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million off the value of its 1.1 hil

Hon ‘meestment portfolio last year,

following . $469 million weite-down
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expected 1o cotinne indefinitely, says
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Bryant

“There’s still encugh value ?s& on
the books. to see sizable humbers [of
write-dizwns] over the next quatterd if
we continue inan eiwironment where
financing s scarce, where companies
have difficedties reaching break-

throughs and companies are having
difficulties gaining customers,” he told:

mvestors and analysts on 2 conference
calllast week,

Altheugh Intel &5 not the only cor-
porate mvestor 1o be dogged by wrige-
downs — [PMorgan Partners, for
example; took a $1.2 billion write-
doswn i 2001 and continues 1o bleed
red ink — it is a bellwether for earby-
stage technology investors because ity
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Last year Intel Ca; tal spent about
s200 m;iimn investing i 100 portfo:
fio companies, Two-thirds. of those
were follow-on investments, while the
enainder was new deals. The firm
expects to spend aboitt the same in
the coming year, bat'spend. the bulk
of that on new purtfolio companies,
says. Intel Capital spokeswoman
Laura Anderson.

The firm announced:a 5156 million
push intg Wik in Ootober, and abso
plans w balk ups its portfolio with dig-
ital home computing technologies,
server technologies and in modular
computing. It recentdy cosed s first
ranotechnology-deal, and will continue
o fund companies developing sensors,
MEMS sonsors, semiconduciors and
fuei cells, 8,
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Defz‘m‘tidn_s.irlh_ﬂlis subsection:

1. “Bona ﬁde 'a.ngéi investment” means a purchase of an equity 1nterest or any other expenditure,
as deterﬂnned by mie by the department that is made by any of the following:

“a An mdwadual who reviews new i)usmesses or propcsed new businesses for
potent;laj mvestment of the 1nd1v;,dual’s money '

b. A network of mdlwdnals who satisfy subd 1.
“Cia:imant” means an md1v1dua1 who ﬁlcs a claim under ﬂus subsecnon

_.3 “Quahﬁed new busmess venture means a busmess that 1s certlﬁed under S
s 56003(26) A B _ _

(b) F zlzng clazms Sub_]eet to the hm}mtlons prevzded in t}ns subsec’uen and in
s. 560.03 (26) a claimant may claim as a credit against the tax. 1mposed under s. 71.02
or 71.08, up to the amount of those taxes, an amount equal to 40 percent of the
claimant’s bona fide angel investment made dzrec’dy in a qualified new busmess
- venture in the taxable year.

: {c) 'Limz'mﬁons 1. The maximum amount of the credits that may be claimed
under thas subsecﬁ@n for all taxable years com%;med is $30 000 GOO

'. bas:ts fora credit under this subsection is $500,000 for each investment made directly
ina busmess certlﬁed under s. 560 03 (26)

o . 3 F or a clairnam who isa nonresxdent or pari:————year reszdent of this state and
who isa smgie person or a married person filing ¢ a separate return, multiply the
credit for. which the claimant is eligible under par. (b) ’Gy a fraction, the numerator
of which is the individual’s Wisconsin adjusted gross income and the denominator of

2 The maximum amount of a cEaImant s mvestment  that 1 may be used asthe



It has its headguarters in the state.

. At least 51 percent of the employees employed by the business are employed in this state.
. Its average annual net income, if any, for each of the 2 taxable years immediately
preceding the taxable year to which the certification applies does not exceed $5,000,000.
.. It’s nét worth, in any, in the taxable year to which the certification appiiés does not
exceed $10,000,000.
. Tt is engaged in, or has committed to engage in, manufacturing, agriculture, or processing
or assembling products and conducting research and deye_lbpment or developing a new
pfbduct or business process.
. It is not engaged in real estate development, insurance, banking, lending, lobbying,
political consuiting, professional services provided by attorneys, accountants, business
consultants, physicians, or health care consultants, wholesale or retail trade, leisure,
hospitality, transportation, or construction.
. It has less than 100 empigyees. _-
. Ithas beéﬁ 1n .o.perati.on.in this Siate for not more than 7 consecutive years.
. It has not received more than $1,000,000 in investments that have qualified for tax credits
under s. 71.07 (5d).
(b} In consultation with the department of revenue, promulgate rules to limit the
aggregate amount of tax credits under s. 71.07 (Sd) that may be claimed for

investments in businesses certified under par. (a) at $5,000,000 per taxable year.






