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SB- 0525, As Passed House, June 29, 2005

HOUSE SUBSTI TUTE FOR
SENATE BILL NO. 525

A Dbill to amend 2003 PA 296, entitled
"M chigan early stage venture investnent act of 2003,"
by amendi ng sections 3, 5, 15, 17, 19, and 23 (MCL 125. 2233,

125. 2235, 125. 2245, 125.2247, 125.2249, and 125. 2253).
THE PECPLE OF THE STATE OF M CHI GAN ENACT

Sec. 3. As used in this act:

(a) "Alternative energy technol ogy" neans that term as defined
in section 2(d) of the M chigan next energy authority act, 2002 PA
593, MCL 207.822.

(b) "Board" means the M chigan early stage venture investnment
corporation board of directors.

(c) "Conflict of interest"” nmeans a situation in which the

private interest of a director, enployee, or agent of the board nay
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i nfluence the judgnment of the director, enployee, or agent in the
performance of his or her duties or responsibilities under this
act. Aconflict of interest includes, but is not limted to, the
fol | ow ng:

(1) Any conduct that would | ead a reasonabl e person, know ng
all of the circunstances, to conclude that the director, enployee,
or agent of the board has an interest related to an action that the
board is taking under this act.

(1i)) Acceptance of conpensation other than fromthe board for
services rendered as part of the official duties as a director,
enpl oyee, or agent of the board.

(1it) Participation in any business being transacted with or
before the board in which the director, enployee, or agent of the
board or his or her spouse, child, parent, stepparent, grandparent,
grandchild, brother, sister, parent-in-law, brother-in-law sister-
in-law, aunt, uncle, nephew, niece, first cousin, or second cousin
or the spouse of any of the persons described in this subparagraph
has a financial interest.

(d) "Equity capital"™ neans capital invested in common or
preferred stock, royalty rights, Iimted partnership interests,
l[imted liability conpany interests, or any other security or
rights that evidence ownership in a private business.

(e) "Fund" or "M chigan early stage venture investnent fund”
means the fund created in section 19.

(f) "High-technol ogy activity" neans that termas defined in
section 3(g) of the M chigan econom c growth authority act, 1995 PA
24, MCL 207.803.
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(G "HOLDER' MEANS A PERSON THAT HAS A TAX VOUCHER CERTI FI CATE
OR THE RIGHT TO BE | SSUED A TAX VOUCHER CERTI FI CATE FROM THE
M CHI GAN EARLY STAGE VENTURE | NVESTMENT CORPORATI ON.

(H —eg— "Investor" neans an individual, firm bank,
financial institution, limted partnership, co-partnership,
partnership, joint venture, association, corporation, receiver,
estate, trust, or any other entity that invests in the fund.

(1) —h)— "M chigan econom c devel opment corporation" means
the public body corporate created under section 28 of article VII
of the state constitution of 1963 and the urban cooperation act of
1967, 1967 (Ex Sess) PA 7, MCL 124.501 to 124.512, by a contractua
interlocal agreenent effective April 5, 1999 between | ocal
partici pati ng econom c devel opnent corporations formed under the
econoni ¢ devel opnent corporations act, 1974 PA 338, MCL 125.1601 to
125. 1636, and the Mchigan strategic fund. If it is determ ned that
the M chi gan econom c devel opnent corporation is unable to perform
its duties under this act, those duties shall be exercised by the
M chi gan strategic fund.

(J) — "Mchigan strategic fund" neans the M chi gan
strategic fund as described in the Mchigan strategic fund act,
1984 PA 270, MCL 125.2001 to 125.2093.

(KY 49— "Near-equity capital"” nmeans capital invested in
unsecured, undersecured, or debt securities or subordinated or
convertibl e | oans.

(1) —)— "Negotiated return on qualified investnent" nmeans the
rate of return agreed upon for investnents nmade by investors in the

fund.
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(M —H— "Qualified business" nmeans a seed or early stage

business that is domiciled in this state, that has its corporate

headquarters in this state, or the mgjority of whose enpl oyees work

a majority of their tinme at a site located in this state.
(N —{m— "Qualified investnment" neans the anount of capital

i nvested by an investor in the fund.

(O —n)— "Seed or early stage business" neans a busi ness that

is either of the foll ow ng:

(1) A business that has not fully established commerci al
operations and nmay al so be engaged in continued research and
product devel opnent.

(1i)) A business engaged in product, service, or technol ogy
devel opnent and initial manufacturing, marketing, or sales
activities.

(P) 6)— "Venture capital conpany" neans a corporation,
partnership, limted liability conpany, or other |egal entity the
primary business activity of which is the investnent of equity
capital in businesses that focus on areas, including, but not
limted to, alternative energy technol ogy, high-technol ogy
activity, or health care.

Sec. 5. (1) A Mchigan early stage venture investnent
corporation is a nonprofit corporation incorporated under the
nonprofit corporation act, 1982 PA 162, MCL 450.2101 to 450. 3192,
that nmeets the registration requirenents of this act.

