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small enterprise growth fund

P.O. Box 670

Augusta, Maine 04332-0670

TEL: (207) 623-3263

FAX: (207) 623-0095

TTY: (207) 626-2717

March 8, 2000 E-Mail: segf@famemaine.com

Joint Standing Commiittee on Business & Economic Development

RE: The Annual Report of the Small Enterprise Growth Board
Dear Committee Members:

- We are very pleased to provide you with the Annual Report for the Small Enterprise
Growth Board. This is the third year since the Fund's inception. We are very proud of our
accomplishments to date and we are positive about our future prospects.

You will note that we have invested in several companies and that some of these are
doing exceptionally well. For example, EnvisioNet Computer Services Inc. had 30 employees
when the Enterprise Growth Board first invested. The Company now has over 1,000 employees
and is expected to add significantly to that number. There are several other companies that are
also showing excellent rates of growth as well. However, as expected, not all of our companies
have faired as well. Some of our portfolio companies are experiencing financial problems and
some have actually failed. This speaks to the risk involved with investing in early stage
companies. On balance, however, the Fund is providing significant benefits to the State of
Maine. - ‘

I look forward to meeting with you and to discussing this report in the near future and to
answering any questions that you may have regarding the Small Enterprise Growth Fund.

Sin g
H
LRy N
N A [
H gy
N Ef:ii‘{‘ WA

~ Rand N. Stowell
Chairman, Small Enterprise Growth Fund Board
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I. Introduction

It is often difficult for early stage companies to access financing to support growth.
The difficulty arises from the risk associated with investments in young companies and
types of funding sources typically available to such companies. In Maine, as in other
states, there are few institutional sources of funds for companies seeking less than
$500,000 in equity; friends, family and private investors typically fill this need. Banks
will not typically lend to early stage companies that have little or no sales revenue and
lack collateral to sufficiently secure the loan.

The Small Enterprise Growth Program was created by the Maine Legislature in April
1996 when it enacted PL1995, Chapter 699, “An Act to Create the Small Enterprise
Growth Program”. The enabling legislation was then amended in the past legislative
session by PL1999, Chapter 504 (see Appendix A). The law created the Small
Enterprise Growth Fund (“the Fund”) which provides capital to small Maine businesses
that show potential for high growth and public benefit.

The Fund was capitalized with $5,000,000 from State issued general obligation bonds
approved by voter referendum in November 1996. Currently, the maximum investment

is $500,000 per company.

The Small Enterprise Growth Board (“the Board”) oversees the Fund. The Board
establishes rules for its operation, approves or denies applications for investments from
the Fund, and monitors investments.

The Fund balance is deposited with the Finance Authority of Maine, which administers
the accounting for the Fund. The Authority has also been engaged by the Board to
provide support for the program with outreach, application processing, record keeping,
legal advice and investment monitoring.
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II. FUND HIGHLIGHTS

DETAIL OF INVESTMENTS CAN BE VIEWED ON EXHIBIT B

ACTIVITY SINCE FUND INCEPTION THROUGH February 1, 2000:

Total # of Investment Requests 85
Total # Funded 10
Total # Approved, pending funding 2
Percentage of Requests Funded/Approved 14%
NUMBER OF DIRECT EMPLOYEES RETAINED/CREATED:
At Investment Total # of Employees 190
# of Employees as of 2/2000 1,266
Current Percentage of Growth since Investment 566%
# of Employees Projected 12/2000 2,215
KEY FINANCIAL RATIOS:

FYE 6/30/98 | FYE 6/30/99 | YTD11/30/99
Investment/Interest Income 209,241 269,311 102,413
Annual Expenses (71,248) (65,507) (42,762)
Provision for losses (180,345) (356,878) (33,610)
Net Gain (Loss) (42,352) (153,074) 26,040
Notes Receivable, net of loss 267,521 779,421 1,087,503
provisions

Investments are carried at the original investment amount.

The majority of the investments contain a provision enabling the Fund to acquire
an equity interest in the business through a warrant to purchase common stock of
the enterprise at a set price in the future. The Fund has not assigned any value to
the warrants at this time. Since the 1999 passage of the amending legislation
authorizing the Fund to obtain an immediate equity interest in a company, the
Board has obtained a preferred stock position in portfolio companies. The Fund
has not assigned any market value to the preferred stock positions at this time.
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III. Current Status of the Fund

Since the Board reviewed its first Stage 1 applications at its July 7, 1997 meeting, it
has closed on eleven investments to ten companies. The Board has approved additional
investments to two new companies and a follow-on investment in an existing portfolio
company (see Appendix B).

Of the $2,200,000 of total investments closed to date, the fund has experienced a loss
of $300,000 due to the dissolution of two of its investment companies, Kreative
Technical Solutions (“KTS”) and Yachtsaver, Inc. Despite the two losses to the fund,
which makes up only 13.6% of investments closed to date, there were approximately
seven new computer technology jobs created with the Fund's investment that survived
KTS’s failure via a spin-off operation. Yachtsaver, Inc.’s closure was due to an
unforeseen problem with its core technology. At the time of the SEGF investment, all
product tests had been favorable, the product was gaining market share and the Board's
investment was matched with a significant amount of outside equity to support
marketing of the product.

The remaining eight portfolio companies received an aggregate of $1,900,000 in SEGF
investments and $1,900,000 in marching investments. Intellicare America, Inc.
received two investments, the first $150,000 investment was made in August 1998 and
the second $350,000 investment was made in November 1999. The 1999 amendment
allowing the increase in the SEGF maximum investment to $500,000 allowed the Board
an opportunity to invest additional funds in another equity round, participating with a
private fund investor. The valuation of Intellicare has increased since the Board’s initial
investment. If their growth continues as anticipated, the Fund should realize a strong
return on its investment.

Committed funds of $800,000 are expected to close in the first quarter of 2000. Again,
an existing portfolio company will benefit from the maximum investment size increase
with an additional $200,000 committed to Lyceum Communications, LLC which
received its first SEGF investment in March 1999.

Of the eight active companies currently in the portfolio (excludes the two that
dissolved), at the time of application total number of employees was 178. As of
February 2000 the total number of employees had grown to 1,266 a 611% increase.
Employment growth is projected for most portfolio companies in FY2000 ranging from
4 to 3,000 new employees per company. The most notable employee growth has been
realized from the Board’s first investment of $150,000 made in December 1997 to
EnvisioNet Computer Services, which had 31 employees at the time of the application
and currently has approximately 1,000 employees. Six of the eight investment
companies have 50 or fewer employees and their growth is impressive as well at
approximately 129%.
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As noted in Appendix B, investments have been made across the various industry
sectors. It is too early to determine the overall return on investment to the Fund, with
the oldest investment in its third year. However, there are currently four portfolio
companies that have raised significant additional venture capital since the Board’s
investment, bringing capital into the State and funding continued growth for these
Maine companies.

The Board’s investment in EnvisioNet was structured as a convertible debenture with a
regular schedule of principal and interest payments after a three-month deferral period.
It is the only investment in the portfolio that makes regular monthly payments.
Additionally, it is the only investment in the portfolio that limits the Fund’s maximum
return to 100% of the investment. Therefore, the Fund’s expected maximum return on
this investment would be $300,000 plus interest ($150,000 principal repayment and
$150,000 investment return). Despite the limited financial return on this investment,
the job growth has exceeded the Board’s expectations.

As of February 2000, there is approximately $2,000,000 available for further
investments (includes initial $5,000,000 plus investment earnings of $572,527 less
reserve for Fund expenses of $600,000). At the current maximum investment level of
$500,000, the Board could exhaust its initial funding with investments in four more
companies.

On average the Board reviews two to three applications per month. As of February
2000, the total number of investment requests totaled 85, with eleven investments
closed and term sheets issued for three additional investments. Based on these figures,
approximately 1 out of 6 applications are funded.
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IV. Investment Strategy

The Program is designed to leverage the State's Small Enterprise Growth Fund capital
investment with an equal amount of private capital. Investments are targeted at small
businesses that will produce a strong public benefit to the State. The Board strives to
support young businesses at a critical stage in their development that can lead to
multiple returns to the State through revenue generation and job growth. Additional
benefits can accrue by supporting several businesses in a given sector of the economy.
This helps create momentum for further new business development as the success of the
original companies attracts new entrepreneurs and develops a supporting infrastructure
in the local economy for these kinds of businesses.

The statute and the rule give guidance to the Board on what types of companies to
consider as follows:

A. Company at the time of application must employ 50 or fewer full-time
employees or have had gross sales of $5,000,000 or less within the past 12
months.

B. The company must be engaged in one of the following industries:
Marine science;

Biotechnology;

Manufacturing;

Export of goods or services out of state which brings capital back
into the State;

Software development;

Environmental services or technologies;

Financial or insurance services;

Produce value added goods from natural resources; and

Other enterprises that the Board determines will further the intent of
the program.

W

WXL

C. The company must demonstrate that it has obtained or will obtain prior to
SEGB investment other cash at risk in the business in an amount at least
equal to the investment amount.