Thank you colleagues for listening to me today.

D _ :
I thank Senator Kanava$ who has worked very hard to negotiate this bill with the
administration in an effort to find a wa/;that we can accomplish a common goal.
How do we get investors to put their dollars here in Wisconsin? We need investors to .
choose Wisconsin. . VMW‘/ .
One of the ways to encouirage investment is to offer a tax incentive.” The original bill P W‘éﬁ"
offered both an up-front fax credit, and a capital gains exemption when the investment in%
a new business is sold. The bill, as will be amended by the ‘Substitute Amendment that
has been distributed will remove the capital gains exemption and concentrate instead on

-

the tax credit. _t- M O B L_‘OA?, M&wﬂax—
Qi PrrtrendL@son
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Hahn, Eugene

Business Phone

(608) 266-3404

Home Phone 9201y 3 :
Rep Hahniilegis. statd
W3195 Old Cty Fwy
Cambria. WI 33923
15 West, State Capitol
Box 8952 District 47
Madison, WI 537088

Honadel, Mark

Business Phone

E-mail
Home Address

t608) 266-0610

Home Phone

Business Fax  (60%) 282-3621

Home Address - 1219 Manitoba
Avene South
Milwankee 53172

Business Address  Room 6 North State
Capitol P.O. Box
8952 Madison
33708

Lothian, Thomas

Business Phone  (608) 266-1190

Home Phone (262
E-mail Replothian
Home Address 339 Park Ridge Rd
S Williams Bay, W]
33191
Business Address 304 North, State
Capitol PO Box

8932 Madison, Wi
33708-8952

McCormick, Terri
(6083 ’66~7>O

Busimess Phone

Home Phone

Other Phone (9’?0} 830-3560
E-mal Rep McCormickigileg
Home Address 3328 W. Parkridge A

Appleton. WI 54914
[13 West. State Capit
8033 District 36 Mad
53708-8953

Business Address

Steinbrink, John

Business Phone  (608) 766-»(}455
[i262) 694-586%
8602 88th Avenne

Pleasant Prairie, W1
33158
Business Address 307 West, State

Home Phone
Home Address

http://14 1es/exchange/ANischke/Contacts/Economic%20Development%20comittee/?Cm...

11/10/2003



~ iy, | Home Phone 114
. f\& Business Fax (608) 282-3618

| Business Phone -
- {Home Phone ¢ : _
Business Fax  (608) 282-3626

Capitoil PO Box
8933 District 65
Madison, W1 33708-
8953

Taylor, Lena

Business Phone

Home Address 3407 W. Highland
- Blvd. Milwaukee -
53208
Business Address Room 209A North
State Capitol P.O.
Box 8953 Madison
33708

VanAkkeren, T*‘zr_lf?; o

o8
,_f—leme Address 1719 N. 13th Street

Sheboygan, W1 53081
Vulmir, Leah

Business Phone (6

(%) 266-9180
Home Phone : {1
E-mail Rep Vukmir
Home Address 2544 N. 93rd Street
Wanwatosa, Wl
o 53226, Sl
Business Address 307 North, State
Capitol PO Box

89353 Madison, WI
33708-8953

Page2 of 2
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SENATE SUBSTITUTE AMENDMENT, .
TO 2003 SENATE BILL 261

Q\f&dﬁ\ 1 AN ACT to amend 71.05 (6) (a) 15., 71.08 (1) (intro.), 71.21 (4), 71.26 (2) (a), 71.34
‘ (1) (), 71.45 (2) (a) 10. and 77.92 (4); and to create 71.05 (6) (b) 9m., 71.07 (5d),
o710 {4) (9, 7128 (5d), 71.30 (3) {eop), 71.47 {5@) 71.49 (1) (eop) and 560.03 o

