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EXECUTIVE SUMMARY

| BACKGROUND

AdvantageBC has initiated a process to identify new products and services to carry out its mandate to
promote British Columbia as a favourable location for international business.

To inform this strategic undertaking, AdvantageBC retained International Financial Consulting Ltd (IFCL)
to identify and examine best practices in the use of tax incentives and/or other innovative mechanisms
for business attraction, retention and growth, with a focus on sustainable, or green growth as a best
practice principle.

The approach taken for this assighnment was to survey a selection of four jurisdictions outside BC
(Connecticut, Luxembourg, New Zealand and Singapore) for the analysis of tax incentives, practices and
other fiscal mechanisms utilized, to identify trends and best practices in the field relevant to
AdvantageBC’s strategic review.

Given the paramount importance of transparency as a principle tenet of any new program, this review
particularly sought to identify the degree to which transparency was incorporated in the jurisdictions’
various incentive mechanisms - from program objectives, eligibility and approval criteria, and process
considerations - to impact measurability and public reporting of results.

Best Practice Principles for tax incentives: The following summary of best practice principles for
effective tax incentives is based on a survey of secondary research and analysis. These provide important
context for the jurisdictional review and AdvantageBC's strategic planning:

e Impact-Focused Design: Fiscal incentives must be carefully designed to ensure they realize their
stated objectives and serve a useful purpose in generating social benefits that exceed the
associated social costs. This is especially relevant as incentives are often developed in
competition with other jurisdictions and in a political context.

e Good Governance: This requires the government’s decision-making process, its policies, and
the administration be transparent and subject to scrutiny and evaluation, to ensure authorities
can be held accountable for their actions and remedial action taken when necessary. Effective
evaluation is critical for policy improvements and to validate results. Evaluation requires the
availability of relevant data, sound methodology, and the mandate to evaluate and measure
results against stated objectives. Tax incentives should be clearly prescribed in the law, and
preferably consolidated in the tax law. Eligibility criteria should be clearly defined and readily
verifiable to allow for a rules-based approach. The revenue administration should be in charge
of the implementation and enforcement of tax incentive schemes.

e Implementation: A critical success factor for effective fiscal incentives for economic
development is their implementation in the context of a welcoming business environment. A
compendium of enabling policies create this welcoming environment to form a foundation for
sustained investment by domestic firms, as well as for attracting foreign investment. These
include foundational policies addressing legislative and judicial systems, trade and competition
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policy, human resources, and public infrastructure. They will also address tax policy and fiscal
incentives. Finally, it is critical that enabling policies for business growth address and facilitate
a sufficient level of access to financing on terms that are affordable and appropriate. As such,
policy must target private sector engagement to catalyze market investments and address
market gaps.

SUSTAINABLE ECONOMIC DEVELOPMENT IS THE NEW NORM, WITH MANY
OPPORTUNITIES

Sustainable and green growth strategies have been adopted by governments at all levels, aligned with
the goals of the 2016 Paris Agreement and 2030 Agenda for Sustainable Development?!. The global
necessity to urgently address climate change and sustainable economic development is well
documented. Market opportunities in sustainable development are estimated at up to $12 trillion by
2030, with the potential to generate almost 380 million jobs.2 As such, governments and their economic
development organizations are well advised to align their business investment promotion strategies
with the significant and growing number of opportunities that contribute to sustainable/green growth
and development.

Fiscal Approaches to Support Green Initiatives are varied, and the breadth of alternatives can inform
AdvantageBC’s strategy going forward:

e Green Revenues can be generated by carbon pricing, for example, which is a cornerstone green
fiscal initiative that creates a price incentive for green innovation, along with new government
revenues that can be used to fund new initiatives or rebates to taxpayers to build political
support, for example.

e On-Budget green spending involves explicit budgetary spending (or foregoing government
revenues) to support initiatives, such as through tax subsidies, green procurement, or tax
expenditures (tax credits)

o Off-budget initiatives involve government investment in an entity or asset with an expected
positive financial return, such as investments in Crown corporations’ green activities, or equity
capital in a financial institution such as a green bank.

THE ROLE OF SUSTAINABLE FINANCIAL MARKETS

Sustainable financial markets have emerged as a critical success factor for sustainable economic
development, business attraction strategies, and thus for the effective use of fiscal incentives. Massive
sums of sustainable investment capital are required to achieve transformation to a green global
economy by 2030, with green capital requirements estimated to exceed USD $85 trillion worldwide.?
Building and/or converting financial markets to address the unique risks and challenges of this market
is therefore a global priority. The sustainability of financial markets themselves must also be addressed,

* UN Sustainable Development Goals

2 SIAS, WAVTEQ, Incentives for Sustainable Development, May 2019

3 IDB, D. Smallridge et al, May 2019 “Build or Renovate? The Decision to establish a new Green Bank, or ‘green’
an existing National Development Bank
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in response to the systemic risk climate change poses to financial markets’ stability. National sustainable
finance strategies and roadmaps for transformation have been launched in many countries, including
Canada. Strategic initiatives at sub-national levels are also underway, such as for municipal access to
green financial markets, in coordination with regional and national objectives.*

Main Findings from the Jurisdictional Review of Connecticut, Luxembourg, Singapore and New Zealand
are as follows:

A welcoming investment climate was recognized by all jurisdictions as a critical platform: All
jurisdictions’ investment promotion tactics were premised upon the importance of their welcoming
investment climate as the foundation for business attraction strategies, which included both fiscal
and non-fiscal methods.

A plethora of fiscal incentives were utilized across jurisdictions: Fiscal approaches included a
variety of mechanisms implemented for business attraction, retention, and growth, including a
number targeting green growth. Mechanisms included revenue-based incentives, on-budget
spending, and off-budget initiatives.

Green tax incentives are being used in a manner similar to conventional tax incentives by adjusting
eligibility criteria to target green behavior and objectives.

Business attraction strategies intended to drive green and sustainable economic development are
increasingly indicative of the paradigm shift in perspective by policy makers and market players
towards a more holistic understanding of the ecosystem of the green economy (and gaps therein),
to then be strengthened to achieve climate change goals at national and global levels.

All jurisdictions’ business attraction strategies include tactics to create or strengthen sustainable
financial markets: Each jurisdiction has demonstrated leadership initiative to address increasing
demands for greater access to sustainable finance sources and the sustainability of markets
themselves. Access to sustainable finance is acknowledged by each jurisdiction as necessary for
sustainable growth, and a critical success factor for an attractive investment climate.

Many of these initiatives are aligned with national strategies, and tactics are multi-pronged,
including but not limited to fiscal incentives. Performance indicators increasingly reflect more
integrated sustainability goals and fewer conventional economic development indicators such as
job creation in isolation.

Canada’s expert panel Sustainable Finance Roadmap is similarly premised on the imperative that
sustainable finance is critical to Canada’s transformation to a green economy. Amongst the many
interdependent recommendations is to “consider a range of temporary issuance-based incentives”
(for green bonds, including tax credits, exemptions, interest deductibility and cost
reimbursements).’

“ The C40 Cities Climate Leadership Group (c40) has published many articles on this topic.
5 Under Recommendation 9.2 of the report.
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e Transparency as a principle of good governance for tax incentives was generally limited to process
considerations, along with readily available information promoting and describing the incentive
mechanisms, including eligibility criteria and administrative information.

e Impact results of tax incentives were generally not publicly reported: None of the jurisdictions,
with the exception of Connecticut, presented meaningful economic impact results in a public forum,
in terms of FDI or jobs created, and resulting from the implementation or use of specific tax
incentives. In the case of Connecticut, evaluation requirements for state tax incentives have been
legislated since 2014, and the Connecticut Green Bank conducts rigorous evaluations aligned with
best practice including good transparency, shared publicly.

e Impact Measurement of tax incentives across jurisdictions was not feasible generally, with the
exception of CT making reasonable progress to adopt best practice approaches.

A key factor to the lack of impact measurement is the inherent challenge of evaluating the
effectiveness and efficiency of tax incentives in generating economic impact., i.e. the measurability
of impact. It is especially difficult to meaningfully link results to singular tax incentive mechanisms.
The availability of data and information on the elasticity or responsiveness of FDI with respect to
host country effective corporate tax rates, appropriate analytical expertise and methodologies, and
sufficient political will are some of the challenges. Even with expertise, isolating the impact of host
country taxation on investment flows at the margin has proven to be a difficult exercise, even in the
pure domestic context.

e Because of lack of transparency, tax incentives identified across jurisdictions generally could not
be assessed as particularly helpful examples for AdvantageBC. National tax authorities generally do
not align with best practices in the design, implementation and evaluation of tax incentives. A recent
Canadian study, for example, concluded that most of the economic development tax incentives
implemented by the Federal and Provincial governments at a total cost of approximately Cdn$17
Billion, were ineffectively deployed.®

e The unique context of a jurisdiction will inform the appropriate use and selection of tax incentives.
The choice of tax incentives or mix of tax incentives, and the basic decision of whether tax incentives
should be used to bolster FDI and/or domestic business growth, is highly dependent on individual
country/jurisdictional circumstances (political, economic, market sectors, market gaps) and
perspectives. Therefore, caution is advised in ‘cutting and pasting’ solutions considered successful
in one jurisdiction into another.

® Lester, John, Business Tax Incentives for Economic Development: Do They Work (May 20, 2018). Reforming
the Corporate Tax in a Changing World, Canadian Tax Foundation, 259pp. ISBN:978-0-88808-300-5.
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CONCLUSION

This report has provided AdvantageBC with a survey of fiscal incentives and approaches utilized across
four comparator jurisdictions for business attraction, retention and growth purposes, moreover with a
focus on growing the green economy. The variety of mechanisms, trends, best practice considerations
and results, can serve to inform the further evaluation and strategic approach AdvantageBC will pursue
in delivering its mandate going forward.
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1. INTRODUCTION

|1.1. INTRODUCTION AND BACKGROUND

International Financial Centre British Columbia Society (AdvantageBC) is a non-profit Society established
in 1986 with a mandate to promote British Columbia (BC) as a favourable location for international
business. Its activities are distinct from those of the BC Economic Development Association and others
promoting BC's economic development.

AdvantageBC pursued its mandate primarily through promotion of the legislated tax incentive available
through the International Business Activity (IBA) program. The IBA was initially established by the
provincial government to encourage the growth of BC’s international financial sector and was later
expanded to support additional sectors. In October 2017; however, the BC legislature terminated the IBA
program (effective September 2017).

The IBA program had provided eligible corporations, foreign banks authorized to carry on business in
Canada, and specialists who work for those entities, a refund of the B.C. income tax paid on income related
to their international business carried on in B.C.

AdvantageBC remains committed to promoting BC as a desirable location for international investment
and business activity in and from BC and has initiated a process to identify new products and services to
carry out this mandate. The process will include an assessment of BC sectors to identify those with
potential for strong growth and a review of international incentive programs to identify best practices.

AdvantageBC intends to align any new strategic direction with the objective of promoting and supporting
sustainable economic development in BC. This may include a focus on promoting sustainable or ‘green’
industries.

1.2. ASSIGNMENT OBJECTIVES

The objective of this assignment is to identify and examine best practices in the use of tax incentives
internationally and/or other innovative fiscal mechanisms for business attraction, retention and growth,
moreover with a focus on sustainable, or green growth. International Financial Consulting Ltd (IFCL) was
retained by AdvantageBC to undertake this assighnment as established by the terms of reference, attached
as Annex A.

