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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



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:

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;
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

There is 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;
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:

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;

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;
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”.

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.



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:

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.
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.

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:

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

Develop a clear, transparent, and coherent common framework within each incentive program
to facilitate coordination and harmonization where possible;



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.



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  Whatis 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



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



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.



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



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.



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;


















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



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,






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.






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.









$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



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.



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 Innovation



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,



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.



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


















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.



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
consequences 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.



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.












Program Acronym
CDBG

Full Program Name

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




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)



=  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)



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

























































Appendix F - Annual Report Review

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, the reports were never provided even after multiple requests or provided within two weeks of
the due date of this report.

Target Technology Incubator

The University of Maine at Orono (UMaine) was awarded a contract to manage a Maine Technology
Center for the period of July 1, 2011, through June 30, 2012. This Center, the Target Technology
Incubator (Target Incubator) has been a long-term collaborative effort between the Bangor Target Area
Development Corporation (Target Development) and the University. The Target Technology Incubator
provides scalable, innovation based companies with access to the resources they need to grow and
attain long-term success within an environment that fosters businesses development, commercialization
and successful management practices. The Target Technology Incubator is located in a building owned
by Target Development in the Target Technology Center in Orono, Maine. The facility provides a
superior environment for business development and commercialization activities.

Target clients have performed reasonably well during this period. The companies in the incubator
employ twenty-seven people including one UMaine student employee. In aggregate, Target Incubator
Companies attained in the current year:

e 5 new jobs
e S$1.0M new capital

On the website, annual reports, performance metrics are available nor any as well as eligibility criteria.
Although, a section highlights the focus of the program and at which type of companies it is aimed. A
general performance statement is provided on the website: “87% of all firms that have graduated from
their incubators are still in business”. There is no online application process but a clear “contact us”
section. Most of the existing tenants at the Incubator Center are listed on the website. There is no
online application form. The benefits and cost to incubators are clearly registered online.

Loring Development Fund

The Loring Commerce Center, located on the former Loring Air Force Base, is constituted of a 3,700-acre
business-commercial and industrial park, including a 1,600-acre aviation complex. The Loring
Development Authority (LDA) daily operations include business attraction and real estate development
as well as its responsibilities as general manager of the Loring Commerce Center. A great variety of
sectors are represented at Loring, ranging from industrial manufactures, education, health care and
recreations to commercial services and back-offices.

The purpose of the Annual LDA Reports are to summarize LDA’s accomplishments for a given fiscal year,
which supports its primary goal of employment creation and facility absorption on the estate. The LDA
is funded by the State of Maine and received an appropriation of $200,000 from 2010 to 2012. This
funding is exploited for two purposes, the first being able to match funding for grants whilst the second



purpose relates to marketing the center. Apart from tenants’ revenues as funding source, the LDA is
allowed to receive 50% of the Maine State Income Tax withheld from incremental jobs created through
the Tax Increment Financing Fund. This program is utilized to fund municipal type services at the Loring
Commerce Center such as public services and infrastructure costs. Additional funding sources include
credits provided by private credit institutions and grants and loans issued by the USDA/Rural
Development, Maine Department of Environmental Protection, Small Business Administration and the
Economic Development Administration.

Economic achievements include:

Table 21 LDA economic achievements, 2010-2012

2010 (September for 2011 (June for 2012 (June for
Job/Company data) Job/Company data) Job/Company data)
Number of jobs 1,363 1,224 1,082
Number of Companies 24 25 25
Total Funding $282,890 $282,890 $200,000
Total Revenue $3,335,678 $3,599,956 $4,397,205

e Number of jobs: 1,363 (September 2010), 1,224 (June 2011) and 1,082 (June 2012).
e Number of companies: 24 (September 2010), 25 (June 2011) and 25 (June 2012).

e Total funding: $282.890 (2010), $282.890 (2011) and $200.000 (2012).

e Total revenue: $3,335,678 (2010), $3,599,956 (2011) and $4,397,205 (2012).

The program is traceable online through the website of the Loring Commerce Center. Furthermore,
legislature concerning the LDA is online at the State of Maine’s website. Neither website features
annual reports or clear straightforward (online) application procedures. The Loring Commerce Center
website does contain information on board meetings and areas and real estate currently for sale or
lease. The purpose of the commerce center, to attract and exploit economic activity in order to
generate employment, is specifically mentioned. In line with this purpose, are the benefits and services
that LDA offers to business: to identify the precise building or real estate assets, develop attractive
business terms and facilitate interaction with and regulatory approvals needed from state and federal
economic development authorities. However, specifically targeted sectors and eligibility criteria are not
mentioned and remain unclear.

Maine Tourism Marketing Promotion Fund

The team able to obtain a recent incentive award list, but not an annual report for Maine Tourism
Marketing Promotion Fund (MTMPF). The primary goal of MTMPF is to strengthen Maine’s tourism
image by creating and implementing programs to stimulate and expand the travel industry. This is
executed through coordination the promotional efforts of private industry and the Office of Tourism.
Specific emphasis is placed on creating special tourism-related events. The Maine Tourism Marketing
Partnership Program (MTMPP) distributes the regional funds according to a funding formula, which
states that a minimum of 10% of the funds received by the MTMPF must be used for regional marketing



promotion and regional special events promotion. In turn, the source of the fund is an amount equal to
5% of the 7% tax imposed on tangible personal property and taxable services.

The Office of Tourism plays a key role in distributing the regional funds since it interacts with the
tourism industry on the development of rules and procedures necessary and appropriate to the proper
operation of the MTMPF. In addition, the Office of Tourism is responsible for designing application and
evaluation procedures. The assistance takes form of a grant that requires specific level of matching
funds and which must be approved by the Director of the Office prior to disbursement. MTMPP funded
projects require a 50% match. For every two dollars of MTMPP monies, there must be a regional match
of one dollar.

Funding includes:

Table 22 MTMPP/MTMPF funding and reserved funding, 2010-2016

Year Funding Reserved Funding
2010 $282,890

2011 $282.890

2012 $893,200

2013 $1,140,000

2014 $920,000 (8 recipients)
2015 $50,000 (1 recipient)
2016 $60,000 (1 recipient)

e Total funding: $282,890 (2010), $282.890 (2011), $893,200 (2012) and $1,140,000 (2013)
e Total reserved funding: $920,000 (FY 2014, 8 recipients), $50,000 (FY 2015, 1 recipient) and
$60,000 (FY 2016, 1 recipients)

Guidelines specific to the MTMPF as part of the MTMPP are available online, the most recent one being
for FY 2014. A timeline is included, stating that MTMPP Regional Grant applications are due on April
12", reviewed between April 15" and 19" and eventually awarded on May 27". The objective of the
MTMPP Regional Grant is to distribute funds to the non-profit incorporated travel promotional
organizations which represent each of the eight designated tourism regions, whose primary purpose is
to promote tourism, and two special event organizations. Eligible organizations should possess offices
equipped with scheduled staff that have a significant number of individuals on their board who have
invested in the travel and tourism industry. Furthermore, organizations are required to produce and
execute a marketing plan and budget, conduct market research and prepare annual financial
statements. Eligible projects include:

e Paid Advertising: Print, Broadcast, Online, Mobile ;

e Public & Media Relations: Familiarization Tours, Media Events ;
o Website Development: Design, Upgrades, Mobilization;

e Social Media;

e Asset Development: Photography, Video;



e Fulfillment: Brochures, Guides, Maps & Distribution, Digital Applications; and
e Travel Trade and Consumer Shows: Registration, Operation, Exhibit Redesign & Upgrade.

Eligible projects are assessed during a Technical Review on three elements: plan design, regional impact
and financial review. Based upon feedback gained during the Technical Review any final plan
modifications will be negotiated. The finalized plans will then be presented to the Director of the Office
of Tourism and Division of Purchases for their closing review and approval. Finally, organizations have
to comply with reporting requirements as an online interim narrative report including a financial
summary to date is be required to communicate on the progress of each of the projects of the MTMPP
award whilst a final report will be due no later than 90 days after the end of the current fiscal year.

