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IN THE \"EAR OF OUR LORD 
NINETEEN HUNDRED AND NINETY 

H.P. 1564 - L.D. 2170 

~PPRov~o 'l.t • t .. - ~ 

APR 24 '90 

E:t GO.Y.ERNOR 

An Act to Continue the Effort to Preserve and Promote 
Affordable Housing and Economic Opportunities for 1v1aine 

People 

Emergency preamble. 
become effective until 
as emergencies; and 
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90 days after adjournment unless 
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do not 
enacted 

Whereas, increasing investment opportunities are available to 
the State beyond its borders; and 

Whereas, those investment opportunities may rep resent 
substantial economic opportunities for Maine businesses; and 

Whereas, the State should take full advantage of those 
opportunities; and 

Whereas, in the judgment of the Legislature, these facts 
create an emergency within the meaning of the Cori;:;titution of 
Maine and require .the following legislation as immediately 
necessary for the preservation of the public peace, health and 
safety; now, therefor~, 

Be it enacted by the People cif the State of Maine as follows: 

Sec. 1. S MRSA §12004-I, sub-§6-B is enacted to read: 

6-B. Economic ·Commission Exnenses 
Develonment on Invest- Only 

ment Cani-
tal 
. . 
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Sec.2. 51YIRSAc.383,sub-c.II,art.3 is enacted to read: 

Article 3 

COMMISSION ON I~v~STMENT C~PITP~ 

~13064. Commission on Investment Caoital 

The Commission on Investme:-~t Canital is established and is 
comnosed of 17 members. The me~bershin includes the Commissioner 
of Economic and Comrnunity Develc:::ment. the Director of the Maine 
State Housing Authoritv, the Chief Executive Officer of the 
Finance AuthoritY of Maine, the Executive Director of t!:e :0-!aine 
State Re·tirement SYstem, the Director of the Maine Municica 1 Bond 
Bank, 2 'Senators. 3 members of the House of Renresentc.tives. 6 
'members of the nublic annointed bv the Governor and one member of 
the nublic annointed jointlY bv the President of the Senate and 
the Sneaker of the House of Renresentatives. 

1. Anoointment. The President of the Senate and the 
Sneaker of the House of Renresentatives shall aonoint t:ne 2 
Senators, the 3 members of the House of Reoresentatives and one 
member of the oublic. The Governor shall aonoint 6 membe:-s of 
the oublic who are able to orovide exnertise in the area of 
caoital investment. 

·2. Terms of office. Members aonointed bv the President of 
the Senate and the Sneaker of the House of Renresentatives serve 
at the nleasure of these annointina authorities. The aonointees 
of the Governor serve at the pleasure of the Governor.· 

3. Cochairs. There are 2 cochairs of the commission. The 
public member aonointed bv the President of the Senate and the 
Sneaker of the House of Representatives is a cochair. The 
Commissioner of Economic and Community Develonment is a cochair 
of the commission. 

4. Compensation. Members of the commission are entitled to 
comoensation in accordance with chanter 379. 

5. ·Meetings. The commission shall meet at least 4 times 
each year at the call of the cochairs. 

6. Quorum. A auorum consists of 7 members: A auorum is 
necessary for the commission to conduct its business at anv 
commission meetina .. 

§13065~ Duties· and responsibilities of the commission 

The commission shall undertake a coniorehensive evaluati'on of 
the canital investment needs of the State. includina an analvsis· 



of the sources and maanitude of current cc:oital investments in 
all sectors of the State's economv, an analvsis of the obstacles 
to caoital investments in the State, the identification of 
sources of funds in the State that mav be used to leveraae new 
caoital investments and a review of the imoact and oooortunities 
resultina from foreian investment in the State. 

The comrnission shall reoort its activities. and findincs to 
the Governor and the ioint standina committee of the Leaislc:ture 
havina iurisd~ction over housina and economic develooment matters 
no later ·than Julv 1st.' followinc each first reaular session of 
the Leaislature. The \commission mav initiate reoorts to the 
'oint standina comrnitte'e of the Leaislature havina iurisa:c-c,on 
over hous-ina and econo ic develooment matters at anv time durina 
its deliberations. \ I 

1(~7 
~13066. Acencv coooeratiori 

Jl.ll ;::aencies of State Government shall coooerate with the 
commission durina its deliberations by resoondina to reauests for 
information and technical suooort in a timelv manner. 

