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Dear Friend of MTL,

I am pleased to have the opportunity to forward this Annual Report of the Maine
Technology Institute for Fiscal Year 2004. I am also pleased to report that MTI has
completed another record-setting year and has never been in a better position to move
forward in its mission to impact the future of our emerging technology businesses ma -
very positive way.

As this letter is being written the selection process for a successor to Dr. Yancey-Wrona
as Institute President and Director is coming to a close. This 1s a landmark event for two
reasons. First, it reflects the establishment of the Office of Innovation which will provide
both structure and support for MTI and its partners in moving the State’s technology-
focused economic development agenda forward. Second, a new Director will bring fresh
thinking to the position, building on the superb foundation that Dr. Yancey-Wrona has
built. The strategic plan adopted by the MTI Board of Directors in the last year is both
ambitious and forward-looking. I believe we are poised for continued success.

Throughout the last year I have had the opportunity to meet with representatives from
other states with similar interests to those of Maine in their desire for technology-based
growth. It is clear that Maine is growing a reputation for doing this right.

As a state, to be successful in this work over the long term we must be persistent and
single-minded in our efforts, and continue to provide financial support over the long haul.
The early results are promising. It has never been more important for us all to continue to
work together to reap the benefits of our efforts in the future.

Thank you for your support.

Norman L. Maclntyre
Chair
Maine Technology Institute Board of Directdrs



EXECUTIVE SUMMARY

The Maine Technology Institute supports research and development activity in Maine-
based businesses, leading to the commercialization of new products and services in the
state’s targeted technology sectors creating jobs for Maine people.

In FY04, MTT again increased the amount of funding awarded to Maine companies.
Through six rounds of Seed Grants, two of Development Awards and rolling Cluster
Enhancement Awards, MTI approved 136 projects, totaling more than $6.1 million. This
investment is matched by approximately $9 million in capital investment by the
companies themselves.

Since its inception m 1999, MTI has funded 495 projects throughout the state of Maine, a
financial commitment of over $21 million. With company match, MTI is supporting
more than $56 million in research and development leading to the
commercialization of new products or services. 297 projects have completed, and MT1
received repayments of nearly $34,000 from companies that commercialized a new
product due to Development Award funding from MTL

MT1 continued to promote opportunities for funding from the federal Small Business
Innovation Research (SBIR) award program. Through informational workshops, outreach
and one-on-one consulting provided by MTI, 17 Maine companies received a new
record of 31 awards, totaling over $5.9 million!

MTI also continued its intensive Commercialization Workshops and Tech Tracker
mentoring program through its US Small Business Administration, Federal and State
Technology Partnership Program grant. 16 companies completed the workshop series and
10 have gone on to bring their products to market or obtain financing to do so. MTI looks
forward to continuing and expanding this important program in FY05.

Some MTI Award Recipients (from left): Alex Mouzas of Fota Inc. develops sensors for vehicular
automatic cornering lamps. Apple Acres Farm develops new products to strengthen the apple orchard
industry in Maine. Chris Frank of Intelligent Spatial Technologies (IST) develops location-based service
(LBS) applications for the culture and history travel market.
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BACKGROUND

The Maine Technelogy Institute (MTI) was created by the Legislature in 1999 to,
“encourage, promote, stimulate and support research and development activity leading to
the commercialization of new products and services in the State’s technology-intensive
industrial sectors...” (SMRSA ch. 407). The targeted technologies are:

Composite materials technology
Environmental technology
Information technology

Precision manufacturing technology

o Advanced technologies for forestry
and agriculture

o Aquaculture and marine technology

o Biotechnology

c 0O 00

MTI supports early-stage activities for which other forms of capital are difficult to secure.
As the State’s only support for research and development efforts within the private sector,
MTI funding provides the crucial link that will help drive ideas from the laboratory to the
marketplace. MTI accomplishes its purpose by cost-sharing research and development
(R&D) and cluster enhancement projects with Maine companies through several
competitive award programs, and by helping Maine companies access federal funds for
their R&D projects. MTT also administers several state funds directed at building R&D
capacity in Maine’s nonprofit research laboratories.

MTI 1s a private non-profit organization, governed by a private-sector led Board of
Directors (Appendix A). The President of the Institute is appointed by the Governor and
reports to the Commissioner of the Department of Economic and Community
Development. MTT’s success is due, largely, to the dedication of more than 80 Maine
business people who serve on one of seven technology boards (Appendix B). In FY04,
these volunteers contributed over 5,000 hours to proposal evaluation, funding
recommendations and advice to the Board of Directors in matters of policy and direction.

MTI employs a lean statf of six full time and one part time employees who, together with
the Director, implement the policies and programs of the Board {Appendix C).

Back left to right:

Tucker Kimball, Commumications
Janet Yancey-Wrona, President
Elizabeth Crabtree, Seed Grants
Joe Migliaccio, Development Awards
Front left to right:

Andrea Phillips, Office Admin
Leanne Bourgeois, Exec Admin
Shane Beckim, Program Admin
Not Pictured:

Bob Chiozzi, Development Awards
Patrick Martin, External Programs
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MTI FUNDS MAINE COMPANIES

MTI currently offers a portfolio of four programs, including a new program introduced in
FY04. Two programs comprise the bulk of MTT activity—Seed Grants and Development
Awards. These programs fulfill the core purpose of MTI by funding R&D projects that
will lead to the commercialization of new products and services. In 2004 MTI introduced
the Accelerated Commercialization Fund to provide additional funding to help Maine-
based MTI funded companies bring new products to market. A fourth program, Cluster
Enhancement Awards, helps support development of sustainable clusters of industrial
activity in the state’s targeted technology sectors.

Periodically during the year, MTI requests proposals from applicants throughout the
State. Applications are analyzed and ranked by teams of knowledgeable reviewers, and
awards are made to those projects deemed to meet the Institute’s funding criteria. /36
R&D projects were approved in FY04, totaling more than $6.1 million!

This brings the total funding award activity by MTI to 495 projects, representing every
Maine county, and over 300 Maine businesses! Together with match, MTI is
participating in more than $56 million of R&D investment throughout our State.

These early stage R&D efforts will help advance new products and services toward the
market, creating jobs in the technology-intensive sectors.

20% more Projects Funded in FY04
throughout Maine!
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After four years of activity, projects have been funded in all seven sectors. Funding is
not equal among the sectors reflecting the number the applications received from each
sector. The number of awards among the sectors ranged from 57 for Advanced
Technologies for Forestry and Agriculture to 103 for Precision Manufacturing.

All Sectors Receive Funding
(FYO0O - FY04)

Foresfry &
Precision Agriculture Aguaculture
Manufacturing $1,146,000 & Marine

$4,733,000 $3,374,000

Information
Technology
3,038,000
$ Biotechnology
5 $4,224,000
Environmental Composite
Technology Materials
%1,977,000 $2,916,000
Seed Grants

In FY04, MTI offered six rounds of its popular Seed Grants, of up to $10,000 each.
Participation in the MTI Seed Grant program continued to be strong, with an average of
50 applications received and reviewed per round. 115 awards were granted — an increase
in the funding rate that reflects the improved quality of proposals! MTI has approved 381
Seed Grants for funding since 2001, when the first Seed Grants were awarded (Appendix

D).

improved proposals lead to a higher than ever
percentage funded!
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On the value and use of their Seed Grant, Robert F. Chadwick, Diagram Systems Inc. in
Bath comments, “The grant of $10,000 was used to complete our business plan and
begin commercialization of our new products. The grant was very important to us in our
start-up phase. I found the staff at MTI to be extremely helpful and interested in our
success. And the grant did, in fact, help us to complete our business strategy and, thus,
enlist our first customer! The Maine Technology Institute is an important instrument in
nurturing Maine’s growing technology sector.”

Seed Grant activity helps many Maine companies prepare for the more comprehensive
R&D projects suitable for Development Award applications.