The MTMPF does have a website but it is not easily located through a web search. The legislative
directives for the program are much easier to find than the actual website. Once found, the website is
very simple and plain. It posts instructions, guidelines, and applications. It should be noted that the
2013 and 2014 applications are not posted on this website. There is a clear way to register but it is
unclear what one is registering for. The single HTML page website is missing the “contact us” link.

Maine MEP

In order to support small- and medium-size manufacturers with identifying and applying advanced
manufacturing and management technologies, Maine has implied the Maine Manufacturing Extension
Partnership (MEP) program. Started in 1989, the first MEP Center opened in Maine in April of 1995.
Since then more than 300 Maine companies have been served by Maine MEP. The primary purpose of
Maine MEP is to match client companies with other local and national sources of expertise to address
specific problems by means of a network of resources. The Maine MEP operates within a national
framework of MEP centers and is linked through the U.S. Department of Commerce and the National
Institute of Standards and Technology (NIST).

Maine MEP assists in transforming small- and medium-sized enterprises from traditional to more
advanced manufactures through experienced project managers who will identify opportunities for
improvement in terms of efficiency, competitiveness and prosperity. Maine MEP provides solutions to
the technological and organizational issues encountered by today’s manufacturing enterprises by
facilitating interaction between industry, government and academia. Such solutions are specifically
aimed at improving four elements:

e Enterprise Management, including quality management systems, IT and energy audits;
e Supply Chain Management, including supplier improvements and supplier databases;

e Performance Based Training, including organizational and leadership development; and
e Innovation Services, including strategic assessment, growth ideas and R&D tax credits.

Between July 2012 and May 2013, 52 companies surveyed reported their achievements as direct result
of Maine MEP. However, as increased sales by Maine MEP client firms require that they increase their
purchases of intermediate goods and services from companies located in Maine and elsewhere to
support their increased output, the benefits of the MEP program indirectly spill over to other Maine-



based firms. Additional demand from newly created jobs and supplying companies further enhances the
indirect effects of Maine MEP. The table below produces an overview of both the direct and indirect
economic achievements over the past year and past period.

Table 23 Maine MEP direct and indirect economic achievements, July 2012-May 2013

| July 2012-May 2013 Direct Indirect

Number of jobs 98 559 (incl. new and retained jobs)
Number of retained jobs 178 559 (incl. new and retained jobs)
Sales and economic output $23.7 million $102.7 million

Generated investment $6.2 million NA

Cost savings $4.2 million NA

Gross State Product contribution NA $39.3 million

Additional state/local revenues NA $3.3 million

Table 24 Maine MEP direct and indirect economic achievements, 2007-2012

2007-2012 Direct Indirect

Number of jobs 607 6,134 (incl. new and retained jobs)
Number of retained jobs 1,894 6,134 (incl. new and retained jobs)
Sales and economic output $458.9 million $1.02 billion

Generated investment $59.6 million NA

Cost savings $42.6 million NA

Gross State Product contribution NA $402.0 million

Additional state/local revenues NA $34.5 million

Maine MEP has its own dedicated website, which features its in-depth information on the four elements
MEP delivers assistance. The (outdated) 2012 Annual Report is traceable on the website as well as
information on the upcoming events and on the board of directors. Precise eligibility criteria are not
mentioned nor are specifically targeted sectors. Moreover, it is not straightforward how “small- and
medium-sized manufactures” are defined. From the Annual Report, it becomes clear that the food
sector, paper industry, primary metal sector and machinery industry are the industries in which most
MEP beneficiaries are positioned. Finally, the Annual Report features the MEP vision, mission, overview
of Maine’s manufacturing sector, programs & services and accountability.



Appendix G - Survey

Provided below are the preliminary results included in the interim report provided to the Steering
Committee on December 23, 2013. The survey results for the summary tables below were collected on
December 18, 2013, for inclusion in the interim report.

The tables below include data from the DECD survey tool, MTI survey tool, and results submitted
outside the survey up through December 18, 2013. In discussions with MTI and the DECD offices, the
Team decided to officially close the survey on December 18™ to begin analysis for the final report. The
DECD survey was open for XX weeks and companies who did not complete the survey received at least
three separate contact requests urging them to complete the survey within that time frame. However,
the analyst team made the decision to leave the survey open past December 18" to allow as many
responses as possible. While these responses are not included in the tables below or the Cost Benefit
Model, they will allow for more data to be trended over time and included in the next set of biennial
reports due in 2016.

Table 25 Summarized overview of DECD and MIT survey results

Survey version Total sample Complete Partial Total Response Rate
size Reponses Responses  Responses

DECD Survey 935 Email* 311 72 383 31% Overall*

320 Mail® 35% Email

25% Mail

MTI Survey 99 Email® 31 19 50 51%%

! Note the emailed data above in some cases may represent multiple contact requests to more than one
individual in the same company. The estimated number of companies contacted without the repeat
contact attempts is 900.

2 These direct mail requests represent companies that participate in the BETR program, receive more
than $10,000 in benefits, and had not otherwise been included in the email invitations through the
DECD or MTI recipient lists

* The MTlI invitation list included 29 companies that were also included on DECD invitation lists. These
individuals were NOT sent a duplicate invitation to the DECD survey, as the surveys are similar in nature
(with the MTI survey including a few additional MTI specific questions). We estimate that the overall
DECD response rate is 32% and the email response rate is 37%, assuming half the shared companies
responded.

* Approximate percent return via email and mail estimated based on current answers through email
invitations as contrasted to those through weblink.

Table 26 shows the distribution of program usage according to the survey results on December 18, 2013.
Programs with no responses are not included in the chart below.

Table 26 Survey results per program















Which of the following Maine Agencies or Organizations Have you Engaged With? (Select all
that Apply)

Table 33 Survey results on “Which of the following Maine agencies or organizations have you engaged with?”

A er Optio gaged Respo

MTI: Maine Technology Institute 67 67
MITC: Maine International Trade Center 47 47
DECD: Department of Economic & Community 95 95
Development

MCED: Maine Center for Entrepreneurial Development 30 30

SBA: Small Business Administration 43 43
REDC: Regional Economic Development Corp 13 13

MEP: Maine Manufacturing Extension Program 37 37

MPP: Maine Patent Program 18 18
MPTAC: Maine Procurement Technical Assistance 23 23
Center

SBDC: Maine Small Business Development Center* 11 11
SCORE* 8 8
CDBG: Community Development Block Grant* 7 7
MRDA: Maine Rural Development Authority* 3 3
Industry Trade Association* 15 15

None of the Above 49 49
Other (please specify) 18

Answered Question 207
Skipped Question 269

* Results from MTI survey only









What were the direct results of these incentives? Additional exports

Table 39 Survey results on “What were the direct results of these incentives? Additional exports"

Answer

<50.000 50.000 -

100.000 - 250.000- 0.5-1 1-2 2-5 5-10 10-25 25-50 Response
Options 100.000 250.000 500.000 million million million million million million Count
2010 128 3 3 0 1 2 0 0 1 0 138
2011 109 5 4 2 0 1 2 0 2 1 126
2012 114 2 7 3 1 1 2 0 1 0 131




Word version of DECD Survey distributed through Survey Monkey

Please find a word version of the DECD survey document on the CD on the back cover of this report.

Every two years, the Maine Department of Economic and Community Development (DECD) is required
to conduct a comprehensive evaluation of state investments in economic development. This evaluation
includes a survey of recipients of economic development funding to help assess whether our programs
are effective in stimulating economic development and sustaining the growth of innovative companies
in Maine. As a past or current recipient of state economic incentive funds, providing this information is
part of your responsibility under Maine law (MRSA Title 5, §13056-B). Consequently, we need your help
in completing this survey.

As part of the survey, you are going to be asked to supply your primary and secondary North American
Industry Classification System (NAICS) codes. To prepare you for this question, please see the attached
list of NAICS codes or visit www.naics.com/search.htm to identify the codes that best fit your business.