§13067. Sunset 

Jl.uthorization for the commission exoires on Julv l, 1993. 
In its final reoort, the commission shall orov:!.ae its. 
recommendations to the .Governor and the Leaislature concernina 
the need for extendina authorization for the commis-sion. 

Sec. 3. 5 MRSA §13081, sub-§6, as enacted by PL 19 8 7, c. 53 4, Pt. 
A, §§17 and 19, is amended to read:· 

6. Local development corporation. "Local development 
corporation" means any nonprofit organization created by a 
municipality_; incorporated under Title 13, ·chapter 81; 
incorporated under Title 13-B or otherwise chartered by the 
State; and designed to foster, encourage and assist the 
settlement or resettlement of industrial, manufacturing, fishing, 
agricultural, recreational and other business enterprises within 
the State. A majori.ty vote of the .municipal officers is 
sufficient to form. a local development corporation, 
notwithstanding Title 13, chapter 81. Notwithstandina this 
subsection, a "local ·develooment corporation" 1s anv nonorofit 
oraanization incorporated under Title 13, chaoter 81; 
incoroorated under. Title 13-B ·or otherwise chartered by the 
State; and desian.ed to foster, encouraae and assist the 
settlement or resettlement of industrial, manufacturina, fishina, 
aaricultural, ·recreational· and other business enterprises within 
the State that apolies for financial assistance for a oroject 
under this article, as lana as that aoolication is formally 
endorsed bv a vote of the aovernina body· of the municipality in 
which the oroiect is to be located. 

_..,_ 



































The Commission's findings suggest that the absence of 
other funds and a relatively low level of venture 
investment may be due to the following reasons: 

-The relatively small amounts of capital sought by 
Maine's predominantly small businesses are not cost­
effective investments for venture capitalists; 

-A retrenchment in the venture industry at large as 
economic conditions produce fewer or unfamiliar 
"high-growth" investments; 

-A lack of sufficient investment opportunities 
promising high return to draw the attention of 
venture capitalists to Maine. Companies in proximity 
to proven research and development "pipelines" such 
as MIT in Cambridge, California's Silicon Valley, or 
North Carolina's Research Triangle, have more success 
in attracting venture capital for those types of 
businesses best served in such an environment. 

To overcome some of the cost disincentives to 
investors, and perhaps to test the accuracy of the 
other reasons stated above, the three states of New 
England have held a Venture Capital Forum once a year 
for the past two years to bring together investors and 
companies seeking venture investment. The Forum was 
successful in getting businesses in front of potential 
investors. The participating companies found it to be 
a positive experience resulting not only in increased 
contacts but in learning more about the potential for 
investment opportunities. The first Forum was deemed 
the most successful. The second Forum was less so 
since the best companies were selected to attend the 
first Forum, leaving the second tier to attend the 
second Forum. The organizers are now considering a two 
year gap between future Forums to insure a better 
selection of ready businesses. 

3. Young Operating Stage: Debt and Equity Financing 

a. Debt Financing 

Maine's financial institutions serve a band of the 
capital spectrum characterized as lower risk and of a 
certain minimum size, and characterized by 
demonstrated cash flow to pay debt and a reasonable 
amount of collateral as a fall back. 
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Public programs which guarantee loans enable banks to 
lend outside their usual lending parameters, but do 
not induce banks to lend to businesses that do not 
demonstrate a reasonable likelihood of repayment. 
Federal and state agencies such as the U.S. Small 
Business Administration (SBA), FAME, and the Farmers' 
Home Administration (FHA) offer an assortment of loan 
guarantees for debt. 

Under the Maine Job Start Program, FAME, in 
cooperation with four community action agencies, can 
make loans of up to $10,000 available to micro 
businesses that meet certain low income eligibility 
criteria. The loans are for starting or expanding a 
small business, and are available when the applicant 
does not have access to other sources of credit. 