D. The company must demonstrate that it has the potential for high growth and
it will provide public benefit.

E. The company must provide evidence of its need for financial assistance to
realize its projected growth and achievement of public benefit.

The company must demonstrate an ability to provide a return on the investment.
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In addition to the statutory requirements, the Board also uses the breadth of experience
from its own membership to assess the viability of applicants. Among other attributes
it looks for are evidence of market demand for the product or service, a strong
management team, and an adequate overall capital structure. All of these components
are necessary to see a company successfully through its early stages of growth.
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V. Program Administration

The Board is comprised of eleven members with specific statutory qualifications, each
member is appointed for a two-year term by the Governor. The Governor has the
discretion to reappoint members for additional terms. The required composition of the
Board is as follows:

- An experienced commercial lender;
- An attorney with knowledge of securities law;

- Five members of the public who have knowledge and experience in
managing or investing in high-growth, small businesses;

- Three members of the public who have knowledge and experience in the
development of technological innovation; and

- The Commissioner of Economic and Community Development or the
commissioner’s designee, who serves as a voting ex officio member of the

board.

The first slate of Board members was appointed March 12, 1997. The list of current
members is attached (see Appendix C). The Board has developed an operating rule
(see Appendix D), application procedures, and standard investment structures. The
Board holds its business meetings, alternating between Portland and Augusta, on the
first Monday of each month, with the exception of a Monday holiday in which case the
meeting is held the following Monday.

In lieu of a full-time office staff and program manager, the Board has engaged staff
support from the Finance Authority of Maine. The Authority provides support in the
form of outreach, application processing, assisting the Board with due diligence on
applicants, portfolio monitoring, logistical planning, accounting, legal advice and other
similar services. The Board utilizes Verrill & Dana LLP for outside legal services.
For fiscal year ending June 30, 1999, total fund expenses were $65,507 (see Appendix
E).
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VI. Application Procedures

The Board feels that it must make well-informed decisions about applicants as soon as
reasonably practicable. To provide rapid response and to simplify the process as much
as possible, the Board adopted an application process with standard information and
application materials available (see Appendix F). The applicant will typically follow
these steps:

A. A pre-application phone conference either when the applicant first requests
information or after the applicant has an opportunity to review the program
information. £FAME staff is available for a pre-application telephone
conference to help determine if the project profile is appropriate for an
investment from the Fund. Staff discusses the statutory requirements as
well as the other items the Board may focus on such as the management
team and the viability of the market.

The pre-application telephone conference is designed to eliminate time and
expense invested by entrepreneurs in preparing applications that may not be
eligible for consideration.

B. Stage I applications are limited to two sides of a page highlighting responses
to eleven questions listed on page 2 of the application in addition to
providing historical and projected financial statements and key personnel
resumes.

The purpose of the Stage I application is to give the Board a concise view of
the company, its potential, and management’s .ability to clearly explain the
investment opportunity for the Fund. The completed application is reviewed
by the full Board at its regular monthly meeting. At that point, applicants
are either invited to participate in Stage II of the process or denied on the
basis of the Stage I application.

C. Stage II of the application process allows further due diligence by the Board,
in the month following the Stage I application review. Typically, a three-
person subcommittee of the Board with some experience or knowledge in
the particular field of the applicant is established to further study the
company and the investment opportunity. The subcommittee receives the
company’s complete business plan and makes a site visit to the business, or
otherwise meets with key personnel to review their plan. In some instances,
the applicants are invited to make a presentation to the full Board.

FAME provides administrative support for the Board, by reviewing the

business plan, attending the site visit, providing a summary of the
investment opportunity (see Appendix G) and following up with any
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additional information the subcommittee may need in order to make a
recommendation to the full Board. Board members may check references
and seek information from contacts in the industry.

At the next regular monthly Board meeting, the subcommittee reports back
to the Board with a recommended position on the investment request.
Often, the company is requested to make a brief presentation to the full
Board highlighting issues raised by the subcommittee and to answer specific
questions. After a full Board discussion on the investment request a
decision is made by the full Board to approve or deny the request.

D. If approved, a Term Sheet is issued to the company outlining the investment
structure, currently either convertible debenture or preferred stock.
Investments are closed and disbursed either by FAME’s counsel or using
pre-approved outside counsel on form documents developed for the Board.
Portfolio companies are required to submit quarterly reports to the Board
that include a year-to-date financial statement along with the current status
of the company. Borrowers are also required to submit at a minimum,
review quality, fiscal yearend financial statements prepared by a certified
public accountant each year.

If the applicant is denied, a denial letter is issued to the company outlining
the primary reasons for the Board’s decision. The company may reapply
after 90-days if it feels it has adequately addressed the Board’s initial
concerns.

In a typical scenario, the Board can arrive at a decision to invest within two months of

receiving a completed Stage I application. Decisions to deny can come as early as one
month if the applicant is turned down at Stage I.
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VII. Investment Structure, Risk and Return

The Fund makes investments to businesses to help finance growth. To offset the risk
associated with the types of businesses targeted by the Fund, the Board adds conditions
to the investments that can create a greater return to the Fund than simple interest
payments by themselves.

The Fund is designed to make capital available to companies. Excessive risk is often
the reason an applicant is ineligible for a commercial bank loan. In the case of
companies that qualify for Small Enterprise Growth Fund, the risk is usually associated
with the newness of the company or the product line it is introducing. This “untested”
situation is not one that is readily financed by a commercial bank.

When an applicant is approved by the Fund, the Board has decided that the company
carries risk but has the potential to survive, become successful and offer public benefit
to Maine. At the same time, the Board recognizes that some companies it invests in
will fail. Therefore, it must adjust the return on its investments to allow for failures
and still keep the fund viable for future investments. The Board currently does this
with two investment types: 1) convertible debenture and 2) direct purchase of preferred
stock. Only option 1 was available prior to the passage of PL1999, Chapter 504 on
June 11, 1999, which among other items allowed the Board to purchase an equity
position in portfolio companies.

The convertible debenture is designed to be flexible enough to provide “patient capital”
to companies that have not yet generated sufficient cash flow to make regular debt
payments. It is typically structured with the deferral of principal and interest for three
years and a three-year amortization of principal and interest thereafter. At any time
after the third anniversary (or, if earlier, upon specified events) the Board may convert
the debenture into Common Stock at a conversion rate specified when the investments
made. Interest on this type of investment is currently fixed quarterly at the Wall Street
Prime Rate plus 1.25%. When a company is successful the conversion can provide a
strong return to the fund. If a company is not successful the conversion has little value,
but the fund can still benefit from a return of its investment with the repayment of
principal plus interest.

The preferred stock investment is designed to take an equity stake with no set
repayment terms on the investment. It is typically structured as a separate class of
stock that carries preferences over the class held by management and/or employees of
the Company, with nominal dividends accruing at 5% per annum. The conversion ratio
is determined at the time of investment based on a valuation of the business, with the
SEGB anticipating liquidity in its investments by the sixth or seventh anniversary of the
initial investment, unless some other qualifying event occurs sooner, such as a public
offering.
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The Fund requires that the investment be matched dollar for dollar with another source
of cash. The Board will consider using cash investments in the business made within
twelve months prior to the SEGB investment closing date as the matching funds.
However, it may also determine that new cash matching funds are necessary. Typically
the Board will tie its investment funding to the company’s projections and achievement
of milestones. It is not unusual for an investment to be disbursed in stages tied to the
company’s performance, especially given the recent increase in the maximum
investment size to $500,000. The Board also seeks to maximize its potential return on
an investment by participating on similar terms with other qualified venture capital
investors.

The Small Enterprise Growth Fund investment structure provides an appropriate risk-
adjusted return when compared with private sector funds that invest in similar, early-
stage companies. Private sector funds seek total portfolio returns of 25% to 50% after
an expected failure rate of 1/3 of the companies in their portfolio. The Fund must
assume that some failures will occur and it must build-in adequate returns from
successful companies to allow the Fund to remain viable over the long term. Given the
public benefit aspect of the Fund, it is anticipated that the overall return of the Fund
will be lower than privately managed venture funds.

It is possible that the Fund could experience a higher failure rate than a typical private
sector fund because the Board will likely take more risk than a private sector fund in
order to fully support the public benefit goals of the Program. The Board expects most
losses to occur in the early years of the Fund’s life as most poor performers are quickly
weeded out. The Board expects most significant returns to the Fund to start occurring
after five or six years as its successful portfolio companies mature and develop
meaningful sales and profits.
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VIII. Recommendations for Legislative Action

The volunteer Board has been very active in making funds available to Maine
businesses and providing due diligence to ensure smart investments are made. At the
current rate of investment, it is anticipated they could invest the amounts remaining in
the fund prior to June 30, 2000.

The Legislature positively acted on the Board’s recommendation in 1999 to modify the
investment structure to allow the Fund to take equity positions in investment companies
and to increase the maximum investment size to $500,000. These two modifications
quickly revised the nature of the fund to a venture capital effort, with larger requests
requiring increased due diligence and board involvement in negotiating the investment
strategy and ultimately the company’s valuation.