All information is confidential, according to the contractual terms of your incentive program agreement
with DECD. To complete the survey, please have at hand your Profit & Loss (P&L) statement and Balance
Sheet for the last three (3) years; as well as payroll data; and staff information. We will also seek
information about your future strategy and plans. This survey is best completed by your CEO or CFO. If
you have any questions, please do not hesitate to contact DECD’s Director of Business Development and
Innovation, Brian Whitney, at Brian.Whitney@maine.gov or (207) 624-9804.

Thank you for taking the time to complete this survey. We recognize that it may be time consuming and,
perhaps, inconvenient, but please know that the information you provide will help us to develop and
maintain economic incentive programs that are useful and effective for Maine’s job creators.

Best Regards,
George

George C. Gervais
Commissioner
Maine Department of Economic and Community Development
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14. What is your forecasted revenue growth as a percentage for the next three (3) years? (For example,
“10%” is entered as “10”.)

2013

2014

AT

2015

15. What percentage of your annual revenue is based on sales:

In the State of l

Maine

In the US (not
including Maine)

International sales I

16. What is the total estimated market for your company?

Estimated market “
size












* Retained jobs mean those existing jobs that otherwise would have been lost without direct benefit of
the incentive program.
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Thank you
Thank you very much for completing this survey. Please note that you cannot go back and modify your
answers after you submit your responses at the end of the survey.

George C. Gervais
Commissioner
Maine Department of Economic and Community Development



Word version of MTI Survey distributed through Survey Monkey

Each year, The Maine Technology Institute is required to survey its clients in order to provide summary
information on a number of key metrics to the Legislature. We also gather data to ensure our programs
are effective in stimulating and sustaining the growth of technology-based ventures in Maine. Providing
this information is part of your obligation under the terms of your grant or loan agreement with MTI.
Consequently, we need your help in completing this survey.

You are going to be asked to supply your primary and secondary NAICS codes. To prepare you for this
question, please see the attached list of NAICS codes or visit www.naics.com/search.htm to identify the
codes that best fit your business.

All information is confidential, according to the terms of your grant or loan agreement with MTI. To
complete the survey please have at hand your P&L and Balance Sheet for the last three (3) years; payroll
data; and information on your IP filings. We will also ask you questions about your future strategy and
plans. This survey is best completed by your CEO or CFO. If you have any questions, please do not
hesitate to contact Scott Burnett, Director of Marketing & Analytics, at (207) 588-1010
(sburnett@mainetechnology.org) or me at (207) 588-1011 (bmartin@mainetechnology.org). You may
also be contacted by Battelle Memorial Institute who is conducting research into our cluster and sector
strategies.

Thank you for taking the time to complete this survey. We recognize that it may be inconvenient, but
please know that the information you provide will help us become more effective for you and others
who are engaged in creating new enterprises in Maine.

Best Regards,
Bob

Robert A. Martin
President
The Maine Technology Institute


















Finance

Marketing and sales
Administrative/executive
Service/support

Other

LT

29. On average, how many years of experience do your key managers have?

| =






























Appendix H - Cost Modeling

The first step in identifying and prioritizing all existing programs is to classify them into categories.

There are hundreds of categories that can be used, but at an aggregated level, these were considered

the most appropriate ones and customized for Maine:

P wnNPE

General Business and Job Growth Programs;
Capital and R&D Programs;

Community Programs; and

Agriculture and Specific Programs.

Secondly, within each of the four classifications, the corresponding incentive programs can be clustered

by type of incentive. The following types of incentives were selected to further classify the incentive

programs:

NV AWM

Technical Assistance;
Workforce Training;
Business Assistance;
Equity;

Loans;

Grants;

Taxes; and
Promotion.

Thirdly, incentive programs serve different purposes. There are programs specifically designed to assist

small and medium sized companies in their start-up phase, where other programs assist more mature

companies with identifying exporting opportunities overseas. Thus, the next component links the

incentive programs to different stages of corporate development. The following stages are used:

vk wN e

Idea — Research;
Startup;

Early;
Expansion; and
Retention.

Finally for each incentive program, and based on available data, we included the (most recent) annual

funding budget and the name of the department or agency which is administering the specific program.

The results are four different matrixes, one for every category.












Figure 6 Agriculture and Specific Programs

AGRICULTURE & SPECIFIC PROGRAMS

WORKFORCE
TRAINING
Loring Development Authority - DECD
($200 thousand 2012 and 2013)
BUSINESS Farms for the Future - MDA
ASSISTANCE ($206 thousand 2012)
Ll
(®) EQUITY
2
E Agricultural Marketing Loan Fund - MDA/FAME
(75] ($243 thousand 2012)
) Commercial Facilities Development Program - Potato Marketing Improvement Fund -
‘&’ LOANS MRDA MDA/FAME
($995 thousand through May 1 2013) ($156 thousand disbursed 2012)
L
O Linked Invesment Program for Agriculture - FAME
w ($0 disbursed - 2012)
= i
>. GRANTS Agcr;cultu;al DEVEIO“:';:m Farms for the Future - MDA
- rant Program - ($206 thousand 2012)
($02012)
Shipbuilding Facility Credit - MRS
($3 million 2012 and 2013)
Brunswick Naval Air Station Jobs Tax Increment Financing - DECD
($80,612 2012)
Sales Tax Exemptions[Machinery and Equipment for Commercial Agriculture and Fishing; Products used in Agricultural and
Aquacultural Production] - MRS
$2.74 million 2012, $2.82 million 2013; $2.75 million 2012, $2.79 million 2013)
IDEA - RESEARCH STARTUP EARLY EXPANSION RETENTION
Maine Department of Agriculture - MDA Maine Revenue Services - MRS
Maine Rural Development Authority - MRDA Finance Authority of Maine - FAME
Methodology

Based on the classification as described above, and in close collaboration with DECD and the Steering
Committee we decided to conduct full scale CBA assessments for four comprehensive programs being
the BETR program, the PTDZ program, the Development Loans and the programs offered by FAME, the
Commercial Loan Insurance Program and the Economic Recovery Loan Program.

From a methodological point of view, the CBA model aggregates the average individual firm
characteristics in terms of, amongst others, headcount, salary costs, sales revenues, cost to sales, job
creation and retained jobs, and ownership structure. This aggregated level simulates the total number
of certified companies that is actually making use of the program. For all four CBA assessments this
forms the first point of departure for further analysis.

In an ideal world all required statistics are available, however, evaluating rather complex incentive
programs per definition requires a mixture of primary data gathering, desk research and the use of



assumptions where data is missing or non-existing. For these models, available annual program reports
were carefully analyzed and complemented with the detailed results from the survey.

Since the model looks at financial flows from 2010 — 2012, benefits and costs incurred in the past. Itis
therefore important to discount the cash flows to the current value. The CBA uses general cash flow
analysis practices to discount cash flows to current values, and below is the formula used:

T
X
CURRENT VALUE = 2 S —
o (1+nr)t

(X¢) represents the specific amounts one specific year (t). This value is 'discounted’, by dividing it by the
'discount rate' (r = 5%) for each year (t). This rate (1+r) is the yield (or return on investment) that

normally should have been made on the investment, and - t is the number of years in the past.
The model calculated two scenarios:

1. Theincentive is provided; and
2. Theincentive is not provided;

For both scenarios the direct tax revenues for the following taxes are calculated:

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

e Sales tax; and

e Payroll tax.

If the second scenario leads to lower tax revenues (i.e. as a result of less employment) than this can be
considered a cost in the form of revenues foregone. If the revenues foregone are larger than the cost of
providing and monitoring the incentive program than the model shows a positive rate of return.

It might also be possible that a specific aspect of an incentive program results in a lower tax revenue in
one field but compensated by higher tax revenues in other fields. For instance a corporate income tax
reduction (as a form of incentive) results in lower corporate income tax revenues, but this loss is
compensated by companies being able to hire more personnel, resulting in higher personal income
taxes and higher sales tax revenues. If this is the case, the model also shows a positive rate of return.