(24) to (?7} of the statutes reiat:mg to: creatmg a qualified new busmes&
venture tax credit and increasing the capital gains exclusion regarding
investments in certified venture capital funds and qualified new business

3 N a 2 » 3 x L P ' » .
/ ventures, requiring a study of new Wisconsin businesses, facilitating the

f

;“, -3
ygeveloymem of certain investor networks, and granting rule-making

g F sy v @@f

/
| df ?3“;; 'ysis by the Legislative Reference Bureau

Thig substitute amendment creates an income and franchise tax credit for
nvestmgnts in a fiew business venture that has its headquarters and the majority
of 1ts e ploye 'in this state. The substitute amendment reqmz‘es a busmess













A New Foundation
« Create a “New Business Venture” program




Focus & Streamline State Efforts

« Facilitate the selling of venture investments by providing
incentives for broker-dealers to assist “Qualified New
Business Ventures” raise capital

A qualified new Business venture (hereinafter QNBV) is:

A business which meets the CAPCO qualifications plus:

May not be predominantly engaged in Trade, or Leisure and Hopitality; and
Must have been formed as a Wisconsin entity within the prior 3 years; and
May not be more than 10 years old.

T

Tax credit available to a brokerage company or an independent broker

10% tax credit for first $500,000 of each venture investment offering. Multiple offerings will each
get the tax credit. No cap on the number of offerings. But, one offering per entity.

Tax credit can be carried forward for 10 years.
Protection for investors is full and adequate disclosure as already required by law.

Could be certified as a QNBV by Dept. of Revenue or by Dept. of Commerce as appropriate. Either
by self-declaration, subject to audit, or by application.



Focus & Streamline

State Efforts

» Create a "Qualified New Business Venture” tax credit for
investors who invest in Wisconsin startup companies

" This is a tax credit for individuals.

0% tax credit for amounts over $100,000 invested in a QNBV
no cap.

»/}0% tax credit for the first $100,000 invested in a QNBV.
1

In'ci_ividﬁ_éls could carry tax credit forward for 7 years

Required to hold the investment in the QNBV for one (1) year. Tax credit can be taken in the year
invested, but required to return the tax credit if the investment is not held for one year

Capital gains break (next section) is in addition to tax credit. No adjustment to basis is necessary
because of the tax credit.



H
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Focus & Streamline

State Efforts

« Create a “Qualified New Business Venture” tax deferral of
the gain for rollover Wisconsin venture investments

This is in addition to the to any exclusion already provided by law for capital gains.
This rollover tax deferral 1s moving from one QNBYV to another QNBV

For a long term (as currently defined by law of 1 year) 100% of the gain is deferred instead of 60%.
For a short term investment 70% of the gain is deferred.

This tax deferral is for individuals.
There is no cap

The capital gain would be realized when the rollover is sold...and would receive the preferential
treatment as otherwise provided herein.

This is in addition to any tax credit that may have been received for the original investment, and the
rollover would have to decide between the tax credit and the rollover, but not both.



Focus & Streamline

State Efforts

« Provide a “Qualified New Business Venture” capital gains
rate break for gains that are reinvested in Wisconsin start-up
companies

For a capital gain from the sale of a house, stamp collection, stock or any asset, if the proceeds are
invested in a QNBYV then the capital gains rate is reduced:

For a long term (as currently defined by law of 1 year) 100% of the gain is excluded mstead
of 60%. For a short term investment 70% of the gain is deferred. =

The transaction must occur in the same tax year.

The choice is to accept the tax credit or the capital gains rate break, not both.



Focus & Streamline

State Efforts

* Provide a “Qualified New Business Venture” capital gains
tax break for gains from venture capital investments that are
reinvested in local tax-free bonds

This is a “Safe Out”. If an owner of a QNBYV investment wants to move the risky investment into a
tax free bond, there will be a reduced capital gain rate.

A “local tax-free bond” is the federally recognized tax-free bonds—municipal, and state.

- For .a long term (as currently defined by law of 1 year) 100% of the gain is excluded instead of 60%.
For a short term investment 70% of the gain is excluded.

So, in the event that a QNBYV is held for one year, its sale and reinvestment in a tax free bond is not a
taxable event,

This is available even if a tax credit was taken on purchase of the QNBV.



