OPEGA Recommendation for Project Direction
Beverage Container Redemption Program
Background

'The Maine Beverage Container Redemption Program (redemption program) was first voted onto
the Government Oversight Committee’s (GOC) “On Deck List” in March of 2009. On March 24,
2017, the GOC voted to move the teview of the tedemption program to OPEGA’s Work Plan.
OPEGA began preliminary research in May of 2017. During the preliminaty research phase of this
project, OPEGA completed the following tasks:

e reviewed redemption program issues discussed by the GOC at meetings in 2009, 2013 and
2017,

® sought input from GOC members and members and staff of the Environmental and Natutal
Resoutces Committee on concerns or questions regarding the redemption program;

o interviewed the current and former directors of the redemption progtam Jocated in the
Depattment of Envitonmental Protection (DEP) and the Department of Agricultuare,
Consetvation and Forestry (DACE);

® interviewed representatives from Maine Revenue Services (MRS) and the Buteau of
Alcoholic Beverages and Lottery Operations (BABLO) regarding their roles in the
redemption program;

¢ interviewed a sample of redemption program participants on-site at their facilities including
representatives of five redemption centers, two pickup agents, five initiators of deposit (mix
of tnanufacturers and distributors), and one retailet;

e obsetved redemption processing in five redemption centers;

e interviewed Assistant Attorneys Genetal (AAG) representing MRS and DEP for guidance
on interpretation of patts of statute relating to commingling;

® reviewed statutes, legislative histotry, and tules related to the redemption program and its
operations;

o reviewed departmental guidance documents related to the redemption program;

e reviewed reports regarding redemption programs in other states; and

obtained redemption program data from redemption program participants and MRS.

Summary of Preliminary Research

Program Description

Relevant statutes and rules

The redempton program (also known as the Bottle Bill) was enacted by referendum in November
1976 and was implemented in Januaty 1978. The tedemption program was originally contained in




32 M.R.S. § 1861-1869, which included the purpose, intent, definitions, tefund rate, tesponsibilities,
application, rules, prohibitions, and penalties under law.

In 2015, legislation was enacted that transferred the administration of the redemption program from
DACF to DEP.! This resulted in shifting the relevant statute to 38 M.R.S. § 3101-3118.

Program intent

The statutory intent of the program has not changed since its enactment in 1976. According to
38 M.R.S. § 3101, the Legislature found that beverage containers were a major soutce of non-
degradable litter and solid waste in the State and the collection and disposal of this litter and solid
waste was a financial burden for Maine citizens. Statute describes the intent of the redemption
program as to:

e create incentives for manufacturers, disttibuters, dealets and consumers of beverage
containiers to reuse or recycle beverage containers;

e remove the blight on the landscape caused by the disposal of these containers on the
highways and lands of the State; and

o reduce increasing costs of litter collection and municipal solid waste disposal.

Program scope

Maine’s redemption program applies to bottles, cans, jars or other containers made of glass, metal or
plastic that have been sealed by the manufacturer at the time of sale and contain 4 liters or less of a
beverage, defined as:

e beet, ale ot other drink produced by fermenting malt;
®  spirits;

wine;

hard cider;

wine coolers;

soda;

non-carbonated water; and

nonalcoholic carbonated or noncarbonated drinks in liquid form and intended for human
consumption.

However, through statute and rules, the following beverages and container-types are specifically
excluded:

¢ unflavored rice milk, unflavored soymilk, milk and dairy-derived products;

e certain containers composed of a combination of aluminum and plastic/paper filled with
nonalcoholic beverages;

¢ Dbeverages sold on airline flights;

e  Maine produced apple cider and blueberty juice;

® syrups, concentrates, additives, extracts, sauces, and condiments;
e infant formula and drugs;

e nutrittonal supplements;

1P,L, 2015, ch. 166 “An Act to Promote Recycling Program Integration and Efficiencies”



¢ products frozen at sale or intended for consumption in a frozen state;
e broths and soups; and
® products in paper or cardboard containers.