There will be a negative IRR if the tax revenue stream in the first scenario, as a result of the benefits
provided to companies, is lower compared to the revenue stream in the second scenario.









Table 42 Personal Income Tax rates at State and Federal Level

Average salary cost per person $47,141.10 Average salary cost per person $47,141.10
employed employed

Average income tax revenue Single $3,320.36 Average income tax revenue Single $7,714.03
Average income tax revenue $2,632.61 Average income tax revenue $6,178.67
Married Married

Average income tax revenue at $2,990.24 Average income tax revenue $6,977.05
Effective income tax rate 6.34% Effective income tax rate 14.80%

The different brackets are based on sources directly from the Maine Revenue Services, the IRS — US
TaxCenter and Bankrate.com. The reason why the Federal taxes are included is to calculate the net
disposable income. A portion of this disposable income is allocated to purchase local goods and services
from Maine suppliers, which in turn leads to additional sales tax revenues.

Table 43 Total Personal Income Tax Burden

Average salary cost per person employed $47,141.10
Effective income tax rate (State level) 6.34%
Effective income tax rate (Federal level) 14.80%
Total Personal Income Tax Burden 21.41%

4. Dividends Taxation:

The Maine Revenue Service describes that in the State of Maine dividends is considered the same as any
other type of individual income and therefore taxed according the personal income tax scheme as
presented above (i.e. effectively 6.34%).

At Federal level the American Taxpayer Relief Act of 2012 (H.R. 8) was passed by the United States
Congress and signed into law by President Barack Obama in the first days of 2013. This legislation
extended the 0 and 15 percent capital gains and dividends tax rates for taxpayers whose income does
not exceed the thresholds set for the highest income tax rate (39.6 percent). Those who exceed those
thresholds ($400,000 for single filers; $425,000 for heads of households; $450,000 for joint filers)
became subject to a 20 percent rate for capital gains and dividends. In this model we use the effective
dividends tax rate of 15%

5. Sales Tax:
Only end customers pay 5.0% Sales Tax” on top of the cost of the final product and, contrary to the VAT
system, not the active companies operational in the supply chain. Below an example of this system:

2 The sales tax rate has been increased in October 2013 to 5.5%






Table 45 Other important indicators

Discount rate 5%
Wage inflation rate 2.1%
Earnings retained (the rest in Dividend) 50%
Total expenditure by firms on local products 25%
Total expenditure by residents on local products 40%
Findings

The next four CBA models represent:

BETR Program;

PTDZ Program;

MTI’s Development Loans Program; and

FAME’s Commercial Loan Insurance and Economic Recovery Loan Program.
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Appendix I - State Benchmark Assessment

Economic development is the product of new and expansion investments as well as entrepreneurship
and innovative product developments, and as such, reflects the attractiveness of doing business. This
section highlights the competitive position of the State of Maine compared to other US states by
benchmarking different elements of its business climate. First, an overview of the Nationwide and State
level investment trends will illustrate Maine’s relative position in the fiercely competitive market for
private investments. Included in this trend assessment are foreign investments, cross-state domestic
investment projects and corporate expansion projects. These investment projects are monitored at firm
level, and this allows access to the direct economic development benefits in terms of total job creation
and volume of capital investments. In addition, this State level investment benchmark illustrates the
source markets for investments in Maine, and identifies the most prominent sectors and business
functions.

Depending upon investment laws and regulations, the private sector is free to locate wherever it thinks
it can optimize its business processes or reduce operating costs. Given this perspective, a location
decision is, in many respects, a referendum on a location's competitiveness. When a company decides
to build a factory with good jobs in Ohio or lllinois rather than in Florida or Texas, it is effectively voting
on the question of which state can best enable its success in the marketplace. Those votes matter: each
location decision translates into jobs, investments, tax revenues, and economic development. A
location benchmark assessment is one of the exercises companies use to systematically evaluate,
compare and rank the competitiveness of states. By prioritizing objective and reliable location factors
companies rate and score different aspects of the business climate such as economic indicators, fiscal
components, labor cost and availability, facility costs and incentive potential.

Ranking business climates is also a very popular topic by different media sources. Today, there are
countless benchmark rankings, at national and state level, with some using independent and objective
criteria and scoring models while others are more biased and used for marketing purposes. A section
will be dedicated to draw conclusions by ranking the rankings by focusing only on the most relevant and
trustworthy location benchmark studies.

Governments, whether acting at the supra-national, national, regional, and even local level have long
used incentives, credits, and other forms of assistance to shape the conduct and behavior of investors.
Incentives, as an example of a government intervention, can be crucial for advancing public objectives
and correcting market failures caused by information asymmetries, externalities, economies of scale and
other circumstances. In contrast, many economists and policy makers question the use of incentives
and refer to market distortions, a race to the bottom among States, and corporate welfare by means of
taxpayers’ money. These ongoing debates became even more complex in light of the austerity policies
as a result of government deficits and severe budget cuts. The incentive trend analysis shows how these
factors impacted the type and nature of incentive programs offered by governments by using the
ICAincentives.com database.

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 one of the



fundamentals of a successful and sustainable incentive policy framework. In line with the incentive
trend analysis, this section will also introduce a State Incentive Transparency Index. This Transparency
Index is a composite measure that ranks the States according to their incentive transparency policies.

Finally, this section concludes with a detailed research part that shows how other states have
implemented successful evaluation and monitoring techniques to assess the effectiveness of incentive
programs

This section of the report provides the following five benchmark analyses based on various databases to
which the ICA Team has access.

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.

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.









Figure 11 illustrates the difference of the States national share in investment projects, CAPEX and jobs
compared to its share in national GDP. A positive difference implies a disproportionally high share in
any of the three categories (i.e. No. of investment projects, CAPEX or Jobs). A negative outcome means
that the state’s share of GDP to national economy is larger than its share in any of the three categories.
It shows that many of the states in Southeast US are represented as top-performing states. With the
Southeast region of the U.S. being home to many global fortune 500 companies with multinational
companies like Mercedes, BMW, Lockheed Martin, Embraer, Boeing and their respective supply bases,
the region is competitively positioned to support global manufacturing and especially the engineering
and aerospace industry. California and New York’s share of its state GDP is much larger than its share of
investment, capital and jobs, which can be partly explained by the fact that these mature economies
have a strong existing base and also contribute significantly to GDP through international exports.

More regionally, New England’s overall regional performance in terms of attracting investment, capital
and jobs is on par or slightly below its relative importance to the US economy. In the case of Maine, and
illustrated in



Table 47, its percentage share of national GDP is 0.37%, while its national share in terms of investment
projects, capital attraction and job creation is slightly below.



Table 47 Performance of New England States

% of
0 0, ()

GDP($ Population GDP/ FDI  CAPEX ($ Jobs Naﬁ:n:’; National Natifﬂ: Naﬁfn‘:;
Millions) (Millions)  Capita ($) Projects Millions) Created GDP Investn.'\ent CAPEX Jobs

Projects
Maine 53,200 1.3 40,923 69 3,769.60 7,597 0.37% 0.27% 0.34% 0.33%
Vermont 26,400 0.6 44,000 38 1,660.70 2,143 0.18% 0.15% 0.15% 0.09%
Rhode Island 49,500 1.1 45,000 69 2,011.90 5,350 0.34% 0.27% 0.18% 0.23%
E:xpshire 61,600 13 47,385 72 1,911.10 4,397 0.42% 0.28% 0.17% 0.19%
Massachusetts 377,700 6.5 58,108 759 20,248.60 49,083 2.60% 2.92% 1.84% 2.13%
Connecticut 233,400 3.6 64,833 222 7,900.30 15,087 1.61% 0.85% 0.72% 0.66%
United States 16,202,700 316.8 51,144 26,012 1,101,404 2,299,484 100% 100% 100% 100%

Source: authors own calculations; fDi Intelligence from The Financial Times Ltd




Table 47 shows that relative to its GDP, Maine outperforms the neighboring states of Rhode Island and
New Hampshire when it comes to capital investment and job creation achievements. Moreover, since
the percentages for capital and jobs are higher than the percentage of national investment project, this
implies that the established investment projects are relatively capital and labor intensive. Headline
figures in Table 48 show that between January 2007 and October 2013 a total of 69 investment projects
were recorded in the State of Maine. These projects represent a total capital investment of $3.77
billion, which is an average investment of $54.60 million per investment project. During the period, a
total of 7,597 jobs were created.