In consideration of the limited capitalization of the Fund, the Board is seeking the
following:

A. Increase Amount of Available Funds: At the current approval rate the initial
funding for the SEGF could be exhausted by the end of June 2000. Because the
fund is invested as “patient capital”, returns on investments made by the Fund will
probably not be significant for another four or five years. It is prudent to begin
considering ways to increase available funds for investments in the near term. The
Board believes that $5,000,000 of additional capitalization will help the Program
realize its full potential.
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APPROVED CHAPTER
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BY GOVERNOR | | FusiCiny

STATE OF MAINE

IN THE YEAR OF OUR LORD
NINETEEN HUNDRED AND NINETY-SIX

H.P. 1337 - L.D. 1831

An Act to Create the Small Enterprise Growth Program

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

~ Sec. 1. 5 MRSA §12004-F, sub-§17 is enacted to read:

17. Small Enterprise Exzpenses Only 10 MRSA 8471
Growth Board

Sec. 2. 10 MRSA ¢c.7, as amended, is repealed.

Sec. 3. 10 MRSA ¢.13 is enacted to read:

CHAPTER 13
SMALL ENTERPRISE GROWTH PROGRAM

§381. Small Enterprise Growth Program established

- e i i i i W a
§382 Defi L!. n

As used in this chapter, unless‘ the contexf otherwise
indicates, the following terms have the following meanings.
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Program.
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1. Creation of fund. There Jis  established +the Small
Enterprise Growth Fund., which is a revolving fund used to provide
State seoking to pursue 3n eligible proiject. The fund must be
deposited with and maintained and administered by the Finance
Authority of Msine and consists of appropriations orovided for
that purpose, interest accrued on the fund balance, funds

i vear he a D i
remaining in the Pine Tree Partnership Fund and snv funds
received from repavment, interest, rovalties, equities or other
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oubt of amounts in the fund.

§384. Board
l. Establisbment: membership., There is established the

Small Enterprisa Growth Board, which consists of 11 members

pnointed bv a v w
A. n perji
\~ W W
v m W v W
a v - 4
businesses:
D. Three memhers of +the public who have knowledge and
experience in the development gf technological innovation:
and
E. The Commissioner of Economic and Community Develgpment
missi - : - - v Ok]
fic ; 5 ! .
2. Chair. The board shall annuall-v elect a3 chair from
among its members.
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3. Terms. The members other than the Commissioner of

Economic and Communitv Develooment or the commissioner's designee

serve for one-~-vear terms and mav he reapoointad.

4. Compensation. Members are entitled to compensation in
‘dccordance with Tiktle 5 chapter 379.

S. utie ard

he ar a h wing ovow o

1. Receipt of money and property. The board ma a = n

recesive gifts, agrants, investments, bequests or devises from anv
source, including funds from *the Federal Goverpment or anv

subdivision of the Federal Government.
2. Administer program. The board must administer the Small

Enterorise Growth Procgram and mav contract with the Finance
Authority of Maine, financial institutions, educational
institutions., business enterprises, nonprofit institutions and
organizations or individuals for such assistance in administering
the crogram as the board mav reguire.

3. Ownership interests. The board mav not hold an
gwnership interest in 3 private epterprise unless ik is
determined by the board that such an interest is necessary to
recover amounkts due to the fund and the agreement bektween the

rd and the porivate entervrise ntains a svecific plan h

ol i va i b wne i o a a ime.

4. Rules. The board mav adopt rules., in accordance with
he Maj Admini v adure A hj ar,
386. ligi jec

n a 1 i ma !
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must he met.
. ngagement: involvement. h i fving 1 ine
mu naga in or involwv a n h wing:
Bi achn :
D. Export of goods or services to locations outside the
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F. Provision or develooment of environmental services or

technologies:
v javel - £ " .
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the action of the subcommittee constitutes final agengv action.
The board mav delegake autrhority tg recommend approval of
olication i pproval m iven v h

in in an

. Disbursements mav be made from orogram funds under the

following terms and conditions.
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cash in an amount equal Ko the disbursement. Such matching funds

may be in the form of debt or equity., but myst bhe 3t risk in the
gualifving small business for a minimum of 5 vears.

3. Agreement. The board must enter into an agresment with
the recipient of the dishursement reguiring repavment ¢of the Ffull
amount disbursed, and vroviding for the pavment of interest ak a
rate based on the board's assessment of the risk of the
disbursement. The agreement mav ovrovide for flexible wvavments -
based on the financial success of the recipient. In addition, in
recognition of the degree of risk of the project. the agreement
may reguire rovalties or additional pavments based on sales, net
cash flow or other financial measures. or rlcnts to equitv in the

enterpri in the warran imi rights.

4. Report. The board shall reguire that each disbursement
recipient report t+o the board atk least annually gn each of the
llowin a r

! D
23 n

C. Technological progress:

rk or n
Anv ot a
389. e a“;vn ;n ! ion
The University of Maine System, the Small Business
Development Center Program., the Maine World Trade Association and

the Maine Science and Technology Foundation shall provide such
support and assistance as the board mav request, within the

expertise gf each.
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(1) Names of recipients of or applicants for financial
: . : ori - p = =13 -

{(2) Amounts., tvoes and general terms of financial
assi nce vrovided ipie ad

those avplicants:
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{4) Names of transferors or transferees. including
principals, of proverty to aor from the board, the
general terms of transfer and the ourposes for which

2 Droon v wi
i m i ") v
g:nggtad and Igs”!:jng f:gm 3 g:gjgﬁt.
B. Any informstion vursuant to 3 waiver determined
I Sfact ! the hoard: ..
C. Information that, as determined by the board, has
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3dlreadv been made available to the oublic: and

D. Information necessarv to complvy with Tiktle 1, section
407, subsecktion 1.

The board shall provide to a legislative committes the
dnformation or records specified ip 3 writrken request signed bv
the chair of that legislative committee. The informakticn or

maw niy w puro mm [X=)
and i ] arising ny inv i j e A
ik,

2. Confidential information. The following records are
designated as confidential for ourpaoses of Titrle 1, section 402,
jon varagranh A:

A Anv_record obtained or develgpned bv the board ovrior to
receiot of a written apolication or orooosal. in a form
specified bv or acceotable to the board, for financial
assistance to be provided by or with the assistance of the
board or in connection with a transfer of procertv to or
from the board. After receiot bv the board of the
application or provosal, a record pertaining to the
application or oprocosal mav not he considered confidential
unless it is confidential under another provision of this

sunsgﬂtl on:
B. Anv record obtained or developed bv the board that:
{1 A verson, including the board, to whom the record

belongs or vertains has reguested be designated

confidential: and
(2) The board has determined contains information that

gives the owner g9r a user an oppgrtunity o obtain

i v 7 v D
who does nof have access to the information, except
)s) Gh a w < v
” < - . : - o

than loss or deniagl of financial assistance from the

hoard in the c3ase of a person other than the board. to

- .. . n D .- ,w m 1
€. Any financial statement or tax return of an individual
- @r any other record obtained or develoved by the board the
i which w j invasi
D. Anvy record, including anv financial statement or tax
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a in g D a i necti wi
any monitoring or servicing activity bv the hoard.,

pertaining to any fipancial assistance provided or to be
provided by or with the assistance of the board:

Anv v o]
j w j olov
— - n
per iectk
v i i m i marketi o)

in connegtion with anvy voroject receiving or to recejve

am o} D 3 h au =
~ asi a ida 1
3. Wrongful disclosure prohibited. A_ member, officer,
emplovee, agent., ofher representative of the hoard or other

person mav__not knowinglv divulage or disclose records declared

confidential bv this section, except that the board mav, in its

discretion, make or authorize anvy disclosure of information of

win hae er win ir a
A. mo nal, s istical or n in mation:

B. If necessary _in connection with processinag any
application for, gbtaining or maintaining financial
s = - ~ : on with 2 »

i ining i i oron .

:' E. . . !.! !- :-! r!' Z SE:V}_‘;E'

D. Information necessary to comply with any federal or
state law or rtule or with any agreement vpertaining to

whi i v i : N
2a i i s) ae in w a

gbherwise to have heen issued or made upon lawful authority.
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Sec. 4. Rules. Any rule adopted by the Small Enterprise Growth
Board pursuant to this Act is a technical rule.
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APPRQVED (‘ CHAPTER
' 11w 50 &
STATE OF MAINE
. BY GOVERNOR PUBLIC LAW
IN THE YEAR OF OUR LORD

NINETEEN HUNDRED AND NINETY-NINE
S5.P. 315 - L.D. 949

An Act to Encourage Economic Development in the State

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

Sec. 1. 7 MRSA §434, sub-§1, as enacted by PL 1995, c. 658, §1, is
repealed and the following enacted in its place: . '

1. Agricultural enterprise. "Agricultural enterpriss”
means a3 person or business located in +this State and engaged in
the commercial growing or harvesting of oplants: raising of
animals: qrowing or obtaining vlant or animal bv-oroducts:

1 a 3 i 1i+la -3 1 .

gr fuyrther orocessing, storing, packsaging or marketing 3 raw
product derived from plants., animals., vlant or animal bv-products
QOr aquaculture, as defined in Title 12, section 6001, subsection
l, with the intent that the prgoduct he sold or otherwise disposed
Qf to generate income. "Agricultural enterorise” dges nok
include a3 business engaged primarilv in the growing., harvesting
or further orocessing of forest svecies of treas for the gurpgse
9f producing pulp or other materials used in the paper

uri W £ i o)

-
Sec. 2. 10 MRSA §382, sub-§4, as enacted by PL 1995, <. 699, 8§3,

is amended to read:

4. Qualifying small business. "Qualifying small busine;s"
means a business employing 25 50 or fewer employees or having
gross sales not exceeding $2-8958-960 $3.000.000 within the most

recent 12 months for which financial statements are available.