Deposit and handling fees

The program’s intent is achieved through creation of a financial incentive for consumers to return
beverage containers to a redemption centet. Statute establishes a container deposit that is paid upon
purchase and refunded when the container is redeemed. The deposit and refund is set at not less
than 15¢ for wine and spirit containers greater than 50 milliliters and not less than 5¢ for all other
containers covered by the program.

The program also creates a financial incentive for redemption centers to return containers to the
manufacturer ot distributor that brought the containers to market in Maine. Statute requires that
initiators of deposit, which are typically the manufacturers or distributors, pay a redemption center
for the cost of handling beverage containers. The handling fees set in statute are:

(i) 4¢ per container as standard;
(it} 3.5¢ for containers subject to a qualified commingling agreement; or

{iif) 3¢ for containers for a brewer that produces no more than 50,000 gallons of product or a
water bottler that sells no mote than 250,000 containers of up to one gallon annually.

The lifecycle of the deposit broadly follows the lifecycle of the container. In the simplest scenario,
the retailer pays the deposit to the manufacturer upon purchase of product; the consumer pays the
retailer upon purchase of the container; a redemption center pays the consumer the refund upon
return of a container; and finally the manufacturer pays the redemption center for redeermned
containers. In situations where distributors and/or pick up agents ate also in the container delivery
and return cycle, the deposit transfer includes them as well.

‘The manufacturer continues to hold the deposit for a container sold to a consumer that is not
redeemed. These funds must be turned over to the State unless:
e the containers are part of a commingling group; or

® the containers are from 2 brewery that produces no more than 50,000 gallons of product or
a water bottler that sells no more than 250,000 containers of up to one gallon pet calendar
Yﬂar.

Attachment A depicts the flow of containers, deposits and handling fees among the vatious program
participants.

Program Participants

Initiatots of Deposit

There ate cuttently 264 initiatots of deposit (IoD) registered with DEP. ToDs are manufacturers or
exclusive disttibutots who begin the deposit cycle by collecting deposits on containers they sell.
IoDs also pay for the refund of the deposits to the redeeming consumers. Program rules specify that
BABLO shall be the IoD for spirits sold in the State.




IoDs are generally responsible for marking beverage containers with the refund value prior to selling
them to a distributor or retailer. Product labels must also be registered with DEP and registrations
are renewed annually. Statute puts responstbility for registering labels on the IoD, but program rules
specify that the manufacturer is responsible for label registration in cases where the IoD 1s a
distributor or BABLO.

IoDs are also responsible for picking up redeemed containers for the beverages they sell that are
empty, unbroken, and reasonably clean. Statute allows for mitiators of deposit to fulfill this
obligation indirectly through a contracted agent or “pickup agent.”

Finally, some IoDs must report their sales and redemptions and remit their unredeemed deposits to
MRS by the 20" of each month. This requirement does not apply to containers that are covered by
cominingling agteements or to loDs that are breweries producing no more than 50,000 gallons of
product ot water bottlers that sell no more than 250,000 containers of up to one gallon per calendar
yeat.

DEP has the ability to pull products from sale in the State in the event that loDs are noncompliant
with their obligations under the redemption program.

Retailers

Numerous retailers also play a role in the redemption program, selling eligible beverage containers
and charging the deposit to consumers. Statute requites retailers to redeem empty, unbroken, and
reasonably clean beverage containers of the kind, size, and brand they sell unless they are party to an
agreement with a local redemption center approved by the DEP.

Redemption Centers

Redemption centers are businesses that deal in the acceptance of empty returnable beverage
containers from either consumers, dealers (retailers), or both. Redemption centers pay out the
redemption value of containers to consumers who teturn containets, sott the containers according
to standatds agreed upon with industry or per commingling agreements, make the sorted containers
available for pickup, and receive back the redemption value of the containers plus a handling fee
ftom the ToDs or their pickup agents.

There are currently 460 redemption centers licensed by DEP. The licensing process requires an
inspection and $50 fee. Licenses must be renewed annually.