Table 48 Headline Figures for the United States and Maine (2007 — 2013)

Headline Figures United States Maine
No. of Projects . 26,012 . 69
Share of Global Projects 18.08% 0.05%
Total Job Creation 2,299,484 7,597
Average Project Size (Jobs) 88 110
Total Capital Investment (CAPEX) $1,101.40 b $3.77b
Average Project Size (CAPEX) $42.30 m 54.60 m

Source: fDi Intelligence from The Financial Times Ltd

Promising is the fact that



Table 49 shows that the largest number of investment projects (i.e., 14 projects) was announced last
year. The total number for 2013 is likely to rise even further because of the fact that investment
projects materialized after October 2013 are not yet incorporated in the annual statistics. Average
project size peaked in 2010 for both capital investment and jobs created, and despite the positive trend

in terms of project numbers, there is a tendency towards leaner and less capital intensive investment
projects.






Table 51 shows that most foreign investment projects originate from Canada and the UK, followed by
Germany and Sweden. Spain is strongly present, because Iberdrola’s headquarters is located in Bilbao.






The top three sectors as shown in Table 53, includes business and financial services as well as
communications, and accounts for 28 investment projects or 41% of all investment projects in Maine.
There are a number of reasons why these sectors hold such dominant positions. First of all,
technological developments and IT infrastructure allows plug and play at virtually each and every (office)
location that offers sufficient connectivity. Secondly, setting up foreign offices does not significantly
impact corporate supply chains as, for instance, a change in the manufacturing or distribution network
would.

Table 53 Investment Trends by Sector (2007 —2013)

No of Jobs Created Capital Investment
| Sector -

il Total Average  Total ($ Million)  Average ($ Million)
Business Services 11 600 54 52.40 4.80
Communications 9 757 84 447.20 49.70
Financial Services 8 948 118 117.10 14.60
Software & IT Services 7 759 108 32.30 4.60
Alternative/Renewable Energy 7 199 28 1,185.70 169.40
Healthcare 3 59 19 13.20 4.40
I;(-jrl;s;gal Machinery, Equipment 3 56 18 11.60 3.90
Medical Devices 3 133 44 32.30 10.80
Aerospace 3 172 57 17.60 5.90
Wood Products 2 138 69 41.80 20.90
Other Sectors 13 3,776 290 1,818.40 139.90
Total 69 7,597 110 3,769.60 54.60

Source: fDi Intelligence from The Financial Times Ltd

Alternative/Renewable Energy has both the highest total and highest average investment at $1.19
billion overall and $169.40 million per project. Other promising sectors in Maine are Software and IT
Services, Healthcare, Industrial Machinery, Medical Devices and Aerospace.

Finally, one particular observation is the strong presence of the labor intensive Customer Contact Centre
investments.

One particular observation is the strong presence of the labor intensive Customer Contact Centre
investments.



Table 54 shows that Logistics, Distribution & Transportation has generated the highest number of total
jobs and greatest investment with a total of 3,153 jobs and USD 1.57 billion investment. This business
activity also has the largest project size on average in terms of both investment and jobs creation, but
the significant Iberdrola investment project is biasing these figures. Manufacturing projects remain the
largest type of business activity, when it comes to new investment projects. One particular observation
is the strong presence of the labor intensive Customer Contact Centre investments.



Table 54 Investment Trends by Business Activity

| . No of Jobs Created Capital Investment

usiness Activity e

Projects Total Average Total (S Million)  Average ($ Million)
Manufacturing 17 823 48 318.30 18.70
Business Services 15 364 24 123.80 8.30
Customer Contact Centre 10 2,002 200 75.50 7.50
ICT & Internet Infrastructure 6 467 77 432.50 72.10
Sales, Marketing & Support 6 227 37 182.90 30.50
Electricity 5 141 28 1,009.40 201.90
Headquarters 2 6 3 0.50 0.30
Logistics, Distribution & Transportation 2 3,153 1,576 1,574.00 787.00
Maintenance & Servicing 2 162 81 14.20 7.10
Recycling 1 23 23 16.40 16.40
Other Business Activities 3 229 76 22.10 7.40
Total 69 7,597 110 3,769.60 54.60

Source: fDi Intelligence from The Financial Times Ltd

Summarizing Conclusions

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

Some 14 projects, or 20.3% of projects, were recorded in 2013. This was the year in which the highest
numbers of projects were recorded and may in fact represent an increasing trend. During this period a
total of 836 jobs were created and $292.10 million capital was invested by these projects, or 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, which equates to almost 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.



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 1 in
total, 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, or an average of 24 jobs and
$7.90 million investment per project.

Benchmark 2: Business Environment Competitiveness

The location benchmark ICA has provided has 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. 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.

To produce a broad-based benchmark, a total of 19 benchmarks that individually rank US states have
been taken into account. These benchmarks include common location benchmarks (e.g., Forbes and
CNBC), well known for their comprehensive analyses of state competitiveness, as well as less known,
more specified indices. In order to safeguard some order, the benchmarks of the following 19 sources
have been clustered into seven groups:

e Competitiveness
o CNBC
o US Chamber of Commerce
o American Legislative Exchange Council
o Beacon Hill Institute
e Business Climate
o Forbes
o Chief Executive
o Tax Foundation
e Innovation
o Fast Company
o Bloomberg
o Information Technology & Innovation Foundation

























































State T Cluster

ITIF 31 Innovation
Bloomberg 33 Innovation

Chief Executive 35 Business Climate
CNBC 38 Competitiveness
Mi 39 Innovation
Mercatus 39 Economic Freedom
ALEC 41 Competitiveness
ICA 44 State Management
USCC 45 Competitiveness
Fraser Institute 46 Economic Freedom
Forbes 50 Business Climate

Source: various and author’s calculations

Benchmark 3: Incentive Award Productivity

The ICAIncentives.com database traced a total number of 7,371 incentives that have been granted by US
authorities to corporate investors. The data used are single sourced, and have a methodology that
gathers data consistently and therefore represents findings across states rather than analysis per
individual state on actual activity. These incentives have been issued over a period ranging from January
2010 up to December 2013 (updated as of January gt 2014). Longitudinal evaluations are slightly
inappropriate as the time framework is too short and the database has improved over the years,
thereby reflecting trends that cannot be linked to the cause of time but rather to the expanding
database. However, a preliminary overview of stylized facts is presented in Table 10 and provides a
refined impression of US incentive practices based on a considerable number of awarded incentives.
Altogether, the more than 7,000 awarded incentives represent a value of $50.6 billion and functions as
indicator of the budget US authorities spent on proclaiming incentives. This implies an average value of
$6.86 million per granted incentive.

The potential benefits of incentives are measured through two proxies:

e Generated capital expenditures (i.e., value of attracted investments); and
e Number of newly created jobs (i.e., direct created employment).