Since the Commission's first meetings, the SBA 
Microlending Program administered by Coastal 
Enterprises, Inc. in Wiscasset, has begun on a 
limited level to fill the need of small loans for 
micro-enterprises, historically an underserved 
market. Other similar programs are being developed by 
both public and private lending sources. For 
example, in 1991, Key Bank established a loan fund of 
$5 million for small business loans for members of 
the Women's Business Development Corporation (WBDC), 
a non-profit, state-wide membership organization 
devoted to economic development for rural, low-income 
women. In 1992, Key Bank established a $75,000 line 
of credit to be administered by WBDC for microloans 
to its members. In addition, WBDC is the exclusive 
representative in Maine for Working Capital, a peer 
lending program based in New Hampshire aimed at 
micro-enterprises that allows untried small business 
owners access to credit not normally available to 
them. 

These programs were established to serve a special 
market that is not lucrative enough for traditional 
lending by banks and other groups, yet they fill the 
need of small businesses to obtain small amounts of 
money during the initial stages of start-up and 
growth. In addition, lending to women, particularly 
rural, low-income women, brings unique factors to the 
table. It provides the help they need to break the 
cycle of poverty, to learn and establish responsible 
credit patterns, to slowly develop their often home­
based businesses, and to eventually graduate to 
larger loans available through more traditional 
sources once a credit rating is secured and sales 
increase. 
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It is acknowledged that microlending will not create 
macroenterprises, but it does serve an important 
purpose, especially when teamed with technical 
assistance. Technical assistance helps to ensure a 
higher rate of success and growth among these 
microenterprises. Many of the sponsoring agencies 
and organizations such as Coastal Enterprises, WBDC, 
the SBA, DECD and FAME do currently provide such 
assistance alone and as a collaborative effort 
through one-on-one counseling, seminars and 
conferences held in all regions of the State for 
small business owners, publications, and more. 

At a higher level, FAME has created several programs 
to serve the capital needs of larger businesses 
including the Economic Recovery Loan Fund which made 
$7 million available for near equity, subordinated 
loans. Through the Department of Economic and 
Community Development (DECD), the State Tax Increment 
Financing Program has also been introduced to enable 
municipalities to receive up to 25% of the net 
increase in sales and income taxes resulting from a 
business start-up or expansion to pay for a portion 
of the cost incurred in undertaking the start-up or 
expansion. 

Through FAME's Seed Capital Tax Credit, investors can 
realize a tax credit on equity investments made in 
Maine companies. In 1992, at the urging of the 
Commission on Investment Capital, FAME sought and 
received statutory authority to liberalize the rules 
governing this program to encourage its use. 
Previously, the credit was available only to 
companies that exported outside the State and had 
annual sales of $500,000 or less. The statutory 
changes now permit the credits to be awarded for 
businesses with $2 million in annual sales if the 
businesses are manufacturers, exporters, or if they 
bring substantial capital into the State. 

Also during 1992, legislation expanded what FAME 
could do under their loan guarantee programs. To 
facilitate the use· of loan guarantees for smaller 
businesses, the eligibility limit on their small 
business guarantee program was increased from $2 
million in sales or 20 or fewer employees, to $5 
million in sales or 50 or fewer employees. The 
guarantee maximum was increased from $500,000 to $1 
million and the guarantee percentage was increased 
from 85% to 90%. By qualifying more loan guarantee 
requests under the small business loan guarantee 
program (guarantees up to $1 million versus the $7 
million authorized under the more formal Commercial 
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Loan Insurance Program), FAME can expedite processing 
and has increased flexibility in approving requests. 
The FAME Board has also expanded the use of loan 
guarantees for working capital and for loans made by 
non-traditional lenders (individuals, partnerships, 
trust funds, etc.) in an effort to expand the types 
and sources of capital available to small businesses. 

These changes, combined with the improvement in the 
economy and the impact of federal regulatory agencies 
on banks, have dramatically increased usage of FAME's 
loan guarantee programs. From July, 1992 through 
March, 1993, FAME provided loan guarantees on loans 
totalling over $70,000,000 for 224 businesses, 
compared to loans of $25,000,000 for 92 businesses 
during the same period of the prior fiscal year. 
This increase coincides with much increased interest 
in commercial lending that Maine banks have exhibited 
over the past 6 to 12 months. 

