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The mission of Grow Me State is to create coor@da@nd sustainable state policies to
encourageéechnology-based economic developmenncluding:

Angel Tax Credit program to bridge the gap in equity funding foreatage
companies in Missouri

Proof of Conceptprogram andGeed Capital Revolving Fundo improve the
conversion of R&D into Missouri-based jobs and cid

Strengthening th&lissouri Technology Corporation
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The following members of the statewide Steering Guttee commissioned the Grow Me State
study on Missouri’s need for risk capital and depeld these recommendations:

Jim Anderson, Springfield Area Chamber of Commerce

Jim Baker, Missouri State University

Brian Clevinger, Prolog Ventures

Jay DelLong St. Louis Regional Chamber & Growth Association
Richard C. D. Fleming, St. Louis Regional Chamber & Growth Association
Tom Henderson University of Missouri

Greg Johnson Prolog Ventures

Bob Marcusse Kansas City Area Development Council

Teresa Maledy, Commerce Bank

William Nelson, Prairie Capital Management Inc.

Mitch Robinson, Cape Girardeau Area MAGNET

Joseph Schlafly Stifel, Nicolaus & Company, Inc.

Scott Zajac, Advantage Capital Partners

The St. Louis Regional Chamber & Growth Associateshin the development of the Grow Me
State initiative, which is actively supported bye tMissouri Chamber of Commerce & Industry,
Missouri Chamber Federation, Cape Girardeau Are&MNET, Columbia Chamber of
Commerce, Forward Metro St. Louis, Greater Kansgs@hamber of Commerce, Kansas City
Area Development Council, and Springfield Area Chanof Commerce, representing
thousands of businesses across the state.
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by Dr. Mark Parry
Kauffman/Missouri Endowed Chair of Entrepreneurial Leadership
Henry W. Bloch School of Business and Public Administratio
University of Missouri—Kansas City

The Grow Me State Steering Committee commissiohedtudy by Dr. Parry on Missouri’s
entrepreneurial climate and need for risk capildighlights from his report, which was released
in October 2007, can be found below.

Qe
o ”

! Missouri iSNOT capitalizing on federal research money coming ih&o
state because we lack incentives to convert negodesies into commercialized products,
businesses, and jobs in Missoutither states are capitalizing on our research!

Despite the dramatic increase of venture capitadi$uocated in Missouri during the past ten
years, there has beemnlawnward trend of venture investment into Missouri’s
entrepreneurial firms during that same period. This is an indicatot Messouri is not growing
enough new technology start-ups and not maturingjiag ones to the point where they can
attract venture capital investo{See graphs on opposite page)

Missouri’s portion of all U.S. venture capital dropped more than seven times over
the past ten years...

..We are losing ground to our surrounding states!
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Missouri has fallen behind other states in part bemuse of its lack of state investment in
capital formation programs.

States geographically surrounding Missouri (ouritfieoring States”) spend an average of
$2.79 per capita on capital formation programsatestidentified as being technologically
similar to Missouri (“Tech-Similar States”) spen @average of $2.94 per capita on capital
formation. In stark contrast, Missouri spends did¢ per capita on these programs.

Per Capita Commitments to Capital Formation Program s

Average of Average of
Neighboring States: Tech-Similar States:
Arizona, Indiana,
Michigan, Minnesota,
North Carolina, Ohio,

Arkansas, lllinois,
lowa, Kansas,

Kentucky, _ _
& Oklahoma S & Wisconsin

(National Association of Seed and Venture Funds)
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State Angel Tax Credit programs help bridge theigagguity funding for advanced technology
startup businesses so they can reach their nettdégrowth.

[ 0)

Investors would be eligible to receiv8@% tax credit (40% in rural and distressed
areas) for investing in a qualified small business.

Investors would be required to hold their investtadar at least three years. The
maximum amount eligible for the credit is $50,0@0 mvestment and a total of
$100,000 per investor.

The program would have an initahnual cap of $5 million.
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THE CAPITAL LIFECYCLE

Angel investors take more risks than venture chgisabecause they invest in less developed
companies. While venture capitalists generallestat least $6 million per company, angel
investors generally invest $1 million or less pempany. The Angel Tax credit encourages
accredited investors to increase their equity itests to close the current gap in funding
between angel investors and venture capitalists.