US-granted incentives attracted over $217 billion worth of investments thereby directly creating nearly
910,000 new jobs. In relative terms, this implies that one awarded incentive has generated $40.9
million of capital expenditures accompanied by 123 newly created jobs. It should be noted, however,
that this figure is based on 5,309 awarded incentives, for which ICAIncentives.com database captured





















I Top-15 States Bottom-15 States

5. Florida 45,534 5. Alaska 740

. Tennessee 42,050 6. Montana 743
7. Kentucky 41,293 7. Maine 901
8. Pennsylvania 41,119 8. Nebraska 1,105
9. Texas 40,525 9. Idaho 1,525
10. New York 39,625 10. Washington 1,654
11. Louisiana 30,562 11. Vermont 1,831
12. Wisconsin 26,650 12. Rhode Island 2,077
13. Utah 25,230 13. South Dakota 2,913
14. Missouri 23,197 14. Arkansas 3,155
15. New Jersey 22,566 15. West Virginia 3,290

Source: Author’s own Calculations; ICAincentives.com 2013

Comparing the Costs and Benefits

Generally, western states such as California ($1.60), Idaho ($1.70), Nevada ($2.90), Oregon ($3.30) and
Arizona ($3.80) have relatively low returns on investment. On the other hand, a handful of eastern
states have similar low rates: New Hampshire (52.00), Maine ($2.10), Pennsylvania ($2.30), New Jersey
($3.00), Connecticut and West Virginia (both $3.60). A great number of south (eastern) and central
states have average rates of return of between $5.0 and $10.0. States that mostly stand out are Virginia
(532.7), North Dakota ($20.1), Rhode Island (519.7) and Texas (517.8). Texas is particularly noteworthy
in that the State spent a considerable amount of money (over $600 million) on 141 awarded incentive
projects. Virginia, which awarded 148 incentive projects, spent around $100 million on its incentives but
attracted nine investments with individual values of between $120 and $500 million. Other states that
have relatively high returns on their investments include North Carolina (513.3), lowa ($13.2), South
Carolina ($12.5), Delaware, ($11.6), Utah ($11.5), Louisiana ($11.4), New Mexico ($11.3), Wyoming
(511.2), Indiana ($11.1) and Massachusetts (510.7). Noteworthy states in this range are Indiana (spent
$9.5 billion on 472 incentives), North Carolina (spent $9.2 billion on 339 incentives), lowa (spent $8.1
billion on 192 incentives) and Massachusetts (spent $3.8 billion on 87 incentives).












The direct implications for the State of Maine are mixed. In the period of time in which data has been
collected (since 2010), ICAIncentives.com has registered 11 incentives awarded by Maine, on which the
government of state spent $144.0 million. This implies a relatively high average value per awarded
incentive: $13.1 million against an average of $6.86 million US wide. It thus appears that Maine spent
an above-average budget on a limited amount of incentives. However, the benefits appear to have
been limited as well as the state features in the bottom-15 in terms of both generated capital
expenditures (5$307.4 million) and number of newly created jobs (901 new jobs).

These figures are confirmed by relatively low indicators when comparing the costs and benefits. The
average return on investment per awarded incentive is low at a $2.10 return per publically invested
dollar in incentives. The average value of awarded incentive per newly created job is high with Maine
spending $159,000 per newly created job. Indeed, Maine is featured in the top-left corner of the
integral incentive cost-benefit analysis, though with a relatively high value per created job (7" among all
US states).

Comparing Maine with other neighboring states reveals that only New Hampshire performs worse,
mainly due to its high value per created job (more than $800,000 per created job). Connecticut seems to
perform similar to Maine though its value per created job is only two-thirds that of Maine’s (5107,000
against $163,000, respectively) and its return on investment is slightly higher (a return of $3.4 per
invested dollar against $2.0, respectively). The other New England states of Massachusetts and Rhode
Island outperform Maine, as well does the benchmark state of lowa. Rhode Island yielded the highest
return on its investments with $19.7 per invested dollar whilst Massachusetts scored best in terms of
lowest value per created job: only $31,110.

Benchmark 4: Transparency in Incentives

As became evident in the incentives benchmark, the number of incentives varies greatly among US
states. Information provided by state governments and officials on such incentive programs differ to a
similar extent. The quality of provided information (e.g., depth) is another factor which further
complicates comparing incentives across the US. For instance, governments might or might not provide
information on the beneficiary, budget spent on the incentive program and benefits generated by the
programs. As a result, the distribution of incentive transparency differs among US states.

In order to rank states according their incentive transparency, ICA developed the Incentive Transparency
Index. Primary objective is to evaluate the information provided by US state governments on their
incentive programs to eventually offer an unbiased, analytical view of incentive transparency across the
US. The Incentive Transparency Index can function as tool to policymakers in that it assists them in
assessing the costs and benefits of incentive programs combined with improving the provision of
information on these incentive programs. The benefits of such an index are twofold as it informs
potential investors about the incentive potential for their sector and business activity in a specific US
state. Fuller transparency and information disclosure among all US states could also potentially reduce
or halt the incentive-orientated “race-to-the-bottom,” since states become more conscious of one
another’s incentive programs, targets and objectives. This implies more incentive-based coordination
rather than individual state incentive practices.



Methodology
The Transparency Index is, similarly to the incentives benchmark, based on ICAIncentives.com, from
which state-level data has been extracted regarding four elements:

e Number of incentive programs;

e Number of awarded incentives;

e Total amount of generated capital expenditures; and
e Total number of created jobs.

Every single state has been ranked for each of the four elements to acquire better comprehension of
where each state is located on the transparency scale. For example, in case a state registered many
programs but did not release much information on the incentive recipients or awarded amounts, it will
most likely not result in many awarded incentives registered in the database. This will consequently
lead to an overall weaker ranking. The same is evident for the amount of generated capital
expenditures and the number of created jobs, which will further validate a state’s overall ranking.

As the ICAIncnetives.com database also registers awarded incentives that have not been classified
according to a specific incentive program, a second Incentive Transparency Ranking has been
established. This index is based on three elements derived from ICAIncnetives.com:

e Number of awarded incentives;
e Total amount of generated capital expenditures; and
e Total number of created jobs.

Results: awarded incentives including incentive programs

e All states were ranked according the four elements with a total score divided by four. The
results are clustered into three groups; green, amber and red, respectively:

o The first cluster consists of states which show very high and frequent transparency of
awarded incentives and incentive programs;

o The second cluster indicates states that possess medium transparency rates with
average frequency and information provision; and

o The third cluster is composed of states which entail very little or no transparency of
incentive information.

Two exceptions should be noted in the amber group: Maryland and Indiana. These states have scores
that would initially result in a position within the amber cluster though recent efforts of these states
(though not yet included in the ICAIncentives.com database) have considerably increased the
transparency on their incentive programs.

Maine scores quite poorly in terms of the transparency score: 43. Further investigation reveals that
Maine ranks a 40th place regarding the number of incentive programs (only one has been registered by
the ICAlncentives.com database ), together with New Hampshire, New Mexico, Rhode Island, West
Virginia and Wyoming. In turn, this single registered program consisted of only one awarded incentive









Table 7: State Transparency Index Excluding Incentive Programs

Green: Ranks 1°" - 16" Amber: Ranks 17" — 33" Red: Ranks 34™ — 50"
Tennessee Mississippi Rhode Island
Texas Missouri South Dakota
Virginia Nevada Wyoming

New Jersey Vermont

Oklahoma

South Carolina

Utah

West Virginia

Wisconsin

Conclusions

These figures strongly suggest that there is an opportunity for Maine to improve its transparency
regarding its awarded incentives. First, the State should consider categorizing its awarded incentives
according to the incentive programs. This would increase Maine’s rank considerably as it would create a
direct link between number of programs and number of awarded incentives.

In addition, Maine should consider providing more information on all programs. Currently only two
programs are featured in the ICAlncentives.com database, which are Rural Economic Development Loan
and Grant and the FAME’s Economic Recovery Loan Program. Maine has a number of programs that
include awarded incentives. Parallel to putting more public attention on its programs, the benefits
should be disclosed as well. This not only enhances Maine’s rank on the transparency lists but also
improves public accountability and trustworthiness towards its tax payers.

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.

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:

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

New Hampshire: Economic Revitalization Zone Tax Credits



lowa: High Quality Jobs Program (HQJ)
Benchmark 5: Competitive States Programs

Maine’s Pine Tree Economic Development Zone Program
The State of Maine established its current Pine Tree Development Zone (“PTDZ”) program in 2003. The
program seeks to reduce or eliminate state taxes for up to 10 years through a variety of ways:

e Corporate tax credits;

e Sales and use tax exemptions for both personal and real property;
e  Withholding tax reimbursements of 80%; and

e Reduced electricity rates.