FAME is currently developing a new program that will 
allow lenders holding a·FAME guaranteed loan to sell 
the insured portion of the loan on a secondary market 
to investors. This program will encourage additional 
lending for two reasons: first, it will provide 
additional liquidity to Maine lenders allowing them 
to loan funds to more borrowers, and second, it will 
increase their yield, making commercial loans more 
attractive to them. No other state has a secondary 
market of this type. 

The members of the Commission heard testimony 
regarding the need for equity and for subordinated 
debt and had several discussions about whether the 
State should provide capital directly for higher risk 
investments. The Commission as a whole determined 
not to recommend direct involvement by the State in 
equity investments because of the risk of loss and 
difficulty in picking the winners and losers. 
Members also questioned whether the State should be 
taking an ownership position in Maine businesses. 
The Commission does support State funding for 
subordinated debt programs, which can meet many 
capital needs not filled by existing private sources 
of capital but without the same level of risk 
associated with equity investment. 

Subordinated debt can be used to leverage private 
sources of capital and can be structured to tie 
repayment in to cash flow needs of the business. 
Successful subordinated loan programs have been 
operated at the State level by FAME, the Department 
of Agriculture, and the Department of Economic and 
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Community Development, and by several regional 
entities. 

b. Equity Financing 

The working group's research identified the major 
public sources of capital, several of which leverage 
public or private investment. However, it did not 
include the flows of capital from private sources, 
such as individual investors and the reinvestment of 
business profits. It was determined that this 
information is very difficult to identify since it is 
not a matter of public record and is often informal 
with agreements struck privately between investors 
and business owners. It is acknowledged by the 
Commission that private sources of capital are 
significant sources of capital for any state, but 
they are beyond the capacity of the Commission to 
quantify. 

However, capital for equity investments of medium 
risk, or "mezzanine financing", has been lacking in 
Maine. A number of established businesses in Maine 
would be classified as medium risk investments. 
Ventures by these companies offer more modest returns 
on equity than a venture capitalist requires, but 
carry too much risk to be debt-financed by banks. 

It is the consensus of the Commission that the most 
serious capital shortage in Maine relates to equity 
capital. Some people in the State speculate that 
many businesses are over-leveraged as a result of 

1) High levels of debt originally acquired during 
the 1980's when banks were aggressively lending 
against appreciated real estate; 

2) An interruption in business revenue growth that 
at one time justified a higher level of 
indebtedness; 

3) Historical aversion on the part of many Maine 
business owners toward sharing control of a 
business; and, 

4) An inherently inefficient and costly market for 
small equity investments. 

The first two factors are, realistically, beyond the 
control or influence of State government officials. 
The third factor, it is felt, will disappear over 
time without State intervention. 
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The fourth factor -- inefficient and costly capital 
markets for small equity investments -- is due to the 
following reasons: 

Information. Communication between small businesses 
and potential investors is haphazard, highly 
variable, and uncertain. In contrast, public capital 
markets thrive on widely available information. 

Skill. Many small business owners have little or no 
training or experience in seeking equity capital. 
Even those who are quite skillful in their dealings 
with bankers often lack the skills needed to attract, 
evaluate, and negotiate equity investments. In 
contrast, businesses whose securities are traded in 
public capital markets generally have one or more 
executives who have developed expertise in such 
matters. Moreover, the larger size of public market 
transactions attracts highly specialized brokers and 
other professionals to assist in such transactions. 

Liquidity. Investments in small businesses are 
highly illiquid, which in and of itself represents a 
significant risk for potential investors since they 
do not know when they will be able to recoup their 
investment. In contrast, public market transactions 
are generally characterized by relatively high 
liquidity. 

Relative Transaction Costs. Equity transactions for 
small businesses tend to be relatively small in size 
and yet may involve complexities and costs similar to 
those in larger, public transactions. As a result, 
the relative size and significance of transaction 
costs tend to be higher for small business 
investments than for public market investments. 
Negotiation costs are one significant (and probably 
inherent) factor in small business investments. 
Costs arising from applicable federal and state 
securities laws can also be a significant factor. 