The results of this assignment are intended to inform the strategic re-focusing of approaches to executing
AdvantageBC’s mandate.
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1.3. ASSIGNMENT METHODOLOGY AND APPROACH

The approach taken for this assignment was to survey a selection of national or sub-national jurisdictions
outside BC to identify and analyze the tax incentives and other fiscal mechanisms utilized for business
attraction, retention and growth, with a focus on identifying those mechanisms targeting green growth in
particular. From this analysis and desk review of public research, best practices relevant to AdvantageBC,
with a focus on sustainable growth, were identified.

Jurisdictions were selected on the basis of several considerations. A first consideration was their
comparable size to BC in terms of population and GDP. BC’s population is approximately 5 million and
GDP was approximately $252M in 2017. A second consideration was diversity in the range of mechanisms
and approaches undertaken within and across the selected jurisdictions, including both tax incentives and
other innovations. A third consideration was the presence of reported impact of the interventions.

Four jurisdictions were selected for review: Connecticut, Luxembourg, New Zealand and Singapore.
Additional incentives from other jurisdictions were also identified to further illustrate the landscape.

The review of each jurisdiction draws from a survey of publicly available data and secondary market
research, in addition to consultations within our network of experts with relevant contemporary
knowledge.

In identifying best practices across each jurisdiction, the analysis of tax and other mechanisms sought
particularly those incentives and innovations promoting green business investment as an important
criterion for Advantage BC and a best practice principle for sustainable economic development. Moreover,
the review undertook to identify the degree to which the principle of transparency is incorporated in the
various incentive mechanisms - for example, in terms of clarity and transparency of program descriptions,
goals, requirements, eligibility and approval criteria, and process considerations. Finally, the nature and
extent of impact measurability and public reporting of results was also reviewed.

Results of the jurisdictional reviews and analyses are then presented in Section 4, along with next steps,
to inform AdvantageBC's strategy development.

Summary of Report sections:
Chapter 1 provides an introduction to this assignment;
Chapter 2 provides a review of incentives for green growth and best practice principles

Chapter 3 provides an assessment of the jurisdictions selected for review; and
Chapter 4 presents the main findings of the review and next steps.
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2. INCENTIVES FOR GREEN GROWTH

|2.1.  INTRODUCTION

Tax incentives are used to pursue a variety of objectives, often to stimulate investment and attract foreign
direct investment (FDI) that are expected not only to bring capital and (high-wage) jobs to a country or
jurisdiction, but also to spur competition and increase the efficiency of domestic markets, thus
contributing to a country/jurisdiction’s overall economic development. The use of tax incentives is
widespread, with ‘developed’ countries relying more on investment tax credits and the favourable tax
treatment of research and development activities, while developing or low-income countries more often
offer tax holidays and reduced tax rates.’

Many studies have analyzed the use and efficacy of tax incentives for FDI and particularly for developing
economies. However, there is no commonly agreed set of best practices for the effective or optimal use
of tax incentives for business attraction and FDI purposes, particularly for developed markets. Indeed,
there are studies that call into question the value and efficacy of tax incentives for FDI - and yet they
remain a popular tool for governments.

While an economic case can be made for tax incentives, it is critically important to measure “’value-for
money”. If they are overly generous or poorly designed, there is a risk that investment and operating
decisions are not significantly changed despite the incentives. Or worse, poorly designed incentives with
inadequate oversight and governance can be captured by politically connected organizations and used for
diverting public funds into political finance.

2.2. BEST PRACTICE PRINCIPLES FOR TAX INCENTIVES

Based on a survey of secondary research, reports and analyses, three categories of Best Practice principles
for effective tax incentives can be identified as follows:

2.2.1. Impact-focused Design

It is imperative that fiscal incentives be carefully designed to ensure they realize their stated objectives
and serve a useful purpose in generating social benefits (such as net investment effects, net impact on
jobs/wages, and productivity spillovers) that exceed the associated social costs (such as net public revenue
losses, administrative and compliance costs, and use of scarce public funds). This is especially relevant as
incentives are often developed in competition with other jurisdictions, so policy makers will want to
ensure costs are fully accounted for and not externalized in the context of political pressures.

Core design issues include the choice and terms of a tax instrument, eligibility criteria used in the selection
of qualified investments, and the reporting and monitoring requirements during different stages of the
tax incentive’s life cycle, as well as sunset and recapture provisions. Additional design considerations

7 G-20 Development Working Group by the IMF, OECD, UN and WB “Options for Low Income Countries’ Effective
and Efficient Use of Tax Incentives for Investment” (October 15, 2015)
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include the unique context of a jurisdiction’s political economy, business sectors, market gaps and the
nature of the enabling environment for FDI.

2.2.2. Good Governance

The other key principal is the requirement for good governance. This requires that the government’s
decision-making process, its policies, and the administration be transparent and subject to scrutiny and
evaluation, to ensure authorities can be held accountable for their actions and remedial action taken
when necessary. Effective evaluation is critical for policy improvements and to validate results. Evaluation
requires the availability of relevant data, sound methodology, and the mandate to evaluate and measure
results against stated objectives.

Tax incentives should be clearly prescribed in the law, and preferably consolidated in the tax law. Eligibility
criteria should be clearly defined and readily verifiable to allow for a rules-based approach. It is also critical
that ministries and agencies involved in the granting of tax incentives coordinate their activities.
Otherwise, incentives may overlap, be inconsistent, leave gaps, or even work at cross-purposes.

Finally, the revenue administration should be in charge of the implementation and enforcement of tax
incentive schemes.

2.2.3. Implementation

Notwithstanding careful design and good governance, a critical success factor for effective fiscal incentives
for business attraction is their implementation in the context of a welcoming business climate. Without a
reliable framework of policies designed to meet the broader needs of both investors and society, the
utility of tax incentives implemented thereunder can be significantly compromised.

2.3. ELEMENTS OF A WELCOMING BUSINESS CLIMATE

A number of enabling policies are identified as forming the foundation for sustained investment by
domestic firms, as well as for attracting foreign investment.® For an advanced economy like British
Columbia, these elements can be grouped into foundational policies, and fiscal and financial policies.

2.3.1. Foundational Policies

Legislative and judicial systems: A cornerstone for sustained investment is well-functioning legislative
and judicial systems. Transparency and respect for rule of law build investor confidence and provide
assurances that their investment interests will be protected from arbitrary action. A well-functioning
judicial system also provides protection against aspects of business crime such as bribery and corruption.

Trade and competition policy: Policy in support of free trade and strong competition improves wide
business access to domestic and international markets and helps to ensure a more level playing field for
firms in the jurisdiction. Free trade expands market access and promotes scale and efficiency. A

8 See for example OECD, Policy Framework for Investment, 2015 Edition.
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competitive environment encourages risk-taking and, thus, investment. Both open trade and competition
provide an incentive for businesses to innovate.

Human resources: Skilled and flexible human resources are at the heart of any plan to foster investment.
In particular, this requires a robust educational system that produces the requisite talent. Governments
can take policy action to improve human resources directly, such as through education, health and
immigration policies, but they can also put in place policies to help and encourage companies to invest in
human resources, for example, through on-the-job training and employer involvement in education.

Public infrastructure: Infrastructure is a critical input to sustaining strong investment. High quality public
infrastructure reduces costs for all firms and enhances the flow of goods, services, people and market
information both within the economy and abroad, with implications for countries’ integration into global
value chains and broader economic development. By helping to integrate markets, infrastructure can
boost competition, thus strengthening incentives to innovate and to improve productivity.

2.3.2. Fiscal and Financial Policies

Tax policy and fiscal incentives: Tax policy is usually intended and designed to foster investment from all
sources, domestic and foreign. Countries that have successfully designed tax policy attractive to
investment have generally focused on effective rates of business taxation, not just base rates, and have
adopted a whole-of-government approach to ensure consistency between the country’s tax policy, its
broader national and sub-national policy objectives and its overall investment promotion strategy.

Tax incentives are often used by governments to attract investment in general, and foreign direct
investment (FDI) in particular. The policy rationale behind this practice is that tax incentives do not require
an actual expenditure of funds or cash subsidies to investors and are politically easier to provide than
public funds. However, economic analysis suggests there is often limited investment response to a lower
tax burden provided by tax incentives, relative to the revenue forgone.

2.3.3. Access to financing

Central to an attractive business environment includes access to financing on terms that are affordable
and appropriate.

Engaging private investors and private financial institutions is critical to meeting the need for investment
financing. Government intervention in providing access to financing may also add value in some
circumstances, notably to address key financial market gaps that impede the supply of credit and risk
management capacity, or where the perceived level and character of risk would not produce an expected
rate of return sufficient to compensate private sector investors.

2.4. APPLYING A ‘GREEN LENS’ TO FISCAL INCENTIVES

To incorporate a ‘green’ or ‘sustainability’ lens to best practice approaches to fiscal incentives and other
mechanisms for business attraction, it is helpful to clarify common green terminology and context.

The term ‘green growth’ is used to describe a path of economic growth that uses natural resources in a
sustainable manner and would lead to what is known as a green economy. The term is used globally to
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provide an alternative concept to industrial economic growth. Green growth is often used interchangeably
with the term ‘sustainable growth’; however, as the practice field matures, the term green is increasingly
referenced as a critical element within the broader scope of sustainability considerations, focused
specifically on environmental considerations. For example, in the emerging realm of sustainable finance
and green bonds, there is now a de-lineation between what are categorized for certification purposes as
green bonds, as compared to sustainable bonds. It is thus important to consider the context in which the
term is utilized.

Sustainable and green growth strategies have been adopted by governments at all levels, aligned with the
goals of the 2016 Paris Agreement and 2030 Agenda for Sustainable Development®. The global necessity
to urgently address climate change and sustainable economic development is well documented. Market
opportunities in sustainable development are estimated at up to $12 trillion by 2030, with the potential
to generate almost 380 million jobs.*™

The landscape of the emerging green economy is highly dynamic and best practice principles are being
shaped in the process. What is clear is that green and sustainability agendas are inextricably linked and
the imperative for transformation to a sustainable economy is undisputed. As such, investment promotion
initiatives by governments and their economic development organizations are well advised to align their
investment promotion strategies to the significant and growing number of opportunities to attract FDI
focused on, or contributing to, sustainable growth and development.

2.4.1. Fiscal Approaches to Support Green Initiatives

Governments can use a variety of fiscal approaches to provide support and create incentives for green
transformation and provide funding or credit for specific green initiatives.

Green revenue: A price on carbon is a cornerstone green fiscal initiative, creating a price incentive for
green innovation that can reduce GHG emissions. BC was the first Canadian government (a decade ago)
to put a price on carbon via a carbon tax on energy consumed.

A carbon tax generates new government revenues that could be used in a number of ways. For example,
the tax revenue could be used to fund other green initiatives by the government, or it could be rebated
to taxpayers to help build political support for carbon pricing. In BC, the revenues have been recycled to
taxpayers from the outset via reductions to personal income taxation, helping to solidify public support.

On-budget green spending: Green initiatives can be funded from budgetary resources — using explicit
budgetary spending, or by foregoing government revenues, in order to support specific initiatives.
Examples include:

e Subsidies: Subsidies or other spending programs could be used to encourage specific green
activities. They have a direct budgetary cost. Note that it is possible that subsidized activities
would have taken place without the subsidy, which would reduce its value and effectiveness.

% UN Sustainable Development Goals
10 5IAS, WAVTEQ, Incentives for Sustainable Development, May 2019
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e Green procurement: The government could commitment to use its procurement spending
activities to support new green technology and processes, helping to demonstrate their viability.

e Tax expenditures: Tax expenditures (which are usually called tax credits) could be used to provide
fiscal incentives that encourage specific green activities. Green tax credits represent a budgetary
cost, since expected tax revenues are foregone when a tax credit is provided to taxpayers. Like
direct subsidies, tax credits may end up subsidizing activities that would have taken place
otherwise.