Financial sector companies may also be eligible for certain insurance tax credits. Credit, exemption and
reimbursement apply only to new payroll and property.

Maine has focused the PTDZ program to apply to specific industry sectors, which include:

e Biotechnology

e Aquaculture and Marine Technology

e Composite Materials Technology

e Environmental Technology

e Advanced Technologies for Forestry and Agriculture
e Manufacturing and Precision Manufacturing

e Information Technology

e Financial Services

These are based upon target sectors and clusters at which Maine has strength and has proven it can
compete against regional states and their programs.

Requirements include:

e C(Creation of at least one “quality job” defined as salary and benefits (income derived from
employment — “IDE”)that exceeds the per capita salary in the locating county, Income Table and
Definitions);

e Employees must have access to benefits including health insurance, retirement, education and
dependent care;

e (Capital investment.

The states divided into two tiers that determine the length of benefits available. Depending upon
location and industry sector, businesses located in Tier 2 municipalities (Tier 2 Municipalities 2013) are

eligible for five years of benefits, while those in other municipalities are eligible for 10 years.



A business can qualify for the program only if “it demonstrates” it could not expand or start a new
business without the incentives. PTDZ benefits do not apply to jobs moved from one area to another
within the state.

Other Maine Incentive Programs

Employment Tax Increment Financing

Employment Tax Increment Financing provides new or growing Maine businesses a refund 0f30% to 80%
of state withholding taxes for up to 10 years depending on industry and location. Five or more new
employees must be hired within a two-year period. Employees must be offered a group health plan and
retirement benefit and the annual income paid to each new employee must be higher than the average
for the county in which the business is located.

Business Equipment Tax Relief programs

Business Equipment Tax Relief programs offer up to 100% tax exemption from personal property taxes
on eligible business equipment. The programs offer an exemption eliminating property tax, which
largely replaces a reimbursement (for purchases between April 1, 1995, and March 31, 2007).

Finance Authority of Maine FAME
Finance Authority of Maine FAME, an independent state agency, offers more than 20 financing
programs, including loans, equity capital, investor tax credits and bond financing.

Maine Venture Fund

The Maine Venture Fund provides initial funding, typically between $100,000 and $300,000, in capital to
small businesses that demonstrate a potential for high growth and public benefit. Funds must be
matched. Investments from the fund may be structured in a range of securities, such as preferred stock
or convertible debt.

Technology Tax Credits

Technology Tax Credits focuses on technical advancement within existing and operating companies
involved in manufacturing and certain research activities. Tax credits and exemptions offered include
electricity costs, equipment purchases and other expenses involved in R&D.

Competitive State Programs

The State of Maine borders and/or is in close proximity to the States of Connecticut and New Hampshire
and the Commonwealth of Massachusetts. These are considered main competitors for attracting
companies and jobs, since expanding companies often take a regional approach to their location
searches. To this mix, the consultant Team has added the State of lowa, which has been selected due to
its leadership and success in evaluating incentive programs. lowa also has an agricultural industry and
must compete against larger, more centrally-located state neighbors. It has been seeking to diversify its
economy and attract and develop innovation.

These competitors have similar programs to those of Maine’s, but with distinctive features.



Massachusetts

Massachusetts is well-known as a developer of innovation with the Massachusetts Institute of
Technology (MIT) and its university system including Harvard, the University of Massachusetts and
Boston College. Itis home to 12 Fortune 500 companies including Biogen, Boston Scientific, Staples,
State Street and TJX.

The Commonwealth’s main incentive program is its Economic Development Incentive Program (EDIP). It
is designed to create jobs and stimulate business growth. Its key points are:

e C(Create new full-time jobs,

e Location within Economic Target Areas and within Economic Opportunity Area,

e Retain at least 50 full-time manufacturing jobs or create at least 25 new full-time manufacturing
jobs within Gateway Municipalities,

e Generate new sales outside of Massachusetts.

Municipality must approve local incentives which can include Tax Increment Financing or a Special Tax
Assessment. Certification by the Economic Assistance Coordinating Council (“EACC”) follows municipal
approval.

Investment Tax Credit (ITC) is up to 10%, depending upon new economic activity outside the
commonwealth. The percentage of benefit can also depend upon the increased employment
opportunities of residents, and increased income and employment levels.

Enhanced Expansion Projects creating at least 100 new full-time, permanent jobs, can be eligible for up
to 10% of capital investment after two years after having received the EDIP-ITC

For manufacturing retention projects, the credit is up to 40% and is refundable based on sales outside
the Commonwealth or otherwise increase employment opportunities of residents of the gateway
municipality and Massachusetts at large.

Leased property and multiple facilities can now count toward the credit. Expansions are given two years
to achieve their job increased goal and must keep new or retained positions for at least five years.
Certification by the EACC can be revoked and incentive awards may be clawed back if there is a material
deviation from the business proposal (50% below expectations).

In December, 2013, the EACC approved 14 projects, which expected to create 1,217new jobs and retain
1,694 existing jobs with over $133 million in private investment. Since 2009, the program is credited
with approving 175 project and creating 12,666 jobs, retaining 38,901 existing jobs and leveraging $4.6
billion in private investment.

Other Massachusetts Incentive Programs

Job Creation Incentive Program—Applies to qualifying biotechnology and medical device manufacturing
companies eligible to receive incentive payments for creating 10 or more new jobs during a single
calendar year. The incentive payment is equal to 50% of the eligible jobs’ salary multiplied by the
applicable Massachusetts income tax rate of the newly-hired persons.



Investment Tax Credit—3% credit is available for qualifying businesses against Massachusetts corporate
excise tax and used for the purchase and lease of qualified tangible property used in the business
operations. The credit is available to manufacturers, certain R&D corporations and companies engaged
in agriculture or commercial fishing.

100% Personal Property Tax Exemption—Classified manufacturers are exempt from paying local
personal property tax on tangible, depreciable assets. The exemption is from local property taxes.

Connecticut

Connecticut is a leader in development in the Northeast of the US. Home 16 Fortune 500 corporations
including General Electric and United Technologies, the State is known as a manufacturing base and for
renewable energy technology that has leveraged the technologies and skill sets developed. The State
also boasts a number of top universities including the lvy League Yale and the University of Connecticut.

Enterprise Zones
Connecticut was the first state to establish Enterprise Zones, and there are now 17 designated zones.
These are within Targeted Investment Communities (“TIC”) and the benefits include:

e Abatement of local real and personal property tax of 80% over five years;

e Credit of 25% on the state’s corporation business tax attributed to business expansion or
renovation project for 10 years. The corporate tax credit increases to 50% if a minimum of 30%
of new full-time positions are filled by Zone residents or residents of the municipality and are
Workforce Investment Act eligible.

Designation is flexible and tailored to the community. Other areas within the TIC municipality can be
zoned with the approval of the Commissioner as having the Enterprise Zone-level benefits or greater:

Entertainment District: facilities for producing live or recorded multimedia products anywhere
within a TIC municipality. Benefits include up to 100% property tax abatement for up to seven
years.

Qualified Manufacturing Plant: facilities of at least 500,000 square feet location within or outside
of a TIC. Benefits include up to 100% property tax abatement for up to seven years.

Railroad Depot Zone: manufacturing or warehousing facilities originally dependent upon railroad
access. Benefits include up to 100% property tax abatement for up to seven years.

The Urban Jobs Program provides Enterprise Zone benefits, but to a lesser extent outside the Enterprise
Zone itself but within a TIC. The same qualifying criteria generally apply. The state’s designations
include:

Contiguous Municipality Zone: one or more census tracts contiguous to an Enterprise Zone but
located in another municipality. Benefits are the same as those in the adjacent Enterprise Zone.
The municipality designating the contiguous zone is not considered at TIC and no other programs of
aTIC apply.