Development Awards

Development Awards for up to $500,000 each were offered three times during FY 04.
MTT increased the number of offerings from two to three times per year to allow greater
flexibility for applicants with their project proposals. Applications increased from 47 to
52, with 21 still under review at the time of this report. In all, 15 proposals were funded
for a total of $4.3 million, an $800,000 increase over the previous year (Appendix E).
These data show that the amount of funding per award continues to increase, reflecting
larger projects, for development of products closer to market entry and more
comprehensive in scope. This year, MTI also added some contracted professional
assistance to help applicants prepare Development Award proposals with the goal of
increasing quality, and therefore the percentage funded.

Record amount of funding committed to FY04
Development Awards!
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Bob Peacock, R T Peacock Canning Co. in Lubec comments on the value of his
Development Award, “With the urchin fishery being in its current state, it is virtually
impossible to find sources of funding. It has been a long hard struggle. Our Development
Award has been extremely helpful and will allow us to commercialize our product.

In the end I think the program is really going to help the state.”
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Cluster Enhancement Awards

MTT offers this financing program to support activities that will promote and stimulate
clusters of industrial activity within and among the targeted industry sectors. While not
the majority of MTI activity, the Cluster Enhancement program is important to MTI’s
purpose because it supports projects and programs that will help create and build the
environment necessary for successful technology-based business growth.

In FY04, MTT approved funding for six Cluster Enhancement Awards, totaling over
$800,000 and matched by over $2,200,000. All together MTI is providing over
$2,400,000, matched by more than $7,100,000, for 24 projects that support Maine’s
technology-driven businesses by improving the business climate, infrastructure,
resources, connections and linkages necessary for the innovation economy to thrive
{Appendix F).

Additionally, MTI became the administrator for Maine’s Renewable Resources Fund,
established by the Legislature in 1999 (SMRSA Title 35-A §3210), and funded with
voluntary contributions from Maine citizens collected by the Maine Public Utility
Commission. Since the goals of the Renewable Resources Fund are very similar to the
goals of MTT’s Cluster Enhancement award program, MTI established the Renewable
Resources Matching Fund to disburse these monies as match funding for MTI-approved
Cluster Enhancement awards. One project funded in FY04 utilized this matching fund,
receiving $80,000 in MTI funding, matched by $40,000 from the Renewable Resources
Matching Fund while providing over $155,000 in match funding themselves.

“The MTI Cluster Enhancement Award provided us with the financial resources to pull
iogether the Chewonki Renewable Hydrogen Project. Our cluster has gained strength
since we began the project. New businesses have joined and have expressed their
interest by donating countless hours of design time. They want to be ready when the
hydrogen economy begins. MTI provided a playing field and cluster members have joined
in the game of exploring the opportunities involved in a sustainable energy future. This
program would not exist without MTI's help. As an organization they are doing what
needs to be done,” Peter Armold, Chewonki Foundation in Wiscasset.

MTTI Introduces the Accelerated Commercialization Fund

In FY 04, MTI introduced the Accelerated Commercialization Fund, to provide additional
funding to help successful Maine-based MTI-funded companies bring their new products
or services to market. The fund is available for any company that previously received an
MTI Development Award, and requires a cash match from an outside mvestor(s) or
institutional fund. Investments will likely be in the form of equity or convertible
debentures. Funding decisions will be made based on a review of the company’s
business plan, past record with MTI, the terms set by the outside investor and potential
for success and economic benefit in Maine. This fund fills a growing gap for companies
seeking to raise working capital needed to bring their new products/services to market.
No awards were made from this fund in FY04.

MTI FY04 Ann:al Report
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MTI FUNDING IMPORTANT TO MAINE’S ECONOMIC DEVELOPMENT

At the end of FY 04, 297 MTI-funded projects had been completed. As required by their
MTT contracts, all companies with completed MTI-funded projects are surveyed annually
for five years following project completion. The compiled data are independently
evaluated to determine the impact on Maine’s economy, with a report to the Legislature
prepared every odd-numbered year. MTT looks forward to presenting its second
evaluation in January 2005.

The survey data also are shared with the Department of Economic and Community
Development (DECD) in order to fulfill the State requirement for an evaluation of the
State’s R&D investments (SMRSA §13060). The “Evaluation of Maine’s Public
Investments in Research & Development Interim Report 2003” included a discussion of
“Findings from company surveys,” the majority of which were MTI recipients. Of
particular interest, the surveys indicated that in 2003, companies receiving State R&D
assistance:

Interact with the University (60%);

File patents — 100% of Maine-based patents are by companies receiving State
assistance;

Bring new products to market (44%];

Are mostly (72%) less than 10 years old;

Pay 12% higher wages than average Maine businesses;

Increased employment (23%) more than average Maine businesses;

Receive most of the venture capital in Maine;

Showed faster revenue growth (11%) than average.

The complete report can be found at: www.econdevmaine.com.

Out of nearly 300 completed projects, 11 funded companies reported being out of
business and 2 Seed Grant recipients defaulted on their agreements with MTI-- one by
not completing the MTI evaluation survey, and one by not filing a final report to account
for $8000 of MTI funding and project progress.

MTI funding has been put to good use by Maine companies — mostly to pay personnel
costs, consultants and direct hires directly attributable to the new product development.
Nearly half of the Seed Grant funds were used to pay expert consultants helping the
company with product development and market research. Approximately one quarter of
the funding paid company personnel, and the remaining funds were disbursed among
equipment, supplies and other project-related expenses. More than half of the
Development Award funds were used to pay company personnel, with the remaining
funds distributed for other project-related costs. Further, companies used personnel
devoted to the funded projects as the majority of their match in both programs.

M FY04 Annual Report
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MTI PROVIDES COMMERCIALIZATION ASSISTANCE

Pursuant to its legislative mandate, MTI maintains an ouftreach, information, and
technical assistance program supporting the federal Small Business Innovation Research
(SBIR) and, the related, Small Business Technology Transfer (STTR) award programs.
MTT’s efforts have significantly increased the amount of federal funding received by
Maine companies for innovative research and development under these programs, which
should lead to the successful commercialization of products or services developed with
federal and MTI funding.

Maine’s SBIR/STTR network operated with state and federal funding throughout
FYO04. MTI and the Market Development Center (MDC) partnered to provide
comprehensive support and assistance for the SBIR and STTR programs. MTTI invested
over $100,000 to provide technical assistance and outreach for the SBIR/STTR
programs. Additionally, MTI received a $100,000 Federal and State Technology
Partnership (FAST) matching grant from the Small Business Administration (SBA) to
stimulate technology commercialization by small businesses.

Assistance is paying off!

* Maine experienced a record setting increase in SBIR/STTR funding -- from
$3.3M in FY02 to $5.9M during FY03. 17 Maine small businesses received 31
SBIR or STTR awards!

e Training/Promotion: 3 workshops and an SBIR Summer Session were held and
were attended by over 150 Maine businesses or individuals.

¢ Awareness: over 500 small businesses statewide were contacted and informed
about the SBIR program.

¢ Technical Assistance: over 100 Maine companies were provided in-depth
guidance and assistance at no cost for preparation of SBIR proposals, or other
proposals for federal funding of R&D.

¢ Financial Assistance: Approximately 20% of MTT’s Seed Grants were used to
help Maine businesses pay for expert SBIR proposal assistance.

The SBA FAST grant has allowed MTT to expand these activities and provide intensive
training to increase the likelihood of commercialization success by MTI- and SBIR-
funded companies. Through this federal grant, MTI provided an intensive
commmercialization workshop for twenty companies. 16 companies completed the
program successiully!

MTIFYG4 Annual Report
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2003 Commercialization Workshop Graduates

Acoustic Processing Time Temperature Talon Industries LLC
Technology Integration Hampden

Portland Kennebunk Fox3d

Pell Innovations Technology Systems Inc. Ellsworth

Orono Wiscasset Sephone Internet
C&H Corporation Finger Doodle Bangor

South Portland Lewiston Crucible Corporation
Lighthouse Imaging Coastside Bio Resources Sorrento
Corporation Stonington BioAnalyte Inc
Portland Intelligent Spatial South Portland
Understanding Systems Inc Technologies Beota Group
Scarborough Orono Belfast

MTTI also continued the Tech Tracker mentoring network to support workshop
graduates as they commercialize their innovations. Twenty business professionals joined
the Tech Tracker program and contributed over 2,100 hours of their time and expertise to
the 16 graduate companies. The results were excellent--ten graduating companies either
brought their product to market and/or obtained financing to enable them to enter the
market.