If for no reason other than economies of scale, it is 
felt that the small business capital markets will 
never be as efficient as the public markets. Some 
recommendations to reduce the inefficiencies of 
equity capital markets within Maine are outlined in 
the final section of this report. 

B. The "Credit Crunch" 

In the late 1980's and early 1990's as the stalling 
economy caused loan defaults, federal regulators required 
banks to adopt more stringent lending practices. At the 
same time, many banks were shaken by loan write-offs and 
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many failed, including several in Maine. The resulting 
changes in the availability, terms and cost of capital 
provoked already worsening business conditions for the 
banks' existing and prospective borrowers. At one point 
in this cycle, banks were reporting low demand for loans" 
The poor economy may have dampened businesses' capital 
requirements or made them more risky investments. At the 
same time, it also reduced the banks' appetites for risk. 
Banks were also forced to spend tremendous amounts of 
staff time working out troubled loans and preparing 
credit files for regulator review rather than focusing on 
business lending. 

These three events -- national recession, difficulties in 
New England 1 s financial institutions, and a changing 
Federal regulatory environment -- were drawing even more 
attention to questions of access to investment capital 
during the first months of the Commission's existence. 
The economic environment had been changing rapidly for a 
year or more and recurring accounts of restrictive 
lending practices caused the Commission to add the 
question of the effect of a "credit crunch" to its 
agenda. 

The evidence on either side of the question is nearly 
always anecdotal. Some businesses reported that banks 
had terminated their lines of credit without considering 
the companies' past creditworthiness. The banking 
community maintained that any changes in lending 
practices were the result of a more risky economic 
environment, and more stringent guidelines from federal 
regulators. Interstate banking was not demonstrated to 
have negatively affected the availability of capital. 
However, banks also reported low demand for loans, 
suggesting that the capital problem is an issue of risk 
and cost rather than availability. 

The Commission believes that the "credit crunch" is 
largely behind us. Failed banks have been absorbed, 
banks have learned to adapt to the changed regulatory 
environment, and businesses have downsized where 
necessary to survive the recession. The result has been 
a move toward more active lending, and heightened 
competition between banks for commercial customers. 
However, the combination of bad loans and federal 
regulations will have a lingering impact on business 
lending, and the recession continues to dampen borrowing 
for expansion or new projects. 

c. Lack of consolidated Information 

One of the greatest difficulties for people interested in 
evaluating the operation or performance of Maine's 
capital market is a lack of consolidated and 

-26-



comprehensive information. Some of this knowledge is 
unattainable or would require an impractical amount of 
effort to obtain. Public sector participation in 
business financing represents only a fraction of the 
whole, but attempting to identify the entire range of 
private sources of capital in Maine is beyond the 
capacity of existing data gathering resources in the 
State. 

This lack of a comprehensive information base also 
extends to foreign investment in Maine. The Commission 
was originally charged with the task of identifying and 
analyzing foreign investment which is an important source 
of capital with great potential for certain industries. 
However, the group found the task beyond the resources it 
had at its disposal. 

For companies in the earlier stages of development, there 
are numerous seminars and conferences aimed at business 
owners and aspiring entrepreneurs that take place 
throughout the year in all regions of the State. 
Sponsored by various agencies, non-profit associations, 
and private businesses including the SBDCs, FAME, the 
SBA, WBDC, DECD, the Maine Development Foundation, the 
Maine World Trade Association, the Maine Department of 
Transportation, Bath Iron Works, and others, information 
on the different financing options aimed at developing 
businesses is provided freely to participants. Each 
group also actively promotes its various lending programs 
through a variety of publicity techniques. 

Key Bank of Maine produced a booklet entitled "Public 
Sources of Capital in Maine" in November 1992. Now being 
updated, it is to be used to "familiarize businesses and 
individuals with the various federal, state and regional 
public commercial financing programs available as well as 
residential real estate and venture capital sources." 
This booklet is the most comprehensive compilation of 
capital sources we have seen so far, and is "intended to 
assist small and medium sized businesses to start up or 
expand their operation and employment.". For business 
owners willing to make a modest effort, there are many 
sources of readily available information on business 
financing options. 