Off-budget initiatives: Green initiatives could be financed off-budget, where a government invests in an
entity or asset with an expected positive financial return on the investment (i.e. a return higher than the
government’s cost of funds). Such initiatives can be treated as an investment in the public accounts, not
as a budgetary item. Examples include:

¢ Investmentin Crown corporation green activities: The government could provide additional share
capital to a commercial Crown corporation (like B.C. Hydro) with a directive that the capital be
used to support green initiatives, such as a credit program for enhanced energy conversion and
efficiency for commercial and residential buildings.

e Green banking: the government could invest equity capital in a financial institution like a green
bank, either alone or with private or public partner(s). A green bank would provide credit to green
business initiatives and could be expected to earn a positive financial return, validating the
government’s investment in an appreciating asset. It would be expected to produce a financial
multiplier effect from the government’s equity investment.

Note that a government guarantee of a green bank’s borrowing would likely be treated as a contingent
liability in the public accounts. Some on-budget provisioning for the guarantee may be required, at least
at the outset. Any government borrowing for investment in equity capital would require interest
payments on the borrowing, which is a budgetary item.

2.4.2. The Role of Sustainable Financial Markets

Sustainable financial markets have emerged as a critical success factor in the enabling environment for
sustainable economic development, business attraction strategies, and thus for the effective use of fiscal
incentives.

Access to finance is a generally recognized element of a welcoming investment climate. However, the
massive scope and scale of sustainable business growth and initiatives required to achieve transformation
to a green global economy by 2030 dictates that similarly massive sums of sustainable investment capital
are made available. Estimated green capital requirements exceed USD $85 trillion by 2030 worldwide.™

Green technologies and businesses encompass higher risks due to unproven technologies and lack of
collateral as security and therefore face higher costs of financing, if financing options are available at all.

111pB, D. Smallridge et al, May 2019 “Build or Renovate? The Decision to establish a new Green Bank, or ‘green’ an
existing National Development Bank
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A global priority is therefore to build or convert financial markets to address the unique risks of this market
and catalyze the efficient leveraging and channelling of funds sufficient to fill the staggering market gap
that exists between supply and demand for green and sustainable investment.

The sustainability of financial markets themselves must also be addressed, in response to the systemic
risk climate change poses to financial markets’ stability.

National sustainable finance strategies and roadmaps for transformation have been launched in many
countries within the past year, including Argentina, China, Indonesia, Italy, Nigeria, Singapore and South
Africa to name a few. Indeed, Canada recently published (June 2019) an expert report with its own
national strategy and roadmap presenting a series of actionable recommendations to establish
sustainable finance as ‘mainstream’ in Canada™. The UN has similarly launched a ‘Roadmap for a
Sustainable Finance System’ proposing an integrated approach to facilitate coordination and cohesion
across global markets. Strategic initiatives at sub-national levels are also underway, such as for municipal
access to green financial markets, in coordination with regional and national objectives.®

3. ASSESSMENT OF JURISDICTIONS

This section presents a review of four jurisdictions’ use of fiscal incentives and other mechanisms for
business attraction and increased foreign direct investment. The jurisdictions reviewed are Connecticut,
Luxembourg, New Zealand and Singapore. Notable incentives from other jurisdictions are also presented
for additional reference.

The following three evaluation criteria were identified by AdvantageBC for consideration and evaluation
within each jurisdictional review:

e Evaluation Criteria #1: Transparency, as a critical element of good governance for the effective
use of fiscal incentives.

e Evaluation Criteria #2: Impact Measurement, also a critical element of good governance as a
component of the evaluation necessary to ensure the integrity of a program or incentive, inform
the ongoing development and design or cancellation of the incentive, and for reporting to
stakeholders.

e Evaluation Criteria #3: The promotion of green or sustainable business growth and attraction, in
terms of specific sectors and as an emerging and cross-cutting consideration across sectors.

12 Government of Canada, 2019 ‘Final Report of the Expert Panel on Sustainable Finance’
13 The C40 Cities Climate Leadership Group (c40) has published many articles on this topic.
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3.1. CONNECTICUT
2018 Population: 3.6 Million
* 2018 Total GSP: USD 274 Billion
® GSP per capita: USD 63,700

3.1.1. Introduction

Despite having a per capita income which is the highest of all US states, Connecticut (CT) faces economic
challenges indicated by extreme income inequality, a shrinking middle class, the migration of millennial
talent to larger urban hubs, and, flat revenue growth from 2013-2016 despite high (personal) income tax
rates’ reaching nearly 7% (at the state level), with zero population increase from 2010 to 2018. CT’s job
growth rate has dropped nearly every year since 2011, and CT remains the only state in the US northeast
yet to recover the jobs lost in the 2008 recession.®

The current climate for business investment lacks strong foundational policies that effectively addressed
weaknesses in public infrastructure (particularly transportation infrastructure) and in retaining strong
workforce talent, notably the ‘innovative millennials’ who tend to migrate to larger urban centers. There
is reliance on a concentration of a few industries, notably finance and insurance (with the most insurance
jobs per capita nationwide) and healthcare & bioscience (second largest employer).

For business attraction purposes, the state of CT promotes its strategic location and proximity to major
hubs Boston and New York and within 500 miles of 30% of the nation’s GDP and total jobs. It also boasts
strengths in certain industries such as advanced manufacturing aerospace/defence, bioscience, digital
media, financial services, green energy, insurance and technology innovation. The state government is
navigating efforts to bolster its recovery and, with a new legislature since 2018 (and a fully Democratic CT
House and Senate), fiscal incentives and other initiatives are underway to fuel growth.

Connecticut’s Department of Economic and Community Development (DECD) is the state’s economic
development agency responsible for strengthening and promoting CT’s position in the global economy.
Alongside a number of non-fiscal programs and initiatives targeting specific industries and types of
businesses, a variety of fiscal incentives are also available.®

3.1.2. Fiscal Incentives

Tax Incentives for the Green Economy:

In terms of encouraging the green economy, CT targets clean energy manufacturers, and especially fuel
cell power projects, with a variety of non-fiscal support services in addition to the applicable general tax
incentives outlined below.

A Green Buildings Tax Credit program had provided incentives for conversion of buildings to LEED
standards, but was cancelled in December 2017.

14 Coupled with CT’s sales taxes, CT is rated second (after New York) for having the highest combined state sales
and income tax rate of all US states.

15 K.Phaneuf, CTMirror March 22, 2019 ‘CT slow job growth shows ‘cracks in our economic foundation” and
S.Singer, Hartford Courant July 6, 2018 “Connecticut One of Few States that hasn’t recovered...”

16 More detailed descriptions are available on the DECD website.
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Tax credits linked to energy efficiency are also available to small businesses.

General Business Tax Incentives
The majority of CT tax incentives target the general business sector, and while green businesses may
benefit, the following incentives do not target green development per se:

The Urban and Industrial Sites Reinvestment (URA) Tax Credit Program is the primary incentive tool used
by the State to attract new business investment and job creation to economically-distressed Enterprise
Zones and other areas.”” Companies that invest at least $5 million into distressed communities, $2 million
into a historic preservation facility redeveloped for mixed use, or S50 million in all other communities,
may be eligible for a tax credit up to 100% of the investment.

The Accumulated R&D Tax Credit Expansion Program enables businesses with more than $500,000 of R&D
tax credits unable to be used within the upcoming two years, to extend their life through approval of
further accumulation. Eligibility is linked to approved plans to generate new jobs (50+) and new capital
expenditures of S5 million or more.

The Angel Investor Tax Credit is intended to encourage individuals to invest in promising start-ups that
need capital to grow, providing a 25% income tax credit when $25,000 minimum is invested in qualifying
businesses.

The Digital Animation Production Company Tax Credit is administered by the Office of Film, TV & Digital
Media on behalf of the DECD. This provides tax credits up to 30% for eligible production expenses or costs
and requires maintaining minimum levels of employment in the state.

Film, TV and commercial production employment and investment is also encouraged through the Digital
Media & Motion Picture Tax Credit. This provides tax credits up to 30% of eligible expenditures ($1 million
or more to get the maximum 30% credit) and is not linked specifically to jobs creation criteria. A Film
Infrastructure Tax Credit provides further incentive to this industry, through a 20% tax credit on eligible
capital project costs.

Additional tax credits include the Insurance Reinvestment Tax Credit offering a 100% tax credit on
insurance premiums for insurance companies investing capital with approved fund managers who in turn,
invest in growing CT businesses.

The Corporate Business Tax Exemption is available for investments that help businesses create jobs and
modernize. Eligible companies include all insurance companies, certain banks and, inter alia, other
financial companies located in the Hartford Financial Services Zone.

Sales and Use Tax Exemptions at 100% are available for investments by Manufacturing and Biotech
companies that help create jobs and modernize operations.

A 100% property tax exemption is available to businesses with manufacturing or biotechnology facilities
for eligible equipment acquired and installed.

17 As reported by DECD, September 2014 “An Assessment of Connecticut’s Tax Credit and Abatement Programs”
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Business Grants:

Low-Interest and Forgivable Loans: The State has the discretionary authority to provide low-interest loans
to business making significant capital improvements and retaining and creating new jobs. Through the
DECD, the State may, at its discretion, forgive a portion of the loan principal (convert to a grant) if certain
minimum employment and investment thresholds are met.

DECD also offers discretionary grants to support economic development projects that result in new capital
investment and job creation. Grants may also be available for job training and alternative energy
installations.

Mixed Incentives for Small Business

Support specifically for small business includes tax credits, exemptions, abatements, loans and grants
through the Office of Small Business Affairs. DECD lending partners such as the Community Economic
Development Fund (CEDC), Community Investment Corporation (CIC) or BDC Capital provide financing to
small businesses, with attractive terms and some associated grants.

Government Oversight and Evaluation of Tax Incentives

CT’s approach to evaluating the economic impact of its tax incentives has resulted in CT being rated as a
‘leading’ state, comparatively, in evaluation practices within the US.*® This rating is based on CT’s “..well-
designed plan to regularly evaluate tax incentives, experience producing quality evaluations that
rigorously measure economic impact, and a process for informing policy choices”. Evaluations are
legislated to be conducted every three years by the DECD; the most recent evaluation dated September
2014 presents comprehensive data, analysis and recommendations.®

This rating represents an upgrade from its previous rating as a State ‘making progress’, due to the
enactment of new legislation in 2017 that strengthened reporting and audit requirements of the
evaluations, along with legislative review requirements of the evaluation results.

CT is striving to enact ‘best practice’ evaluation methods, aligned with the principles established from
research by the Pew Charitable Trusts, a non-profit and non-partisan global research and public policy
organization. These principles, for the effective evaluation of tax incentives, are summarized by Pew
Charitable Trusts in three steps:?°

e Make a plan: Lawmakers need to put processes in place to regularly evaluate the results of major
tax incentives. Well-designed evaluation plans ensure that the state’s full portfolio of incentives
is examined, that nonpartisan staff with relevant expertise are tasked with the analyses, and that
the reviews take place on a strategic schedule.

e Measure the impact: High-quality evaluations carefully assess the results of incentives for the
state’s budget and economy. To do so, evaluators must estimate the extent to which incentives
successfully changed business behavior, as opposed to rewarding what companies would have
done anyway.

18 Ratings are conducted by the Pew Charitable Trusts, here.

19 The DECD’s 2014 Assessment is found here.

20 The Pew Charitable Trusts, May 2017 “How States are Improving Tax Incentives for Jobs and Growth; A national
assessment of evaluation practices”
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e Inform policy choices: Lawmakers and executive branch officials should use the findings of
evaluations to improve the effectiveness of tax incentives. Policy improvements are more likely
when states have a formal process that ensures lawmakers will consider the results, for example,
by holding legislative hearings on evaluations.