Redemption centets process containers and refund deposits in several different ways. Some
redemption centers manually count and sort containers into bags and cartons specific to each JoD,
pickup agent and/or commingling gtoup. Othets use teverse vending machines (RVMs) which read
product batcodes to electronically charge ToDs and produce a credit slip for consumers to cash in.
HEach RVM is for a specific type of material which is crushed by the machine. Still others use 2
hybztid system of manual sort and RVMs. Finally, one of the State’s large grocery chains contracts its
redemption efforts to Clynk, a vendor that acts as a hybrid of a redemption center and pickup agent.
Consumers create a Clynk account and leave bags of containers at designated drop-off locations.
The bags are transported to the Clynk processing facility where every container barcode is scanned
and containers sorted by material type and baled. Consumers’ accounts are credited within 48 hours
for valid redeems and IoDs are electronically billed for each valid container redeemed.



Pickup Agents

ToDs may conttact with 2 third party pickup agent to collect their redeemed containers. The cost of
a pickup agent setvice is vatiable and individually negotiated as part of the contract between the
initiator and the pickup agent. Contracted costs can be impacted by a number of factors, including
(but not limited to): containet material and size, sales volume and whether the scrap material is the
property of the initiator or the pickup agent.

There are two licensed pickup agents in the State, TOMRA and Maine Recycling, who pay an annual
$500 fee to DEP. The licensed pickup agents annually provide DEP with current lists of loDs they
are contracted with and beverage containets which they pick up, and notify DEP when changes are
made.

Pickup agents bring the pte-sotted and counted containers back to theit processing location, crush
them, bale them, and send them on to recyclers. While there is no obligation that pickup agents are
tesponsible for the processing of commodities, this is the way that both pickup agents in Maine
operate.

State Administration

DACF administered the redemption program for 38 years from its inception in 1978 until the recent
transfer to DEP in November 2015. DACF continued to do the inspection and licensing of
redemption centers and checks for product compliance at applicable retailers until the end of a
memorandum of understanding with DEP in November 2016. DEP is now responsible for the
overall administration of the redemption program including: maintaining the label and product
registry; licensing and inspection of redemption centers, pickup agents and initiators of deposit;
developing rules and regulations; and removing out of compliance containers from sale.

DEP’s initial efforts after taking over the redemption program were focused on managing the re-
registration process, meeting with stakeholders and adjusting rules for the transition. DEP is now
moving into a phase of looking at improvements to the system, including:

* requitements and guidance for redemption centers;
® ongoing inspections;

e fraud auditing;

* 2 centralized complaint process; and

L}

potential enforcement mechanisms for noncompliance with program requirements.

MRS’s role in the redemption program is to collect unredeemed deposits, known as escheat, from
non-commingling initiatots of deposit (cutrently there ate 123). Initiators of deposit (IoD) submit
deposit transaction fund reconciliation reports to MRS on a monthly basis. MRS can encourage
compliance by assessing any of the tax penalties specified under the general provisions of Title 367,
including understatement penalties, interest, and failure to pay penalties. Fxhausting all other
avenues, MRS can request DEP to remove a non-compliant initiator’s product from sale in Maine.

2 Title 36 is the taxation title which sets out the general administrative and enforcement provisions of the State Tax
Assessor, including the tax penalties that can be imposed. The redemption program statute specifies that the
return and the escheat fall within Title 36 in terms of obligations on filing returns or paying unredeemed deposits.
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OPEGA obsetved that the State collects very little data on the program that can be used to assess
the program’s costs and impacts.

Commingling Agreements

In 2003, legislation was enacted to allow for commingling agteements between two ot mote loDs
allowing dealers and redemption centers to cotnmingle the containers for which they have initiated
deposits. This means that containers can be sorted by like size, material, or type of bevetage
container for all ToDs who ate part of the group. Statute also requites that IoDs that enter into a
commingling agreement shall permit any other IoDD to become party to that agreement on the same
terms and conditions as the original agreement.