1-2704(8)



Sec. 3. 10 MRSA §384, sub-§3, as enacted by PL 1995, c. 659, §3,
is amended to read: ] ,

3. Terms. The members other than the Commissioner of
Economic and Community Development or the commissioner’'s designee
serve for eme-yeaf 2-veadr terms and may be reappointed £or up to

3 QQQ&QQ‘;E;'V° terms. A member may serve for more than 3 2-vysar

ferms if the teoerms are not consecutive.

Sec. 4. 10 MRSA §385, sub-§3, as enacted by PL 1995, c. 699, §3,
is amended to read:

3. Ownership interests. The board may =ses hold an
ownership interest in a private enterprise umless when it is
determined by the board that such an interest is necessary =£so
Fegover-amounts-due--to--she-fund--and-+he--agreemenk--hetween—-the
beard-and-fhe-private enterprise conbeins o -specific-ptan-So5-£he
beard-to-—divesk-diLtself--cf-Ehe-ownership-—ab-some~—furure—5ime Qr
desirable in order for the fund o ohtain a reasonable return on
its investment in the private entervriss.

Sec. 5. 10 MRSA §386, sub-§3, C, as enacted by PL 1955, c. 699,
§3, is repealed.

Sec. 6. 10 MRSA §388, sub-§1, as enacted by PL 1995, c. 699, §3,
is amended to read:

1. Disbursements. Disbursements may not exceed $1585986
$500.000 to a qualifying small business, including an affiliated
entity. The Finance Authority of Maine shall r

eport annually by
Recember 20th of each vear to the joint standing committee of fthe

Legislature having jurisdiction over business and economic
development matkters on all dishursements made ynder this

sSubsection.

Sec. 7. 10 MRSA §388, sub-§§2 and 3, as enacted by PL 1995, c. 699,
§3, are repealed and the following enacted in their place:

. vi vidence. The qualifving small husipness shall
provide evidence satisfactory to the board that the small
business has obtained or will obtain, orior to the board's
disbursement, matching funds in an amount at least equal £o the
board's investment in the form of debt or equirtvy that is a3t risk

in the small husiness.

. . m ar ink raem Wil
the tecipient of the disbursement setting fortph the terms of
repavment of the fund's investment in the reciovient. This

e mav__incl T an Rl
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B. Pavment of interest based gn the hgard's assessment of

] "<k of the inv vy

C. Pavment of veturn based on +he board's ownership
. ! ! ) !bi Ea:jgj gnt.

D. lezible pavments bhased on the financial ucgcess £ the
recipient:

E. Rovalties or additional ovavments hased on sales. net
cash flow or other financial measures:

E. Rights to equity in the enterprise in the form of
warrants or similar rights: or i

G. Such other terms and conditions as the hoard determines
are appropriake for the investment.

Sec. 8. 10 MRSA §963-A, sub-§31-A, as enacted by PL 1995, c. 4, §4,
is amended to read:

31-A. Major business expansion project. "Major business
expansion project" means any building, structure, machinery,
equipment or facility proposed to be constructed, rehabilitated,
expanded, modernized or acquired in the State by a business
entity> that has a projected cost of $5-888-6068 $1.,000,000 or
more, that is projected to result in a net gain of at least 46
S0 job opportunities within the State or the retention of at
least 1906 5Q jobs. directly or indirectly., and that benefits from
financing assistance from the authority including use of a
capital reserve fund pursuant to section 1053. A major business
expansion project does not 1include electric rate stabilization
projects or projects primarily involved in the provision of
housing or retail sales to consumers.

Sec. 9. 10 MRSA §1026-B, sub-§4, as amended by PL 1991, c. 511, Pt.
A, §6, is further amended to read:

4. Retail store projects. The authority may 1insure
mortgage loans for a retail store project, provided that:

A. The principal amount of mortgage insurance £or the
project does not exceed $298-8606+ $400.000 in the aggregate
ji re i D 3 in r
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B+—-—-The--p-ecieck-ipeludes-only--one-—retail-skore~Lthat--is-nos
attached--or-d0e5~aot--3dictr-aaethaer-sobtai-l-~-skore—-that-~-has
Fegeivoed-an~-iasured-mosEgage-leoan-undes~this~-achapEes+—-and

€+ -—-The-3pplicent--Ras-Ro E-Ieceived-morhgage-—LRSUFrFRCS —4ndeF
Ehis-subsecetion-Lfo9r-a3ny-othes-rektail-stoeze~

Sec. 10. 10 MRSA §1100-T, sub-§2, §B, as amended by PL 1991, c. 854,

Pt. A, §8, is further amended to read:

§5,

B. The Maine business must be a manufacturer; must provide
a product or service that 1is sold or rendered, or is
projected to be sold or rendered, predominantly outside of
the State; m e en i he develoom application
of advanced technologies: or must bring capital into the
State, as determined by the authority.

Sec. 11. 38 MRSA §568-A, sub-§2, §A, as enacted by PL 1995, c. 361,
is amended to r=ad: .

A. For ourvoses of this paragraph, ths number of faciliries
Qr cavacitwv in gallons owned bv *he facilitv owner mus® he
determined ar the time of the discovery of the discharge. A
facility owner includes any entikty that is directlvy owned by
+he facilitv owner or owns the facilitv owner: any entity
of which the facilitv owner 3is a franchisee: any entitv
that is a3 member of 3 vartnershipv or limited partnership
that includes the facility owner: any entitv of which the
facility owner is 3 subsidiarv corporation. 3 ovarent
corooration or a sibling corvoration; or anv entity that is
related, whether directlv or indirectlv, +to a person who
owns a maijority of shares in any otrher entity described in

this paragraph. Standard deductiblses are as follows.

(L) For expenses related to a leaking underground oil
storage facility, the deductible amount is determined
in accordance with the following schedule:

Number of underground Deductible
storage facilities
owned by the facility owner

1 $2,500
2 to S 5,000
6 to 10 10,000
11 to 20 25,000
21 to 30 . 40,000
over 30 . 62,500
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(2) For expenses related to a leaking aboveground oil
storage facility, the deductible amount is determined
in accordance with the following schedule:

Total aboveground oil storage_ Deductible
capacity in gallons owned.- by ~—
the facility owmer

Less than 1,320 $500
1,321 to 50,000 2,500
50,001 to 250,000 5,006
250,001 to 500,000 10,000
500,001 to 1,000,000 25,000
1,000,001 to 1,500,000 40,000
greater than 1,500,000 62,500
(3) For facilities with both aboveground and

underground tanks when the source of the discharge can
not be determined or when the discharge is from both
types of tanks, the standard deductible 1is the
applicable amount wunder subparagraph (1) or (2},
whichever is greater.

5-2704(8)



SMALL ENTERPRISE GROWTH FUND ACTIVITY LIST 2/1100
INVESTMENT AMOUNT EMPLOYEES
Company Location Business Type lnv:‘sat;r;ent Original Ou?sl::::itng AtlInvestment  Current szj:: (:ed
INVESTMENT MADE:
CONVERTIBLE DEBENTURE:
EnvisioNet Computer Service, Inc. [Augusta Computer Services 12/2/97} $ 150,000 | $ 105,473 31 1000| 2000-3000
ComNav Engineering, Inc. Portland Electronic Mig 1/22/98] $ 150,000 | $§ 150,000 13 42 65
Intellicare America, Inc. Portland Health Care Services 8/26/98] $ 150,000 | $ 150,000 20 85 90-100
MacMahon Tool &'Mfg., Inc. Limerick Manufacturer Precision Tool 8/31/98] $ 150,000 | $ 150,000 12 14 14
Capricorn Products, Inc. Scarborough Biotech 10/16/98] $ 150,000 1 $ 150,000 7 7 7
Envatec, LLC So. Portland Environmental Monitoring 12/11/98| $ 150,000 } $ 150,000 2 4 uncertain
Lyceum Communication, LLC Portland Educational Software 3/8/99] $ 150,000 | $ 150,000 2 14 20
PREFERRED STOCK:
Intellicare America, Inc. Portland Health Care Services 11/16/991 $ 350,000 | $ 350,000 85 85 90-100
Common Census Portland Insurance Software 12/22/991 $ 500,000 | $ 175,000 6 15 19
Sub-Total $ 1,900,000]% 1,530,473 178 1266
Employee Growth 611%
Investment Closed not disbursed:
Common Census $ 325,000
APPROVED NOT FUNDED:
Coast of Maine Marion Township |Marine Waste compost mfg $ 100,000 6
Envirol.ogix Inc. Portland Biotech $ 500,000 5
Lyceum Communication, LLC Portland Educational Software $ 200,000 14
Sub-Total $ 800,000
CHARGE OFF INVESTMENT:
Kreative Technical So Portland Software 11/3/971 $ 150,000 | $ 150,000 6] Defunct
Yachtsaver, Inc. Round Pond Manufacturer Flotation Devic 10/13/98f $  150,000] $ 150,000 6] Defunct
Sub-Total : $ 300,000

