









































































































































OVERSIGHT DIVISION
Program Evaluation
Small Business Incubator Program

Approximat hat percentage of the incubator’s fundi has' fr ¢ donations

geperated by the Small Business Incubator Tax Credits?
Life Sciences Business Incubation Center (Columbia) - N/A - Construction not yet begun
Ozark Foothills Development Association (Poplar Bluff) - Five percent (5%)
Center for Emerging Technologies (St Louis) - Six percent (6%) of CET funding has been

raised by contributions utilizing the tax credits

NIDUS Center for Scientific Enterprise (St Louis) - N/A

Technology Entrepreneur Center (St Louis) - For the period 2003-2005, approximately
41%. :

Jo Ne Business and Technolo, ovation C Joplin) -

EDA Incubator Grant & HUD EDI Grant $ 848,000 54%

Donations foture or non Tax Credit $235,000 14%

Donations 2004-2005 from Tax Credits
And 2006 (rec'd or anticipated from Tax Credits) $ 500,000 32%

Missouri Enterprise Business Assistance Cen olla)- 28% (Includes construction and
operation costs since 1992)

Southeast Missouri Innovation Center (Cape Girardeau) - 10.4%

Missouri Innovation Center (Columbia) - NOT ACTIVE

Black Economic Union/Economic Growth Group (Kansag City) - NO RESPONSE
Small Business Synergy Center (St Charles) - NO RESPONSE

St Louis Enterprise Center - (Wellston) - NO RESPONSE

Thomas Hill Enterprise Center (Macon) - NOT ACTIVE - NO RESPONSE
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OVERSIGHT DIVISION
Program Evaluation
Smull Business Incubator Program

Would vou have been able to or a Smail i u r withount the Tax Credit
Program?

Life Sciences Business Incubation Center (Columbia) - N/A - Construction not yet begun

A g | jati ar Bluff) - Yes, construction funding came for
the Economic Developmcnt Admmlsh'atmn, Missouri Department of Economic
Development, and the Missouri Development Finance Board. No tax credits were utilized
during startup; however, tax credits have been beneficial for operations.

er fi ing Technologies (St Louis) - CET was able to organize and open the

incubator (1998) without the Incubator Tax Credits, but the tax credits are necessary in
order to attract contributions to complete fit out of the facilities and sustam the operations
of the organization.

NIDUS Center for Scientific Enterprise (St Louig)- N/A
Technology Entrepreneur Center (St Louis)- NO
Joseph Newman Business and Technology Innovation Center (Joplin) - The quick answer

would be no. It would have been nearly impossible to develop our incubator without the
financial support of the tax credit program. Local supports were very enthusiastic to
support our program once they became aware of the tax credits. We ‘would like to see the
program continue,

Missouri Enterprise Business Agsistance Center (Rolla)- YES

Southeast Missouri Innovation Center (Cape Girardean) - No, tax credits have provided
the leverage to obtain the funding needed to renovate the facility.

Missouri Innovation Center (Columbia) - NOT ACTIVE

Black Economic Union/Economic Growth Group (Kansas City) - NO RESPONSE
Small Business Synergy Center (St Charles) - NO RESPONSE

St Louis Enterprise Center - (Wellston) - NO RESPONSE

Thomas Hill Enterprise Center (Macon) - NOT ACTIVE - NO RESPONSE
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OVERSIGHT DIVISION
Program Evaluation
Smull Business Incubator Program

Please evaluate DED’s performance as inistrator of the Small Business Incubator Tax

Credit Program.
Life Sciences Business Incubation Center (Columbia) - N/A - Construction not yet begun

Ozark Foothills Develo Association Bluff) - DED has done an exceptional job as
administrator for the Small Business Incubator Tax Credit Program. While our incubator

has been fortunate to remain occupied and self-sufficient, for operations, the reputation of
the program and use of tax credits around the state is outstanding.

Center for Emerging Technologies (St Louis) - More Incubator Tax Credits should be

allocated. If self-sufficiency in operations is the DED goal, then incubators must have a
means of attracting contributions and therefore the tax credits should not be rationed.
DED should monitor incubator companies on the basis of wealth aftracted rather than
business spending because it is a better economic indicator for these types of companies.

NIDUS (St Louis)- Our limited experience has been positive to date

Technolo n eneur Center (St Louis) (St Louis)- TEC has received excellent
service from DED's administrators of the Incubator Tax Credit program.