MTT looks forward to continuing and expanding this important program and has
submitted a proposal for a third FAST grant for $100,000 that should be awarded by the
SBA in September 2004. If MTT succeeds in winning this FAST award, workshops will
be held again in the spring of FY05.

MTI CREATES EFFECTIVE PARTNERSHIPS

Small Business Development Centers

MTI and SBDC completed the second year of a contractual partnership to cost-share a
business counselor focusing on technology-based businesses in Maine, and to develop a
competency in technology-based business counseling at the SBDC.

Over the past year, the SBDC worked to fulfill national Technology’ accreditation
requirements making Maine the 4th State in the U.S. to have an SB’T"DC program. All
SBDC counselors undergo ongoing training to provide substantial assistance to Maine’s
technology-based companies, and five of the seven Applied Technology Development
Center directors have completed professional training and are certified as affiliate
counselors.

The SBTDC Director housed within the MTT office counseled 73 distinct clients, of
whom 43 are MTI award recipients; 19 of those MTI clients have generated monies in the
amount of $3.8 million for R&D and commercialization of their products or services. The
SBTDC has spent over 600 hours with these MTI clients, specifically to help them
understand the commercialization process, and referring those companies to appropriate
resources to be sure it happens.

MTI FY04 Annual Report
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Maine Manufacturing Extension Partnership

For the fourth year, MTI continued its partnership with Maine MEP. At no cost to MTI,
and at MTT's sole discretion, Maine MEP serves as the fiscal agent for MTT funding
disbursements to MTI award recipients. One full-time staff equivalent is required for the
fiscal administration support and is provided at no cost to MTL

MTT authorized payments for over $4,000,000 in FY04. These funds, disbursed on
behalf of MTI, allowed MEP to access over $1,000,000 in federal match funding.

Additionally, MEP provides ‘no cost’ assistance for technology commercialization to
MTTI award recipients. Due to national MEP budget constraints, MTI began funding one
half-time equivalent MEP staff in April of 2004. Through FY 04, nearly 600 hours have
been devoted to MTI-funded or potential companies by MEP field staff.

Market Development Center

MDC fulfills its federal mandate to support the federal SBIR program by partnering with
and sharing responsibilities with MTI’s SBIR assistance and outreach program (see
above). MTT’s administrative expenses provided approximately $400,000 of in-kind
match for MDC’s federal procurement assistance program in FY03.

University of Maine System

Active collaboration between the University system and MTI continued in FY04. The
Director of the Department of Research and Economic Development continued to
represent the Chancellor on the MTI Board of Directors. The University of Maine is the
primary recipient of 15 MTI awards, and has provided assistance to more than 50% of
MTI-funded companies, including direct technical assistance, informal advising,
commercialization of University-developed technologies and graduate student support.

Applied Technology Development Centers

MTI continued to build a strong relationship with the seven ATDCs. All seven ATDC
directors serve on MTI technology boards, and thereby actively participate in MTT award
review processes. Additionally, the ATDCs provided facilities for many of MTT’s
workshops and seminars, hosted the Commercialization Assistance workshops and
actively promoted MTI programs to their clients. The partnership is paying off — 64% of
companies affiliated with the Center for Environmental Enterprise in South Portland, and
75% of those affiliated with the Target Technology Center in Orono obtained MTI
funding!

Maine Patent Program

MTI continued to fund intellectual property work. However, this work is only funded
after companies have received assistance from the Maine Patent Program, as agreed to in
the MTI-Maine Patent Program memorandum of understanding. Overall, MTI funded
23% of clients served by the Maine Patent Program.

MTIFY04 Annual Report
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Small Enterprise Growth Board

MTT continued a close and mutually supportive relationship with the State-sponsored
venture capital fund, the Small Enterprise Growth Fund (SEGF). The MTI Director
continued to serve as the Commissioner of DECD’s designee on SEGB. This interaction
provided an important link between MTI funding assistance and the equity funding
provided by SEGB. Six out of sixteen SEGB portfolio companies also are MTI-funded.

Private Capital Sources

To help assure that MTI-funded companies have access to follow-on funding from
private venture capital sources, MTI maintained close relationships with many of the
venture capital funds and investors in the State. The MTI Director serves as a member of
the Board of Directors of CEI Community Ventures, LLC, a Portland-based venture
capital fund licensed under the SBA’s New Markets Program that targets investments in
areas of the State with economic need. MTI’s two finance Directors include a venture
capitalist and a banker from the private sector.

OUTREACH AND PUBLIC RELATIONS

It 1s important that all MTI programs be available and accessible to all entrepreneurs and
businesses throughout the State of Maine. In the past year, MTI promoted its programs in
a variety of ways, including:

e  MTI prepared statewide press releases and worked closely with media outlets
m an effort to promote its programs, program milestones, and to highlight
companies who received MTI funding. MTI also sent statewide press releases
after each round of awards.

o MTT distributed bi-monthly e-news to over 1,500 individuals, companies, and
organizations. “MTI eNews” includes special updates, upcoming award deadlines,
award recipient announcements, upcoming workshops and seminars, and
announcements of relevance to the targeted industry sectors.

o A printed newsletter was sent to Maine’s legislators, economic service
providers, the Governor’s office, and various trade associations around the state.

¢ Open houses took place quarterly. Approximately 25-40 persons attended each
open house.

e Proposal preparation workshops were presented by MTI at no cost and open fo
the general public. These workshops, publicized in the press and through the
economic development district organizations, were attended by over 100
individuals. The workshops were held in:

» QGardiner » South Portland > Bath
» Calais » Orono » Caribou
» Rumford » Belfast

MTI FY04 Annual Report
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¢ Information regarding MTI was available on our Web site,
http://www.mainetechnologv.org/. The site features a calendar of events, MTI News
and a “Directory of Professionals”, where businesses that provide services to the
business community (grant writers, consultants, marketing/PR firms, etc.) can post a
listing at no charge. Most importantly, the MTI web site contains all of the
information and documents necessary to apply for funding.

MTT attendance, sponsorship, or presentation at sector-related events continued to
increase. In the past year these events included: Washington County Business
Conference, Blaine House Conference on Natural Resources, ATDC Training
Conferences, Maine Creative Economy Conference, Kennebec Valley Business to
Business Conference, Androscoggin Business to Business Conference, State of Maine
Homeland Security Conference, SBIR/STTR Summer Session Workshop, Biolnnovation
I Conference, Maine Energy Technology Exposition, USM Student Business Plan
Competition, Maine Agriculture Trade Show, UMaine Entrepreneurship Day, Maine
Wood Products Association Meeting, Maine Pulp and Paper Association Meeting, Maine
Bioproducts Forum.

MAINE BIOMEDICAL RESEARCH PROGRAM

As required in statute, MTT administered the Maine Biomedical Research Fund. MTI
executed its agreement with the Maine Biomedical Research Board (MBRB), and
received the funds according to its grant agreement with DECD. MTI continued its
contractual agreement with a grant administrator to carry out the duties stipulated in this
agreement and plans to continue its contractual duties with the Biomedical Research
Board for FY05 funds administration.

In FY 04, the MBRB allocated $20 million of bond funding according to a legislatively-
mandated formula based on the record of federally-funded R&D and agreed to by the
Biomedical Research Board. Recipients of the funds, as stipulated in legislation, were:
The Jackson Laboratory, Mount Desert Island Biological Laboratory, University of New
England, Maine Medical Center Research Institute, and the Foundation for Blood
Research. The $20 million bond funds were approved by the voters in June 2003 as part
of an economic recovery package.

