Larry Hogan | Governor
M a ryl a n d Boyd Rutherford | Lt. Governor

R. Michael Gill | Secretary of Commerce
DEPARTMENT OF COMMERCE Benjamin H. Wu | Deputy Secretary of Commerce

August 15,2018
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RE: More Jobs for Marylanders Tax Credit Reserve Fund — Annual Report
Dear President Miller and Speaker Busch:

Pursuant to Tax General Article § 10-741(¢), I am pleased to submit the Department of
Commerce’s More Jobs for Marylanders Tax Credit Reserve Fund Annual Report.

I look forward to your review of this report and will be available to furnish any additional
information that is needed. If my staff or I can be of further assistance, or if you have any
questions regarding this report, please contact me at 410-767-6301.
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R. Michael Gill

Secretary
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More Jobs for Marylanders Tax Credit Reserve Fund

OVERVIEW

Chapter 149, Acts of 2017, established the More Jobs for Marylanders Program (Program)
within the Department of Commerce (Commerce) to incentivize and encourage manufacturers to
create jobs in areas of Maryland that need jobs the most. The incentives are available for a 10-
year period for eligible new and existing manufacturers in “Tier 1” or “Tier 2 counties in
Maryland that are enrolled in the Program before June 1, 2020, create the minimum required jobs
and meet other Program requirements.

Chapter 584, Acts of 2018, changed the income criteria in the definition of a Tier 1 County to
include counties with median household income for the most recent 24-month period equal to or
less than 75 percent of the median household income of the State. As a result, the following
counties qualify as Tier 1 Counties as of July 1, 2018: Baltimore City and Allegany, Caroline,
Dorchester, Garrett, Kent, Somerset, Washington, Wicomico and Worcester Counties. Tier 2
counties that have been promoted for Tier 1 benefits, per the Commerce Secretary's approval
authority, are Baltimore and Prince George's Counties. All other counties are considered Tier 2
counties.

As required by the statute, Commerce developed an application process for companies that plan
to participate in the Program. The first step is that companies must submit a Notice of Intent
(NOI) to Commerce. A new manufacturer must provide notice before establishing its facility in
Maryland; an existing manufacturer must provide notice before it begins creating new jobs.
Upon receipt of a NOI, Commerce will provide the business with an application to enroll its
project in the More Jobs for Marylanders Program. Upon receipt of the completed Project
Enrollment Application, Commerce will certify those companies that meet the program
requirements as Qualified Business Entities, eligible to apply for the available tax credits.

Commerce began accepting NOIs for the Program on June 1, 2017. As of July 1, 2018,
Commerce has received 119 NOIs.

To date, Commerce has received applications from companies representing nearly 2,000 jobs to
be created over the benefit period. For the purposes of the projections in this report Commerce is
focusing solely on the jobs that would qualify for benefits in FY 2020.

BENEFITS

Provides tax incentives tied to job creation for a 10-year period.

1. New businesses in Tier 1 jurisdictions receive a refundable State income tax credit
(5.75% of the wage per new position); State Property Tax Credit ($0.112 per $100
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assessed); refund of Sales and Use Tax; and waiver of SDAT fees for the creation of 5 or
more new jobs.

Existing businesses in Tier 1 and Tier 2 jurisdictions receive a refundable State income
tax credit of 5.75% of the wage per new position, for the creation of 5 new jobs and 10
new jobs, respectively.

To gqualify a business must:

Be a manufacturer primarily engaged in activities at the facility that according to the
North American Industrial Classification System, would be included in Sector 31, 32, or
33, except for Refiners.

Offer ongoing job training or a postsecondary education program (e.g. tuition
reimbursement).

A new manufacturer must notify Commerce of its intent to be designated eligible before
it establishes a facility in the state.

An existing manufacturer must notify Commerce of its intent to be designated eligible for
the program incentives before it creates new jobs.

New or existing manufacturers in Tier 1 counties must create at least 5 new qualified
jobs. (A qualified job is a job that is full-time, pays at least 120% of State minimum wage
and is filled for 12 months.)

Existing manufacturers in Tier 2 counties must create at least 10 new qualified jobs. (A
qualified job is a job that is full-time, pays at least 120% of State minimum wage and is
filled for 12 months.)

The manufacturer must begin hiring within 12 months of its NOI Date to Commerce and
meet the 5 or 10 job minimum within 12 months of its first hire.

Enroll its project in the program before June 1, 2020.

FISCAL YEAR 2018 ACTIVITY

Commerce has received NOIs from 119 companies interested in applying for the More Jobs for
Marylander’s tax credits. As of July 1, 2018, 45 of the 119 companies have submitted
applications to enroll their projects in the program. Commerce has certified 25 of these 45
companies as Qualified Business Entities eligible to apply for the available tax credits. The
applications from the other 20 companies are missing information or are otherwise still
incomplete. Commerce is continuing to work with those 20 companies to complete their
applications.
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FY2018 MJM Activity by Status

Application - Qualified, 25

NOI only, 74
Application - Not yet
Qualified, 20
u Application - Qualified Application - Not yet Qualified a NOI only

PROJECTED DEMAND FOR THE TAX CREDIT

The chart below shows the job projections for FYs 2019 and 2020 for the 45 companies that
have submitted enrollment applications based on information provided by the company on the
project enrollment application.