' Total of Investments Approved as of January 3, 2000

annreportlist99.xls

$ 3,000,000
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SMALL ENTERPRISE GROWTH FUND ACTIVITY LIST 2/1/00

INVESTMENT AMOUNT EMPLOYEES
Company Location Business Type Requested Current P“;l: (;:(:ed

REQUESTS IN PIPELINE:
Information Tools, Inc. Portland Internet info & financial services $ 150,000 2
Hearing Solutions, Inc. Scarborough Mfg. Hearing aids $ 300,000 31
CommunityBids.com, Inc. Cape Elizabeth  JOn line auction fund raiser $ 375,000 2
Professional Software Solution Portland Municipal software $ 75,000 3
Petit Industries Inc. Biddeford Mfg. Energy conservation & home improvem| $ 250,000 7
Aurora & Quanta Productions Portland Infarmation Technology $ 200,000 16
BroadcastAmerica.com Portland Information Technology $ 500,000 62
Total of Investments Pending $ 1,850,000

Grand Total

Fiscal Year 2000

$ 4,850,000

[Avallable Cash @ 12/31/99 $ 3,781,306

Less Reserva for Fund Management Expenses $ (600,000)
fl.ess Investment Closed not disbursed $ (325,000
ILess Approved not Funded $  (800,000)|
liLess Request in Pipeline $ (1,850,000))
[Estimated Available Funds: $ 206,306 |

annreportlistt® xis
{
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Chapter 701:

FINANCE AUTHORITY OF MAINE - SMALL ENTERPRISE GROWTH
BOARD

SMALL ENTERPRISE GROWTH PROGRAM — AMENDMENT 2

Summary: This Rule establishes the procedures and standards applicable to the Small
Enterprise Growth Program, a statewide program which provides funding to eligible
small businesses demonstrating potential for high growth and significant public benefit.

1. Definitions

A. Reference to Act Definitions. Certain terms used in this rule, which are
defined in 10 M.R.S.A. § 381 and following (the “Act"), shail have the
meanings set forth in the Act, unless clearly specified otherwise or unless
the context clearly indicates otherwise.

B. Defined Terms.

1.

FAME 10/01/99

“Administrative contract’” means a contract between the Board and
a service provider to administer specified aspects of the program.

“Applicant” means an individual or entity which has submitted a
complete application to the Board.

“Authority” means the Finance Authority of Maine, or as the context
requires, the Chief Executive Officer and employees of the
Authority.

“Board” means the Small Enterprisg Growth Board.

“Recipient” means a qualified small business in which i the Board
makes an investment from the program fund and includes
prospective recipient where the context requires, and also includes
any related entity having 50% or greater common ownership or
beneficial interest with the recipientor any individual or entity having
a 50% or greater ownership or beneficial interest in the recipient.

“Disbursement Agreement” means an agreement between the
recipient and the Board setting out the terms on which the Board
will provide funds to the recipient and on which the recipient will
repay the funds.

“Fund” means the Small Enterprise Growth Fund.

“Program” means the Small Enterprise Growth Program.

Page | Ch701-A2.doc



9. “Public benefit” means that the disbursement will advance and
assist the people of the State of Maine.

10.  “Qualifying small business” means a business which employs the
full time equivalent of 50 or fewer individuals at the time of
application or has gross sales not exceeding $5,000,000 within the
most recent 12 months for which financial statements are available.

2. Administration

A. The Board has the power to approve disbursements to qualifying small
businesses from the fund. The Board may not delegate the final authority
to approve disbursements.

B. The Board may delegate to one or more subcommittees the authority to
review applications. The subcommittee may be given the authority to
deny applications for disbursements. The Board may determine in
advance that such a denial will be final agency action, not subject to
appeal to the full Board.

C. The Board may create such other subcommittees as it may deem
necessary for the administration of the Board's business.

D. The Board may enter into administrative contracts with one or more
entities to perform the administrative functions necessary to the efficient
conduct of the program. Without limitation, services contracted for may
include development of rules, procedures, documentation, financial
reporting, publicity, analysis and recommendations with respect to
applications received. The contracts may provide compensation for
services rendered and reasonable expenses.

3. Loan Fund Administration
A. The Authority shall maintain and invest the fund at the direction of the
Board and shall report periodically to the Board regarding the balance of
the fund.
B. Appropriations, interest on investments, interest on disbursements to

recipients, principal repayments, grants, endowments and gifts will be
added to the fund. The fund will be used to make disbursements to
recipients and to pay costs and expenses associated with maintaining,
servicing and administering the fund and the program.

4, Eligibility. To be eligible to receive funds from the program an applicant must
meet each of the criteria in A-C below:

FAME 10/01/99 Page 2 Ch701-A2.doc



A. Must be engaged in or involve at least one of the following:

1. Marine Sciences

2 Biotechnology

3. Manufacturing

4 Export of goods or services to locations outside the State or
activities that result in significant amounts of capital being imported
into the State

5. Software development

6. Provision or development of environmental services or
technologies

7. Provision or development of financial or insurance products or
services

8. Production of value-added goods from natural resources

9. Other enterprises that the Board determines will further the
purposes and intent of the program, including, but not limited to,
retail sales, tourism and agricultural production.

B. The qualifying small business must demonstrate that it has the potential
for high growth and that it will provide public benefit.

C. The qualifying small business must provide evidence of its need for
financial assistance from the fund to realize its projected growth and
achievement of public benefit.

5. Application Procedure and Contents.

A. Application forms are to be submitted to the Board. The initial application
must include a summary of the proposed use of the disbursement
containing the following information:

1. A description of the applicant, which identifies the business of the
applicant, including the legal form of the business entity.
2. A statement of how the disbursement will be used.
3. The background and experience of all individuals essential to the
applicant. (Resumes may be attached to fulfill this requirement.)
FAME 10/01/99 Page 3 Ch701-A2.doc



4, A description of the goal and/or opportunity which inspired the

applicant.

5. A description of the current status of the applicant, including an
assessment of the stage it is at in its effort to achieve its goal or
opportunity.

6. A description of all previous investments received by the applicant.

7. An assessment of the current value of the applicant.

8. An estimate of the amount of capital needed to achieve the goal or

opportunity of the applicant.
9. A description of the competition of the applicant.

10. A statement of how the applicant will obtain the required matching
funds.

11. A description of the potential of the applicant for high growth and
public benefit.

12. The profit and loss statement and balance sheet for the most
recent two years or such shorter time as the applicant has
conducted the business.

13. The appliant’s projected financiai statements for the next three
years, including a profit and loss statement, balance sheet and any
other projections the Board requests.

14. A disclosure of any actions, suits, proceedings or investigations
pending against or, to the knowledge of the applicant or the
individuals managing the applicant, threatened against or affecting
the applicant or the individuals managing the applicant.

B. The applicant shall provide such additional information related to the
business or the individuals managing the business as the Board may
reasonably request.

6. Board Action

A. A quorum of at least five (5) Board members is necessary for Board
action, except in the case of denials acted on by a subcommittee of the
Board. A majority of those present and voting is necessary for approval of
an application or other action, provided, however, that at least four (4)
Board members must vote to approve an investment. In the event at least
five (5) members of the Board are present when a vote on an application
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A

D.

A

FAME 10/01/99

is taken, but less than five (5) members of the Board participate in the
vote because of conflict of interest, a quorum will be deemed to have

been present.

No Board member may participate in a vote on an application where that
member has a direct or indirect pecuniary interest in the outcome of the
vote. Every interest of a board member in any matter before the board
must be disclosed to the Board in writing.

In cases where the Board approves a disbursement, the Board may issue
a commitment to disburse funds, including terms and conditions of the
disbursement. In cases where the application for a disbursement from the
fund is denied, the Board shall issue a letter of denial, which includes an
explanation for the denial.

Board members may participate in meetings and vote on action by
teleconference. Board members participating in the meeting by
teleconference will not be deemed present for the purposes of
determining a quorum.

Delegation of Application Review to Subcommittee

Affirmative action by the Board is necessary to delegate review of
applications to a subcommittee.

Each subcommittee shall be composed of at least 3 members.

Each decision of a subcommittee must be approved by a majority of all
members of the subcommittee.

Subcommittees may meet and take action by means of teleconference.

Terms and Conditions of Disbursements

Disbursements shall be made in an amount which is reasonable as shown
by materials submitted by the qualified small business. In no event shall
any disbursement or the sum of all disbursements to any recipient
exceed$500,000.

