimulate and expand  Statutory-must be used Minimum of Grant that $893,200 $1,140,000  Eight official
Marketing Development the travel industry within the tourism regions while for regional marketing 10% of the requires specific regional tourism
Promotion Fund strengthening the State's image by coordinating the promotion and regional Tourism level of matching marketing

promotional efforts of private industry and the Office of special events promotion  Marketing funds organizations and

Tourism. To support development of special events that Promotion two special events

attracts visitors to Maine and provides impact on multiple Fund (sub- groups each year

regions. section 2 of

section
13090-K)
Community Economic Assist small and micro- Federal Funds  Grants $750,000 $700,000 Communities and
Enterprise Grant Development businesses and revitalize - CDBG micro-enterprises
Program downtown business Money
districts

Maine Economic MITC offers global exposure to Maine's small and medium- Enhance the competitive State General  Technical Trade $632,918 $608,292 Maine small and
International Development sized businesses that want to succeed in international advantage of state Fund and Assistance and medium sized
Trade Center markets. MITC's staff helps businesses with a range of businesses desiring to private sector  International businesses engaged

issues, provides technical trade assistance and trade compete in the match Business in international

education workshops, and organizes international trade international market and Attraction business

show booths and trade missions to help SMEs develop to attract new

export sales. MITC also runs the Invest in Maine and Study international businesses

Maine international business attraction and student and international

attraction programs. students to the state
Downtown Economic The Downtown Revitalization Grant Program provides funds  Encourage public and Federal Funds  Grants $500,000 $400,000 Communities
Revitalization Development for communities to implement comprehensive, integrated private investment in - CDBG
Grant Program and innovative solutions to identified problems facing their downtown services and Money

downtown districts. These downtown revitalization business districts

projects must be part of a strategy that targets downtown

service and business districts and will lead to future public

and private investment.
Business Economic A program that provides quick access to information about Assist new and existing State General  Business $456,212 $585,946 Businesses
Ombudsman Development local and state business assistance programs, Maine's businesses with start-up Fund Assistance

regulatory requirements and a host of other business-
related issues.

and expansion
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Communities for Economic Establishes a dedicated, non-lapsing fund for the Assist and encourage State General  Grants $448,289 Bonds Communities
Maine's Future Development rehabilitation, revitalization and enhancement of communities to revitalize ~ Funds (Expended) suspended
downtowns, village centers, and main streets in the State. and to promote

community development
and enhance projects

Equity Capital Research and Investments in MTI-funded companies. Available with Help bridge the gap for State General  Co-investments $264,973 $125,000 Maine businesses
Fund (MTI) Development companies who have successfully commercialized their companies seeking to Fund with individual (estimated)
venture and who were previous recipients of MTI raise equity capital and/or
Development Loans or SBIR/STTR funding. needed to bring new institutional
products and services to investors.

market - intended to help
ventures secure
additional private equity

capital
Loring Economic The Loring Development Authority provides businesses with ~ Support economic State General  Business $200,000 $200,000 Businesses Investing
Development Development assistance needed to address concerns and meet the due development at the Fund Assistance in former Loring Air
Authority diligence and business research, development and former Loring Air Force Force Base Property
operation requirements. Base
Maine Technology Research and Each of Maine's seven targeted technology sectors has its Permit early-stage State General  Technical $178,838 $178,838 Businesses in one of
Centers Development own incubation center. The incubation centers provide development of Fund Assistance Maine's seven
critical early-stage technical, business, administrative and technology-based targeted industries
financial resources and training for participating firms. businesses while

minimizing or eliminating
debilitating overhead

expense
TechStart Research and This is offered to individuals and companies across Maine Support early product Appropriation  Grants $107,714 $171,000 Maine Businesses
Program (MTI) Development looking to develop their new ideas and products. Grants development, from State (estimated)

are awarded up to twelve times each year, for up to $5,000 commercialization, and General Fund

per project. Funds must not be readily available from business planning

another service provider. Grants may support specific
activities such as business plan development, intellectual
property filings, market analysis, or planning and
preparation activities related to Federal SBIR/STTR Phase |
grants or Federal Broad Agency Announcement for

Investment Consulting Associates (ICA)
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technology development. Projects must have defined
outcomes and endpoints for the specifically funded scope of
work not to exceed six months. Requires a 1:1 cash or
approved in-kind match.