Like product groups ate those that ate made up of the following products:

¢ Beer, ale or beverage produced by fermenting malt, wine, and wine coolers
e Spirits

* Soda

e Noncarbonated water

o All other beverages

Containers are considered to be of like materials if made up of one of the following matetials:
e Plastic
o  Aluminum
® DMetal other than aluminum
e  Glass

There are currently four qualified commingling agreements filed with DEP: Maine Beverage
Association (Coca-Cola and Pepsi), Maine Beer & Wine Wholesalers Association (8 disttibutots),
Polar and Nestle, and SoPo Wine Commingling. BABLO has also been deemed a qualified
commingling group for spirits products, but no agreement exists,

Commingling agreements effectively transfer the burden of multiple, physical sotts of containers
from redemption centers to the IoDs. Rather than physically sort the containers, the IoDs instead
allocate the costs of deposit reimbursements, handling fees, and pick up of the containers via an
accounting exercise performed by either agreement patticipants ot a third-party administrator. In
practice, commingling agreements are often unnatural partnetships between competitors that requite
trust and confidence in other agreement members’ ability to track and record sales data throughout
their respective distribution channels.

Parties to these qualified commingling agreements receive two primary benefits. The first is a 2 cent
reduction in the handling fee paid to redemption centers for containets covered under the
agreement. The second is an exemption from reporting and remitting unredeemed beverage
container deposits to the State via MRS.

During preliminary research, OPEGA and program participants noted concetns with the
interpretation and implementation of the statute governing commingling agreements.



OPEGA Recommendation on Project Direction

OPEGA recommends continuing this review of the Beverage Container Redemption Program with
a focus on the following questions:

1. To what extent is the program accomplishing its intended purpose?

2. What types of costs are incurred by the State and Initiators of Deposit for the program and
how are these costs potentially offset?

'To what extent is commingling accomplishing its intended purpose?

4, 'To what extent are effective measures in place to address tisks of non-compliance with
program tequirements and risks of potential fraud and abuse in the program?

5. How does Maine’s ptogram compate to beverage container redemption programs in other
states?




Parameters for OPEGA’s Full Evaluation of the
Employment Tax Increment Financing (ETIF) Program
as approved by the Government Oversight Committee 1-22-16

Established Statute(s) Type Category Est. Revenue Loss
1996 36 MRSA Income Business Incentive, Fyi6 $13,289,000 *
Chapter 917 Reimbursement Job Creation FY17 413,949,000 *

Source for Fstimated Revenue Loss: Maine State Tax Expenditure Report 2016 — 2017, adjusted by OPEGA to remove $722,000

per year estimated attributable to the Brunswick Naval Air Station and Loring Job Increment financing Fund programs.

Program Description

Employment Tax Increment Financing (ETIF) is a program that reimburses approved, for-profit
businesses 30-50% of the Maine state withholding taxes paid on behalf of qualified employees.
The reimbursement rate goes up to 80% for Pine Tree Development Zone certified businesses.
To qualify for ETIF a business must:

» have plans to hire 5 or more new, full-time employees over a two year petiod; and

» offer each new employee health and retirement benefits and an annual income higher
than the most recent annual per capita personal income in the county where the
employee works.

The portion of withholding taxes a business is eligible to be reimbursed for is based on the level
of local unemployment. The withholding taxes refunded may only include the standard amount
required to be withheld, not any excess withholding.

Only for-profit businesses may receive ETIF reimbursements, and retail businesses are eligible
only under very limited circumstances. Businesses in Pine Tree Development Zones (PTDZ) are
automatically approved for the ETIF Program as part of their PTDZ application, with a minimum
of at least 5 new hires. Once approved, businesses may continue to claim the reimbursement
for up to ten years.

The Department of Economic and Community Development (DECD) assists businesses with the
ETIF application process and is authorized to approve qualified applicants. Under statute the
State Economist is charged with reviewing ETIF applications and providing an advisory opinion
to assist in DECD’s approval decision. The State Tax Assessor is responsible for calculating the
actual reimbursement due to approved businesses and authorizing payment. In addition, under
36 MRSA §6761 the Assessor may audit business recipients of ETIF. This program may not
exceed $20,000,000 annually (adjusted by the % change in CPI from 1996 to the date of
calculation).

Evaluation Parameters Subject to Committee Approval

The following parameters are submitted for GOC approval as required by 3 MRSA §999
subsection 1, paragraph A.

(1) Purposes, Intent or Goals
Intent — To encourage the creation of net new guality jobs in this State, improve and
broaden the tax base, and improve the general economy of the State.