(2) A Mchigan early stage venture investnment corporation

shall be incorporated as a nonprofit corporation that has received,

on or before —Septemrber—1,—2004— AUGUST 1, 2005, a favorable
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determ nation fromthe internal revenue service that the
corporation is exenpt fromtaxation under section 501(c)(3) or
501(c)(4) of the internal revenue code. The departnent of treasury
may allow up to 3, 30-day extensions of the date under this section
for purposes of review ng and approving an application for

regi strati on under section 11

(3) Except as otherwi se provided in this act to the contrary,
a Mchigan early stage venture investnent corporation is subject to
the laws of this state that are applicable to nonprofit
cor por ations.

(4) A Mchigan early stage venture investnent corporation is a
charitable and benevolent institution, and its funds, incone, and
property are exenpt fromtaxation by this state or any politica
subdi vision of this state.

(5) A corporation shall not act as a Mchigan early stage
venture investnent corporation except as authorized under this act.

Sec. 15. (1) Except as otherwi se provided in this act, in the
nonprofit corporation act, 1982 PA 162, MCL 450.2101 to 450. 3192,
by law, or in its articles of incorporation, a Mchigan early stage
venture investnent corporation may do or del egate any act
consistent with this act and the purposes of the nonprofit
corporation, including, but not limted to, the foll ow ng:

(a) Enter into contracts and all necessary activities in the
regul ar course of business of the Mchigan early stage venture
i nvest ment corporation.

(b) Charge reasonable fees for the inplenentation of this act

and the ongoing operation of the Mchigan early stage venture
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i nvest ment corporation.
(c) Performacts or enter into financial or other transactions
necessary to carry out its powers and duties under this act.

(d) Invest in venture capital funds through equity securities.

(e) Enpl oy —a—fund—ranager— FUND MANAGERS and ot her persons it

consi ders necessary to inplement this act. —FheM-ehigan—earhy
. . hal | I I  und
mranager—at—any—1-tire—

(2) The fund manager shall exercise the duties of a fiduciary
toward the corporation and shall discharge his or her duties with
t he degree of diligence, care, and skill that an ordinarily prudent
person woul d exerci se under the sanme or simlar circunstances in a
i ke position.

(3) The fund manager shall solicit investors pursuant to
section 17.

(4) The M chigan early stage venture investnment corporation
shall require the fund manager to devel op procedures to eval uate
types of business and industry for investnent purposes and to set
priorities as to which businesses are nost likely to neet the
desi red outcones of the investnent plan established under section
19 and whi ch busi nesses conduct activities that are consistent with
t he purposes of this act and of the fund. This evaluation shal
include, but not be limted to, the location of the firmand the
direct and indirect inpact of the business on the economc
devel opnent of this state.

Sec. 17. (1) To secure investnent in the fund, the M chigan

early stage venture investnent corporation shall enter into
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agreenents with investors.

(2) Each agreenent shall contain all of the follow ng:

(a) An established and agreed-upon investnent anmount and
repaynment schedul e.

(b) A —guaranteed— negoti ated anount or negotiated return on
qualified investnent by the —eertified— investor over the term of
t he agreenent.

(c) A maxi mum anount of —eredit— TAX VOUCHERS that the
i nvestor may —elabm- USE TO PAY A LI ABILITY under —seetioen37e—-of
t he single business tax act, 1975 PA 228, MCL —208-37e— 208.1 TO
208. 145, a successor tax to the single business tax act, 1975 PA
228, MCL 208.1 to 208. 145, or under —seetion270—6f— the incone tax
act of 1967, 1967 PA 281, MCL —206-270— 206.1 TO 206.532, and the
first year in which that —eredit—canbeelaired- TAX VOUCHER MAY BE
USED TO PAY A LI ABILITY UNDER THE SI NGLE BUSI NESS TAX ACT, 1975 PA
228, MCL 208.1 TO 208.145, OR THE I NCOVE TAX ACT OF 1967, 1967 PA
281, MCL 206.1 TO 206.532, | NCLUDI NG ANY W THHOLDI NG TAX | MPOSED ON
THE | NVESTOR UNDER THE | NCOVE TAX ACT OF 1967, 1967 PA 281, MCL
206. 1 TO 206. 532.

(3) The Mchigan early stage venture investnent corporation
shall notify the departnment of treasury when agreenents are entered
into under this section and send a copy of each agreenment to the
department of treasury. —Fhe— AFTER MAKI NG THE DETERM NATI ON
REQUI RED UNDER SECTI ON 23(2), THE departnent of treasury shal
i ssue an approval letter to the investor that states that the

investor is entitled to a tax —eredit—undersection 37eof the
sthgle—bustnesstax—aect—1975PA 228 MIL208-37e,— VOUCHER that is
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Senate Bill No. 525 (H 1) as anended June 29, 2005
equal to the difference between the amount actually repaid and the

anount set as the repaynment due in the agreenent entered into by
t he investor and the —fund—rmanager— M CH GAN EARLY STAGE VENTURE
| N\VESTMENT CORPORATI ON

(4) The fund shall repay any anounts due from proceeds from

t he funds rai sed based on the agreements made under this section [ AND

FROM THE PROCEEDS OF | NVESTMENTS MADE BY THE FUND) .