Disbursements from the fund may be in a form determined by the Board in
recognition of the degree of risk of the proposal.The disbursement
agreement may require royalties or additional payments based on sales,
net cash flow or other financial measures, or rights to equity in the
enterprise in the form of debentures, warrants, stock ownership or similar

. rights.
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C. The qualifying small business must provide the Board satisfactory
evidence that it has obtained other cash funds in an amount at least equal
to the investment. The matching cash may be in the form of debt or
equity, but must be at risk in the qualifying small business for a term at
least equal to the Board's investment, must be invested no later than the
date of the Board’s investment and may be invested prior to the Board's
investment as approved by the Board. If the Board approves an
investment made prior to the Board's investment as the matching
investment, it must remain at risk in the recipient for at least as long as the
Board's investment.

D. The Board may make incremental disbursements to the recipient based
on specific events or conditions established at the time of approvai.

E. The recipient will be required to report to the Board at least annually on
each of the following performance measures:

1. Financial performance;
2 Job creation;
3. Technological progress;
4 Market progress; and
5. Any other measures the Board requires.
F. The recipient may not use the disbursement to make distributions to or for

the benefit of an owner of the recipient or a related entity.

G. No member, employee or agent of the Board may disclose to any person
the contents of any business or marketing plan for any application, any
financial statements or reports pertaining to any recipient, or any other
records which may be confidential pursuant to 1 M.R.S.A. § 401 and
following and 10 M.R.S.A. § 391 or any successor or similar provisions.

9. Fees and Other Charges
A. [Repealed Effective , 1999]

The Board may require the recipient to be responsible for costs and expenses of
closing, administering and collecting on the disbursement.

10.  Advisory Rulings

The Board is authorized to issue nonbinding advisory rulings as to the
applicability of the program or the Board's rules to the applicant. Requests for
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advisory rulings must be in writing and must specifically identify the section or
provision of the statute or rule on which the ruling is sought. The Board may
decline to issue any ruling if the request is not sufficiently specific, is not
accompanied by adequate information, does not adequately identify the
applicant or the purpose for which the ruling is sought, or if the Board determines
that issuance of a ruling would not assist the applicant or would be contrary to
the purposes of the program. All rulings shall be in writing. Rulings shall not be
binding upon the Board. The Board may charge an applicant for a ruling the
Board's actual, out-of-pocket costs and expenses, if any, in preparing any ruling.

11.  Hearing Procedures

In any case where applicable law or rule requires the Board to conduct a

hearing, the hearing shall be conducted substantially as follows:

A. The proponent shall make a statement in support of its position,
addressing the findings required to be made by the Board in considering
the application. The Board may ask questions of the applicant. The
Board may allow others to ask questions of the proponent through the
chair.

B. Opponents shall be given an opportunity to state the basis of their
opposition to the matter before the Board.

C. The proponent shall be given an opportunity to respond to the opposition
presented.

D. The Board may require additional information, and may continue the
hearing to a later date or specify a period within which it will accept further
evidence, but shall not be obligated to do so.

The Board may, in its discretion, retain a court reporter or otherwise make a

record of the hearing, and the proponent shall be responsible for any costs and

expenses of making the record.
BASIS STATEMENT
Amendment 2
The rule amendment implements the legislative changes enacted by PL 1999,
chapter .

The changes expand the definition of eligible businesses to include businesses

with sales of up to $5,000,000 or less than 50 employees. It increases the Board’s

maximum investment in any small business to $500,000.
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The changes allow the Board to accept equity in the business. It further allows
the Board to accept as matching funds which are at risk in the business for the same
term as the Board’s investment. The amdendment also includes a requirement that an
applicant submit projected financial statements with its application.

The amendments also change the word borrower to recipient and make similar
nonsubstantive changes to reflect that the Board is making making an investment in a
small business, rather than making a loan.

A public hearing was held on August 2, 1999. No one appeared at the pubiic
hearing. No written comments were received.

Economic Impact Analysis Statement/Fiscal Impact Note

A, The cost associated with this Rule amendment will be minimal, consisting
of teleconference costs.

B. The Rule amendment will enable the Board to provide economic benefits
to the recipients in a more timely manner. Companies will be able to obtain financing
necessary to expand businesses demonstrating the potential for high growth and public
benefit. The expansion of jobs will have a positive effect across the State's economy.
The cost of participation will be minimal. The fees charged are consistent with or less
than commercially available fees.

C. The Rule amendment would not affect competition and the employment
market. :

D. The above statements were made based on the experience of the
members of the Board in financing or operating similar businesses.

The proposed Rule amendment will not impose any costs on municipalities or
counties.

STATUTORY AUTHORITY: 10 MRSA §385

EFFECTIVE DATE: October 1, 1999, Amendment 2 (changes to sections 1.B. 5.,
1.B.6, 1.B.10, 3.B, 4.C., 5.A. 1-14, including the addition of a new section 5§.A.13, and
the renaming of the prior 5A.13 to 5.A.14,58B.,8.A,,8.8.,8.C,,8.D,, 8.E,,8.F,,
8.G.,9.A. and 9.B); November 2, 1998, Amendment 1; (June 14, 1997 original rule).
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BAKER NEWMAN & NOYES

LIsITED LIARILITY COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

The Board of Directors
Small Enterprise Growth Fund

We have audited the accompanying balance sheets of the Small Enterprise Growth Fund as of June 30,
1999 and 1998, and the related statements of revenues, expenses and changes in accumulated deficit and
cash flows for the years then ended. These financial statements are the responsibility of the Small
Enterprise Growth Fund’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those standards
require that we plan and perform the audits to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Small Enterprise Growth Fund at June 30, 1999 and 1998, and the results of its
operations and cash flows for the years then ended in conformity with generally accepted accounting
principles.

The supplementary information Year 2000 Issue on page 10 is not a required part of the financial .

statements but is supplementary information required by the Governmental Accounting Standards Board.
We have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the supplementary information. However, we
did not audit the information and do not express an opinion on it. In addition, we do not provide assurance
that the Small Enterprise Growth Fund is or will become year 2000 compliant, that the Small Enterprise
Growth Fund’s year 2000 remediation efforts will be successful in whole or in part, or that parties with
which the Small Enterprise Growth Fund does business are or will become year 2000 compliant.

Lok Hasraan X Wigee

Portland, Maine Limited Liability Company
September 20, 1999
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SMALL ENTERPRISE GROWTH FUND
BALANCE SHEETS

June 30, 1999 and 1998

ASSETS
1999 1998
Cash equivalents (note 2) 34,043,741 34,714,821
Accounts receivable 1,975 -
Notes receivable, net of allowance for losses of
$387,223 in 1999 and $180,345 in 1998 (notes 3, 4 and 5) 779.421 267.521

$4,825.137 54,982,342

LIABILITIES AND FUND EQUITY

Accounts payable $§ 2,095 § 1,456
Accrued expenses 5,500 10,270
Total liabilities 7,595 11,726

Commitments and contingencies (note 3)

Fund equity:
Contributed capital (note 6) 5,006,767 5,006,767
Accumulated deficit (189.225) (36.151)
Total fund equity 4.817.542 4,970.616

$4 825,137 $4,982,342

See accompanying notes.



SMALL ENTERPRISE GROWTH FUND

STATEMENTS OF REVENUES, EXPENSES
AND CHANGES IN ACCUMULATED DEFICIT

Years Ended June 30, 1999 and 1998

Revenues:
Investment income
Interest income on notes receivable

Expenses:
Professional fees and services (note 6)
Other operating expenses

Excess of revenues over expenses before provision
for losses on notes receivable

Provision for losses on notes receivable (note 3)
Net loss
(Accumulated deficit) retained earnings, beginning of year

Accumnulated deficit, end of year

See accompanying notes.

1999 1998
- $ 257,449 $207,783
_11.862 _ 1458
269,311 209,241
52,999 51,400
12,508 19.848
65.507 71,248
203,304 137,993
356,878 180345
(153,074)  (42,352)
36,151 _6.201
$(189.225) $(36.151)



SMALL ENTERPRISE GROWTH FUND
STATEMENTS OF CASH FLOWS

Years Ended June 30, 1999 and 1998

1999 1998
Cash flows from operating activities:
Net loss $ (153,074) § (42,352)
Adjustments to reconcile net loss to net cash
used by operating activities:
Investment income (257,449) (207,783)
Provision for losses on notes receivable 356,878 180,345
Changes in assets and liabilities:
Increase in accounts receivable (1,975) -
Increase in accounts payable 639 1,084
(Decrease) increase in accrued expenses 4,770) 10,270

Principal payments received on notes receivable 31,222 2,134

Disbursements for new notes receivable (500,000) (450.000)

Net cash used by operating activities (928,529) (506,302)
Cash flows from investing activities:

Investment income collected 257,449 207,783
Cash flows from capital and related financing activities:

Contributed capital - 4,606,767
Net (decrease) increase in cash equivalents (671,080) 4,308,248
Cash equivalents, beginning of year 4,714 821 406,573
Cash equivalents, end of year $4.043 741 $4.714 821

See accompanying notes.