MAINE MARINE INFRASTRUCTURE AND TECHNOLOGY FUND

In June 2003, the State of Maine approved a $1,000,000 bond issue funding the Maine
Marine Infrastructure and Technology Fund (MITF). The MITF built on the Maine
Marine Research Fund created the previous year to support marine research, and create
jobs in Maine, by eligible Maine private non-profit institutions, state government and
quasi-governmental agencies and academic institutions, excluding the University of
Maine System, engaged in marine research.

MT1 FY04 Annual Report
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Pursuant to its legislation, MTI received $1,000,000 for the MITF. MTI used the services
of the State’s Research Capacity Committee and Sea Grant Consortium to facilitate the
review process, assuring MTT and the Fund’s constituents that the review was a fair and
equitable peer-reviewed process. In March 2004, MTI approved six grants totaling
$946,976.

FINANCES

MTT is funded through an appropriation to the Department of Economic and Community
Development (DECD), and is limited by statute to using no more than 7% of the
appropriated funds for administrative costs. MTI received $3.3 million in its start-up
fiscal year 2000, and its full appropriation of $6.4 million for fiscal year 2001. MTI
collected $5.4 million in 2002 and $4.7 million in 2003, due to de-appropriations late in
each fiscal year. MTI received $5.5 million in 2004, reflecting a stabilized on-going
appropriation level.

As discussed above, MTI also received a $100,000 grant award from the U.S. Small
Business Association to develop its commercialization assistance program (see above).
Other sources of income included $33,000 in award repayment from successful
Development Award recipients, and $170,000 in interest, both significant increases over
previous years.

According to the most recent financial audit (Appendix G), MTI approved funding for
more than $6 million in awards, and expended over $200,000 for its commercialization
assistance program. Cash assets remain over $8 million, $7 million of which are
commitments from awards approved but not yet disbursed. MTT disbursed over $4
million according to agreed-upon and approved milestone schedules for each award.
Administrative and operating expenses were approximately $500,000, paid for with 7%
of the State’s appropriation plus interest received.

MT1FYG(4 Annual Repert
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Maine Technology Institute
Board of Directors

Timothy Agnew 2006 3 Canal Plaza Suite 600 Financial
Portland ME 04101

James Atwell 2007 PO Box 186 Environmental
Cumberland Center ME 04021

Bruce Bornstein 2005 PO Box 251 Agriculture/Forestry
Wayne ME 04284

Cathy McKelway 2005 190 Fairfield Street Financial

Treasurer Oakiand ME 04963

Chip Davison 2007 PO Box 141 Aquaculture
Tenants Harbor ME 04537

Jane Sheehan 2007 PO Box 190 Biotechnology
Scarborough, ME 04070-0190

Norman Macintyre 2006 | 3 Old School Street Precision Manufacturing

Chair Cornish ME 04020

David Fernald 2007 970 Baxter Bivd information

Vice-Chair Portland ME 04103

Martin Grimnes 2005 Ocean View Drive Composites
Brunswick ME 04011

Sue inches 38 State House Station State Planning Office
Augusta ME 04333

Jack Cashman

59 State House Station
Augusta ME 0433

DECD

Jake Ward 5717 Corbett Hall Room 430 University of Maine
Secretary Orono ME 04473 System
David Daigler 323 State Street Maine Technical College

Augusta, ME 04330

System

Janet Yancey-Wrona

2E Mechanic Street
Gardiner ME 04345
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MAINE TECHNOLOGY INSTITUTE

TECHNOLOGY BOARDS

Agquaculture & Marine Tech Board

Louis Sage PO Box 475 W Boothbay Harbor
Jim Salisbury 130 Promenade Portland

Sonny Pierce PO Box 258 West Buxion
Carter Newell PO Box 141 Tenants Harbor
lke Levine 111 Tripp Lake Camp Road Poland

Mike Hastings 5717 Corbett Hall Room 438 Orono

Michael Devin 193 Clarks Cove Road Walpole

Philip Conkling PO Box 648 Rockland

Jere Shaw 2 Portland Fish Pier Suite 201 Portland
Biotechnology Tech Board

Brian Hodgkin 106 Science Bldg Portland

96 Falmouth Street

Douglas McAllister

Two Oakwood Road

Cape Elizabeth

William Worden One Monument Square Portland
Calvin Vary 81 Research Drive Scarborough
Cheryl Timberlake 150 Capito! Street Augusta
Katherine Sheldon 129 Jo Joy Road Limington
Patsy Root 1037R Forest Avenue Portland
Ah-Kau Ng 96 Falmouth Street Portland
Michael Brigham 56 Evergeen Drive Portland
William Harris 400 Commercial St. Portland
Pam Gustin 5 Tote Road Cape Elizabeth
Joan Gordon 81 Research Drive Scarborough
Clyde Dyar PO Box 149 Fairfield
Linda Diou 60 Industrial Park Road Saco
Rick Coughlin 56 Evergreen Street Portland
Jane Havey 301 US Route 1 Scarborough
Charles Micoleau One Canal Plaza Portland
Composite Materials Tech Board
Steve VonVogt PO Box 15087 Portland
Dale Peabody 16 State House Station Augusta
William Lemos 40 Pond Road Newcastle
Steve Hassett 15 Wing Farm Parkway Bath
Jim Crick 63 Hancock Road Raymond
Robert Carr 1861 Main Street PO Box C Sanford
Peter Billings 14 School Street Apt B Randolph
Robert Lindyberg 5793 AEWC Building Orono

150 Main Street Suite #1 Richmond

Keith Burgess
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Environmental Technology Tech Board

John Adelman 2 Gibson Road Scarborough
John Ferland 3 Adams Street So Portland
Ronald Dyer 17 State House Station Augusta
Willard Warren PO Box 720 Westbrook
John Fox Jr 250 Minot Avenue Aubum
Suzanne Watson 101 Merrimac Street Boston
Timothy Vrabel 198 Main Street Lewiston
Tom Schwarm 4 Milk Street Portland
Sigmund Schuiz PO Box 9546 Portland
Joan Saxe 120 Exchange Street Suite 205 Portland
John Logan 15 Wawnock Road Raymond
Peter Ingraham 100 Commercial Street, Suite 108 Portland
Phil Helgerson 1020 Middle Street Bath
Forestry & Agriculture Tech Board

Denise Skonberg 5736 Holmes Hall Orono
John Cancelarich 294 Conant Road Presque Isle
Cal Hancock 14 Industrial Parkway Brunswick
Eric Howard PO Box 284 Cape Elizabeth
Steve Levesque 2E Mechanic Street Gardiner
John Manoush 42 Sebago Road Raymond
Si Balch 179 Walker Hill Wilton
Robert Phillips 72 Harbor View Drive Sullivan

Bill Blaiklock 388 Arrowsic Road Arrowsic
Paul Deschene 24 Higgins Drive Hermon

Ed Nickerson 191 Development Drive Limestone
Information Technology Tech Board

Stephen Hand 6 Bayview Landing Camden
Dana Hutchins 541 Congress Street Portland
Debbie Neuman 20 Godfrey Drive Orono
Peter Murray 428 Fore Street 4th Floor Portland
David Kew 172 Lower Main Street Freeport
Gretchen Henn 15 Pierce Avenue Portland
Ken Swan 49 Harts Way Gorham
Peter Guffin One Monument Square Portland
Judy Franke 166 E Promenade 1F Portland
Mike Carifio 31 Morning Street Scarborough
John Brown 1091 Main Street Mt Desert
Richard Arnoid 98 Main Street Suite D - Ellsworth
Stephen Howard 627 Shapleigh Road Lebanon
Thomas West PO Box 534 Limerick
Paul Wlodkowski 16 Pleasant Street Ellsworth
James Smith Department of Engineering Gorham
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37 College Avenue

Bruce Segee 5708 Barrows Orono
Thomas Maurey 11 Gladys Road Cape Elizabeth
Lisa Martin 28 Stroudwater Street Ste 4 Westbrook
Ray Lindsey 30-C Summer Street Winthrop
Thomas Lambe 5 Foden Road South Portland
Phillip Kowalski 111 Mill Road No. Yarmouth
Anthony Jolicoeur RR4 Box 7849 Blodget Road Pittston

Scott Dunning 5708 Barrows Hall Room 7 Orono

Jim Detert 55 Industrial Park Road Boothbay
Bruce Dalton 228 Northeast Road Standish

Todd Bachelder 49 Carriage Trail Farmingdale
Walter Butler PO Box 295 Hiram
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Investing in Promising Technologies

JANET YANCEY-WRONA, Ph.D., Director

In October of 1999, Janct was appointed by Governor Angus King to direct the Maine Technology
Institute. Her responsibilities included the development and administration of programs to enhance the
competitiveness of Maine’s technology-based businesses. During her five year tenure, she successfully
implemented several funding programs and oversaw commitments of more than $18 miilion.