V. THE STATE'S ROLE IN BUSINESS FINANCING 

A positive business climate is just as relevant as healthy 
capital delivery to the creation and growth of capital. 
Factors such as operating costs, government regulation, 
uncertainty, and the quality of available resources (both 
human and material) define the context in which Maine 
businesses must operate. 
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Ordinary business cycles in the national economy should not 
be confused with these structural attributes of Maine's 
economy. Though often distorted by national economic peaks 
and troughs, much of the State's business climate is the 
cumulative result of public policy decisions. 

A. Non-Market Variables 

Prudent businesses expect and allow for a degree of 
uncertainty in the general economic conditions, the 
market for their products, and from their competition. 
They seek a loan at a fixed rate of interest, or sign 
multi-year contracts with customers, for example. 
However, businesses need to know what to expect of non­
market variables, such as regulation and taxes, in order 
to make long-term investment decisions. If these factors 
change rapidly, businesses must devote resources to 
comply and monitor developments. An environment of 
uncertainty, tax or regulatory, frustrates businesses' 
ability to plan, and inhibits investment. 

B. Costs of Doing Business 

Low operating and input costs were once considered the 
driving force of business location and investment 
decisions. States and municipalities sought to lower 
artificially the costs of doing business through tax 
holidays and abatements in order to attract companies 
from their neighboring states. This "beggar-thy­
neighbor" tactic to encourage investment has waned as the 
significance of operating costs has been understood more 
accurately. 

However, when one state's costs exceed another's by wide 
margins, the more expensive state will obviously have 
difficulty attracting new investments. More importantly, 
businesses already established in the state may consider 
moving to a more favorable state, or directing new 
investments elsewhere. For some businesses, moving out 
is not an option. They must compete as best they can or 
consider closing. Finally, a poor business climate would 
seem to inhibit the formation of new businesses, and 
cause many to die in infancy. 

Admittedly, it is impossible to measure foregone 
investment; the new ventures that would have been formed, 
or the expansion that would have occurred. It is almost 
as difficult to separate the effects of business climate 
from larger market and industry trends since they operate 
hand-in-hand. 

The Department of Economic and Community Development has 
recently sought to determine some of the reasons for 
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company closures and layoffs. A scan of 69 companies 
reporting under the Worker Adjustment and Retraining 
Notification Act sought to determine the reasons for 
companies closing, or laying off workers in the first 
four months of 1991. 

Changes in overall economic conditions ("economic 
downturn") and import competition were cited by 52 
companies as factors in decisions to close or lay off 
workers. Twelve companies listed workers' compensation 
costs among their reasons, and five mentioned health care 
costs. Other explanations, such as business or property 
taxes, occurred in no more than two instances, less 
frequently than poor operating results. 

While not scientifically accurate, the Commission 
suggests that these informal survey results might support 
the idea that companies recognize economic trends as 
having primary influence over the health of their 
businesses. Issues of business cost seemed to have 
close, but secondary, importance. 

Fifty-one of those companies surveyed responded to a 
follow-on question: "What should the State of Maine do 
(correct or change) in order to retain or bring new 
businesses to the State, in essence, to create a 
healthier business environment?" The following is a 
rough categorization of the most common responses: 

Changes Advocated by Respondent Number (Percent) 

Changes to Workers' Compensation System 48 (94%) 

Tax Structure 12 (24%) 

Health Insurance Costs 8 (16%) 

Import Competition 6 (12%) 

Department of Environmental Protection 
(time frames, fines) 5 (10%) 

With the exception of import competition, responses all 
dealt with business cost issues. These issues may not be 
the primary factor determining layoffs or closings, but 
they appear to be viewed as the areas over which the 
State of Maine has control. 
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VI. RECOr~mNDATIONS FOR ACTION 

The following section presents recommendations of the 
Commission on ways to address the issues presented in this 
report. 

1. The Commission believes that the loan guarantee 
programs offered by FAME provide a very valuable service 
in making capital available to small Maine businesses 
that would not otherwise be.able to borrow the capital 
they need. The Commission recommends that FAME be given 
adequate loan guarantee authority and resources to ensure 
that its programs will continue to be available. 

