DIVISION OF ECONOMIC POLICY, RESEARCH AND
LEGISLATIVE AFFAIRS

BIOTECHNOLOGY INVESTMENT
INCENTIVE TAX

ANNUAL STATUS REPORT
CALENDAR YEAR 2006
TAX —GENERAL ARTICLE

SECTION 10-725(h)

Submitted by:
Maryland Department of Business and Economic Devel opment

January 2007




STATUS REPORT

BIOTECHNOLOGY INVESTMENT INCENTIVE TAX CREDIT

CALENDAR YEAR 2006

PROGRAM OVERVIEW

Maryland's Biotechnology Investment Tax Credit program provides income tax
credits for individuals, corporations and qualified Maryland venture capital firms that
invest in Qualified Maryland Biotechnology Companies (QMBCs). This tax credit
program was enacted in 2005 to offer incentives for investment in seed and early
stage, privately held biotech companies. The program was funded as of July 1, 2006

in the amount of $6,000,000.

The value of the credit is equal to 50 percent of an eligible investment made in a
qualified Maryland biotechnology company during the taxable year. The maximum
amount of the credit cannot exceed (1) $50,000 for individua investors, and (2)

$250,000 for corporations and qualified Maryland venture capital firms.

The total amount of Final Tax Credit Certificates issued in each fiscal year cannot
exceed the amount appropriated to the reserve fund in the state budget. All
applications are reviewed and approved by the Maryland Department of Business and

Economic Development (DBED) on afirst come, first served basis.



Qualifications

e A Quadlified Investor is an individual who invests at least $25,000 in a Qualified
Maryland Biotechnology Company or a corporation that invests at least

$250,000 in a Qualified Maryland Biotechnology Company.

e A Qualified Maryland Venture Capital Firm is defined as (1) organized for the
purpose of investing funds in privately held companies engaged in the research,
development, or commercialization of innovative and proprietary technology;
(2) has at least two principals who each have at least 5 years of venture capital
experience; (3) has at least 1 year of experience investing in biotechnology or
biopharmaceutical companies; (4) has its principal place of operation in the
State of Maryland; and (5) invests at least $250,000 in a Qualified Maryland

Biotechnology Company.

e A Qualified Maryland Biotechnology Company is a company that (1)has its
headquarters and base of operations in the State of Maryland; (2) has fewer than
50 employees; (3) has been in active business no longer than 10 years; and (4)

has been certified as a biotechnology company by DBED.

Applying for the Credit

At least 30 calendar days but no more than 60 calendar days prior to making a
gualifying investment, the investor must complete and mail the Maryland
Biotechnology Investment Incentive Application Forms to DBED. The completed
application includes both investor forms (Form Al, A2 or A3) and the Maryland

Biotechnology Company Form (Form B). Only mailed applications are accepted and



the use of a courier service encouraged. Electronic or faxed applications have not
been accepted. Complete forms must include al information requested. Incomplete

applications are rejected.

Certification Process

All applications are reviewed and approved based on the order in which they were

received. Applications were accepted only after 9:00 am. on July 3, 2006.

Applications and proof of investment forms are reviewed by a reviewer who is a
member of the Biotechnology Investment Incentive Tax Credit Committee. The
application and proof of investment forms are then presented to the Committee for
action during meetings held each week. The Committee is comprised of DBED
professional employees with expertise in biotechnology, venture capital funding,

business law and taxation.

Within 30 calendar days of receiving the application, DBED then issues an Initial Tax
Credit Certificate certifying the amount of any approved tax credits to a Qualified
Investor or a Qualified Maryland Venture Capital Firm or offer reection. After
DBED hasissued an Initial Tax Credit Certificate the investor has 30 days to make an
investment in a QMBC. Within 10 days of making an investment in a QMBC the
investor shall provide written notice with supporting documentation to DBED. If the
investor fails to provide notice of investment to DBED within 30 days after the

issuance of the Initial Tax Credit Certificate DBED rescinds the certificate. Based on



the actual amount of an investment made by the investor DBED issues a Fina Tax

Credit Certificate to the investor.

Initial Tax Credit Certificates can be rescinded due to the fact that the prospective
Investor or Qualified Maryland Venture Capital decides to invest less than the amount
originaly applied for or decides not to invest at all. The program has been over
subscribed since December 2006, however since tax credits go back into the program
for rescinded initial tax credit certificates, more initial tax credit certificates have been
issued. The order of theinitial tax credit certificates, after approval of the application,
has always been on a first-come-first-served basis. This is determined in the order of
completed applications received by the date and time stamped on the forms by

designated DBED employees.

A qualified Investor or aqualified Maryland Venture Capital Firm may redeem afinal

tax credit certificate for ataxable year beginning after December 31, 2006.

Applicants are made aware that aware that all information submitted in or
accompanying an application may be subject to the provisions of the Maryland Public
Information Act (Md. Code, State Government Article, Title 10, Subtitle 6, Part 111)

and to the provisions of Md. Code, Tax General Article, 810-725(h).

BIOTECHNOLOGY INVESTMENT INCENTIVE ACT ACTIVITY

Beginning on July 3, 2006, DBED received a total of 221 applications for the
Biotechnology Investment Incentive Tax Credit. Of these 221 applications, 181

resulted in the issuance of Initial Tax Credit Certificates. Maryland residents



accounted for 148 applications and 73 were from other jurisdictions. Thirty one
applications were regjected for various reasons, including incomplete applications and

failure to meet the criteriafor a QMBC as determined by DBED.

To date, the program has been highly successful in attracting $12 million dollars in
total capital investment into QMBCs. For the calendar year 2006 atotal of $6,812,380
in Initial Tax Credit Certificates were awarded. This amount must then be reduced by
$772,502 to account for rescissions of Initial Tax Credit Certificates and further
reduced by $87,500 to account for reductions in the amount actually invested by
Investorsin QMBCs. Therefore, the amount of Final Tax Credit Certificates awarded

as of December 31, 2006 is $5,952,378.1

For calendar year 2006, a total of 20 QMBCs received capital under this program.
The QMBCs are located in Frederick County, Montgomery County, Howard County,

Baltimore City and Baltimore County.

A summary of the Biotechnology Investment Incentive Act for calendar year 2006 is

attached.

ISSUES GOING FORWARD

DBED recommends the following changes to be made to improve the Biotechnology
Investment Incentive Act adopted in 2005. These changes include: (1) imposes a 1-
year waiting period before receiving credit and limits the credit or refund to 50% each

year for two years; (2) caps the amount of tax credit available for investments madein

! The remaining $47,622 has or will be awarded on afirst come first served basis in the order of completed
and approved applications received.



a single company to 15% of the appropriations to the fund in a given fiscal year; (3)
requires a Qualified Maryland Biotechnology Company (QMBC) to be no more than
six (6) years old, exclude publicly traded companies, and requires a QMBC to be in
good standing with all agencies of the State and not be in default of any loan; (4) define
an “investor” as any taxable entity required to file an income tax return in any
jurisdiction and exclude any individual or entity that, before the investment was made,
was afounder, director, officer, principal, member or general partner or spouse or child
of those parties, of the QMBC; (5) allows DBED to adopt regulations to handle issues
regarding the definition of a Qualified Maryland Biotechnology Company, address
under or over subscribed tax credits, and suspected fraud; and (6) provides that
investors must submit information regarding the viability of the biotechnology and that

the tax credits may be recaptured if the investor fails to comply.
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