Phase 0 and Research and Up to $5,000 to support competitive federal Small Business Help prepare proposals State General  Grants $97,593 $127,500 Maine businesses
Phase Il SBIR Development Innovation Research and Small Business Technology for SBIR/STTR awards Fund (estimated)
Application Transfer (SBIR/STTR) proposal submissions from Maine
awards plus TAP applicants. Match required. Proposals accepted and
support (MTI) reviewed on a rolling basis.
Brunswick Naval Economic The Brunswick Naval Air Station Job Tax Increment Provide a funding source State Income Tax $80,612 N/A Midcoast Regional
Air Station Job Development Financing program reimburses Midcoast Regional for the Midcoast Tax Reimbursement Redevelopment
Tax Increment Redevelopment Authority and Southern Maine Community Regional Redevelopment  Withholdings Authority and the
Financing College 50% of the personal income tax withholdings of net Authority and the Brunswick campus
new jobs created at the former Brunswick Naval Air Station.  Brunswick campus of of Southern Maine
The program is in effect from 2011 to either 2030 or when Southern Maine Community College
5,000 jobs have been created within the base area, Community College
whichever comes first.
Maine Made - Economic The Maine Products Marketing Program builds recognition Promote Maine products  State General =~ Marketing $25,000 $25,000 Qualified Maine
Maine Products Development for hundreds of Maine made products, their producers, and and Maine as an Fund Assistance producers
Marketing Maine's industries in general. MPMP also provides investment opportunity
Program marketing assistance through the Business Ombudsman
Program and works to expand market opportunities for
Maine's producers.
North Star Research and This Fund is available to eligible companies and non-profit Further the development  Federal Grants SO S0 Businesses in select
Alliance Cluster Development organizations in Maine’s boatbuilding, composite materials and commercialization of ~ WIRED Grant industries on

Award Matching
Fund (MTI) -

INACTIVE

and related marine trade industries that win MTI seed
grants, development awards and cluster enhancement
awards. Resources can be used for a co-investment of up to
75% of an eligible MTI awardees’ seed grant, development
award, or cluster enhancement award. Program is closed.

new technologies in
these industries
(boatbuilding, composite
materials, marine trade
industries), thus boosting
the competitiveness and
growth of Maine
companies in these
sectors and creating

coastal Maine
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2012

quality jobs for Maine
people
Maine Technology Research and The Maine Technology Asset Fund was a competitive award Fund capital and related State Bond Awards. Some N/A N/A Maine private and
Asset Fund (MTI) Development program funded by Maine State bond proceeds. The expenditures to support Funds may require public universities,
awards must be used to fund capital and related research, development repayment. non-profit
expenditures supporting research, development and and commercialization organizations and
commercialization projects that will lead to significant projects that will lead to private
economic benefits for Maine. The program is no longer significant economic organizations and in
accepting applications. benefits to Maine seven targeted
state technology
sectors
Municipal Tax Economic Tax Increment Financing is a flexible finance tool used by Provide new Local Project Financing No State No State Municipalities are
Increment Development municipalities, towns, plantations, and the Unorganized employment Property funding; funding; eligible entities and
Financing Territory to leverage new property taxes generated by a opportunities; improve Taxes strictly strictly may
specific project or projects within a defined geographic and broaden the tax municipal municipal negotiate/execute
district. Any portion of the new taxes can be used to base; and improve the reimbursement
finance public or private projects for a defined period of general economy of the agreements with
time up to 30 years. State companies or
developers.
Marine Research Research and Awards from $25,000 up to $500,000 to conduct high- Support research and State Bond Grants S0 S0 Non-profits,
Fund (MTI) Development quality, scientifically rigorous marine research programs development in Maine Funds laboratories, and
that will have positive economic impact on the state of academic
Maine. Private Maine companies may collaborate with organizations
these institutions as partners in proposed projects. Fund is conducting marine
now closed as all funds have been awarded. MTI awarded research; private
approximately $6 million of state bond funds since 2002. businesses in
partnership
Maine Biomedical Research and Grants available to eligible Maine institutions that conduct Promote economic State General  Grants SO S0 Non-profits,
Research Fund Development competitive, scientific biomedical research related to the development and job and Bond laboratories, and
(MTI) biology, causes, diagnosis, treatment, control and growth and support non-  Funds academic
prevention of physical and mental diseases or impairments profit laboratories in organizations
afflicting humans. Program is closed. Maine that perform peer conducting marine
reviewed biomedical research; private
businesses in
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research partnership

Maine Micro- Economic The Maine Microenterprise Initiative Fund is established as Provide grants to State General  Grants S0 S0 Community based
Enterprise Development a non-lapsing fund and consists of money appropriated toit ~ community-based Fund organizations
Initiative Fund - by the Legislature from the General Fund and eligible organizations to aid them providing technical
INACTIVE investment earnings from fund assets to encourage micro- in providing technical and training

enterprise growth in Maine. assistance and training to assistance to small

microenterprises business
ETIF Economic For-profit, non-retail, non-utility businesses adding a Encourage the creation State Income Tax $9,581,303 N/A Maine businesses
Development minimum of five net new Maine jobs within a two-year of net new quality jobsin  Tax Reimbursement

period may be eligible for Maine's Employment Tax Maine, improve and Withholdings