High-quality evaluations are a powerful tool for effective policy creation, including decisions to end
incentives that are performing poorly. In response to evaluation-based recommendations by the DECD,
policymakers agreed to eliminate a manufacturing tax credit because it did not generate enough
economic benefit to justify its cost. Legislation was enacted in 2018 to sunset the incentive.

3.1.3. Innovations for the Green Economy

The Connecticut Green Bank

A significant and innovative off-budget fiscal initiative is CT’s creation of the Connecticut Green Bank
(CGB). Established through legislation as a public-private partnership through the expanded mandate of
a previously existing state government entity, the CGB is the first full-scale green investment bank in the
United States. The CGB’s success in accelerating private investment in clean energy is helping Connecticut
create jobs, increase economic prosperity, promote energy security and address climate change.

This green bank model has ‘upended’ the government subsidy-driven approach to clean energy by
working with private-sector investors to create low-cost, long-term sustainable financing to maximize the
use of public funds. Since inception, more than S1 billion in capital has been deployed, and CGB reports
that for every $1 of public funds committed by CGB, an additional $6 in private investment occurred in
the economy. CGB has successfully issued multiple green bonds, certified against the Climate Bonds
Standard and verified by an independent US-based company, providing investors with assurance of the
deals’ green credentials.

The CGB is a model of transparency in governance, with essential governance documents posted to their
website, even board minutes. Its annual report is issued to the Connecticut Department of Energy and
Environmental Protection, the Connecticut General Assembly’s Energy & Technology Committee, and all
local elected officials in cities and towns throughout Connecticut. CGB is a member of the Green Bank
Network,?! formed to foster collaboration and knowledge exchange among existing green banks globally,
including sharing of best practices and lessons learned.

Planning, reporting and evaluation activities for CGB are also conducted with full transparency and in
accordance with a comprehensive evaluation framework aligned with publicly documented strategy and
performance objectives. One of the indicators tracked is the extent to which investments in clean energy
create value from a societal perspective as it relates to the economic development of the state. CGB
measures this as the relationship between investments and associated direct, indirect and induced jobs
across multiple categories. For example, for each $1 million investment in clean energy deployment, CGB
reports ‘X’ job years are created for wind project installers, ‘y’ job years for commercial EE installers, etc.

** Green Bank Network website
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Evaluation methodology includes a baseline study prepared in 2016 by an independent third party.2? From
this, an updated calculator tool was developed to capture further refinements including additional
economic factors and new clean energy technologies that have emerged.?® Other findings report on and
characterize employment trends; For example, “employment in the solar industry has grown by 30% from
2010 to become the largest RE industry for jobs in CT” (with further breakdown and discussion).

In 2017, the Connecticut Green Bank received the Innovations in American Government Award from the
Harvard Kennedy School Ash Center for Democratic Governance and innovation for their “Sparking the
Green Bank Movement”. Its public-private partnership structure is often cited as a model for national
green bank proposals introduced in Congress, which would rely on the issuance of federal green bonds
for funding.

3.1.4. Summary Comments

Connecticut illustrates business attraction methods that incorporate the use of multiple conventional tax
incentives (credits and exemptions), the most prominent of which?* is a tax credit that is not specifically
green-oriented, but rather includes provisions to incentivize investment in distressed enterprise zones,
while remaining available to other businesses regions (subject to more stringent eligibility criteria) and
across sectors.

Fiscal policy formulation is informed by effective evaluations, reflecting the principles of transparency in
governance and impact measurability, and moreover aligned with best practice principles established by
an independent and reputable authority.

The most innovative initiative, with demonstrated success in terms of green economic development
impact, is CT’s creation of the US’s first Green Investment Bank targeting the clean energy sector. This
bank is a public-private initiative which has adopted best practices aligned with global standards and
reflects the global trend to prioritize the growth and availability of sustainable finance as a critical success
factor to sustainable economic development.

3.2. LUXEMBOURG

_ * 2018 Population: 602,000

* 2018 Total GDP: USD 69.5 Billion

_ * GDP per capita: USD 114,341

Luxembourg is a small country with a welcoming investment climate supported by sound foundational, as
well as attractive fiscal and financial policies. It is ranked 20™ on the WEF Global Competitiveness Index
(2017)%. Its geographic location is favorable to its regional and global investment hub status; Luxembourg

3.2.1. Introduction

22 Navigant Consulting, 2016 “Connecticut Renewable Energy and Enerqy Efficiency Economy Baseline Study”

3 See Section 7 of Connecticut Green Bank’s Evaluation Framework: Assessing, Monitoring, and Reporting of
Program Impacts and Process (July 2016), summarized on its website here.

24 prominent in terms of impact on job creation in CT, at more than twice the level generated by the next most
impactful tax incentive.

25 WEF Global Competitiveness Report 2017
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is the leading EU investor in countries outside the EU, while nearly three-quarters of FDI received by
Luxembourg comes from the countries of the European Union, mainly directed into the banking and
insurance sectors.?® Luxembourg is a founding member of some of the largest organizations in the world,
such as the Organization for Economic Co-operation and Development (OECD) and the World Trade
Organization (WTO).

Luxembourg is considered a ‘tax haven of choice’ by many corporations and has thrived as such since the
1970’s due to substantial tax incentives that encourage foreign companies to move there. Luxembourg’s
corporate tax rate of 21% is attractive to corporations seeking asylum from large corporate taxation, such
as in the Unites States where the corporate tax rate was 35% until recently. Luxembourg also charges
foreign corporations an extremely low tax rate (approximately 1%) to send money into and out of the
country, creating additional incentives for subsidiaries and branches of large corporations to be
established there.

Fiscal and other incentives more recently established by The Government of Luxembourg aimed at
increased FDI include a variety of tax benefits, subsidies for purchasing equipment, advantageous
financing options, capital investment deductions, and the creation of new construction projects to expand
the sector.

The majority of these incentives target industry generally and are not restricted to green businesses or
sustainability considerations per se. The green business community may of course benefit. Luxembourg
is not included in KPMG’s ‘Green Tax Index’ (2017) as it is not yet considered a country with a specifically
green tax system ‘warranting attention’?’.

Sectors targeted for FDI promotion include the financial sector, logistics, automotive and smart mobility,
ICT (information and communications technologies), life sciences, cleantech, space, manufacturing,
maritime, and various R&D initiatives.

The transition toward a circular (or green) economy is, however, a priority in Luxembourg. The cleantech
sector is especially promoted in terms of Luxembourg’s attractive entrepreneurial environment. Its
location offers an excellent platform to target clients across the EU for setting up pilot installations and
demonstration centers within easy reach for on-site visits.

3.2.2. Fiscal Incentives

General Business Tax Incentives:
Aside from the low overall corporate tax rate in Luxembourg driving its tax haven status, key tax incentives
available to support business attraction are summarized as follows?:

Investment tax credits are the most commonly used capital investment incentives, and Luxembourg tax
law provides for two types of investment tax credits.

26 Santander Trade website here.
27 KPMG 2017 Green Tax Index
28 pWC Country tax summaries
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Tax credit for Investment in Depreciable Assets: First, a tax credit is available that amounts to 13% of the
increase in investments in tangible depreciable assets made during the tax year and physically operated
in Luxembourg or in the EEA, with some exceptions. Independently, the company may benefit from an 8%
tax credit on the first EUR 150,000 of qualifying new investments and a 2% tax credit on the amount of
new investments exceeding EUR 150,000 in tangible depreciable assets, which increases to 9% and 4% for
certain investments favouring the environment.

Tax credit for low emission vehicles: In order to offer a further incentive for sustainable mobility, some
specific types of ‘zero emissions’ cars will become eligible assets for all components of the investment tax
credits for the investment regime.

Tax exemptions for Intellectual property (IP): Under the new IP tax regime approved by parliament in
March 2018, eligible net income from qualifying IP assets benefits from an 80% exemption from income
taxes. Consequently, a corporate taxpayer based in Luxembourg City with eligible net income will be taxed
on such income at an overall (i.e. corporate income taxes plus municipal business tax) effective tax rate
of 5.202% in the 2018 tax year.

R&D Incentives:

An extensive suite of financial incentives is available to Luxembourg entities involved in innovation and
R&D activities.?’ These include tax credits, cash grants, loans, accelerated depreciation on R&D assets, tax
exemptions, patent-related incentives, and eligibility for Horizon 2020 funding in support of intra-
European collaboration. The following R&D incentives are for experimental development and
cooperation, industrial research and cooperation, and fundamental research:

e R&D innovation loans at sub-market rates are available from Société Nationale de Crédit et
d’Investissement (SNCI), the National Loan and Investment Body for Luxembourg. This program
aims to encourage business investments, start-ups and research initiatives.

e R&D capital subsidies or recoverable advances are available for eligible projects or programmes
pending a successful outcome of the project or program. The subsidy can range from 25% to
100%.

Innovation and Entrepreneurship: In addition to R&D project-specific incentives, tax subsidies, rebates and
grants are available targeting innovation and entrepreneurship under a quite extensive program -refer to
Annex B for further detail.

Tax incentives for Financial Companies
A variety of many other tax incentives are available to Luxembourg financial companies based on the type
of entity, presented in Annex C.

Tax Incentives for Shipping and Farming Businesses
Shipping companies Luxembourg-resident shipping companies are not subject to municipal business tax
and can benefit from investment tax credits and accelerated depreciation (even for used assets).

2 EY Worldwide R&D Incentives Reference Guide, p. 156-168
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Farming businesses Farming businesses may deduct 30% of the amount of any new investment of up to a
total of EUR 250,000 made in the business. Investment above this amount is eligible for a deduction of
20% of the difference between the investment amount and the aforementioned EUR 250,000 limit.

Government Oversight and Evaluation of Tax Incentives

Several governmental bodies®® are responsible for administering Luxembourg’s fiscal / tax incentives, and
Luxembourg Inland Revenue is the tax authority responsible for tax policy and oversight. However, there
is little transparency or public reporting by these entities on economic impact or evaluations, including in
terms of FDI or job creation directly linked to specific fiscal incentives.

3.2.3. Innovations for the Green Economy

Luxembourg as a Green / Sustainable finance hub

Luxembourg is today a green global finance hub and European leader in the field of sustainable finance.
As such, it provides a critical element of the ‘enabling environment’ for green business attraction and
investment into Luxembourg’s financial sector (which accounts for 27% of GDP) in addition to tackling the
issues of global climate change through expanded access to finance. Coupled with Luxembourg’s
attractive general tax regime, the development of Luxembourg as a sustainable finance hub is driven by
various initiatives and innovations, and notably in the legal and regulatory environment.

In 2018, Luxembourg published the “Luxembourg Sustainable Finance Roadmap”,*! commissioned by the
MOF and the Department of the Environment and developed jointly with the United Nations Environment
Programme Finance Initiative (UNEP-FI). This roadmap sets a vision and lays the groundwork with
recommendations to establish a comprehensive and far-reaching sustainable finance strategy for
Luxembourg to further contribute to the SDGs of ‘Agenda 2030’32 and towards the objectives of the Paris
Agreement. It is noted that amongst the nine key recommendations is to “Analyse and redesign the
system of incentives and taxation”.

The development of Luxembourg’s roadmap is consistent with the trend of nations and leading financial
centres’ efforts to boost sustainable finance, including Canada, whose own roadmap lays out a series of
actionable recommendations “aimed at connecting the dots between Canada’s climate objectives, and
investment imperatives”.