SMALL ENTERPRISE GROWTH FUND
NOTES TO FINANCIAL STATEMENTS

June 30, 1999 and 1998

Organization and Significant Accounting Policies

The accounting policies of the Small Enterprise Growth Fund “the Fund” conform to generally
accepted accounting principles (GAAP). The Government Accounting Standards Board (GASB) is the
accepted standard-setting body for establishing governmental accounting and financial reporting
principles. The more significant of the accounting principles are described below.

Authorizing Legislation

The Small Enterprise Growth Program was established in 1996 by the State of Maine legisiature
through the enactment of L.D. 1831 “An Act to Create the Small Enterprise Growth Program”. The
law created the Fund as a revolving fund. The Fund is an instrumentality of the State of Maine and is

a tax-exempt entity.

Purpose of the Fund

The Fund provides capital to small Maine businesses that show potential for high growth and public
benefit but are unable to obtain adequate conventional financing from financial institutions. The State
or Maine capitalized the Fund by issuing general obligation bonds. The initial capitalization was
$5,000,000. Currently, financing is provided to qualifying business enterprises through lending
arrangements and not direct equity investments. However, the financing agreements generally provide
for the issuance of warrants to the Fund or the option of converting its investment from debt to equity
through use of convertible debentures.

Fund Administration

The Fund is overseen by the Small Enterprise Growth Board which establishes rules for operations,
approves and dunies loan applications and monitors investment agreements on an ongoing basis. The
Governor of the State of Maine appoints the Board members.

The Fund is administered and maintained by the Finance Authority- of Maine “the Authority”. The
Board of the Fund has engaged the Authority to provide administration and legal services including:
promotion; application processing; record keeping; accounting; legal advice; and investment
monitoring. :

Accounting Method and Presentation

The Fund is a proprietary fund and its operations are accounted for in a manner similar to a private
business enterprise. Proprietary funds are accounted for on the flow of economic resources
measurement focus and use the accrual basis of accounting. Under this method, revenues are
recorded when earned and expenses are recorded at the time liabilities are incurred.



SMALL ENTERPRISE GROWTH FUND
NOTES TO FINANCIAL STATEMENTS

June 30, 1999 and 1998

Organization and Significant Accounting Policies (Continued)

The Government Accounting Standards Board (GASB) Statement No. 20, Accounting and Financial
Reporting for Proprietary Funds and Other Governmental Activities that Use Proprietary Fund
Accounting, states that governmental organizations using proprietary fund accounting must follow all
applicable GASB pronouncements and Financial Accounting Standards Board (FASB) Statements and
Interpretations issued on or before November 30, 1989 unless they contradict GASB pronouncements.
A governmental organization using proprietary fund accounting may elect to follow FASB Statements
and Interpretations issued after November 30, 1989. The Fund has elected not to apply FASB
Statements and Interpretations issued after November 30, 1989.

Managemenr Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management of the Fund to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. The most significant estimate utilized in the preparation of
the financial statements of the Fund relates to the allowance for losses on notes receivable.

Cash Equivalents

For purposes of preparing the statement of cash flows, the Fund considers all highly liquid investments
with a maturity of three months or less when purchased to be cash equivalents. At June 30, 1999 and
1998, the Fund’s cash equivalents consisted of amounts held in the State of Maine Treasurer’s cash

pool.

Notes Receivable

Notes receivable are carried at the principal amounts outstanding. Interest income on notes receivable
is recorded only when collectibility of principal and interest are probable.

Allowance for Losses on Notes Receivable

The Fund has established an allowance for losses on notes receivable. The allowance for losses
account is established through a provision for losses charged to operations. The amount of the
allowance is determined by management’s evaluation of the notes receivable portfolio. The evaluation
takes into consideration such factors as the volume of the portfolio, overall portfolio quality, specific
problem borrowers and current and anticipated economic conditions that may affect the borrowers’
ability to repay. Management believes that the allowance for losses is adequate. While management
uses available information to recognize losses, changing economic conditions and the economic
prospects of the borrowers might necessitate future additions to the allowance. It is the Fund’s policy
to review each note receivable for potential loss and set up specific reserves if necessary and to
provide for a general reserve on all notes receivable without specific reserves.
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SMALL ENTERPRISE GROWTH FUND
NOTES TO FINANCIAL STATEMENTS

June 30, 1999 and 1998

Cash Equivalents

The Fund invests monies that are not needed for immediate use with the State of Maine. The
Treasurer of the State of Maine sponsors an external investment pool. The Fund’s participation is
voluntary. The State of Maine’s external investment pool is primarily comprised of investment
vehicles with short maturities and management of the Fund characterizes the investments within the
pool as low risk. The Fund is able to make withdrawals from the State of Maine external investment
pool at par with little advance notice and without penalty. The Fund’s management considers this
investment vehicle a money market instrument and carries the amounts in the pool at cost, which
approximates market.

Notes Receivable

The following is a summary of notes receivable at June 30, 1999 and 1998:

—
Nel
Ned
\O
—
Vel
Nel
[oe]

Note dated December 2, 1997, interest at Wall Street
Journal prime rate plus 0.5% (8.25% at June 30, 1999)
subject to change quarterly, principal and interest
payments deferred for six months, principal and
interest payments of $3,590 over a fifty-four month

period, the note is unsecured $ 116,644

$ 147,866
Note dated January 22, 1998, interest at Wall Street

Journal prime rate plus 0.5% (8.25% at June 30, 1999)

subject to change quarterly, principal and interest payments

deferred for three years, principal and interest payments

of $3,590 over a fifty-four month period, the note is unsecured 150,000 150,000
Note dated November 3, 1997, interest at Wall Street

Journal prime rate plus 0.5% (9.0% at June 30, 1998)

subject to change quarterly, principal and interest

payments deferred for a one-year period, principal

and interest payments of $4,142 over a forty-eight month

period, the note was unsecured and was charged-off in fiscal 1999 - 150,000
Six notes dated between August 28, 1998 through March 8, 1999,

interest at Wall Street Journal prime rate plus 1.25% (9.0% at

June 30, 1999) subject to change quarterly, principal and

interest payments deferred for three years, principal and interest

payments commence three years after the note is signed payable

over a thirty-six month period, the notes are unsecured 900.000 -

Allowance for losses

Notes receivable, net

$1,166,644
(387,223)

s_770.421

$ 447,866
(180,345)

$ 267,521
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SMALL ENTERPRISE GROWTH FUND
NOTES TO FINANCIAL STATEMENTS

June 30, 1999 and 1998

Notes Receivable (Continued)

The following is the activity in the allowance for losses on notes receivable during the years ended
June 30, 1999 and 1998:

1999 1998
Allowance for losses
Beginning balance $ 180,345 § -
Provision for losses 356,878 180,345
Charge offs (150.000) -
Ending balance $ 387,223 $180.345

The Fund’s lending activities are conducted in the State of Maine. The ability and willingness of the
borrowers to honor their repayment commitment is generally dependent on the health of the economic
sector in the borrower’s geographical area and the general economy.

At June 30, 1999, there were two borrowers with total principal balances of $300,000 that were not
performing under the terms of the lending agreements. The Fund has established a specific reserve
for these borrowers and did not recognize any interest income on these notes during fiscal 1999. At
June 30, 1998, there was one borrower with a principal balance of $150,000 that was not performing
under the terms of the lending agreement. The Fund has established a specific reserve for this
borrower and did not recognize any interest income on this note during fiscal 1998.

At June 30, 1999, the Fund had commitments to extend credit of $300,000. Commitments to extend
credit are agreements to lend to a borrower as long as there is no violation of any condition
established in the commitment agreement. The Fund uses the same process in making commitments
as it does for lending activities.

Warrants

The financing agreements entered into with each business enterprise in 1998 contained a provision
enabling the Fund to acquire an equity interest in the business through a warrant to purchase common
stock of the enterprise at a set price in the future. The warrants are generally not exercisable for a
four-year period after the issuance date and contain put and call provisions. The warrants are
considered a separate investment; however, the Fund has not assigned any value to the warrants at
June 30, 1999 or 1998 because there is no market for the warrants and the business enterprises are in
the start-up and development phase, and as a result, the value of their common stock is impractical to
determine.



SMALL ENTERPRISE GROWTH FUND
NOTES TO FINANCIAL STATEMENTS

June 30, 1999 and 1998

Convertible Debentures

The financing agreements entered into with each business enterprise in 1999 contain a provision
enabling the Fund to acquire an equity interest in the business through a convertible debenture that
gives the Fund future options to convert its investments from debt to equity. Payments by the
borrower on the notes are deferred for the first three years. During that time, the debenture may be
converted under certain events such as prepayment by the borrower or default. After the three year
period, the borrower must pay principal and interest to amortize the loan over the next three year
period. The Fund may request conversion at any time during this three year period.

Transactions with the State of Maine and the Finance Authority of Maine “the Authority’’

State of Maine

During fiscal 1998, the Fund received 34,600,000 of the initial $5,000,000 to capitalize the Fund
from the State of Maine. There were no funds received from the State of Maine in fiscal 1999.

Finance Authority of Maine

The Fund has engaged the Authority to provide administrative and record keeping services. The
Authority charges the Fund for services rendered and the fees paid to the Authority are authorized by
the Fund’s Board. Included in professional fees and services in the 1999 and 1998 statement of
revenues, expenses and changes in accumulated deficit, is approximately $35,000 and $32,400,
respectively, paid to the Authority for such services.