Goal — To encourage the creation of net new quality jobs.

Office of Program Evaluation & Government Accountability
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(2) Beneficiaries
Primary Intended Beneficiaries — For-profit businesses that create new quality jobs
Secondary Intended Beneficiaries — Job-seekers

(3) Evaluation Objectives

Below are the objectives the evaluation proposes to address. The objectives are coded to
indicate which of the performance measures in section (4) below could potentially be
applicable.

Each objective will be explored to the degree possible based on the level of resources

required and the availability of necessary data. Any substantial statutory changes since the
program'’s enactment will be considered in addressing objectives impacted by those

changes.

. . Applicable
Objectives Allowed Under 3 MRSA §999 subsection 1 paragraph A Measures
(a) The fiscal impact of the tax expenditure, including past and estimated future impacts; C,D,E

Qualitative

(b) The extent to which the design of the tax expenditure is effective in accomplishing the litati

tax expenditure’s purpases, intent or goals and consistent with best practices; Qualitative
(c) The extent to which the tax expenditure is achieving its purposes, intent or goals, taking | A, F, 1, ], L

into consideration the economic context, market conditions and indirect benefits; Qualitative
(d) The extent to which those actually benefiting from the tax expenditure are the intended A, B L]

beneficiaries; Qualitative
(e) The extent to which it is likely that the desired behavior might have occurred without the

tax expenditure, taking into consideration similar tax expenditures offered by other < G' M

states; Qualitative
(f) The extent to which the State’s administration of the tax expenditure, including litati

enforcement efforts, is efficient and effective; Qualitative
{g) The extent to which there are other state or federal tax expenditures, direct expenditures

or other programs that have similar purposes, intent or goals as the tax expenditure, and litati

the extent to which such similar initiatives are coordinated, complementary or Qualitative

duplicative;
{h) The extent to which the tax expenditure is a cost-effective use resources compared to C,D,EF,

other options for using the same resources or addressing the same purposes, intent or HEKM

r -

goals; and Qualitative
(i} Any opportunities to improve the effectiveness of the tax expenditure in meeting its litati

purposes, intent or goals. Qualitative

OPEGA will perform additional work as necessary, and as possible within existing resources, to
provide context for OPEGA's assessment of this program in Maine, including review of literature
or reports concerning these pragrams nationally or in other states.

(4) Performance Measures

Performance measures are coded to indicate which of the above objectives they could
potentially help address. Measures will be calculated to the degree possible based on the
level of resources required and the availability of necessary data.
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A # Total businesses receiving ETIF reimbursement

B  Participation rate (% of Maine businesses certified for the program}

C  Total $ value of reimbursements paid to businesses

D  Total direct program cost (direct tax revenue lost plus administrative costs)

E  Netimpact on State budget (using economic modeling, as possible and appropriate, to include
capture of indirect benefits and costs)

F  Totai $ value of payroll and benefits associated with new quality jobs created by businesses receiving
ETIF reimbursement

G Average tax reimbursement per business, including min & max

H Lleveraging Ratio, for example [$ of payroll & benefits associated with new jobs]/[Total direct program
cost]

1 Indicators of economic impact in targeted business/industry or geographic area (i.e. jobs created,
GDP - using ecanomic modeling, as possible and appropriate, to include capture of indirect benefits
and costs)

] # New guality jobs created by recipients of ETIF reimbursement

K Cost per new quality job created, for example [Total direct program cost]/[# new quality jobs created
by recipients of ETIF reimbursement]

L. Comparison of actual wages and benefits for qualifying jobs to minimum requirements

M  Return on Investment, for example [$ amount reimbursed to businesses]/[$ value of payroll and

benefits associated with new guality jobs created by businesses receiving ETIF reimbursement]

Performance measures would typically be calculated by year to allow for analysis of
percentage changes year over year, trends, etc. Further calculations and breakouts that
would be considered, as appropriate, include:per beneficiary,

comparison to industry or geographic trends,

comparison to time period preceding program implementation or receipt of program
benefits,

by new vs. continuing beneficiary,

by county,

by firm size,

by job type (FT, PT, temporary, permanent),or
by industry.
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