Focus & Streamline

State Efforts
« Provide a 60% capital gains exclusion on state taxes for

investments by entities in a “Qualified New Business
Venture”

The purpose of this is to extend the current individual taxpayer gains exclusion to entities.
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ISSUE PAPER
INCREASING VENTURE CAPITAL IN WISCONSIN

 ISSUE:

Although it is generally agreed that Wisconsin needs to increase the amount of venture capital available to
support "new economy” (high growth, high wage) companies, there is a lack of agreement as to the best
- method of achieving this goal. Today, both the Govemor and Legislature have venture capital proposals that
- are being circulated for discussion. = : c '
- Commerce is concerned that without a bi-partisan collaborative approach, the potential exists that none of the
.~ new venture capital proposals will be successful. _

BACKGROUND:

- The Govemor's proposal, as presented in his Grow Wisconsin initiative, is a $300 million program that would
create a new authority designed to expand opportunities for new economy companies. In addition to increasing
- the availability of venture capital [$100 million from GPR, $100 million from the State of Wisconsin Investment
- Board (SWIB)and $100 million from Patient's Compensation Fund (PCF)], the authority would be charged with
- developing strategies designed to attract and assist Wisconsin's growing network of angel investors.

. The legislature has two proposals that include a $300 million increase in the Certified Capital Company ~
. ([CAPCO) program, expanded investment eligibility so that banks and utilities can participate (currently limited
- to'insurance companies), and the creation of a Wisconsin Capital Investment Board fo provide tax credits to
institutional investors that invest in venture capital firms and angel investors that make investments in qualified
businesses.

- A quick analysis shows that none of the proposals are without issue. The Governor's position is that it is
critical for venture funds fo be made available for early stage seed investments. These high-risk investments -
- wili create a vibrant entrepreneurial environment that will pay long term dividends. The dilemma is that both
“SWIB and PCF would rather invest in later stage, lower risk companies that have demonstrated an ability to

generate profits.

With regard fo the legislative proposals, an assumption can be made that an expansion of the CAPCO
program is perceived as being expedient since the program is already in existence in Wisconsin and is being
used in several other states. Unfortunately, from an operational standpoint, the CAPCO program has several
shortcomings. One of the most damaging is the program's high administrative cost. As it is currently structured,
50% or more of the funds provided to a CAPCO are immediately set-aside to cover these administrative costs.
This leaves less than 50% available for investments in Wisconsin companies.

Even if a requirement is made that CAPCOs invest 100% of the funds allocated, it will not reduce the
administrative costs of the program. Instead, an argument could be made that it will force the CAPCOs fo
make short-term investments in lower-risk projects in order to revolve the funds as necessary to meet the
100% requirement. In addition to failing to address administrative costs, this action will fikely exacerbate
another issue with the CAPCO program. Namely, getting the CAPCOs to invest in the type of high-wage, high-
growth companies originally envisioned.
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A second legislative proposal would establish a Capital Investment Board to allocate tax credits made available
to individuals that invest in venture capital funds, community-based venture funds or in individual businesses.
One of the concerns with this proposal is that there are no reguirements that the Venture Capital firms invest in
Wisconsin companies. Based upon-its experience with the CAPCO program, Commerce is concerned that a

"best efforts” approach will not yield the level of benefit necessary to justify the investment of public funds {tax
credits). '

Notwithstanding the above, Commerce believes that there is an opportunity to combine the various proposals
in a way that builds upon their strengths and ensure that the goals and objectives of both the Governor and
Legislature are met.

PROPOSAL:

Please reference the attached diagram as you review this proposal:
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WISCONSIN CAPITAL AUTHORITY

ommended that Jegislation be passed that would

_ Cregie,a Wisgbnsiif;: ':Cépi'ta'i Authoi‘ity.charged'with managing the state's venture capital invesiments

and éxpaﬁﬁing opportuniies for high-growth, high-wage businesses.
Auihonze the Authorzty fo solicit $175 million in private sector investments that would qualify for $175

' mziiion in tax credits.