The legislation creating the Fund required that any funds held by the Authority in the Pine Tree
Partnership Fund be contributed as capital to the Fund. During fiscal 1998, the Fund received $6,767
from the Authority which represented the remaining funds held in the Pine Tree Partership Fund.



SMALL ENTERPRISE GROWTH FUND
SUPPLEMENTARY INFORMATION

June 30, 1999 and 1998

Year 2000 Issue (Unaudited)

Many existing computer programs and hardware configurations use only two digits to identify a year
in the date field. Because computer programs and hardware configurations use only two digits to
identify a year, they will not be able to distinguish between the year 2000 and the year 1900. This
may cause the computer programs and equipment to process data inaccurately or to stop processing

data altogether.

The Fund engages the Authority to provide all record keeping and electronic data processing
functions. The Fund’s management is aware of the year 2000 matter and will work with the Authority
to ensure any Year 2000 issues will have a minimal impact on the operations of the Fund. The
Authority is working with its business partners to determine its Year 2000 readiness.

The Authority has developed a plan to address the Y2K issue. This plan consists of four phases which
are briefly described below.

Awareness Phase - Involves defining the Y2K issue and developing an overall strategy and the
necessary resources to perform compliance work. This phase has been completed.

Assessment Phase - Consists of assessing the size and complexity of the problems and
detailing the magnitude of the efforts necessary to address the Y2K issue. The Authority has
prepared an inventory of all its significant hardware and software and an assessment has been
make to determine the potential Y2K impact on each system. This phase has been completed.

Remediation Phase - Involves testing all significant systems (financial and communications)
and modifying or replacing all necessary hardware and software to be Y2K compliant. This
phase is complete at June 30, 1999.

Testing and Validation Phase - Involves testing all significant systems and modifying or
replacing all necessary hardware and software to be Y2K compliant. This phase is complete at
June 30, 1999.

The Fund anticipates that the Authority will absorb all costs associated with Year 2000 remediation
efforts. Management of the Fund believes that in a worst case scenario the operations and record
keeping functions of the Fund could be performed manually. This could minimize any disruption
caused by Year 2000 system failures and allow the Fund to continue to operate and carry-on its
activities.
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SMALL ENTERPRISE GROWTH FUND

age | F

The Small Enterprise Growth Fund (SEGF)
can provide financing for small Maine companies that
demonstrate a potential for high growth and public
benefit. Typical candidates will be companies with a
distinct competitive advantage in a strong
marketplace. The program will seek adequate risk
adjusted retumns on investment. The Small Enterprise
Growth Board (SEGB) will generaily take an equity
stake in the business.

Financing is limited to a maximum of
$500,000 per investment with an expectation of
obtaining a return on its investment within five to
seven years. The applicant must provide the Board
satisfactory evidence that it has obtained other cash
funds in an amount at least equal to the investment
amount. [nvestment requests are reviewed and
approved or denied by the Small Enterprise Growth
Fund Board. The Board has significant flexibility in
structuring investment terms. Terms are established
by the Board based on the risks of the proposal and
will often include equity positions. The SEGF may
charge the borrower for its out-of-pocket expenses
associated with closing and administering this {oan.

The application process is multi-stage.
After review of the Stage I application by the Board,
the applicant will either be invited to move to Stage [I
for further due diligence by the Board or issued a
written denial.

Eligibility Requirements

1. Business that at the time of application:
a) Employs 50 or fewer or;
b) Had gross sales of $5,000,000 or less within
the past 12 months.

2. Applicant must be engaged or involved in at least
one of the following:

a) Marine Sciences

b) Biotechnology

¢) Manufacturing

d) Export of goods or services to locations
outside the State or activities that result in
significant amounts of capital being
imported into the State.

e) Software development

f)  Provision or development of environmental
services to technologies

g) Provision or development of financial or
insurance products or services

h) Production of value-added goods from
natural resources

i)  Other enterprises that the Board determines
will further the purposes and intent of the
program, including, but not limited to, retail
sales, tourism, and agricultural production.

WFAME-NT2\SHARES\NATRES\SEGRapplication.doc [2/1/2000]

Applicatio

3. Applicant demonstrates that it has obtained other
cash at risk in the business in an amount at least
equal to the investment amount.

4. Applicant must demonstrate that it has the
potential for high growth and that it will provide
public benefit.

5. Applicant must provide evidence of its need for
financial assistance to realize its projected growth
and achievement of public benefit.

6. Applicant demonstrates ability to provide a return
on the investment.

=  General Information

Business's legal name:

Address:

Telephone:

Fax:

E-mail:

Legal form (e.g., proprietorship, corporation, s-
corporation, LLC, parmership):

Amount of investment requested:

Current number of employees:

Expectations of job creation:
Year One

Year Two




* Stage 1 Application Package

In addition to the General Information section,
this phase requires a brief application package
including the following (please limit items 1-11 to no
more than 2 pages):

1. A description of the business including the
operations to be financed.

2. A statement of how the investment will be used.

3. A description of the goal and/or opportunity
which inspired the business.

4. A description of the current status of the
business, including an assessment of the stage the
business is at in its effort to achieve its goal or
opportunity.

5. A description of past sources of funds received
by the business.

6. An assessment of the current value of the
business.

7.  An estimate of the amount of capital needed to
achieve the goal or opportunity of the business.

8. A description of the comperition of the business.

9. A statement of how the business will obtain the
required matching funds.

10. A description of the potential of the business for
high growth and public benefit (include
expectations for job creation).

11. A disclosure of any actions or proceedings
pending or threatened against the business
including litigation, administrative, or
enforcement proceedings.

12. The background and experience of all individuals
essential to the business. (Resumes may be
attached to fulfill this requirement.)

13. The business' profit and loss statement and
balance sheet for the most recent two years or
such shorter time as the business has been in
operation. [nclude summary financial projections
for the next 3 to 5 years.

The Board will review all Stage [
application packages and will ask the applicant to
move on to Stage 1l in the approval process or issue a
written deniai of the request.

During Stage 11, the business shall provide
such additional information related to the business or
the individuals managing the business as the Board
may request.

WFAME-NT2\SHARES\NATRES\SEGR\application.doc [2/1/2000)

» Public Disclosure &
Confidentiality Statement

The Small Enterprise Growth Fund Board is
sensitive to the proprietary nature of the information
required on this application. Certain information in
the Board's possession must be available for public
inspection after an application for financial assistance
is received. This information includes the names of
applicants, including principals; the amounts, types,
and general terms of financial assistance.

Certain records are designated confidential
and will not be available to the public for inspection.
This includes the disclosure of records which would
constitute an invasion of an individual's privacy, such
as personal tax return or financial statements,
assessments of creditworthiness or financial condition,
records obtained by the Board in connection with any
monitoring or servicing of an existing project, and any
records of information the release of which the Board
had determined could cause a business or competitive
derriment to the person to whorn the information
belongs or pertains.

If an applicant desires that certain
informarion remain confidential, the applicant must
clearly identify what information or documents it
wishes to remain confidential. The applicant must
also explain, in writing, the basis for such a request.
Where the applicant asserts that the basis for the
confidentiality request is that release of the
informarion could cause a business or competitive
disadvantage, or loss of a competitive advantage, the
applicant must provide the Board with sufficient
informarion to independently determine the likelihood
of such a detriment. Applicants may wish to consult
their attomey or the Board's legal counsel as to the
scope of public disclosure and confidentiality as it
relates to the Small Enterprise Growth Fund and the
business seeking assistance.

[ represent that [ am the individual
authorized to complete this applicarion on behalf of
the above and [ also certify that the information
provided and submitted in connection with the
application is true and accurate and fairly presents the
business and financial status of the applicant.

Signature of authorized individual of applicant

Title Date

Please mail completed apptication to:
Smail Enterprise Growth Fund Board
P.O. Box 670

Augusta, Vaine 04332-0670



SMALL ENTERPRISE GROWTH FUND
CONFIDENTIAL SERVICING MEMO

REQUEST: | Site Visit- Qruly Status Anmual Review Other (please explain):
Stage I : Update

L/O: Date:
SEGF Board Members w/ Conflicts: none known

Company:
Address:

Principals:
Description:

Employment:
Legal Form:

Type Orig’l Original Current Int. Rate Term Payment Requirement

Date Balance Balance
a/o

c ion Rights/Options:

Y

Conversion Rights/Options:

Initial Valuation:
Purpose of Investment:

Matched Funding Source:

SEGF HISTORY/CURRENT SITUATION

MANAGEMENT

S:\Natres\SEGF\SEGFform



MARKET

PROOF OF CONCEPT

COMPETITION

EXIT STRATEGY/INVESTMENT STRUCTURE

FINANCIAL SUMMARY

ost Recent dd

jecti dd

erformance d

Eamegt Performance:

Current Reserve Requirement: $
Former Reserve Requirement: n/a
Justification of Reserve:

Strengths:

Weaknesses:

S:\Natres\SEGF\SEGFform