In May of 2004, She was appointed Maine’s first Director of Innovation, serving as the Governor’s
science advisor and overseeing the directors of MTIL, the state’s business incubator program and the
Experimental Programs to Stimulate Competitive Research, effective the fall of 2004,

Janet received her Bachelor’s of Science degree from Wake Forest University, graduating with honors
with a major in Biology. She earned a Ph.D. in Biology from the University of North Carolina, where she
focused on DNA replication. She spent five years with the National Institutes of Health (NIH) in
Bethesda, MD, before pursuing a career in industry. Most recently, she was a research scientist at Idexx
Laboratories, Inc. in Westbrook, Maine, where she worked with the molecular biology team, and in
diagnostic and pharmaceutical development. She especially enjoyed evaluating the technical and
business potential of new technologies for the veterinary market.

JOSEPH MIGLIACCIO, Program Manager

Joe joined MTI in 2000 and is responsible for project oversight and technology evaluation for the MTI
Development Award program. He recently received his Master of Business Administration from Southern
New Hampshire University in Manchester, N.H.

Joseph attended the University of Maine and the University of Southern Maine, graduating with a
Bachelor’s Degree in Biology. He had worked in commercial shell fishing for 4 years while earning his
undergraduate degree. He has formal and practical training in Immunology, and Bioassay development.
During his ten years at IDEXX Laboratories in Westbrook, Maine, he worked as an Assay
Development Project Leader in R&D, a Supervisor of Global Technical Support, and in marketing as
the manager of a $4 million product-line of veterinary tests with primary responsibility for product-line
strategy, customer satisfaction, and achievement of revenue goals. He lives in Freeport, where he is
involved with the family-owned business and serves on the town planning board. Joe and his wife
Rhonda have two daughters.

ROBERT S. CHIOZZI, MBA, Technology Specialist

Bob received his Bachelor’s of Science degree with a major in biology from Boston College and his
MBA from the University of Southern Maine. He studied tumor cell protein synthesis and DNA
replication at the Sontag Cancer Research Institute in Chestnut Hill, MA before moving to the Tufts New
England Medical Center's Department of Immunology in Boston. While there, he isolated and
characterized cell surface proteins of a certain type of leukemia cell. Before joining the Maine
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Technotogy Institute, Bob worked at the Small Business Development Center at Coastal Enterprises, Inc.,
a major private economic development agency.

Before joining MTI in February 2000, Bob worked as a research and development scientist, as a business
development and commercialization specialist, and has owned and operated GrowthManagement.com, a
business and technology consulting company, since 1990. In his position at MTI, Bob will focus his
expertise in developing and implementing business and marketing plans and accessing capital for
technology-based companies in Maine.

ELIZABETH CRABTREE, Seed Grant Program Manager

Elizabeth joined MTI in October 2001. As the Seed Grant Program Manager she facilitates and manages
Seed Grant proposal process.

Elizabeth graduated from the University of Maine at Orono with a Bachelor of Science degree in
Mechanical Engineering Technology. Elizabeth spent 16 years with Central Maine Power Company
where she focused on customer service, energy management, sales, and project management. She grew
up in Friendship, Maine and now lives in Hope, Maine with her husband Richard and daughter
Maarta.

TUCKER KIMBALL, Communications Specialist
Tucker joined MTI in January 2004 in the newly created position of Communications Specialist. His
responsibilities will include facilitating communications between MTI and its beard members, the
legislature, press and the public, as well as other public relations and marketing functions.

Tucker graduated from the University of Vermont in 1998 with a Bachelor of Arts degree in English and
History. He has many years experience in communications as a former communications specialist at Bath
Tron Works and as a newspaper staff writer and freelance writer. He lives in Whitefield with his wife
Kristen.

PATRICK MARTIN, FAST Program Manager
Patrick Martin is a resident entrepreneur of the Maine Technology Institute and is the creator of
the Maine Tech Tracker mentoring network and commercialization workshops. Patrick is a
founding partner of Gilman Patrick, Inc. a business strategy firm where he has had extraordinary
technology transfer and start-up experiences with a variety of technologies and companies.
Previously he was a founding member of FuGEN, Inc. where he secured customers and investors
making his firm a multi-million dollar software engineering powerhouse. Formerly a senior
negotiator he has held positions with other high tech firms such as Informix, Bell Atlantic, EDS,
CSC and GTE. Patrick has received the prestigious Smithsonian Innovation Award for his
achievements in investigative technologies. He is a graduate of the University of Maryland.

SHANE BECKIM, Program Administrator
Shane joined MTI in March of 2004 and is responsible for supporting the Program Manager in his efforts
to enable Development Award recipients achieve revenue goals by reviewing and analyzing financial
reporting requirements, meeting milestone deadlines and arranging for subsequent meetings.
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Shane has over six years of experience in successful accounting practices in a non-profit setting. He
served as the Treasurer of the Board of Directors for Community Mediation Services. With two years of
college already complete, Shane wishes to continue toward a Bachelors Degree in Accounting from the
University of Maine in the near future. He grew up in Augusta, ME where he lives with his wife Stacey,
son Devin and daughter Kalee. As an involved parent he continues to volunteer for youth sports
programs in the Augusta area.

LEANNE BOURGEOIS, Office Manager/Executive Assistant
Leanne joined MTI in August 2002 as a Temp and hired full time in December 2002. Her responsibilities
include administrative support to the Director & staff, coordinate meetings, support Bookkeeper, and
assist staff with the proposal review process.

Leanne graduated from Husson College with a Bachelor of Science degree in Office Management. She
has an extensive background in office management/administration with 11 years at Husson College in the
Career Development Office, and Lindberg Engineering. She grew up in Wytopitlock, Maine, lived and
worked in the Bangor area for over 30 years before moving to her current residence in Qakland.

ANDREA PHILLIPS, Administrative Assistant
Andrea joined MTI in March 2004 as a Temp and hired full time in August 2004. Her
responsibilities include administrative support to the Seed Grant Program Manager and other
MTI Staff as needed.

Andrea has attended classes at the University of New Hampshire in Durham, NH and Rivier
College in Nashua. She has an extensive background in office administration with 24 years at
Lockheed Martin, Alpha One, Center for Independent Living and Goodwill Industries of
Northern New England. She grew up in Salem, NH, lived and worked in the Salem/Merrimack
NH area for over 14 years before moving to her current residence in Windsor.
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BAKER NEWMAN & NOYES

LIMITED LIABILITY COMPANY

CERTIFIED PUBLIC ACCOUNTANTS

INDEPENDENT AUDITORS’ REPORT

Board of Directors
Maine Technology Institute

We have audited the accompanying statements of net assets of Maine Technology Institute (a Component Unit of
the State of Maine) as of June 30, 2004 and 2003, and the related statements of revenues, expenses and changes in
net assets and cash flows for the years then ended. These financial statements are the responsibility of Maine
Technology Institute’s management. Our responsibility is to express an opinion on these financial statements
based on our audits,

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit 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 aundit 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 opimion, the financial statements referred to above present fairly, n all material respects, the financial
position of Maine Technology Institute at June 30, 2004 and 2003, and the changes in its financial position and its
cash flows for the years then ended in conformity with accounting principles generally accepted in the United
States of America.