2. The revolving loan funds in the various 
municipalities and the micro-lending programs offered by 
organizations such as Coastal Enterprises, the SBA, FAME, 
and WBDC cannot be measured in terms of dollars or wealth 
created. As micro-lending programs often aimed at people 
with little or no capital or credit history, they have 
successfully helped families get off AFDC through the 
development of micro-businesses, giving families a new 
lease on life and a sense of self worth. This human 
aspect is a very important one. The Commission 
recommends that FAME provide a report by June 1994 to the 
Housing and Economic Development Committee on the status 
of the micro-lending programs in the state to determine 
if they are adequate to meet the needs of microenter­
prises throughout the state. 

3. Despite a serious shortage of equity capital in Maine 
for smaller businesses, state government should continue 
to exercise great caution before using public revenues to 
take equity positions in private enterprise .. The amount 
of public resources available for such investments is, at 
most, a small fraction of the private resources that are 
potentially available. Direct public investments run the 
risk of further skewing the allocation of resources 
within the private sector, and almost inevitably raise 
difficult questions of fairness. Improvements in 
education and physical infrastructure represent more 
traditional investments for government agencies and tend 
to have a broader impact and produce greater dividends. 

4. Banks have traditionally served as a primary source 
of capital for smaller businesses. our elected officials 
in Augusta and Washington should continue to support 
programs and policies that make bank credit available to 
these types of businesses. 
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5. The Commission strongly supports extension by the 
federal government of the Small Issue Industrial 
Development Bond Program which provides reduced interest 
rate financing to manufacturers for capital expansion 
projects. The Program has been a very important economic 
development tool in Maine, enabling Maine manufacturers 
who have borrowed more than $76 million since 1986 to 
finance 49 projects. These projects have produced direct 
investment of nearly $90 million and have created or 
retained over 4,000 manufacturing jobs. Manufacturing 
jobs pay better wages than service sector jobs, both in 
Maine and nationally. Without the existence of the lower 
interest rates resulting from the tax-exemption on the 
bonds, these projects would not have taken place or would 
have been reduced in size. 

6. Finding new and more efficient ways to finance small 
business is critically important for Maine. Greater use 
of private venture capital funds to invest in local 
businesses is one potentially promising route. 
Currently, the federal Investment Company Act of 1940 is 
a substantial impediment to the formation of such funds. 
That Act generally imposes the same costly registration 
burdens on small local venture capital funds as it does 
on multi-billion dollar mutual funds. Maine's 
Congressional Delegation should actively support 
legislative efforts to modernize this Act to provide 
exemptions for various types of venture capital funds 
that could be a source of new capital for small 
businesses. In anticipation of favorable changes in 
federal law, FAME should examine whether steps can be 
taken to encourage the formation of these sources of 
capital for local Maine businesses. 

7. Although not a major impediment to capital formation 
within the State, Maine securities laws do influence the 
ways in which local businesses raise capital. The Maine 
Securities Division recently adopted an innovative 
program (SCOR) aimed at reducing the costs associated 
with conducting public offerings of securities in Maine. 
These types of efforts to reduce the costs of raising 
capital should be encouraged whenever they can be 
achieved without harm to potential investors. Potential 
regulatory changes that should be examined include: 

-Simplifying securities law exemptions for small, non­
corporate issuers. The Revised Maine Securities Act 
presently provides very liberal exemptions for Maine 
corporations that have 25 or fewer security holders. 
In contrast, non-corporate issuers in Maine generally 
are forced to meet exemption criteria that are far more 
cumbersome than in most other states. 
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-Encouraging local businesses to publish their 
financial results in return for easier access to 
capital markets. One striking characteristic of public 
capital markets is the ready availability of 
information concerning publicly held companies. The 
availability of such information makes capital 
formation more efficient and provides certain 
protections to investors. Those Maine businesses that 
wish to raise equity capital from time to time could 
perhaps be encouraged to publish certain standardized 
information concerning their financial condition and 
results of operations. For example, Maine companies 
that regularly publish financial data might qualify for 
(i) clearer exemptions for resales of their securities 
or (ii) fast-track treatment of registration filings. 
The availability of such information could assist in 
attracting equity capital and could help improve 
liquidity by facilitating resales of such companies' 
securities. 