Luxembourg Green Exchange (LGX)

The Luxembourg Green Exchange, launched in 2016, is the world’s first and leading platform exclusively
dedicated to sustainable securities, including bonds, funds, indices, and other instruments which must all
be aligned with a recognised international standard, framework, taxonomy or label and comply with the
LGX eligibility criteria.

Although green bonds comprise just 1% (approximately) of the total global debt market, the LGX lists
almost half the world’s green bond volume and an estimated third of sustainable and social bonds, for a
total of approximately USD130 billion by volume for more than 260 bonds listed. Sustainability products

30 These include the Ministry of the Economy and Foreign Trade, Ministry of the Middle Classes, Tourism and
Housing, and SNCI, a state bank.

31 Luxembourg’s Sustainable finance roadmap found here.

32 ‘pgenda 2030’ establishing the SDGs was launched by a UN Summit in 2015 aimed at ending poverty in all its
forms:
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in the fund industry now account for over 12% of assets under management. The LGX is specialized in
listing international securities; it has only 25 local equity listings.

The key difference between green bonds and sustainability bonds (or other sustainability instruments) is
that Green bonds are issued to fund projects that have a positive environmental or climate impact,
whereas sustainability bonds fund projects with a broader sustainability focus (reflecting social,
governance, and other considerations, for example) and may include environmental or climate impacts
but not necessarily.

A growing number of investors are incorporating ESG principles into their investment strategies. This new
development has led to significant interest in sustainability bond issuance. Although the sustainability
bonds market is still in its infancy, the flexibility offered by these bonds that allows for a much broader
range of projects than just green to be financed, suggests a strong potential for the market to grow.

The LGX is committed to ensuring worldwide standards in sustainable finance, for transparency and
comparability. It cooperates with institutions in China, for example, home of the world’s biggest green
bond market, in order to make Chinese standards better known and more visible and transparent, in turn
to help China bridge the gap between its domestic market and international investors.

LGX utilizes different sustainability standards, frameworks, taxonomies and labels in its eligibility criteria.
Bond standards utilize ICMA’s Green Bond Principles, Social Bond Principles, Sustainability Bond
Guidelines, the Climate Bonds eligibility taxonomy, the People’s Bank of China Green Bond Endorsed
Project catalogue, and other aligned frameworks. Fund labels utilize LuxFLAG’s Climate Finance,
Environment, Social and ESG labels, FNG’s label for sustainable mutual funds, the Nordic Swan Ecolabel
for funds, the French government’s SRl and TEEC labels and the Austrian ecolabel for financial products

Luxembourg Finance Labelling Agency (LuxFLAG)

LuxFLAG is an independent and international non-profit association created in Luxembourg in 2006 by
seven private and public founding partners, including the Luxembourg Government and the Luxembourg
Stock Exchange®*. Its purpose is to support sustainable finance by awarding a recognisable label to eligible
investment vehicles which meet specific published criteria, to reassure investors that the labelled
investment vehicles invest in the responsible investment sector to an established standard. The original
impetus to create the label derived from the UN-led round table meeting on Microcredit hosted by
Luxembourg in 2005, which led to decisions on ways to help Luxembourg establish itself as a key player in
the development of microfinance within traditional capital markets.

Investment vehicles that may be labelled by LuxFLAG include microfinance (the first vehicle labelled),
environmental, ESG (environmental, social, governance), climate finance and green bonds. The LUuxFLAG
Labels are recognized for high standards and rigorous assessment of applicant investment funds’
investment holdings, strategy and procedures with respect to Environment, Social and Governance (ESG)
matters as well as an affirmation of their transparency to investors — which are key components of the
eligibility criteria for the LuxFLAG labels.

33 Financial Post quotes Robert Scharfe, CEO of LGX here.
34 Other members include ABBL (Luxembourg Bankers’ Association), ADA (microfinance), EIB (European Investment
Bank) and ALFI (Association of the Luxembourg Fund Industry)
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LuxFLAG is managed by a Board of Directors that represents the founding members. Analysis of
applications by funds seeking a label is delegated to an eligibility committee, composed of Board members
and external experts for recommendations back to the Board, which makes the final decision. Process and
criteria are clearly laid out on public sources, as LuxFLAG’s stated “constant goal” is to embrace
sustainability, transparency, independence and responsibility as core values.

In 2018, LUxFLAG reported a 30% increase in the number of labels issued, and labelled fund assets under
management increased by more than 50%. At the same time, its associate member network grew by
almost 70% in one year, reflecting the clear momentum of the sustainable finance market.*®

Luxembourg’s RMB/Dim Sum bonds

LGX has also developed the niche of becoming one of the leading exchanges for renminbi-denominated
bonds outside of Asia, having listed more than 210 ‘dim sum’ bonds since 2011. By displaying information
about Chinese domestic green bonds traded either on Chinese exchanges or on the Chinese Interbank
Bond Market, LGX is bridging the information gap between Chinese issuers and international investors,
which had been a barrier for international investors previously. The cooperation with LGX focuses on
providing exhaustive information in English to offshore investors.

3.2.4. Summary Comments

Luxembourg’s economic success, with solid employment growth and the world’s highest GDP per capita,
reflects this small nation’s strong welcoming investment climate, regional and global investment hub
status, and global tax haven status driven by substantial generalized corporate tax incentives.

Numerous additional fiscal incentives aimed at further increasing FDI are available, targeting multiple
sectors and types of organizations, and with an emphasis on the financial sector and R&D innovations.

The design process and evaluation of fiscal incentives requires a thorough understanding of the
complexities of this advanced economy; however, despite the many fiscal incentives available to
businesses in Luxembourg, there is little transparency or public reporting of economic impact, including
in terms of FDI or job creation, directly linked to specific fiscal incentives.

On the other hand, and in terms of promoting green growth, Luxembourg has fully embraced the
imperative to develop significant sustainable finance markets. This is a strategy not only to address the
urgent agenda of global climate change but as an opportunity to grow the nation’s own financial business
sector in a manner both meaningful and economically sustainable.

In this respect its comprehensive national ‘Sustainable Finance Roadmap’ was prepared to global
standards with UN collaboration; the government supported the launch of the LGX as the world’s first
exclusively green securities market (through enabling legislation and off budget investments) with niche
expertise as the leading global green bond market. Other innovations include the launch of LUxFLAG, with
the economic development impact implied by LuxFLAG’s success in membership growth and market
share.

35 LuxFLAG website here.
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3.3. NEW ZEALAND
2018 Population: 4.9 Million

» 2018 Total GDP: USD 205 Billion
* GDP per capita: USD 41,837

3.3.1. Introduction

New Zealand’s approach to business attraction and foreign direct investment generally is anchored in the
effort to promote its welcoming business environment, providing education, guidance and support for
various aspects of the investment and relocation process. This is supported by an array of tax and other
incentives that promote, for example, investment in R&D. Additional incentives and leadership initiatives,
notably at the level of federal policy and legislation, are aimed at growing New Zealand’s green economy,
with indirect attraction implications for international business.

New Zealand features an open and business-friendly economy including an entrepreneurial environment
considered one of the world’s most efficient and competitive, low levels of corruption, good protection
of property rights, high living standards, political stability and an advantageous tax policy. New Zealand
was ranked 1st out of 190 countries in the 2019 Doing Business Report published by the World Bank;3®
2nd by Transparency International's Corruption Perceptions Index 2018,%” and 3rd for economic freedom
in the world on the 2018 Index of Economic Freedom.3® Several government Departments and Ministries
provide guidance on these topics.

3.3.2. Fiscal Incentives

Green Fiscal Incentives:

New Zealand’s approach to building its green economy includes a variety of fiscal incentives designed to
encourage green business practices, which in turn can generate increased demand for green products and
services, thus creating indirect incentives for business attraction including foreign investment. Examples®
include:

Grants and subsidies available from the Energy Efficiency and Conservation Authority (EECA), a crown
entity that works to encourage the uptake of renewable energy. EECA programs target residential,
business, and transportation sector specific initiatives since the transportation accounts for 40% of New
Zealand’s energy use.

Depreciation-linked tax credits aimed at encouraging the uptake of electric vehicles.

New Zealand’s investment in the ‘Low Emission Vehicles Contestable Fund’*®, is also to encourage the
uptake of low-emission vehicles. The fund offers up to $7 million a year to co-fund projects with private
and public sector partners in areas where commercial returns aren’t yet strong enough to justify full
private investment. The fund is one of several government activities paid for via a levy on petrol and
engine fuels. It is administered by the Energy Efficiency and Conservation Authority (EECA)

36 World Bank Doing Business Report

37 Corruption Perception Index found here
38 Index of Economic Freedom found here.
39 KPMG 2017 Green Tax Index

40 Refer to EECA fund website here.
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New Zealand’s investment in state-owned Kiwibank, which offers a variety of green consumer loan
products. Kiwibank Limited is a subsidiary of the state-owned enterprise New Zealand Post Limited, New
Zealand Superannuation and the Accident Compensation Corporation. Kiwibank provides some of its
banking services through its PostShops and more recently through financial services only branches as well.

Inward-FDI Focused Incentives:

In 2016, the government established a specific strategy to attract more international investment, with the
goal to attract FDI with higher added value, encourage multi-national companies to set up their R&D in
the country, and, convince private investors and other entrepreneurs to reside in the country.*

Incentives include the redesign of New Zealand’s visa system for investors. While not a fiscal incentive, it
is an attractive complement to the offering of public subsidies for partnerships between domestic and
international companies, which in the past were only available to 100% domestic-owned businesses, and
two key R&D tax incentives.

The R&D incentives, available to all businesses, are the R&D tax loss cash-out, requiring a sufficient level
of labour expenditures on qualifying R&D, and R&D grants linked to eligible expenditures and not
employment growth. In addition, the government is now finalizing the terms of a new 12.5% R&D tax
credit to apply to the 2019/2020 tax year.

There are limited tax incentives expressly designed to encourage the flow of business investment into
New Zealand,*? whether conventional or green.

Government Oversight and Evaluation of Tax Incentives

The Inland Revenue Service administers tax incentives in New Zealand, while R&D grants are managed by
Callaghan Innovation, the government agency responsible for supporting hi-tech businesses in New
Zealand. The EECA is monitored by the Ministry of Business, Innovation and Employment, which advises
the government on energy policy.

While transparency of incentives programs exists in terms of program description, eligibility requirements
and application process, there is limited transparency in terms of policy formulation or evaluation,
including measurement and reporting of impact results of fiscal incentives for economic development and
FDI.

It is noted that New Zealand’s tax policy process is widely seen to work relatively well.** There is a degree
of cooperation between the private and public sectors that is quite rare internationally, and the tax policy
process includes a strong consultative component, which is effective in this small nation where most
stakeholders know each other well. There is a formalized policy process which has a high degree of
support from the private sector, tax officials, and government ministers.

41 Nordea Trade website.

42 PWC Tax Summaries

3 Struan Little, Geof D. Nightingale, and Ainslie Fenwick “Development of Tax Policy in New Zealand: The Generic
Tax Policy Process”
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3.3.3. Innovations for the Green Economy

The New Zealand government has made significant commitments to address climate change and support
New Zealand’s transition towards a net-zero-emissions green economy by 2050, with indirect attraction
implications for new foreign investment. A multi-pronged policy approach has been adopted by the
government, including a variety of legislative and fiscal approaches implemented or planned. Here are the
key elements.

Legislative Reform

A recent significant initiative was the introduction of the Zero Carbon Bill into parliament in May 2019,
considered ground-breaking for the sweeping changes it will create, if passed. The Bill addresses the
management of emissions, setting global benchmarks with ambitious reduction targets for all major
greenhouse gases. It includes tailored provisions for the agriculture industry (and biogenic methane gas
emissions) which contributes 48% of New Zealand’s total greenhouse gas emissions.