As described in note 2 to the basic financial statements, the Authority adopted the provisions of Governmental
Accounting Standards Board Statement No. 34, Basic Financial Statements — and Management’s Discussion and
Analysis — For State and Local Governments, as amended, for the year ended June 30, 2004. This resulis in a
change in the format and content of the basic financial statements and accompanying notes to the financial
statements.

The Management’s Discussion and Analysis on pages 2 through 5 is not a required part of the basic financial
statements, but is supplementary information required by the Governmental Accounting Standards Board. The
supplementary information is the responsibility of the Institute’s management. We have applied certain limited
procedures that 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 express no opinion
on it.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a whole.
The supplementary information in Schedules 1, 2 and 3 is presented for purposes of additional analysis and is not a
required part of the basic financial statements. Such information has been subjected to the auditing procedures
applied in the audits of the basic financial statements and, in our opinion, is fairly stated in all material respects in
relation to the basic financial statements taken as a whole.

Bily Mesiman i/Uo?,g

Portland, Maine Limited Liability Company
August 20, 2004
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MAINE TECHNOLOGY INSTITUTE
MANAGEMENT’S DISCUSSION AND ANALYSIS

June 30, 2004

As management of the Maine Technology Institute (the “Institute” or “MTI”), we offer readers of these
financial statements this narrative, overview and analysis of the financial activities of the Institute for the
fiscal year ended June 30, 2004. We encourage readers to consider the information presented here in
conjunction with the basic financial statements as a whole.

Financial Highlights

»  MTI received 35,549,141 from a state appropriation through the Department of Economic and
Community Development for general programs.

= MTI approved for funding 135 projects for more than $5.3 million, an increase of more than
$500,000 in awards over the previous year.

*»  MTI disbursed over $4,000,000 according to agreed-upon project award milestones.

* Nearly $7,000,000 comprises MTI's outstanding commitments, effectively depleting the previous
year’s carryover by $1,000,000.

= MTT received nearly $34,000 in royalty Development Award repayments, nearly a three-fold increase
over fiscal year 2003,

= MTIreceived over $150,000 in federal grants to provide commercialization assistance.

=  Over $170,000 was realized from interest, a small increase over the previous year due to a
redistribution of the Institute’s cash to include an insured CD and new money market fund.

* Administrative and operating costs were nearly $500,000, a slight increase over the previous year,
paid by interest earnings plus 7% of the state appropriation.

Overview of the Institute

MTI was created by the Maine legislature in 1999 to “encourage, promote, stimulate and support rescarch
and development activity leading to the commercialization of new products and services in the State’s
technology-intensive industrial sectors...” (SMRSA ch. 407). MTI is funded primarily by the State from a
direct appropriation that is granted to MTI from the Department of Economic and Community Development.
To maximize the benefits of a public-private partnership, MTI is a private, nonprofit 501(c)3 organization
governed by a Governor-appointed, private-sector led, Board of Directors. The Director of the Institute
serves at the pleasure of the Governor, and is President of the Institute as elected by the Board of Directors.

The Institute functions with a lean staff of six full-time and one part-time employee who report to the
Director. MTI is limited by statute to using only up to 7% of its appropriation for administration. There are

no statutory restrictions on the use of other income the Institute may receive.

Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the Institute’s financial statements,
which are comprised of the basic financial statements and the notes to the financial statements.

Basic Financial Statements

The basic financial statements are designed to provide readers with a broad overview of the Institute’s
finances, in a manner similar to a private-sector business.
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The statements of net assets present information on the Institute’s assets and liabilities, with the difference
between the two reported as net assets. Over time, increases or decreases in net assets may serve as a useful
indicator of whether the financial position of the Institute is improving or deteriorating. Net assets increase
when revenues exceed expenses. Increases to assets without a corresponding increase to liabilities result in
increased net assets, which may indicate an improved financial position.

The statements of revenues, expenses, and changes in net assets present information showing how the
Institute’s net assets changed during the fiscal year. Changes in net assets are reported as soon as the
underlying event occurs, regardless of timing of related cash flows. Thus, revenues and expenses are reported
in this statement for some items that will only result in cash flows in future periods. The utilization of capital
assets 1s reflected in the financial statements as depreciation, which allocates the cost of an asset over its
expected useful life.

The statements of cash flows presents information related to cash inflows and outflows summarized by
operating and capital financing activities, and helps measure the ability to meet financial obligations as they

mature.

Notes to the Financial Statements

The notes to the fmancial statements provide additional information that is essential to a full understanding
of the data provided in the basic financial statements.

Financial Analvsis

Net assets may serve, over time, as a useful indicator of the Institute’s financial position. In the case of the
Institute, its assets exceeded liabilities by $848,185 at June 30, 2004, compared with $784,261 in 2003, due
to the absence of an appropriation curtailment in 2004.

The Institute’s financial position and operations as of and for fiscal years 2004 and 2003 are summarized
below based on information included in the financial statements.

2004 2003
Cash and cash equivalents $8,850,874 §$7,527,351
Interest-bearing escrow account 916,215 1,000,130
Loans receivable and investments 57,500 155,000
Other assets 104,990 185,958

$9,929.579 $8,868,439

Deferred revenue $8,971,327 §7,945,543
Other liabilities 110.067 138.635

Total Habilities 9,081,394 8,084,178
Net assets 848 185 784.261

$9.929.579 $8.868.439

Cash and equivalents comprise the vast majority of MTD’s assets. The amount of funding received from the
state as well as funding not expended in previous years is included in this line. In 2003, MTI was subjected
to a deappropriation late in the 2003 fiscal year due to a statewide budget deficit. The absence of a cut in
2004 led to an increase in net assets for the year.
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The majority of loans held by MTI were transferred from the Maine Science and Technology Foundation (no
fonger in existence), and terms have been renegotiated as the payments have come due. Renegotiated terms
and one write off resulted in a decreased loans receivable for 2004,

Deferred revenue shows a higher value in 2004 due to the absence of the funding cut sustained in 2003, All
funding designated for use in MTI programs comprises this line. Since funding is disbursed according to
achievement of milestones by the recipients, approximately $7,000,000 of this funding is committed, but not
yet disbursed.

2004 2003
Operating revenues:
State of Maine funding $5,277,279 $5,227.642
Grant income — other 103,886 161,966
Other operating revenues 61.423 16.059
Taotal operating revenues 5,442,588 5,405,667
Operating expenses:
Program grants 4,639,245 4,701,972
Salaries and wages 311,138 328,611
Other operating expenses 605,580 495.945
Total operating expenses 5,555,963 5,526,528
Net operating loss (113,375) (120,861)
Nonoperating revenues, net 177.299 149,723
Increase in net assets 063924 §__ 28862

Changes in the Staie of Maine funding reflect higher administrative and matching grants in 2004, partially
offset by lower program grant revenue. Program grant revenue is recognized as grants are expended. Grant
income was decreased slightly due to the lower funding available from the Small Business Administration
FAST grant program. Other operating revenues increased due to the increasing number of funded projects
that have completed successfully, resulting in increased repayments to the Institute. Disbursements for
funded grants was nearly the same as 2003, even though the amount committed increased. Since funding is
disbursed according to milestones, the amount disbursed is dependent on project progress and success. Other
operating expenses increased as MTI increased its partnerships with other statewide organizations to
maximally leverage MTI resources with existing programs and resources which have a complementary
mission.