Increment Financing. Under the ETIF program, businesses broaden the tax base and

are reimbursed from 30% to 80% of their new employees' improve the general

Maine income tax withholdings for up to 10 years. To economy of the State

qualify, new employees must receive an annual income

greater the county's per-capita personal income, and be

provided access to group health insurance and an Employee

Retirement Income Security Act (ERISA)-qualified

retirement program.
Pine Tree Economic Works with and enhances existing programs for specific Provide new and improve  State General  Tax Credits, Tax Tax offset Tax offset Maine
Development Development businesses meeting economic and geographic criteria. existing employment Fund Reimbursements, manufacturers;
Zones Benefits: Corporate Income Tax Credit of up to 100% for opportunities; improve and Rate financial services,

first 5 years and up to 50% for next 5 years; Insurance and broaden the tax Reductions biotechnology,

Premiums Tax Credits on the same schedule (financial base; and improve the aquaculture,

services sector only); Personal Income Tax Reimbursement general economy of the composite

up to 80% for 10 years (ETIF); Sales and Use Tax Exemption State engineering;

up to 100% for 10 years on new personal property; Sales marine,

and Use Tax Reimbursement up to 100% for 10 years on environmental,

new tangible property purchases to be permanently advanced forest and

incorporated into existing real estate; and reduced agricultural,

Electricity Rates. information

technology sectors

Business Economic Qualified business equipment first subject to property tax To encourage capital State General  Tax $55,220,851  $48,802,794  Maine Business

Equipment Tax Development

assessment on or after April 1, 1996, the program
reimburses local property taxes paid on qualified business

investment by businesses  Fund

in Maine and remove

Reimbursement
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Reimbursement property. To qualify, qualified business property must have disincentives to growth.

been first placed in service in Maine after April 1, 1995.

Sales Tax Economic Sales of machinery and equipment used by the purchaser Support manufacturingin ~ State General  Sales Tax $21,663,990 $21,915,360 Maine
Exemptions Development directly and primarily in the production of tangible personal Maine Fund Exemption (1760.31) (1760.31) Manufacturers
(Manufacturing property for later sale or lease and in the generation of $98,621,400  $99,836,640
Machinery, radio and televisions broadcast signals by broadcast stations (1760.74) (1760.74)
Equipment and are eligible for a sales tax exemption. In addition items
Tangible Personal consumed or destroyed directly or primarily in production,
Property) and repair and replacement parts for qualified production

equipment are exempt from sales tax.
Sales Tax Economic Manufacturers are exempt from paying 95% of the sales tax ~ Support manufacturing State General  Sales Tax $24,456,915 $24,701,484 Maine
Exemptions (Fuel Development on fuel and/or electricity used in the manufacturing facilities in Maine Fund Exemption manufacturers

and Electricity for
Manufacturing)

operation.

Business Economic Qualified business equipment first subject to property tax Encourage capital State General  Tax Exemption $19,128,057 $20,209,617 Maine Business
Equipment Tax Development assessment on or after April 1, 2008 will be exempt from investment by businesses  Fund
Exemption property taxes. The State is required to reimburse in Maine and remove

municipalities for property revenue loss according to the disincentives to growth

following schedule: 100% in 2008, 90% in 2009, 80% in

2010, 70% in 2011, 60% in 2012, and for 2013 and

subsequent years, 50%. Alternative reimbursement may be

chosen by municipalities with business property exceeding

5% of total taxable value.
Shipbuilding Economic Tax credit for up to $3 million annually in state income taxes  Encourage major State General  Income Tax $3,000,000 $3,000,000 Large-scale Maine
Facility Credit Development deducted and withheld from employees of shipbuilding investments in Fund Credit shipbuilders with

facilities with at least 5,000 employees. BeginningJuly 1,
1999, available credit increases with number of employees
up to $3.5 million and 7,000. Beginning July 1, 2003,
decreasing credit is available down to $2.625 for 3,500 to
4,000 employees.

shipbuilding facilities in
Maine and the

over 5,000
Employees
preservation of

substantial numbers of

jobs, preserve numerous

opportunities for jobs for

Maine people, to make

Maine more competitive

in the shipbuilding
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industry and thus ensure
the preservation and
betterment of the
economy of the State for
the benefit of its people

Sales Tax Economic
Exemptions Development
(Products Used in

Agricultural and

Sales tax exemption on sales of feed, hormones, pesticides,
antibiotics and medicine for use in aquaculture production
and sales of bait to commercial fishermen; sales of seed,
fertilizers, defoliants and pesticides, including, but not

Provide funding to
agricultural, aquaculture,
and commercial fishing
industries through a sales

Qualifying Maine
commercial
agriculture and
aquaculture

Aquaculture limited to, rodenticides, insecticides, fungicides and weed tax exemption. businesse