Aythcnz& the Authority to distribute $100 million to Certified Capital Companies (CAPCOs) under a new
modet that utilizes a Reguest For Prcéposal {RFP) process.
Authonze the Authority to establish a $75 milfion early stage seed fund.

: Author;ze the Authortiy te a Iocate $25 mlmon in tax credits to W:sconsm s growmg network of: angei

: _;nvastcrs

o Desérigtic}n v
= A quasi-public entity that can make equity investments in private companies

o AdminiSte[ed by an Executive Director and 2-3 staff
© = Qversight by a Capital Authority Board that would be comprised of legislators, cabinet members and

indi

viduals representing the institutional investors and private sector.

ey Finotions.

1.

Solicit $175 million of investment from institutional investors (insurance companies, banks, utiiities,
S&Ls, etc.). In return ‘f_or-th'eir investment, the institutional investor would receive a tax credit (10% yr for
10 years), a return on the venture caf::ii:ai funds the Auihority invests in as well as a return on the
Authority's early stage seed fund.

The Authority woul'd draft a Request for Proposal (RFP), evaluate applications received and invest
$100 million in accordance with a wriften Fund Aliocation Plan approved by the Board. These funds
would be invested in venture capital firms selected to become Certified Capital Companies (CAPCOs).
The Fund Allocation Plan would also include a recommendation to SWIB and PCF regarding the
establishment of side-by-side investmeant agreement with selected CAPCOs. Note: Itis expected that
side-by-side agreements would only be entered into with a limited number of funds, i.e. The $200
million from SWIB and PCF would not be available to all CAPCOs.

The Authority would also manage a $75 million early stage seed fund that would be used to make small
investments of $250,000 - $500,000. The companies assisted by the seed fund would subsequently
seek follow-on funding from the CAPCOs.



Pags 4 *
5. ‘The Authority would also manage the disbursement of $25 million in tax credits that would be availabie’

to angei investors that invest in qualified early stage companies. The credit would be 20% of the

investment up to $50,000.

Benefits

1, The new mode! would eliminate the excessive administrative costs associated w/the current CAPCO
program. Note: Although the insurance company investment would no longer be risk-free, the tax
credits would be irrevocable which would mitigate a significant portion of the investor's risk.

2. The new CAPCO program wouid expand the number and type of venture capital firms that could
participate in the program to include established firms such as Baird Venture Partners and Mason
Wells. Under the current model, Baird is precluded from participating due to its relationship wi_th_: _
Northwest Mutual Life (NML) and Mason Wells has chosen not to participate in the existing CAPCO

- - model, SR

3 CAPCOs would be selected based upon their response to a comprehensive RFP. As a resui:t_'fof'{thié
vetting process, a review of the CAPCO’s annual audit will be sufficient to determine p'rogram. .
compliance. This will eliminate the need for oversight on an individual investment basis.

4, The new model would also allow for a small percentage of the CAPCO funds (no more than 5%)to be
targeted toward venture capital firms that could use the funds to leverage additional federal funds and
focus investments on under-served markets such as minority business enterprises or rural markets.

5. The costs associated with establishing and maintaining the Authority could be derived in a manner

| _t;qnéistent with traditional venture capital models. As such, the Authority would not require GPRfunds .
to operate. R

6. The Authority's early stage seed fund would work closely w/Commerce's new Office of Entrépreneuria!
Development fo help increase federal funding (SBIR & STTR} in Wisconsin. In addition, the Authiérit'y
would also work with Wisconsin Alumni Research Foundation (WARF), Wisconsin Systems (W iSys),
Medical College of Wisconsin (MCOW), Marshfield Clinic, etc., and the state's growing network of
Angel Investors to coordinate services to high-tech entrepreneurs and avoid duplication of services.

Fee Structure

The administrative costs associated with this proposal would be consistent with traditional venture capital
models in which the fund manager receives an annual management fee of 2-2.5%. For the sake of the
foliowing discussion, it is assumed that the CAPCOs will experience positive returns on their investments.
However, since these investments will generaily be higher risk, their is no guarantee of positive results and all
of the funds should be considered "at-risk”.