Project Enrollment Applications as of 7/1/2018
Total Applicants 1 45
By Tier:
Tier 1 Applicants 32
Tier 2 Applicants 13
New versus Existing:
New Manufacturers (all Tier 1) 5
Existing Manufacturers 40
Tier 1 Existing Manufacturers 26
Tier 2 Existing Manufacturers 14
Projected Jobs, Estimated Credit
Projected FY 2019 Jobs 765
Estimated FY 2019 Income Tax
Credit $2,164,153
Projected FY 2020 Jobs 1,127*
Estimated FY 2020 Income Tax
Credit $3,156,992

*Includes jobs created by the 45 applicants through 6/30/19
In addition to those companies that submitted project enrollment applications to date, Commerce

anticipates that many of the companies that submitted NOIs will continue with the process and
enroll their project in the program. This could result in an additional $1.5 million in income tax
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credits in FY 2019 and $2.6 million in FY 2020. This estimate is based on those companies with
NOIs that provided job and wage projections. For those companies that provided job projections
only, Commerce estimated the credit using an average wage of $40,000.

Based on the 45 enrollment applications, the projected demand for the tax credit in FY 2020 is
$3.15 million. This projection is based on job and wage data provided by the applicants in
nearly all cases. For a few applicants that have not yet submitted wage data, an average annual
wage of $40,000 per job was assumed. See Appendix A for data on all 45 applicants.

Estimated Income Tax Credits

FY 2019 FY 2020
Project Enrollment Applications (45) $2,164,153 $3,156,992
Notices of Intent only (74) $1.510,198 $2.630,230
Total (119) $3,674,351 $5,787,222
Estimated Income Tax Credits — Enrollment Applications — by Tier

FY 2019 FY 2020
Tier 1 (32) $1,055,334 $1,491,463
Tier 2 (13) $1.108.819 $1,663.530
Total (45) $2,164,153 $3,156,992
Estimated Income Tax Credits — Enrollment Applications — New/Existing

FY 2019 FY 2020
Existing — Tier 1 (26) $931,670 $1,272,812
Existing — Tier 2 (14) $1.108.819 $1.665.530
Existing — all (40) $2,040,490 $2,938,342
New - all Tier 1 (5) $123.663 $218.650
Total (45) $2,164,153 $3,156,992

In addition to the Enrollment Applications, another 74 companies submitted a Notice of Intent to
submit an application. These companies represent additional potential demand for the tax credit.
Commerce expects many of these companies to follow through with an Enrollment Application.
The projected demand for the tax credit for this group of companies in FY 2020 is $2.63 million.
See Appendix A for data on these potential applicants.

Estimated Income Tax Credits — Notice of Intent only — by Tier

FY 2019 FY 2020
Tier 1 (49) $709,033 $1,286,372
Tier 2 (24) $801.164 $1.343.858
Total (74)* $1,510,198 $2,630,230

* Total includes one New business which did not estimate new jobs and did not locate;

Tier therefore not determined.
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Estimated Income Tax Credits — Notice of Intent only — New/Existing

FY 2019 FY 2020
Existing — Tier 1 (42) $630,258 $1,197,535
Existing — Tier 2 (24) $801.164 $1.343.858
Existing — all (66) $1,431,423 $2,541,392
New - all Tier 1 (7) $78.775 $88.838
Total (74)* $1,510,198 |  $2,630,230

* Total includes one New business which did not estimate new jobs and did not locate;
Tier therefore not determined.

The More Jobs for Marylanders Tax Credit program is having an impact Statewide, encouraging
businesses to expand and locate their manufacturing workforce in Maryland. The chart below
shows the number of Enrollment Applications and NOIs received by Commerce.

More Jobs for Marylanders By County
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In addition to assessing demand as expressed by Enrollment Applications and Notices of Intent,
Commerce reviewed its recent activities with both in-state manufacturers considering expansion
and out-of-state manufacturing “prospects” considering a location in Maryland. Eight-five (85)
projects involving manufacturers were identified as potential applicants to the program as of July
1,2018. While some of these projects will not come to fruition, these companies serve as a
working “pipeline” list to gauge future demand for the tax credit.

Commerce views these data for FY 2020 demand for the tax credit to be more realistic estimates
than could be made in last year’s report. At the time the program had just been announced, so
there was no history upon which to assess the potential demand. Without a history, our best
estimates relied on “pipeline” activity to represent the potential demand.

Another factor which contributed to last year’s estimate was estimated annual wages. Commerce
used a statewide average wage per employee for the manufacturing sector of $73,788. Based on
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actual Program activity over the first year, an estimate of $40,000 was deemed to be a better
average wage, which is reflected where companies did not provide a wage number.

Estimated FY 2020 Demand

Enrollment Applications (45) $3,156,992
Notices of Intent (74*) $2,630,230
Total ' $5,787,222

* Includes one New business which did not estimate new jobs and did not locate;
Tier therefore not determined.

Based on Commerce’s data on the Enrollment Applications and Notices of Intent submitted
thus far, and rounding up to allow for some additional Applications and NOIs to be
received from the companies in the pipeline, Commerce’s conservative estimate is that the
total Program demand for FY 2020 will be $6 million.
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