U.S. angel investments totaled $26 billion in 2087,8% increase from the previous year, and
contributed to the creation of 200,000 new jobs3.8rjobs per angel investment. Software
accounted for the largest industry sector of inwestt at 27%, followed by healthcare services,
medical devices and equipment at 19%, and biotdobp@t 12%. (Center for Venture Research at the

University of New Hampshire)
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According to the National Governor’s Associa 2008 report on angel invest), 18 states
currently have an Angel Tax Cre program, including three of our neighboring stz
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Since the state’s Angel Tax Credit was passed @4 2he
number of angel networks and funds more than tripled.
Wisconsin’s total earlgtage investment increased 43% fr
2006 to 2007, from $103 million to $147 millionh&
average deal size increased from $2.24 milliorrpend in
2006 to $4 million per round in 200(NorthStar Economic£2008 Risk

Capital Report: Wiscons)n

Furthermoreyenture capital investment also increased dranit since the program’
creation from 11 deals totaling $42 million in 2003 to @4als totaling $90 million in 200

(PriceWaterhouse Coopefsational Venture Capital Association Money Treevéy.)
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W In 2006,Missouri researcher Dr. Debra ElliegindedOsteoGeneX,
5 to develop drugs that treat osteoporosibuildingbones. The
’J,, company was cginally located in Kansas Cityut moved tc

Anabvolic Therapeutics LAWrenceKansas in early 2007.

When asked why the company deciderelocate, Dr. Ellis said,
“The money and resources avbat made the difference to L

One of the main incentives that Kansas was abtdféo OsteoGene’

was$29,000 in Angel Tax Credit: for its investors, which are to be

used in closing a round of private financing in 2-2009.

This is a lost opportunity for Missouri!
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The Proof of Concept program is designed to heymaced technology companies with high-
growth potential reach their next stage of busirfiesding.

[ 0)

Approximately 25 awards of $50,000 eai.25 million per yeal) would be available
annually in the form of forgivable loans.

Some companies will fail, but most will succeedhé&M they do, companies are required
to repay the loan within five years, withmanimum repayment of two times the

original amount of the loan These paybacks will be rolled back into the paogfor
future awards, enabling the program to becomefaatling.

Companiesnust also leverage one dollar of private investmerior every dollar of
state financial assistance

To be eligible companiasust be classified as a small businessid 50% of employees
and assets must be located in Missouri. Emplegésries must be 35-40% higher
than the average county wage
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The Proof of Concept program is modeled after alal@knma program that was created in 1999
through OCAST (Oklahoma Center for the Advancena¢icience & Technology)Since its
inception, the Proof of Concept program has awarde®8 million to 86 companies, which
have subsequently leveraged more than $198 millian private investment. This translates
to $30 in private capital raised for every net dokr expended on the program. (e, inc., 2008)
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The following chart depicts the industries whhavereceived Proof of Concept funding throt
the OCAST program Telecommunications and Internet companies receilre most funds wit
$2.1 million. @mputer software and hardware companies recehe second largest amotof
$1.4 million, followed by medical, lotechnology, and pharmaceutical compe.
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BRUSHFIRE -

Brushfire Technologies wasounded by Tedd

The OCAST programs, [Proof of Concept]\
particular, have been a crucial piece

Wyatt in early 2005. The compe, located in Brushfire’s product development funding
Broken Arrow, Oklahoma, develops network The funding is allowing us to add k
security products such as FireBreak, which blc ~ commercialization features to the prod
hackers by monitoring system traffi above what we’re able to accomplish with

SBIR funding. This puts us in an excelle
Brushfire received &150,000 Proof of Conce position to enter the commercial market w
loan from OCAS, and has since receiv  our product. Commeral revenue is necesse
$220,000 in Department defense SBIR Phase to attract the outside investment necessar
money and $700,000 in SBIR Phase Il money f  complete the product and build the supy
total of $920,000 in outside fundir infrastructure  for revenue growth ai

profitability.
\ —Teddy Wyatt, founder of Brushfire Technologiy

Wyatt credits the OCASTProof of Concep
program with adding credibility to his idea ar

business at a critical early stage.
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The Seed Capital Revolving Fund is designed to sedqal and early-stage advanced technology
businesses in Missouri achieve their next levegrofvth.