Looking Ahead

2005 looks to be another year of evolution and growth for MT1. The annual appropriation from the State is
expected to remain constant, while MTI may be called upon to manage additional program and additional
funding sources for the State. Specifically, MTI will administer a $1,000,000 congressional appropriation
authorized for Maine in 2004. MTI also will continue to administer the biomedical research fund on behalf
of the biomedical research board. MTI will continue to administer grant funds for Maine-based companies
and looks forward to introducing new programs as gaps in the financial assistance for new product
development are filled. MTI expects to see an increase in revenue resulting from award repayments as
products developed from early awards enter the market and gain market share. Due to the early nature of the
MTI awards, and the repayment term ‘no interest’ feature, this repayment will never replace the funding
received through State appropriation and outside grants.
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Requests for Information

This financial report is designed to provide a general overview of the Institute’s financial statements for all
those with an interest in its finances. Questions concerning any of the information provided in this report or
request for additional information should be addressed to the President, Janet Yancey-Wrona.
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MAINE TECHNOLOGY INSTITUTE
STATEMENTS OF NET ASSETS

June 30, 2004 and 2003

ASSETS

Current assets:
Cash and cash equivalents (note 3)
Cash held as fiscal agent for the Maine Biomedical
Research Board (note 3 and 6)
Grant income receivable
Accrued interest receivable
Interest-bearing escrow account (notes 3 and 7)

Total current assets

Equipment
Less accumuiated depreciation

Loans receivable and investments, net of allowance
for losses of $215,700 in 2004 ($368,200 in 2003) (note 4)

Other assets

LIABILITIES AND NET ASSETS

Current liabilities:
Accounts payable and accrued expenses
Current portion of obligations under capital lease (note 5)
Deferred revenue (note 2)
Amounts held as fiscal agent for the Maine Biomedical
Research Board (note 6)
Total current liabilities
Obligations under capital lease, net of current portion (note 5)
Total liabilitzes

Commitments (note &)

Net assets — unrestricted

See accompanying notes.

2004 2003
$8,850,874  $7,527,351
40,769 88,657
34,591 84,268
4,165 2,052
916215  1.000,130
9,846,614 8,702,458
63,991 45,184
(38.626) _ (34.303)
25,365 10,881
57,500 155,000
100 100
$9.929.579 $8.868.439
$ 54239 $ 44,688
3,730 2,073
8,971,327 7,945,543
40.769 88.657
9,070,065 8,080,961
11.329 3.217
9,081,394 8,084,178
848.185 784,261
$9.929,579 $8,868.439
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MAINE TECHNOLOGY INSTITUTE

STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET ASSETS

Operating revenues:

State of Maine funding:
Program grants
Administrative grants
Matching grants

Grant income — other

Royalties

Other income

Total operating revenues

Operating expenses:
Program grants (note 7)
Salaries and wages
Benefits and payroll taxes
Travel
Depreciation
Special grants
Other

Total operating expenses

Net operating loss

Nonoperating revenues (expenses):
Investment income, net of fees

Interest expense

Increase in net assets

Net assets at beginning of year

Net assets at end of vear

See accompanying notes.

Years Ended June 30, 2004 and 2603

2004 2003
$4,639,245 $4,701,972
474,979 415,081
163,055 110,589
103,886 161,966
33,839 11,758
27.584 4,301
5,442,588 5,405,667
4,639,245 4,701,972
311,138 328,611
58,429 49,727
1,491 -
9,513 7,042
197,177 130,301
338,970 308,875
5555963  5,526.528
(113,375)  (120,861)
177,968 150,511
(669) (788)
177.299 149.723
63,924 28,862
784.261 755.399
$_848.185 $_784.261
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MAINE TECHNOLOGY INSTITUTE
STATEMENTS OF CASH FLOWS

Years Ended June 30, 2004 and 2003

Cash flows from operating activities:
State of Maine funding
Grants received
Royalties received
Other receipts
Received from (paid to) escrow
Grants paid
Paid to employees, including benefits
Paid to vendors

Net cash provided by (used by) operating activities
Cash flows from capital financing activities:
Purchase of equipment
Lease obligation payments made
Interest payments made

Net cash used by capital financing activities

Cash flows from investing activifies:
Net investment income received

Net increase in cash and cash equivalents
Cash and cash equivalents — beginning of vear

Cash and cash equivalents — end of year

2004 2003
$ 6,303,063 § 5,777,557
153,563 98,672
33,839 11,758
27,584 4,301
83,915 (444,598)
(4,541,745)  (4,701,972)
(369,567)  (378,338)
(528.087) _ (411,003)
1,162,565 (43,623)
(11,190) -
(3,038) (3,801)
(669) (788)
(14,897) (4,589)
175.855 152,533
1,323,523 104,321
7.527.351  _7.423.030
$ 8,850,874 $_7,527.351
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MAINE TECHNOLOGY INSTITUTE
STATEMENTS OF CASH FLOWS (CONTINUED)

Years Ended June 30, 2004 and 2003

2004 2003

Reconciliation of net operating loss to net cash provided by
operating activities:
Decrease in net assets § (113,375) $§ (120,861)
Adjustments to reconcile decrease in net assets to net
cash provided by operating activities:

Depreciation 9,513 7,042
Loans receivable written off 97,500 -
Changes in operating assets and liabilities:
Grant income receivable and other assets 49,677 (63,294)
Interest-bearing escrow account 83,915 (444,598)
Accounts payable and other accrued expenses 9,551 28,173
Deferred revenue 1.025.784 349,915
Net cash provided by (used by) operating activities $_1L162.565 8__ (43.623)

Noncash activities:
Increase (decrease) in cash held as fiscal agent for the Maine
Biomedical Research Board $__ (47.888) ${7.973.87%)

Equipment acquired by capital lease, net of trade-in $ 12,807 % =

See accompanying notes,
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1.

MAINE TECHNOLOGY INSTITUTE
NOTES TO FINANCIAL STATEMENTS

June 30, 2004 and 2003

Organization

Maine Technology Institute (the Institute), a nonprofit corporation which commenced operations in
November 1999, was established to encourage, promote, stimulate and support research and development
activity leading to commercialization of new products and services in the State’s technology intensive
sectors. The financial statements of the Institute include the activities of the Maine Marine Research
Fund. The Institute is a component unit of the State of Maine.

The Institute is also the fiscal agent for the Maine Biomedical Research Board (MBRB). Accordingly,
the Institute’s financial statements reflect the cash held for the MBRB and an offsetting liability owed the
MBRB. See note 6 for more information.

The Institute grants finds to subrecipients in the State of Maine who submit proposals, which are
reviewed and approved by the Institute. Grants are distributed in stages upon the successful completion
of certain milestones. The Institute is governed by a voluntary statewide Board of Directors appointed by
the Governor of the State of Maine. The legislation establishing the Institute calls for the Institute to be
dissolved on December 31, 2006,

The Institute is considered a business-type activity because of royalty payments charged to award

recipients.

Significant Accounting Pelicies

Basis of Accounting

The financial statements are prepared in accordance with Governmental Accounting Standards Board
Statements No. 34, Basic Financial Statements-and Management’s Discussion and Analysis-for State
and Local Governments, No. 37, Basic Financial Statements and Management’s Discussion and Analysis
Jfor State and Local Governments: Omnibus and No. 38, Certain Financial Statement Note Disclosures.
The Authority implemented the above statements as of June 30, 2004 and the 2003 financial statements
have been prepared on the same basis. The primary impacts of electing to use the above Statements
involved the presentation of a Management’s Discussion and Analysis, and certain differences in the
presentation of the financial statements,

The Institute complies with Governmental Accounting Standards Board Statement (GASB) No. 20,
Accounting and Financial Reporting for Proprietary Funds and Other Governmental Entities That Use
Proprietary Fund Accounting. GASB No. 20 requires the Institute to apply all applicable GASB
pronouncements as well as the following pronouncements issued on or before November 30, 1989, unless
those pronouncements conflict with or contradict GASB pronouncements: Financial Accounting
Standards Board (FASB) Statements and Interpretations, Accounting Principles Board (APB) Opinions
and Accounting Research Bulletins (ARBs}. As permitted by GASB No. 20, the Institute has elecied not
to comply with the FASB Statements and Inferpretations issued after November 30, 1989.
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MAINE TECHNOLOGY INSTITUTE
NOTES TO FINANCIAL STATEMENTS

June 30, 2004 and 2003

2. Significant Accounting Policies {Continued)

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and habilities and disclosure of contingent assets and liabilities at the date of
the financial statements, Estimates also affect the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those estimates. The most significant area which is
affected by the use of estimates is the allowance for losses on loans and investments.