Joseph Newman Business and Technology Innovation Center (Joplin) - DED was very

helpful during the initial stages leading up to our approval. During the project the DED
team was helpful with some of the special details we needed.

Missouri Enterprise Business Ass Center (Rolla)-DED has done fine as
administrator of this program, with one exception. Expecting incubators to keep up with
the status of graduates for perpetuity is unrealistic. If a venture is still in business or has
merged within three years afier graduating from an incubator, that should be counted as
success. Most small businesses fail within the first three years, so any operation beyond
three years should be considered successful. We suggest changing the annual reports to
monitor and report success status of businesses three years after graduation, with success
defined as still in operation or successfully merged/sold to another enterprise.

Southeast Missouri Innovation Center (Cape Girardeau) - DED staff have been very
helpful in clarifying requirements of the program (what donations are eligible,
documentation required, etc.) when dealing with potential donors.

Missouri Innovation Center (Columbia) - NOT ACTIVE

Black Economic Uni omic Gro sas City) - NO RESPONSE
Small Business Synergy Center (St Charles) - NO RESPONSE

uis En ise Center - liston) - NO RESPONSE

St
Thomas Hill Enterprise Center (Macon) - NOT ACTIVE - NO RESPONSE
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OVERSIGHT DIVISION
Program Evaluation
Small Business Incubator Program

Exhibit E

To determine what our neighbor states are doing with regards to the promotion and funding of
small business incubators, accelerators, or innovation centers, Oversight sent out a questionnaire
to the Department of Economic Development of the state of Illinois, Kentucky, Iowa, Nebraska,
Tennessee, Arkansas, Oklahoma, and Kansas. The following are their responses:

Question: Are there small business incubators in your state?

Arkansas - yes, two that are state sponsored

Illinois - yes

jowa  -yes

Kansas - yes, seven that are partially funded by the state.
Kentucky - yes

Nebraska - yes, the state did at one time.
Oklahoma - yes, there are currently 45 certified small business incubators.

Tennessee - yes

Question: What is the focus of the incubators? (i.e. Life Sciences, Bio-medical, Business
etc.): %,

Arkansas - Bioventures is focused on biotechnology, and Genesis is focused on technology
companies.

Tilinois - Hlinois has all types of incubators. Some are Life Sciences, some are Technology, and
some are Small Business start-up oriented.

Iowa - Iowa is like Illinois, however, they target Life Sciences, Information Solutions, and
Advanced Manufacturing,

Kansas - All areas of Advanced Technology.

Kentucky - All areas of Technology based and Non-Technology based.

Nebraska - Not Applicable

Oklahoma - Each of the 45 incubators house a variety of businesses, ranging from small service
companies to manufacturing, to high tech research and development entities.

Tennessee - Most are small business, beginning some technology incubators.
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OVERSIGHT DIVISION
Program Evaluation
Small Business Incubator Program

Question: Are the incubators owned/run by the state or are they owned/run by sponsors?

Arkansas - Owned and run by sponsors and the states universities.

Illinois - None are owned by the state, some have university affiliation.

Iowa - Run by sponsors, and the universities, some by the larger Chamber of Commerce
affiliation. ' .

Kansas - Co-owned by sponsors, state universities, cities, counties.

Kentucky - All are contained in and run by state universities.

Nebraska - Not Applicable _
Oklahoma - Some are located in state owned Career Technology Centers, some are located in
state universities, and some are sponsored by communities and private owners.
Tennessee - Incubators are mainly private, not-for-profit, some are co-sponsored by local
govemments, and the Tennessee Valley Authority sponsors some.

Question: Are they connected exclusively to a state university?

Arkansas - The two that are certified are.

Illinois - no

Iowa - no

Kansas - no

Kentucky - yes

Nebraska -yes

Oklahoma - Only one

Tennessee - No, however, there is the East Tennessee State University Innovation Laboratory.

Question: Does the state fund the incubators?

Arkansas - Not since 1995.

Illinois - Not currently as a state-wide program.

Iowa - No physical infrastructure; the state funds 8 business accelerators. ($175,000 each over a
three year period).

Kansas - yes

Kentucky - The state does not directly provide appropriations to support the incubators. All are
self supporting, and receives some indirect support through the universities.

Nebraska - No

Oklaboma - The only way there would be any support, would be through the state tax exemption
program or if there would be a special appropriation to a Career Technology Center.