[ 0)

A state revolving fund made up $10 million annually would make up to 20
investments per year, at an average size of $50@80investment.

To attract professional fund managers and investioesfund would need to receive
appropriations for a minimum of five years.

To be eligible, the seed-stage or start-up compgam@ild berequired to obtain a 50%
match of private funds. Such businesses would alsoreguired to have at least 50%
of their employees and assets located in Missouri

The funds may be used for a variety of activitiepehding on the company’s submitted
business plan, including IP development, protogeation, market studies, business
operations, and securing a management team.
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The Maryland Venture Fund was created in 1994 stata-funded seed and early-stage equity
fund. To date the fund has invested more than $45 milliom 175 companies, and seen a
return of more than $57 million to the state. Compnies in the fund’s portfolio have also
attracted $1 billion in private equity. More than 1,500 jobs have been created with an
average salary of $70,000 (about twice the stateveidiverage). Maryland Department of Business and

Economic Development)
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Thirty states, including six of our neighbors, havestate-funded venture capital or seed
capital programs. Several states started small funds in the 1980s$ave recently created new
funds and directed larger amounts of money to tbgrams. Combined, these 30 states have

state-funded seed and venture capital investméi$®.4 billion. (National Association of Seed and Venture
Funds, 2008)

The other 24 states with funds are CO, CT, DE,GA, HlI, IN, LA, MA, MD, ME, MI, MN, ND, NJ, NM, NY, OH, PA, RI,
SC, TX, UT, and VA. Fund totals based on totalitshjpinder management, which includes all monieslable for investment
and monies currently invested. (NASVF 2008)



The Missouri Technology Corporation (MTC) is a jatie not-for-profit corporation that was
created by the General Assembly in 1994 to leadtde’s efforts in technology-based
economic development. The organization focusdsefping individuals and companies transfer
new discoveries to the marketplace, creating hegi+-fobs for Missourians.

In 2007 the Lewis & Clark Discovery Fund was egtdt#d, which allowed a one-time infusion

of funds into the MTC. Two of the programs thatevereated with these funds were the SBIR
Revolving Bridge Loan and the IP Management Fund.
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Many high-tech companies that have received fed&radll Business Innovation Research
(SBIR) and Small Business Technology Transfer (SBAfase | grants risk running out of
money while they are waiting for their Phase llrgsato be approved. This lull occurs at a time
when many start-up companies are at high riskibfreaor being lured away to other states with
competing incentive packages.

To alleviate the risks of the funding gap, the Majproves forgivable bridge loans to
companies that allow them to continue working uthiir Phase Il grants come in. If the
company receives the Phase Il money then they paysback the loan at a high interest rate. If
the company does not win the award then the lo&orgsven.

An infusion of$500,000n state funding is needed to allow the successf@BIR loan
program to continue.

3

The Intellectual Property (IP) Management Fund astablished to help Missouri-based start-up
companies and universities pursue patent protefiopromising new technologies. Many
universities and companies do not have the ressdiocdiling appropriate patent protections for
all of their ideas. This makes them less attractovventure capital companies, who prefer to
invest in protected technology.

The IP Management Fund provides up to $15,0004istasith the preparation, filing, and
prosecution of a patent application. The fundss available to Missouri Innovations Centers,
Missouri Small Business Development Centers, annvkewsity technology transfer offices that
assist start-up companies with licensing.

A sum 0f$300,000s needed to continue the program
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Vice-President—New Ventures & Capital Formation
St. Louis RCGA
Phone: (314) 444-1130
E-mail: jdelong@stlrcga.org

Senior Vice-President—Public Policy
St. Louis RCGA
Phone: (314) 444-1107
E-mail: ccasteel@stlrcga.org

Project Manager—Public Policy
St. Louis RCGA
Phone: (314) 444-1144
E-mail: csnively@stlrcga.org