-Clarifying and perhaps expanding existing state laws 
regarding exemptions for resale of non-publicly traded 
securities. The Revised Maine Securities Act provides 
registration exemptions for individuals who make 
occasional resales of securities of non-public 
companies. The Act is more restrictive of the 
activities of securities firms and other professional 
traders that, in public markets, play an important role 
in improving the liquidity of investments. The lack of 
liquidity of investments in small companies increases 
the risks associated with these investments and helps 
discourage capital formation for small companies. 

-If changes are made in the federal Investment Company 
Act of 1940, adopting complementary changes in Maine 
securities laws. For example, special purpose 
registration procedures (analogous perhaps to SCOR) or 
special exemptions (such as some type of "qualified 
purchaser" exemption) could reduce the costs of forming 
these ventures and could facilitate development of a 
secondary market for their securities. 

8. The Venture Capital Forum held in May 1992 by the 
three.Northern New England states should be enlarged and 
made a bi-annual event. Small Business Development 
Centers could provide technical assistance to companies 
preparing a presentation for venture capitalists. 

9. The Commission recommends that FAME and DECD cosponsor 
a Venture Capital Forum during the summer in a coastal 
community to attract seasonal residents interested in 
investing in Maine businesses. There clearly is a need 
to introduce potential investors to Maine business people 

. in need of capital. By hosting a summer Forum, the State 

-32-



can facilitate those introductions among a group not 
normally tapped by the State. 

10. There presently is a multiplicity of business capital 
assistance programs offered throughout Maine by various 
federal and state agencies, quasi-public bodies, non­
profit organizations and foundations, and local 
development bodies. Keeping track of these resources is 
becoming an increasingly difficult and time-consuming 
task. Maine businesses in need of such programs cannot 
benefit from them unless they know where to look or who 
to ask for the information. 

It is recommended that FAME collaborate with Key Bank to 
distribute the bank's directory, "Public Sources of 
Capital in Maine", to small business owners through the 
business assistance providers. The wider distribution of 
the directory could lead to greater cooperation among the 
various providers of these services and, as a result, 
greater efficiency in the delivery of the services. 

Through its own activities, FAME has acquired valuable 
expertise on the worJdngs of Maine capital markets and on 
managing the delivery of business assistance programs. 
FAME is therefore well equipped to coordinate these 
programs and providers. The needs of small businesses in 
Maine for cost-effective financing are great, and we 
should make the most of every dollar of business capital 
assistance that is available to them. 

11. Existing efforts to increase the financial 
sophistication of Maine business owners should be 
encouraged and better coordinated. There are a number of 
organizations within the State (e.g., SCORE, the SBDCs, 
WBDC, Displaced Homemakers, CEI, and the University 
system) that provide valuable training to entrepreneurs • 

. The development and distribution of high quality 
educational materials and training programs can help 
improve the "intellectual capital" required to run a 
business efficiently and help the business owner make the 
most of scarce resources. The system used to distribute 
the business assistance directory described above could 
also be used to make available information on the 
educational materials and training programs offered by 
these same assistance organizations. 

12. Encourage efforts of the Maine State Retirement 
System (MSRS) to invest in Maine, provided prudent 
investments can be found. Recently, as a result of 
discussions initiated before the Commission, the Maine 
State Retirement System and FAME entered into an 
agreement through which the Retirement System will invest 
$10,000,000 in Maine businesses by purchasing the insured 
portion of FAME-insured loans from lenders. Not only 

-33-



will this program make additional capital available in 
the State that would otherwise be invested out of state, 
it also provides Maine businesses with financing at 
market interest rates based on FAME's credit rating 
versus the business's credit rating. As such, loans can 
be made at a lower cost to the borrower and the 
Retirement System is not providing a subsidy of any kind. 
The interest rate on the portion purchased by the 
Retirement System is based on the market rate of similar 
high quality insured investments. The borrower gets the 
benefit of a five year fixed rate that normally would be 
available only to a Fortune 500 company. The program is 
designed for loans of $500,000 or more. 

Respectfully submitted by 

Michael W. Aube 
co-Chairman 

Shepard Lee 
Co-Chairman 
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