Tennessee - Information not available *



OVERSIGHT DIVISION
Program Evaluation

Small Business Incubstor Program
Question: How does the state fund the incubators (direct appropriation, tax credit
program, loans, grants, etc.)?

Arkansas - Provides for a Capital Gains & Loss provision for businesses.

Illinois - Not Applicable

Iowa - State law provides for a 20% seed capital tax credit for investing in Iowa businesses. $10
million was originally appropriated.

Kansas - Direct appropriation.

Kentucky - no

Nebraska - no '

Oklahoma - There is a tax exemption program previously noted.

Tennessee - Information not available *

Question: How much annual financial support?

Arkansas - None. To date no one has taken advantage of the Capital Gains & Losses provision,
Illinois - Not Applicable

Iowa - The incubators must compete after the initial grant for project money out of the "lowa
Values Fund", There is currently $600 thousand dollars state-wide for this and other regional
programs.

Kansas - $1,350,000 appropriation in FY 06

Kentucky - Not Applicable

Nebraska - Not Applicable

Oklahoma - No set amount, the Career Centers are administered by the State Department of
Commerce's general appropriation,

Tennessee - Information not available *

* Oversight was able to receive some information from the State of Tennessee, however, fiscal
information was not available. The State web-site offered some information.
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APPENDIX 2



MISS SURI

Matt Blunt DEPARTMENT OF ECONOMIC DEVELOPMENT Gregory A. Steinhoff
Gavernor Director
Sallie Hemenway Business and Community Services Mike Downing
Director of Operations Director of Promotions

December 5, 2006

Ross Strope
Joint Committee of Legislative Research
Oversight Division

Dear Mr. Strope:

We wish to thank you once again for your complete program evaluation of the Small Business Incubator
Program. DED is always striving to manage the programs, upholding the strict interpretation of the State
Statutes, while assisting our customers fo the best of our ability. It is through our joint efforts that keep us
focused to the task at hand. We appreciate your feedback in interpreting the program, and making this all that it
was created to be, helping us to do more and better with what’s available.

We have read your Program Evaluation, and have written our comments. Please find the attached list. Our
response has been reviewed by those in our Exit Interview meeting on November 21*, and we hope that it will be
found to your satisfaction.

We are planning to attend the Senate Committee Hearing on Monday, December 11%, and hope to be able to

provide any further information requested at that time. If you have any questions on our comments, or anything
else we may assist with, please do not hesitate to contact me at 573-522-4216.

Sincerely,

Carol Shoemaker

Carol Shoemaker
Project Manager
Small Business Incubator Program

301 W. High St. * P.O. Box 118 - Jefferson City, MO 65102
WWW. .IMO.ZOV



Department of Economic Development

Responses to comments in the Program Evaluation
For the Small Business Incubator Program
November 27, 2006

DED Response to Comment 1:

When the Accountability Act passed in 2004, DED Legal Counsel interpreted the
“applicant” to be the Incubator. We subsequently checked the Incubators to determine if
they owed delinquent taxes. Since that time, DED Legal Counsel has advised that the
applicant is the taxpayer. Therefore we verify any tax delinquencies for the donors
making contributions to the Incubator. The new practice was implemented July 1, 2006.

DED Response to Comment 2:

The policy of the Business and Community Services Division is to check with the
Secretary of State’s Office to verify that an applicant is in “Good Standing” at the time of
the allocation of tax credits. The Incubator Program is part of that policy and we will be
checking with the Secretary of State’s Office for the status of “Good Standing”.

The Incubator in question is operating under a parent non-profit. As long as the parent
company is registered, the Secretary of State’s Office does not require the subsidiary to
register.

According to Dr. Jake Halliday, the Incubator in Columbia was operating under the name
Life Sciences Business Incubator Center (LSBIC). LSBIC has let this organization
registration lapse to operate under the Missouri Innovation Center, the non-profit parent
company which is in “Good Standing™ with the Secretary of State’s Office. Once the
facility is completed, the Incubator name will be changed to “MU Life Science Incubator
at Monsanto Place”, due to the large donation by Monsanto. All donations are being
submitted under the Missouri Innovation Center.

DED Response to Comment 3:

In 2005, DED recognized that reports were not being submitted as required by statute for
the Small Business Incubator Program. At that time, the Department compiled a
cumulative report to meet the requirements. DED has made the reporting requirement
part of the process for the program and will continue to submit the reports as required by
stafute.