Importantly, the Zero Carbon Act not only makes long-term emissions targets legally binding, but it also
establishes a new, independent climate commission to provide emissions budgets, expert advice,
monitoring and reporting, to help keep successive governments on track. Moreover, it requires
government to implement policies for climate change risk assessment, a national adaptation plan, and
progress reporting on implementation of the plan.

This Zero Carbon Act framework is uniquely suited to cross-party agreement. It sets out legally-
mandated outcomes and process, without prescribing specific policies. It combines long-term clarity on
policy direction with flexibility in its delivery. It is based on the proven model established by the UK’s 2008
Climate Change Act. The UK Act has cross-party support and has been adopted in several other countries®.

Carbon Tax

The New Zealand Emissions Trading Scheme (NZ ETS) is another key component of the government’s
policy response to Climate Change, which supports global efforts to reduce greenhouse gas emissions
while maintaining economic productivity. This revenue-generating fiscal initiative puts a price on
greenhouse gas emissions, providing an incentive for people to reduce emissions and plant forests to
absorb carbon dioxide. The Environmental Protection Authority (EPA) ensures compliance under New
Zealand’s Climate Change Response Act 2002.

Green Investment Fund

Another significant initiative was the announcement that, as part of the 2018 Budget, the New Zealand
Government intends to establish a national Green Investment Fund, named New Zealand Green
Investment Finance Ltd (NZGIF). NZGIF will be formed as a company under the Public Finance Act 1989
(government shareholding) and funded by the government with $100 million in initial capital plus
budgetary contributions for initial years’ operating expenses. It will have prescribed and mandatory
reporting requirements to the Crown and operate independently with a high degree of flexibility to work
in a market responsive manner.

NZGIF’s mission will be to accelerate low emissions investment in New Zealand, focusing on four key
objectives: (i) to make investments that lower domestic emissions, (ii) crowd-in private finance, (iii) make

44 New Zealand government website
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investments on a commercial basis, and, (iv) undertake a market leadership role*. Incorporating
documents are not yet final and the question of additional supporting legislation is under review.

3.3.4. Summary comments

New Zealand enjoys a sound and welcoming investment climate and superior business-friendly economy,
which is actively promoted in support of the goal of increased FDI through various government initiatives
and incentives. Some tax incentives are utilized — such as the subsidies in support of international
partnerships and R&D initiatives -- but there is not a preponderance of fiscal incentives in place that are
designed — or evaluated - specifically for business attraction and FDI.

In terms of the green economy, some tax incentives are available and New Zealand has taken a leadership
role of global stature through legislative reform and the introduction of the multi-pronged Zero Carbon
Bill. Key fiscal initiatives under this bill include a revenue-generating carbon tax, the establishment of a
national Green Investment Fund, the New Zealand Green Investment Finance Ltd., and mandates for best
practice principles with respect to future policy implementation and reporting, which implies a
requirement for transparency and measurability.

3.4. SINGAPORE
(*" » 2018 Population: 5.6 Million

*
¢ 2018 Total GDP: USD 364 Billion
® GDP per capita: USD 64,582

3.4.1. Introduction

The island city-state of Singapore ranked #1 for the last fifteen years in a row in the World Bank's Doing
Business*® ranking. Key attributes of Singapore’s investment friendly climate are its central location within
Asia (within a 7-hour flight radius of four billion people), political stability, absence of corruption, a high-
quality industrial real estate park, highly skilled workforce, low tax rates and advanced infrastructure.?’

Singapore has based its economic development on a proactive strategy to attract FDI promoting its trade
openness, and, in 2017, Singapore was the fifth largest recipient of FDI inflows in the world (USD62
billion),* with more than half (54%) directed into the Financial and Insurance Services sector. A plethora
of foundational, fiscal and financial policies are intended to generate incentives to attract and retain
globally competitive businesses in Singapore.

The Singapore Economic Development Board (EDB) is a government agency under the Ministry of Trade
and Industry responsible for investment promotion and industry development in the manufacturing and
internationally tradeable services sectors.

45 New Zealand government website on NZGIF
46 World Bank — Doing Business Rankings

47 Santander trade website

48 UNCTAD, World Investment Report 2018
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The EDB also has a dedicated corporate investment arm, the ‘EDBI’, through which it invests patient
capital in globally competitive businesses to create sustainable industries and long-term shareholder
value. Equity investments focus on high growth technology sectors including, but not specifically, green
businesses.

The Global Investor Programme (GIP) is a non-fiscal incentive providing Singapore Permanent Resident
status to eligible global investors with substantial business track records who intend to drive their
businesses and investment growth from Singapore.

3.4.2. Fiscal Incentives

The fundamental tenet of Singapore’s tax policy is to keep tax rates competitive for both corporations and
individuals to attract and retain foreign investment. Singapore’s general tax scheme includes numerous
corporate tax credits and incentives for industries identified as ‘beneficial’ to Singapore’s economic
development.

Applicants are generally expected to carry out substantive, high value activities in Singapore, and are
required to commit to certain levels of local business spending and skilled employment. Additional factors
evaluated include applicants’ use of Singapore as a base from which to implement regional growth
strategies; the introduction and anchoring of leading-edge skills, technology, and activities in Singapore;
contributions to the growth of R&D and innovation capabilities; and potential spin-off benefits to the rest
of the economy.

Several green fiscal incentives are in place (see Box 1 below). The majority of fiscal incentives are available
to businesses generally, to enhance the economics of doing business in Singapore. While these are
expected to favourably impact employment indirectly, they are not tied specifically to incremental jobs
as an eligibility requirement.
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Box 1: Singapore Green Fiscal Incentives

Carbon Tax: Singapore intends to implement a carbon tax, starting in 2019, on the emission of
greenhouse gases. The tax will generally be applied upstream, for example, on power stations and
other large direct emitters, rather than electricity users. Other Green Incentives focus on the
following areas:

The Water Tariff is a tax paid that covers the costs incurred in various stages of water production
process—collection of rainwater, treatment of raw water, and distribution of treated potable water to
customers through an extensive nationwide water pipe network. The Water Tariff is charged based on
the amount of water consumed. A water conservation tax is also imposed for certain levels of water
consumption.

Renewable energy and fuels: The EDB’s Solar Nova program is a government procurement initiative
encouraging all government agencies to collaborate to use solar power, to spur the growth of the
solar industry in Singapore and contribute to Singapore’s aim of adopting 350 Mega-Watt-peak of
solar power by 2020.

Low emission vehicles and green building initiatives may be eligible for additional tax rebates or
grants.

Pollutions control equipment and systems are eligible for accelerated capital allowances and under the
Material resources and waste management scheme, grants encourage implementation of waste
minimization and recycling projects.

To illustrate the scope and variety of fiscal approaches utilized to incent business growth generally, across
sectors, please refer to Annex D.

Governmental Oversight and Evaluation of Tax Incentives

While descriptions, including eligibility criteria and process considerations, for Singapore’s many fiscal
incentives are readily available, there is limited transparency in terms of the strategy, process or results
of tax policy development and evaluation; any such internal review process or results are not published.
Without such transparency or data available from other sources, it is not possible to effectively evaluate
impact or efficacy of the various incentives comprising the web of Singapore’s tax incentive scheme, for
comparative purposes.

Inland Revenue Authority of Singapore (IRAS) is the tax authority in Singapore responsible for
administration, compliance, tax collection, policy development, drafting tax legislation, and other services

for the government such as property tax valuations and tax treaty negotiations.

The EDB and the Monetary Authority of Singapore also have some administrative authority for certain
fiscal programs.

INTERNATIONAL FINANCIAL CONSULTING LTD

FINAL REPORT: ADVANTAGEBC




3.4.3. Innovations for the Green Economy

Singapore is signatory to the Paris Agreement, which builds on its existing commitment to reduce, by
2020, greenhouse gas emissions by 16 percent from the business-as-usual level and is on track to meet
this goal. In addition to its green fiscal incentives, such as the aforementioned carbon tax, Singapore
recognizes sound financial markets as critical not only to its economic development strategy, but to the
sustainability agenda of the nation and worldwide.

Singapore Stock Exchange (SGX)

The Singapore Stock Exchange (SGX) plays a leadership role ensuring market confidence and stability, and
the government has fully supporting SGX’s initiative to introduce mandatory sustainability measures to
its risk management and compliance practices.

The SGX is a Self-Regulatory Organisation because in addition to its for-profit commercial objectives as a
listed company, the SGX has regulatory obligations and a public interest duty as a market regulator.

Regulatory functions include oversight of all listed issuers in terms of compliance with the listing rules and
disclosure requirements to ensure high standards of corporate governance and transparency. The SGX is
overseen by the Monetary Authority of Singapore (MAS).

With increased global awareness and attention by investors and other stakeholders to the importance of
sustainability practices, there is increased demand for transparency in sustainability reporting. Investors
care about how environmental, social and governance (ESG) factors, or sustainability considerations, are
managed, and investors use ESG information as an indication of the quality of management.

SGX-listed companies also need to consider how they may be affected by climate change and other
sustainability risks in order to embed resilience into their own strategies and risk management. Research
demonstrates increasing evidence of linkages between sustainability performance and corporate
performance®.

In this context, the SGX in June 2016 established a mandatory annual reporting requirement for all primary
listed companies to issue a sustainability report on a “comply or explain” basis, starting from the financial
year ending December 31, 2017. This follows the trend established by other stock markets that have
already required or encouraged their registrants to disclose material sustainability, environmental and
climate change related information (Toronto, Malaysia, Johannesburg, Korea and Bombay).

SGX Reporting Guidelines
The SGX also published reporting guidelines®® on the expected structure, content and preparation of the
sustainability report. A summary of key content components is provided in Annex E.

Introductory comments in these guidelines state that “SGX believes that the addition of sustainability
reporting to financial reporting provides a more comprehensive picture of the issuer: statements of
financial position and comprehensive income provide a snapshot of the present and an account of the
past year, while sustainability reports of ESG factors show the risks and opportunities within sight,

4 Clark G., Feiner A. & Viehs M. (2015), From the stockholder to the stakeholder — How sustainability can drive
financial outperformance. Retrieved here.
%0 SGX Sustainability Reporting Guidelines
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managed for future returns. Taken together, the combined financial and sustainability reports enable a
better assessment of the issuer’s financial prospects and quality of management.”

The SGX itself prepared its own corporate sustainability report for 2018, published on its website and
outlining its assessment of the impact of its material ESG risks and opportunities.®!

SGX reporting guidelines do not require a specific reporting framework. They do urge the issuer to select
a sustainability reporting framework appropriate for and suited to its industry and business model and
explain its choice. Several well-known and globally-recognized sustainability reporting frameworks are
referenced in the guidelines, including the Global Reporting Initiative (GRI), International Integrated
Reporting Council’s Framework (IR), Sustainability Accounting Standards Board (SASB)’s standards, and
the standards and provisions of the Climate Disclosure Standards Board (CDSB) and Carbon Disclosure
Project (CDP), being particularly relevant to environmental matters.

As international frameworks become more standardized and integrated, sustainability reporting will
enable greater comparability. Similarly, as more companies recognize the long-term benefits of
consistently reporting sustainability and taking action, better reporting by more companies will occur.
More stringent mandatory requirements would also bring greater discipline. For example, independent
assurance would increase stakeholder confidence in the accuracy and completeness of
sustainability information disclosed; however, SGX has not mandated independent assurance at this time.