CAPCOs - The CAPCO's administrative costs would be limited to a management fee of 2.25% on the funds
under their management ($300 million). They would aiso be allowed to draw 20% of the investment returns
remaining after the principal has been returned to the Institutional and Public Investors.
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e fnsﬁtut:onal Investars = inst;tunonai mvesiors wouid receive the ‘iax crecﬁts (10% yr. for 10 years), a return of

their original mvestment and 60% of fhe gam a’s’mbutad to their investment in the CAPCOs and Early Siage
Seed Fund. : $ _

PCF & SWEB The pubhc snvastcrs (SW!B & PCF) wouid receive theer artgma investment and 80% c}f the gain
attnbuted to the;r mvestment

Auihenty The Author;ty wouid receive a 25% management fae on tha $100 million: passed through to the
CAPCOs and 20% of the gain attributed to the contribution of the Institutional Investors in the CAPCOs. These
gains will be reinvested in order to maintain the eariy stage seed fund on an ongoing basis. The Authanty
would also draw a fee for managmg the: $?5 ms!hon Eariy Stage Seed Fund and receive 40% of the ga:ns

-Ea‘fiv’Sféq‘e S’éed"F.ﬁﬁd :

Why is éhe Seed Fund managed by the Authanty rather than an exsstmg ventire capita! fund?

AL S ince 1he Seed Fund wz il be a deveiopment fund for. emerg;ng companses havmg it contmiied by Qne
L _?“ rm wouid provade that f im wrth an unfarr advantage ERTI RER L
2l Dtsbursmg a portion of tha Seed Fund fo each of ihe successful CAPCOS 50 ihat they can estabi h

their own seed fund would not be an effi cient use cf assets in add tion to diiutlng the impact of ﬁhe
fund, you woul_d be_askmg the VC's to undertake a new role, Few of Wisconsin's VC firms have
provided the type of early stage seed funding envisioned by this proposal.

3. The seed fuhd wili a!so_ work ddsely with the angel invest_c;rs that apply for tax credits as it is likely that
_ in many cases, both the Authority and angs! investor's will be participating in the same projects.
4, To max;m:zs zmpact the Autherity wsli need to work ciese%y with Commerca WARF WiSys tbe Smaii

o __Busmess Deveiopment Ceniers MCOW Marshf e!d Cilmc and c}ihers in order to maXfmrze deal ﬂow A
smgie quas;-pubhc authority w;!t be able to accompiish this much more effecﬂveEy than muitlple Ve

_ _ﬂrms acting on their own _
- 5, After the seec:i round itis itkely that there will be anew vaiuatson of the company prior to fund;ng bya

more tradztzona] VC f“ irm. This could cause probiems if the seed fund manager is a competing VC firm.

Conclusion

This proposal was designed to incorporate components from all existing initiatives and is intended benefit
Wisconsin's long-term economic growth. Commerce looks forward to discussing specific aspects of the
proposal in greater detail and is hopeful that in the end, Wisconsin puts forward a new venture capital initiative

that will serve as a model for other states.

It should be noted that the proposal outlined above does not envision the type of centralized technology center
that can be found in other states. Instead, Commerce anticipates that the Authority will collaborate with key
partners to coordinate and enhance the wide array of services that are currently available to Wisconsin
entrepreneurs. These key partners would include, but not be limited to Commerce, WARF, WiSys, MCOW,
Wisconsin [nnovation Service Center, SBDC, Milwaukee School of Engineering, Marshfield Clinic, Marquette

University, ete.
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THE STATE OF WISCONSIN
LEGISLATIVE REFERENCE BUREAU

100 NOFITH HAMILTON STREET
P, O. BOX 2037
MADISON, Wi 53701 2097

RESEARCH: (608 266-03¢1  FAX {608) 266-5648
E- ma;l Iz, msearch@legis. state wius

LIBRARY {608} 255 7G40
E-mail: Irbdibrary@lecis state wius

LEGAL; {608} 286~ 556‘1 FAX: {608) 264-8522
E-mail- irh, legal@legis.state wi ug

LREB WEBSITE: W iBgs. state. wiLus/irn/

IN RESPONSE

to your recent request, we are pleased to send you
the aftached material
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