Defense Plant Zone: for former defense manufacturing plants vacant as of July 1, 1998, with
Commissioner determination of severe impact from prime defense contract cutback. Enterprise
Zone-level benefits apply, but with a length of two years, which can be renewed for another two
years with public hearings. The municipality designating the contiguous zone is not considered at
TIC and no other programs of a TIC apply.

Manufacturing Plant Zone: for municipalities of less than 20,000 contiguous to a TIC can, with
Commissioner approval, be designated. Must have facilities of at least 180,000 square feet formerly
used in the printing or allied industries, with 100 acres of vacant, industrial or commercial zoned
land and is bounded by a railroad track and a stream. Enterprise Zone-level benefits apply, but with
a length of two years, which can be renewed for another two years with public hearings. The
municipality designating the contiguous zone is not considered at TIC and no other programs of a
TIC apply.

Bradley Airport Development Zone: tax credits for manufacturers or assemblers, perform related
manufacturing research and development, of service, overhaul or rebuild industrial machinery.
Warehousing and freight businesses can qualify if shipping by air. Service companies may qualify as
well if the business is related to an airport.

Bioscience Enterprise Corridor Zone: Enterprise Zone-level benefits are available for businesses of
300 or fewer employees and engaged in bioscience, biotechnology, pharmaceutical or photonics
research, development or production in the state.

Other Connecticut Incentive Programs

Urban and Industrial Site Reinvestment Tax Credit—Corporate tax credit of up to 100% for an
investment in real property up to $100 million in an urban area or an industrial project that adds
significant economic activity, increase employment in a new facility and generate significant additional
tax revenues for the State. The minimum investment is $5 million in distressed communities and $50
million in all other communities. Program expenditures capped are at $500 million. Tax benefit is
dispersed over a 10-year period, starting in Year Four. Carry-over is for five-years.

Fixed Capital Tax Credit—A 5% tax credit against amount paid or incurred for new, fixed capital
investment in tangible personal property. A 5% tax credit for investments in human capital (employee
training, childcare, facilities and subsidies and donation to higher education for advancement of
technology) also is applicable. Carry forward is five years.

Machinery and Equipment Tax Credit—A 10% tax credit for increased investment in machinery and
equipment is available for companies with 250 or fewer full-time permanent employees. Five percent
tax credit is allowed for increased investment for corporations employing between 251 and 800 full-time
employees. There is no carry-forward or carry-back allowed.

Financial Services Tax Credit—Financial institutions constructing new facilities and adding new
employees can receive a credit of as much as 50% of the tax for up to 10 years; may be extended for an
additional 5 years; based on size of the facility and level of employment.



Angel Investor Tax Credit —A tax credit for angel investors with a cash investment of $25,000 or more in
a qualified Connecticut business. The credit shall be equal to 25% of the investor’s cash investment.
Total tax credits allowed shall not exceed $250,000 for any angel investor. Qualified businesses must
apply to Connecticut Innovations and be approved to be eligible for a tax credit. The program is due to
expire in 2014 unless renewed by state legislature. Available to accredited investors only.

New Hampshire

The State of New Hampshire is one of the smallest states and least populous in the union. Itis home to
Dartmouth College and the University of New Hampshire. No Fortune 500 companies are
headquartered in the State.

The state does, however, notes its low-tax climate which, in addition to a low 8.5% corporate income
tax, includes

e No broad base personal income tax
e No sales tax

e No use tax

e Noinventory tax

e No capital gains tax

e No estate tax

e Nointernet tax

e No professional service tax

The state’s tax incentive offerings are, therefore, proportional.

Economic Revitalization Zone Tax Credits

Economic Revitalization Zone Tax Credits (ERZ Tax Credit) is a short-term, tax credit against the business
profits and enterprise taxes. To qualify, capital investment must be made and the location must meet at
least one of the following specific demographic criteria, including:

e Population decrease over the past 20 years;
e 51% or more of households have incomes less than 80% of the median of the state; or
o Atleast 20% of household median income below the poverty level.

To qualify, the location would likely reduce vacancy or tax delinquency:

e Inan unused or underutilized industrial park;

e located on vacant land;

e Have structures previously used for industrial, commercial, or retail purposes; or
e On a Brownfield site.

In order for the company to qualify, it must meet at least one of the following criteria:

e C(Create a new facility;



e Add buildings or machinery and equipment to the facility equal to at least 50% of the market
value;

e Alter or repair a facility equal to at least 50% of the market value; or

e Alter or repair a vacant facility equal to at least 20% of the market value.

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.

Over five consecutive years, the total amount of the credit is $200,000. The state has designated
$825,000 for tax credits.

Other New Hampshire Incentive Programs

Coos County Job Creation Tax Credit: for businesses hiring new employees in Coos County and paying
wages equal to or above 200 percent the calendar year minimum wage. The tax credit is $1,000 for any
new, full-time, year-round jobs applied to the Business Enterprise Tax. The unused portion of the credit
can be applied to the Business Profits Tax.

lowa

The State of lowa is a Midwestern State with a larger geographic size to Maine and nearly three times
the population. It too must compete against larger states surrounding it. Known as an agricultural
state, it has diversified its economy significantly into advanced manufacturing, financial services,
information technology, biotechnology, and green energy production. The University of lowa and lowa
State University are its major educational institutions. lowa has two Fortune 500 companies
headquartered in the State, Principal Financial and Casey’s General Stores.

High Quality Jobs Program

lowa’s High Quality Jobs Program is the state’s premier financial assistance program offsetting the cost
to locate, expand or modernize an lowa facility. The package includes tax credits, exemptions and/or
refunds to non-retail or non-service companies that meet wage requirements, known as Laborshed
Wages".

In addition to meeting wage requirements for the area, business eligibility includes:

e (Created jobs must 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.

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

e The business must provide a sufficient benefits package to all full time employees that includes
at least one of the following:

* Laborshed Wages are based on an area’s actual commuting patterns and exclude retail and healthcare wages,
among others, and result in a more reflective starting wage for assistance eligibility.



Business pays 80% of medical and dental premiums for single coverage plans, or
Business pays 50% of medical and dental premiums for family coverage plans, or
Business pays for some level of medical and dental coverage and provides the monetary
equivalent value through other employee benefits

In economically distressed areas, jobs must pay 100% of the Laborshed Wage initially, and reach 120%
within three years. .

The program’s tax incentives include:

e The State's refundable research activities credit may be increased while the business is
participating in the program.

o Alocal property tax exemption of up to 100% of the value added to the property to a period not
to exceed 20 years may be available.

e Aninvestment tax credit equal to a percentage of the qualifying investment, amortized over five
years.

o A refund of state sales, service or use taxes paid to contractors or subcontractors during
construction.

e For distribution center projects, a refund of sales and use taxes paid on racks, shelving, and
conveyor equipment.

Actual incentive amounts will be based on the business's level of need, the quality of the jobs, the
percentage of created or retained jobs defined as high-quality and the economic impact of the project.
Businesses must apply prior to the beginning of the project. Additionally, the High Quality Jobs program
can be used in combination with other State programs with the exception of the Enterprise Zone
Program.

Other Iowa State Incentives

Enterprise Zones: Designed to stimulate development in economically distressed areas, the state offers
a mix of state and local tax incentives in order to revitalize designated and make competitive with
elsewhere in the State. Key requirements include

e Invest $500,000 within a three-year period including cost of land, improvements to buildings,
equipment and machinery purchase and/or computer hardware.

e (Create and maintain at least 10 full-time jobs within the three-year period and maintain them
for an additional two years.

e Provide medical benefits to full-time employees of where business pays 80% of the standard
medical/dental plan and 50% of family coverage.

e Wages that meet 90% of Laborshed Wage threshold.

Businesses must be approved prior to the beginning of the project and cannot be retail or limited by
coverage charge or membership.



Venture Capital Credit: This “Angel Investor” tax credit of 20% is available for equity investments made
into qualifying businesses approved by the lowa Economic Development Authority with a $2 million cap
from 2011. The credit cannot be claimed until three years following the investment.