3.4.4. Summary Comments

Singapore has maintained its highly welcoming investment climate and a thriving business community
through the active development and promotion of its strength as a regional financial and trading hub, and
a web of numerous fiscal incentives targeting a vast array of business needs across sectors. The net effect
of these incentives is understood to have contributed to Singapore’s strong economic development and
FDI. However, Singapore is not a model of best practice governance principles in terms of transparency
and measurability of the economic impact of individual interventions.

In terms of green or sustainable economic development and incentives, Singapore’s leadership initiative
with respect to the introduction of mandatory sustainability reporting requirements and practices to the
SGX is notable. Some additional green initiatives have been undertaken, such as the new carbon tax and
water tariff; however, Singapore’s many fiscal incentives are largely neutral toward green activity.

3.5. FISCAL INCENTIVES IN OTHER JURISDICTIONS

3.5.1. International Financial Center (IFC) Incentive, Quebec, Canada

The IFC Incentive is a provincial tax credit available in Quebec, Canada intended to stimulate expanded
activities of financial institutions in Montreal. It was first introduced in Quebec to encourage the
development and maintenance of businesses specializing in certain cross-border financial transactions
conducted in Montréal. Eligibility for this tax credit program requires the applicant corporation be newly
located on the island of Montreal (or newly mandated or undertaking a new development project) with a

51 SGX website here.
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workforce of at least 6 eligible employees, performing qualified international financial transactions or
operations including both front and back office activities.

Tax credits can take the form of a corporate tax credit, calculated at 24% of eligible employees’ salaries
(subject to a cap), or under a personal tax advantage for an eligible foreign specialist employee.

Transparency and Measurability of Results: Detailed information on eligibility and administrative aspects
of the IFC incentive is readily available. Any records or published evaluations or economic development
impact results ascribed to this incentive are not readily publicly available; however, such evaluation could
be commissioned subject to the limitation of data availability.

Green Implications: There are no eligibility criteria expressly linked to green growth or sustainable
economic development objectives for the IFC Incentive. The published list of approved applicants under
this tax credit program include many of the major Canadian banks and financial institutions, such as BMO,
TD, CIBC, RBC, Merrill Lynch, HSBC, Desjardins etc.

3.5.2. Tax Credit for re-hiring female employees of SMEs, South Korea*?

This corporate tax credit is designed to promote the re-employment of female employees of SMEs who
retired or took leave for pregnancy, childbirth, extended family care and other personal reasons as
prescribed in the applicable legislation (Presidential Decree).

The credit is up to 30% of labour costs of SMEs (or 15% for medium-scale companies) for each re-hired
female employee, for a period of two years following re-employment. Employment contracts are
required, and credits can be carried forward.

Transparency and Measurability of Results: There is limited transparency of public reporting and impact
reporting or evaluation for this incentive.

Green/sustainability Implications: This incentive is presented as an interesting example of how multiple
SDGs (#5 gender equality, #8 decent work & economic growth) can be targeted using a fiscal/ tax credit
incentive, the impact of which can be measured and reported using the familiar metric of employment,
and also in the broader context of its contribution to sustainable economic development, and not
necessarily green from a strictly environmental perspective. Moreover, additional impact could be
achieved based on further eligibility requirements targeting particular industries / types of SMEs, or
environmental objectives.

52 Christian Kollinsky, SIAS/WAVTEQ May 2019, ‘Incentives for Sustainable Development’
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4. SUMMARY AND CONCLUSIONS

|4.1. MAIN FINDINGS FROM BENCHMARKING STUDY

e A welcoming investment climate was recognized by all jurisdictions as a critical platform: All
jurisdictions’ investment promotion tactics were premised upon the importance of their
welcoming investment climate as the foundation for business attraction strategies, which
included both fiscal and non-fiscal methods.

e A plethora of fiscal incentives were utilized across jurisdictions: Fiscal approaches included a
variety of mechanisms implemented for business attraction, retention, and growth, including a
number targeting green growth. This was true for all jurisdictions notwithstanding their differing
status as a stronger economy with an established record of healthy FDI or a lesser performing
economy. Mechanisms included revenue-based incentives (e.g. carbon taxes), on-budget
spending (e.g. subsidies, procurement policy, and tax expenditures/tax credits), and off-budget
initiatives (e.g. government investment in a public/private entity such as a green investment
bank); see summary Table 1.

Table 1: Fiscal Incentives

Fiscal Policy & Enabling |Revenue- On-Budget Off-Budget

Incentives for Tax Policy | generating Incentives incentives

Business Attraction Incentives (Grants/subsidies, | (Investment in PPPs,
(carbon taxes) | Procurement, Tax | Green Banks)

credits)

Connecticut v -

Luxembourg v - W W

New Zealand W& 0 W

Singapore W W D N

\ = green incentive
.\ =strong green focus

e Green tax incentives are being used in a manner similar to conventional tax incentives by
adjusting eligibility criteria to target green behavior and objectives.

e Business attraction strategies intended to drive green and sustainable economic development
are increasingly indicative of the paradigm shift in perspective by policy makers and market
players towards a more holistic understanding of the ecosystem of the green economy (and gaps
therein), to then be strengthened to achieve climate change goals at national and global levels.

e All jurisdictions’ business attraction strategies include tactics to create or strengthen
sustainable financial markets: Each jurisdiction has demonstrated leadership initiative to
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address increasing demands for greater access to sustainable finance sources and the
sustainability of markets themselves. Access to sustainable finance is acknowledged by each
jurisdiction as necessary for sustainable growth, and a critical success factor for an attractive
investment climate.

Many of these initiatives, summarized in Figure 1, are aligned with national strategies, and tactics
are multi-pronged, including but not limited to fiscal incentives. Performance indicators
increasingly reflect more integrated sustainability goals and fewer conventional economic
development indicators such as job creation in isolation.

Figure 1: Sustainable Finance Innovations for a green economy

Sustainable Finance Innovations for a green economy

m Green Investment Best Practices in
e Bank (PPP) for Clean Governance and Impact
Connecticut Energy Measurement
LGX exclusively Green Bonds Dim Sum LUXFLAG
trades Global Market il Labelling
Luxembou rg Sustalr‘\a_ble Leader M.:-lrket e
Securities Niche
)
- Iegis.:-::)e:m:c;istic National Green
2 Investment Fund
New Zealand approach
G- SGX mandates
EE Sustainability Reporting
Singa pore for all listed companies

e Canada’s expert panel Sustainable Finance Roadmap is similarly premised on the imperative
that sustainable finance is critical to Canada’s transformation to a green economy. Amongst the
many interdependent recommendations is to “consider a range of temporary issuance-based
incentives” (for green bonds, including tax credits, exemptions, interest deductibility and cost
reimbursements).>

e Transparency as a principle of good governance for tax incentives was generally limited to
process considerations, with readily available information promoting and describing the incentive
mechanisms, including eligibility criteria and administrative information.

53 Under Recommendation 9.2 of the report.
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e Impact results of tax incentives were generally not publicly reported: None of the jurisdictions,
with the exception of Connecticut, presented meaningful economic impact results in a public
forum, in terms of FDI or jobs created, and resulting from the implementation or use of specific
tax incentives. In the case of Connecticut, evaluation requirements for state tax incentives have
been legislated since 2014, and the Connecticut Green Bank conducts rigorous evaluations aligned
with best practice including good transparency, shared publicly.

e Impact Measurement of tax incentives across jurisdictions was not feasible generally, with the
exception of CT making reasonable progress to adopt best practice approaches.

A contributing factor is the inherent challenge of evaluating the effectiveness and efficiency of tax
incentives in generating economic impact., i.e. measurability of impact. It is especially difficult to
meaningfully link results to singular tax incentive mechanisms. The availability of data and
information on the elasticity or responsiveness of FDI with respect to host country effective
corporate tax rates, appropriate analytical expertise and methodologies, and sufficient political
will are some of the challenges. Even with expertise, isolating the impact of host country taxation
on investment flows at the margin has proven to be a difficult exercise, even in the pure domestic
context.

With increasingly complex tax systems, and the ever-increasing globalization of trade and
investment patterns, analysts must also consider factors such as the complex interaction of host
and home country tax systems and tax treaty networks to better understand the overall influence
of taxation on investment flows. Host country investment conditions and characteristics must also
be assessed to understand their influence (as impediment or enabler) in the efficacy of tax
incentives being evaluated to ultimately determine net social benefits.

It is within this broader framework that the question of how individual or multiple tax incentives
ultimately impact FDI and other metrics, such as job creation, should be addressed.

e Because of lack of transparency, tax incentives identified across jurisdictions generally could not
be assessed as particularly helpful examples for AdvantageBC. National tax authorities generally
do not align with best practices in the design, implementation and evaluation of tax incentives. A
recent Canadian study, for example, concluded that most of the economic development tax
incentives implemented by the Federal and Provincial governments at a total cost of
approximately Cdn$17 Billion, were ineffectively deployed.**

e The unique context of a jurisdiction will inform the appropriate use and selection of tax
incentives. The choice of tax incentives or mix of tax incentives, and the basic decision of whether
tax incentives should be used to bolster FDI and domestic business growth, is highly dependent
on individual country/jurisdictional circumstances (political, economic, market sectors, market
gaps) and perspectives. Therefore, caution is advised in ‘cutting and pasting’ solutions which were
successful in one jurisdiction into another.

54 Lester, John, Business Tax Incentives for Economic Development: Do They Work (May 20, 2018). Reforming the
Corporate Tax in a Changing World, Canadian Tax Foundation, 259pp. ISBN:978-0-88808-300-5.
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4.2. CONCLUSIONS

This report has provided AdvantageBC with a survey of fiscal incentives and approaches utilized across
four comparator jurisdictions for business attraction, retention and growth purposes, moreover with a
focus on growing the green economy. The variety of mechanisms, trends, best practice considerations
and results, can serve to inform the further evaluation and strategic approach AdvantageBC will pursue in
delivering its mandate going forward.
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ANNEX A: ASSIGNMENT TERMS OF REFERENCE

The following are excerpts from the Proposal submitted to Advantage BC as referenced in the signed Letter
of Agreement dated May 29, 2019, which serve as the agreed Terms of Reference for this assignment:

PROJECT CONTEXT

AdvantageBC International Business Centre Vancouver (formerly the International Financial Centre British
Columbia) was established in 1986 to attract international business to British Columbia by promoting the
legislated tax incentive available through the International Business Activity (IBA) program. On October
26, 2017, the British Columbia legislature passed the sections of Bill 2: The Budget Measures
Implementation Act which terminated the IBA program effective September 11, 2017.

The IBA program provided eligible corporations, foreign banks authorized to carry on business in Canada
and specialists who work for those entities a refund of the B.C. income tax paid on income related to their
international business carried on in B.C.

AdvantageBC remains committed to promoting British Columbia as a desirable location for international
business and has initiated a process to identify new products and services to carry out this mandate. This
analysis will include an assessment of BC sectors to identify those with potential for strong growth and a
review of international incentive programs to identify best practices.

While sector selection will be completed concurrent to the best practice review, we understand that the
organization will align any new strategic direction with the objectives of promoting and supporting
sustainable economic development in BC. This may include a focus on promoting sustainable or 'green’
industries.

PROJECT OBJECTIVE

The objective of this assignment is to identify and examine best practices in the use of tax incentives or
other innovative mechanisms for business attraction, retention and growth in several jurisdictions with
comparable characteristics to BC.

For over thirty years, AdvantageBC has promoted and will continue to promote
British Columbia as a desirable location for international business."