Cash and Cash Egquivalents

All highly liquid savings deposits and investments with maturities of three months or less when
purchased are considered to be cash equivalents, except those held as fiscal agent for other entitics.

Loans Receivable and Investnenis

Loans recetvable and mvestments are stated at their cost, net of allowance for losses. An allowance is
established when it is probable that loans will be uncollectible. Loans and investments are evaluated
individually for impairment. Interest income is recognized when probable of collection.

Concentration of Credit Risk

Financial instruments which subject the Institute to credit risk consist of cash equivalents, interest-
bearing escrow account and loans receivable and investments. The risk with respect to cash equivalents
is minimized by the Institute’s policy of investing in financial instruments with short-term maturities
issued by highly rated financial institutions. The risk with respect to loans and investments is reduced by
establishing limits on the amount loaned to, or invested in, any one company.

Equipment

Equipment is stated at cost. The provision for depreciation is determined by accelerated methods to
amortize the cost of assets over their estimated useful lves. Expenditures for repairs and maintenance
which do not extend the useful lives of the assets are charged to operations.

Revenue Recognition

The Institute’s programs are primarily funded by the State of Maine. This funding is to support
operations. Cash received in advance of grants to subrecipients or before matching expenses are incurred
is deferred, and is classified as deferred revenue until the related qualifying grants are made or expenses
have been incurred to match other grants.
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MAINE TECHNOLOGY INSTITUTE
NOTES TO FINANCIAL STATEMENTS

June 30, 2004 and 2003

2. Sienificant Accounting Policies (Continued)

Certain grants awarded by the Institute have provisions requiring the recipient to make royalty payments
to the Institute if certain conditions are met. The payments are recorded as revenue when received, due
1o the uncertainty of collection.

The Institute has recognized $86,539 in 2004 and 2003 of revenue and expense for salary and benefits
paid by the State of Maine Department of Economic and Community Development.

Retirement Benefits

The Institute sponsors a 403(b} defined contribution plan which provides retirement bencfits to
substantially all employees who meet certain age and service requirements. Employees may contribute
up to 12.5% of gross salary. The Institute matches up to 2.5% of gross salary. Employer contributions
vest 100% to the employees immediately. Retirement expense was $4,337 for the year ended June 30,
2004 ($5,516 in 2003).

Income Taxes

The Institute is exempt from taxation under Section 501(c)(3) of the Internal Revenue Code.

3. Cash and Cash Equivalents

A summary of the Institute’s cash and cash equivalents at June 30, 2004 and 2003 is as follows:

2004 2003
Certificate of deposit maturing March 2005, no withdrawal
penalty, insured up to $2,500,000 $2,581,930 §$2,518,831
Money market fund, collateralized by U.S. Government
obligations not held in the Instifute’s name 6.268944  5.008,520

$8,850874 $7,527351

At June 30, 2004 and 2003, Federal depository insurance covered $100,000 of the certificate of deposit.
The interest-beaning escrow account is all in a cash account at a single bank. Also, the cash held as fiscal
agent for the Maine Biomedical Research Board is all in a money market fund, collateralized by U.S.

Government obligations, not held in the Institute’s name.

At times during 2004 and 2003, cash balances significantly exceeded the balances at year end.

12 Appendix G



MAINE TECHNOLOGY INSTITUTE
NOTES TO FINANCIAL STATEMENTS

June 30, 2004 and 2003

4. Loans Receivable and Investments

The Institute’s loans receivable and investments consist of the following at June 30, 2004 and 2003:

2004 2003
Loans receivable $ 170,000 $ 420,000
Subordinated debentures 50,060 50,000
Preferred stock 53,200 53.200

273,200 523,200
Allowance for losses (215,700) (368.200)

§_57,500 $_155.000

Loans receivable have a variety of terms and due dates extending to 2006 and are generally secured by
the general business assets of the borrower. Because no payments are probable of collection in fiscal
2005, no current portion of loans receivable was recorded. Interest on loans receivable is at 6%; the
subordinated debentures have a rate of 10%.

During 2004, loans totaling $250,000 with a net carrying amount of $97,500 were charged off. Grant
expense and offsetting program grant revenue of $97,500 was recognized. During 2003, a loan for
$30,000 with a net carrying amount of $0 was charged off.

Collection of mterest or dividends is deferred until certain conditions have been met. Interest of $4,097
and $4,500 was recorded in net investment income in 2004 and 2003, respectively.

5. Leases

Operating Leases

The Institute leases office space under an operating lease expiring in 2006. Rent expense was $18,300
for 2004 and $16,970 for 2003. Future minimum lease payments under the operating lease consist of:

Year Ending
June 30
2005 $16,800
2006 9,000

Capital Leases

The Institute 1s leasing assets with an amortized cost of $10,246 under a capital lease that has interest
rates of 4.5%. The leased assets are included on the statement of net assets in equipment and
amortization of the leased assets is included in depreciation expense. Total monthly payments, including
interest, are $337.
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MAINE TECHNOLOGY INSTITUTE
NOTES TO FINANCIAL STATEMENTS

June 30, 2004 and 2003

5. Leases (Continued)

Principal payments due in the years subsequent to June 30, 2004 are as follows:

2005 ~$ 3,730
2006 3,608
2007 3,774
2008 3,947

$15,059

6. Maine Biomedical Research Board

During 2002, the Maine Biomedical Research Board (the MBRB) was created by the State of Maine
Legisiature and the Institute was designated as its fiscal agent. The fiscal agent contract between the
MBRB and the Institute provides for the MBRB to pay up to $15,000 of direct expenses incurred by the
Institute on behalf of the MBRB. For the years ended June 30, 2004 and 2003, such direct expenses
totaled $743 and $351, respectively. The contract is month-to-month, and may be cancelled by either
party with thirty days notice.

7. Collaborative Agreement

The Institute has entered into a collaborative agreement with Maine Manufacturing Extension
Partnership (MMEP), an unrelated not-for-profit organization, to act as fiscal administrator and to
provide project management services to the Institute and its grantees. The agreement may be terminated
without cause or notice by the Institute.

MMEP acts as an agent for the Institute for some grants and holds cash in escrow that can be retumed at
the Institute’s option. This cash is shown as “Interest-bearing escrow account” on the statement of net
assets. During 2004, $4,000,000 was paid to MMEP of which $916,215 was still held in escrow. During
2003, §5,000,000 was paid to MMEP of which $1,000,130 remained in escrow.

8. Grant Commitments

At June 30, 2004 the Institute had commitments to fund grants, if grantees meet certain milestones,
totaling approximately $7,000,000,
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SCHEDULE 1
MAINE TECHNOLOGY INSTITUTE
CASH BASIS — ASSETS AND EQUITY — MAINE BIOMEDICAL RESEARCH BOARD

June 30, 2004 and 2003

ASSETS
200 2003
Cash held by Maine Technology Institute $40,769 $88.,657
EQUITY
Cumulative excess of receipts over disbursements $40.769 3$88.657

$40,769 $88,657

15 Appendix G



MAINE TECHNOLOGY INSTITUTE

SCHEDULE 2

SCHEDULE OF RECEIPTS AND DISBURSEMENTS

MAINE BIOMEDICAL RESEARCH BOARD

Years Ended June 39, 2004 and 2003

Receipts:
State of Maine
Other income
Total receipts
Disbursements:
Grant expense
Other
Total disbursements

Excess of disbursements over receipts

Cumulative excess of receipts over disbursements
at beginning of year

Cumulative excess of receipts over disbursements
at end of year

16

2004 003

$2,000,000 $ 6,500,000
3.748 38.486

2,003,748 6,538,480

2,037,172 14,499,999
14.464 12.348

2.051.636 14,512,347

(47,888) (7,973,861)

88.657 8,062,518

$__40769 $ 88,657
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