DED Response to Comment 4:

This program is very small with most allocations under $200,000. Given that, these
amounts will not complete a capital campaign alone. The thought process is that if more
dollars are spent on construction than was allocated, the Incubator dollars were spent on
construction. In addition, DED requires audited financial statements each year an
Incubator is allocated credits. The EIA is a snapshot in time. We use what information



we know at that particular time to run the EIA. At the time the EIA’s run, each project is
at a different stage. However, by the end of the project, both the costs and benefits are
fully realized. If the project is not completed as required, we recapture the credits which
repay the State’s costs.

DED Response to Comment 5:

Contribution tax credits rely on 3™ parties to help fund a project. The Department and
the Incubator enter into an agreement that is based on the Incubator’s ability to raise
money using the tax credits to complete the project. If the donors are not allowed to use
the credit on issuance, it will be more difficult to get donors to contribute. They will not
realize the benefit of the donation until later. If the incubator does not complete the
project, the Department can recapture those credits, thereby repaying the state what it is
owed. DED feels that if it did not issue credits until the donation was spent, the process
would create a burden on the incubator, thereby compromising the effectiveness of the

program.

DED Response to Comment 6:

DED believes we provide the ability to eliminate known barriers in providing space,
capital improvements, training, equipment and business services. We provide a service,
but not the total package. Most of the Incubators comply with our requests for annual
reports and complete breakdown of expenditures, but DED doesn’t have the means to
enforce any such compliance, unless they are requesting additional funds.

The program is believed to be too small to provide the “but for...” clause.

DED Response to Comment 6.1:

Currently the Department sends out an annual report to each of the incubators to
complete and return. For those incubators that are not seeking additional tax credits,
there is no incentive to report. Section 620.495.7(4) states DED shall receive and
evaluate annual reports. However, there isn’t a penalty clause if the Incubator does not
comply. Some of the Incubators have not received tax credits in years and are still being
asked to report. The Incubators find this to be a burden.

DED Response to Comment 6.2:

If the incubator requests reallocation, they are required to submit independent annual
audit statements, as well as a budget of revenues and expenditures. The majority of the
incubators utilize the tax credits for construction. It can be assumed that the projects that
were approved in a given year will complete the construction and the majority of the
contributions will be used on construction.



DED Response to Comment 6.3:

DED agrees. Because of limited funding, it would be difficult to say that the incubator
would not exist if the tax credits were not available. However, we do try to fill a gap in
funding.

DED Response to Comment 6.4:

DED believes we provide the ability to eliminate known barriers in providing space,
capital improvements, training, equipment and business services.

DED Response to Comment 6.7:

DED is providing a Flow chart on how incubators and innovations centers are related.



Innovation Center

Missouri has designated innovation centers located in Columbia, Rolla, St. Louis, Cape
Girardeau, Joplin, Kansas City, Kirksville, Springfield and Warrensburg. Innovation
Centers are designated by the Missouri Technology Corporation (MTC) and Department
of Economic Development.

They offer a wide range of management and technical assistance to businesses. The
centers are familiar with up-to-date business management and technology innovations
and help businesses apply these innovations to increase profits. When you go to an
innovation center for assistance your business becomes a part of a network of state,
federal, university and private resources designed to develop and support high-growth
businesses. The innovation centers receive state funding to assist with operations.

Innovation Centers are state-sponsored programs that work with entrepreneurs with
technology-based products or processes. Innovation centers work with entrepreneurs by
providing services such as helping to develop sound business growth models, obtain
financing, find appropriate incubator office and research space, develop marketing plans,
networking opportunities, and research connections with universities. The second type of
client our innovation centers serve are existing and growing companies trying to bring a
new product to market. These clients do not need as much help with the structure of their
business model or other aspects of their business, but they have a specific need in
technology transfer to take a technology idea and move it into the marketplace. These
types of clients are more project oriented services, and the relationship with the
innovation center is not an intensive long-term relationship, but driven by products
(projects) under development in the pipeline.

Incubators

Missouri has several incubator facilities located throughout the state. An incubator is a
building that can be divided into smaller units of space and is leased by a new small
business for a limited period of time. Incubators provide business development services
for use by the tenants that commonly include: computers, copiers, facsimiles, conference
rooms, clerical support, telephone answering service, and networking opportunities.
Several of the Innovation Centers in the state also operate incubator facilities.