- Bruce Flexman

PROJECT DELIVERABLE

The assignment will deliver the following:

e A report detailing best practices in the use of tax incentives or other innovative mechanisms for
business attraction, retention and growth. Priority will be placed on incentives incorporating
principles of transparency, success measurability, and with a focus on sustainable or green
business.

e A summary PowerPoint presentation of the findings, for ease of dissemination
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ANNEX B: LUXEMBOURG - INNOVATION AND

ENTREPRENEURSHIP FISCAL INCENTIVES

Luxembourg’s fiscal incentive programs intended to stimulate innovation and entrepreneurship include
the following:

1. A regime for technical feasibility studies (up to a maximum of 50%, 60% or 70% of the total
investment for large enterprises, medium-sized enterprises and small enterprises, respectively)

2. Support for the construction or modernization of research infrastructure (up to a maximum of
50% of total investment)

3. Support for young innovative companies (up to a maximum of EUR800,000 or up to EUR1.2
million when located in determined assisted geographical areas)

4. Innovation aid for small and medium-sized enterprises (SMEs) of 50% to 100% with a maximum
of EUR200,000 for innovation advisory and support services

5. Aid for process and organizational innovation (50% for SMEs, and 15% for large companies
effectively collaborating with SMEs in the aided activity, with the collaborating SMEs incurring at
least 30% of the total eligible costs)
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ANNEX C: LUXEMBOURG - TAX INCENTIVES FOR FINANCIAL

COMPANIESSs

e Investment funds resident in Luxembourg generally are exempt from corporate income tax (CIT),
municipal business tax, and WHT on dividends. These investment funds are subject to the
subscription tax and to the general registration duty regime.

e A financial participation company, or Soparfi (Société de Participation Financiére) is neither a
specific type of company nor a special tax regime. It is a name used to refer to resident companies
that hold and manage the shareholdings of subsidiaries. As any Luxembourg resident company, a
Soparfi is subject to CIT, municipal business tax, and NWT; it benefits from Luxembourg’s double
tax treaties (DTTs), EU Directives (e.g. Parent Subsidiary Directive), the domestic participation
exemption on dividends received, and capital gains on qualifying participations.

e The private wealth management company (Société de gestion du Patrimoine Familial or SPF) has
been tailored to enter the private sphere of individuals for the purpose of wealth management.
Its corporate objective is restricted to the acquisition, holding, management, and disposal of
financial assets, to the exclusion of any commercial activity. As a general rule, an SPF is exempt
from Luxembourg taxation on income and net wealth tax (NWT) in Luxembourg.

e Securitisation companies (SCs) carry out securitisation activities or participate in securitisation
transactions. SCs are subject to normal corporate taxation based on their net accounting profit
(i.e. gross accounting profits minus expenses). However, the commitment to remunerate the
holders of securities (both capital and debt) issued by the SC qualifies as interest on debt even if
paid as return on equity. SCs are not subject to NWT in Luxembourg.

e Venture capital vehicle (Société d’Investissement en Capital a Risques or SICAR) The SICAR is an
entity mainly used for private equity investments. Incorporated under a corporate form, the SICAR
is subject to income tax at the normal rate with the benefit of an exemption on income and gains
(e.g. dividends, capital gains, liquidation proceeds, interest) from transferable securities qualifying
as investments in risk capital, as well as income arising from investments in liquid assets pending
their investment in risk capital for a maximum of 12 months.

e Financial services companies Banks, securities depositaries, insurance and reinsurance
companies, as well as other financial service companies, may benefit from specific regulations
when establishing their taxable basis for CIT (e.g. provision for the neutralisation of unrealised
exchange gains, general banking risk provision, provision for guarantee of deposits, mathematical
reserves, and/or catastrophe reserves).

5 PWC Worldwide tax summaries
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ANNEX D: SINGAPORE - FISCAL INCENTIVES

General Business Tax Credits & Exemptions:

e Pioneer Tax Incentive and Development and Expansion Incentive: Corporations manufacturing
approved products with high technological content or providing qualifying services may apply for
income tax exemption for 5 to 15 years for each qualifying project or activity under the Pioneer
Tax Incentive. Corporations may apply for their post-pioneer profits to be taxed at a reduced rate
of not less than 5% under the Development and Expansion Incentive.

e Investment allowance: Under the investment allowance, a tax exemption is granted on an amount
of profits based on a specified percentage (of up to 100%) of the capital expenditure incurred for
qualifying projects or activities within a period of up to five years (up to eight years for assets
acquired on hire-purchase).

e Incentives for internationalisation: The double tax deduction scheme for internationalisation
allows companies expanding overseas to claim a double deduction for eligible expenses for
specified market expansion and investment development activities. This includes manpower
expenses incurred when Singaporeans are deployed to overseas entities.

e Intellectual Property Development Incentive (IDI): The IDI is a new incentive scheme that was
introduced to encourage the exploitation of IP arising from R&D activities of the taxpayer. Income
from the commercialisation of certain IP will be taxed at a concessionary rate.

e Productivity and Innovation Credit (PIC): The PIC scheme provides for an enhanced 400%
deduction (subject to caps) for qualifying expenditures incurred in respect of six qualifying
activities for a period ending 2017: the acquisition or leasing of prescribed IT and automation
equipment; staff training; the acquisition of IP; the registration of IP rights; R&D; and Design.

With the expiry of the PIC scheme, a further set of deductions up to 250% of qualifying
expenditures has been introduced for the years of assessment 2019 to 2025.

e Mergers and acquisitions allowances allow a write-off, over five years, of 25% of the value of
qualifying mergers or acquisitions deals executed between 2015 and 2020, subject to a cap of SGD
5 million (or SGD 10 million in certain cases) per year of assessment.

Financial Institutions Tax Incentives

e Financial Sector Incentive (FSI) scheme: The FSI scheme covers a broad range of financial
institutions, including bond intermediaries, Asian currency units, derivative traders, fund
managers, equity capital market intermediaries, operational headquarters, providers of high-
value-added processing services supporting financial activities, providers of trustee and custodian
services, and trust management or administration services. Financial institutions that plan to
expand their Singapore operations and are prepared to meet various strict qualifying conditions
may apply for this incentive.
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Under the FSI scheme, income from certain high growth, high-value-added activities, such as
services and transactions relating to the bond market, derivatives market, equity market, and
credit facilities syndication, may be taxed at the preferential rate of 5%, while a broader range of
financial activities will qualify for a 12% tax rate.

Finance and treasury centre (FTC) Income derived by an FTC from approved FTC activities is taxed
at a reduced rate of 8%. Approved activities include international treasury and fund management
activities, corporate finance and advisory services, economic and investment research and
analysis, and credit control and administration. Interest payments to overseas banks and
approved network companies are also exempt from WHT where the funds borrowed are used for
approved activities.

Debt securities incentives: A package of tax concessions is available to various players in the
Singapore bond market, including those involved in certain Islamic financing arrangements.

Insurance Business Development (IBD) scheme: The IBD scheme is an umbrella incentive for the
insurance sector including a 10% concessionary tax rate for qualifying income.

Real Estate Investment Trusts (REITs): Distributions made to foreign non-individual investors by a
listed REIT out of rental income from Singapore real estate are subject to a reduced tax rate of
10%, subject to certain conditions.

Islamic financing arrangements: The income tax, stamp duty, and GST treatment of prescribed
Islamic financing arrangements and Islamic debt securities (Sukuk) are aligned with that of the
conventional financing contracts to which they are economically equivalent, subject to certain
conditions.

Infrastructure project finance incentives: Tax exemption is available for interest income earned
from qualifying investments in qualifying infrastructure projects/assets.

Sovereign wealth funds: Tax exemption is available for income derived by a sovereign fund entity
and an approved foreign government-owned entity from funds managed in Singapore.

Singapore Variable Capital Companies (S-VACC): An S-VACC will be treated as a company and a
single entity for tax purposes eligible for tax exemptions on income from funds managed in
Singapore and the existing GST remission for funds will be extended to qualifying S-VACC.

Headquarters Schemes: Approved regional headquarters in Singapore are taxed at a
concessionary rate of tax of 15% on qualifying overseas income.

Maritime Sector Incentive (MSI) scheme: The MSI scheme is the umbrella incentive for the
maritime sector. Incentives offered include tax exemption for shipping companies and a 10%
concessionary tax rate for international freight and logistics operators, in addition to other
incentives.

Qualifying ship operators and lessors under the MSI scheme also enjoy automatic tax exemption
on gains from the disposal of vessels, vessels under construction, and new building contracts.
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e Global Trader Programme (GTP): International traders are taxed at concessionary rates of 5% or
10% on qualifying income from physical trading, brokering of physical trades, and derivative
trading income.

Research & Development Tax Incentives: There are three main R&D incentives schemes offered in
Singapore:

e The Enhanced R&D deduction is considered most beneficial to investors. This ‘super deduction’
will, for 2019 to 2025, be a flat 250% enhanced deduction on qualifying R&D expenditures.
Unused losses may be carried forward indefinitely.

e RISC (Research Incentive Scheme for Companies), Innovation Development Scheme (IDS) and
Financial Services Technology Innovation (FSTI): are Government cash grant co-funds to
encourage and assist companies in setting up R&D centers in Singapore and developing their in-
house R&D capabilities. The support is typically 30% to 50% of total qualifying costs, such as
manpower-related costs, equipment and materials, professional services and intellectual
property rights.

o Double tax deduction for R&D expenses: This incentive provides a 200% tax deduction on R&D
expenditures incurred on approved projects. Unused losses can be carried forward indefinitely.
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ANNEX E: SGX SUSTAINABILITY REPORTING

Singapore Stock Exchange - Summary of Required Sustainability Reporting Components

SGX has proposed 5 Primary Components to be included in the mandatory Sustainability Report:

Material ESG Factors

Policies, Practices and Performance

Targets

Sustainability Reporting Framework

Board Statement

« |dentify material environment, social and governance (ESG) factors

» Describe the reasons for and process of selection

» Set out issuer’s policies, practices and performance in relation to ESG factors

» Provide descriptive and quantitative information on each identified ESG factors
» Performance described the context of previously disclosed targets

» Set out issuer’s targets for forthcoming year in relation to the ESG factors

» Select and state the reasons for selecting a framework to guide its reporting
and disclosure

» Selected framework should be appropriate to the business model and industry

* Board needs to state that it complies with these primary components or
described and explained the issuer’s alternative practices

SGX has further suggested the phased implementation approach

Primary Component

Material ESG Factors

Policies, Practices and
Performance

Targets

Sustainability Reporting
Framework

Board Statement

Phase 1

Identify 4 most critical factors

* Minimal description of how
issuer manages these factors

* No previous target for
comparison

* One metric per factor

* Plans for improved reporting

Qualitative commitments,
if no quantitative targets

In line with suitable
international framework

Compiled

Phase 2

Review, assess and identify
3 more facters

* Includes specific pelicies and
practices for each factor

* Quantitative metric and
qualitative description for
each factor

* Compare and disclose reason
for the differences

Shert and long term gualitative

targets and some quantitative
targets

Follow suitable internaticnal
framework

Compiled

Phase 3

Review and assess all 7 factors

* Includes specific policies and
practises for each factor

* Quantitative metric and
gualitative description for
each factor

* Compare and disclose reason
for the differences

* Short and long term qualitative
and quantitative targets.

* Include peer/sector benchmark

* Link te KPIs

In line with suitable internaticnal
comprehensive framework

Compiled

Source: Nexia TS website: “Sustainability Reporting: A New Requirement for Listed Companies”
https://www.nexiats.com.sg/nexiapulse_item/sustainability-reporting-a-new-requirement-for-listed-companies/

INTERNATIONAL FINANCIAL CONSULTING LTD

FINAL REPORT: ADVANTAGEBC