(5) For tax years that begin after December 31, 2008,
i nvestors that have TAX VOUCHER certificates issued pursuant to
section 23 may —elatma—~ecredit— USE THE TAX VOUCHER TO PAY A
LI ABI LI TY ONED BY THE | NVESTOR under -seetion—3#e—of— the single
busi ness tax act, 1975 PA 228, —MoL—208-37e— MCL 208.1 TO 208. 145,
or —seetion270—o0f— the income tax act of 1967, 1967 PA 281, Mot
206-270— MCL 206.1 TO 206.532, as —etherwise— provided in this act,
UP TO AN AMOUNT equal to the difference between the anmobunt actually
repai d and the anount set as the repaynent due in the agreenent
entered into by the taxpayer and the —fund+manager— M CH GAN EARLY
STAGE VENTURE | NVESTMENT CORPORATI ON. The M chigan early stage
venture investnent corporation shall notify the departnment of

treasury when —eredi-t— TAX VOUCHER certificates are issued under
section 23(5). 23, and upon notification and approval by the

(6) Repaynent of a debt under this section nay be restricted
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to specific funds or assets of the Mchigan early stage venture
i nvest ment corporation.

(7) The M chigan early stage venture investnment corporation
may purchase securities and may manage, transfer, or dispose of
t hose securities.

(8) The M chigan early stage venture investnment corporation
and its directors are not broker-deal ers, agents, investnent
advi sors, or investnent advisor representatives when carrying out
their duties and responsibilities under this act.

Sec. 19. (1) A Mchigan early stage venture investnent
corporation shall create a Mchigan early stage venture investnent
fund, which shall be a restricted fund.

(2) The fund manager shall establish an investnent plan
approved by the board for the investnent of the noney in the fund
using the following criteria:

(a) Not nore than 15% of the total capital and outstandi ng
commtments of the fund shall be invested in any single venture
capi tal conpany.

(b) The fund manager with the approval of the board shal
undertake to invest the fund in such a way as to pronote that at
| east $2.00 will be invested in qualified businesses for every
$1.00 of principal for which —eredits—raybeelairedunder—seection
37e—of— TAX VOUCHERS MAY BE USED TO PAY A LI ABILITY UNDER t he
si ngl e business tax act, 1975 PA 228, —MoL—208-3%e— MCL 208.1 TO
208. 145, a successor tax to the single business tax act, 1975 PA
228, MCL 208.1 to 208. 145, or —seetien270—ef— the incone tax act
of 1967, 1967 PA 281, —-MoL—206-270— MCL 206.1 TO 206. 532.
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(c) That investnents facilitate the transfer of technol ogies
fromthe state's various universities and research institutions.

(d) Any other professional portfolio managenent criteria that
the fund manager and board consi der appropriate.

(e) Priorities for investnent in venture capital nmay be based
on an eval uation, which shall consider the following criteria:

(1) The retention of those businesses which would be likely to
| eave this state absent the investnent.

(ii)) The revitalization and diversification of the economc
base of this state.

(iii) Generating and retaining jobs and investnent in this
state.

(3) Consistent with the plan established under subsection (2),
t he fund nanager shall select venture capital conpanies from anong
t hose venture capital conpanies that apply for noney fromthe fund
considering the following criteri a:

(a) The venture capital conpany's probability of success in
generati ng above-average returns through investing in qualified
busi nesses.

(b) The venture capital conpany's probability of success in
soliciting investnents. The |evel of investnent fromthe fund
commtted to each venture capital conpany shall not be nore than
25% of the venture capital conpany's total capital under
managenent .

(c) The venture capital conpany's probability of success as it
relates to the investnment plan criteria under subsection (2)(b).

(d) The venture capital conpany has a significant presence in

S03180' 05 (H-1) RIA
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this state as determ ned by the Mchigan early stage venture
i nvest ment corporation.

(e) The venture capital conpany will undertake to invest in
qgqual i fi ed busi nesses, as determned at the point of initial
i nvestment, a percentage of invested capital equal to or greater
than the percentage of invested capital that the venture capita
conpany received fromthe fund.

(f) The venture capital conpany's consideration of mnority
owned businesses in its investnent activities.

Sec. 23. (1) The Mchigan early stage venture investnent
corporation shall determ ne which investors are eligible for tax
eredits— VOUCHERS under -seetion—37e—of— the single business tax
act, 1975 PA 228, —MoL—208-37e— MCL 208.1 TO 208. 145, and -seetion
270—of— the inconme tax act of 1967, 1967 PA 281, —MIL—206-—270— MCL
206.1 TO 206.532, and the anount of the tax —eredit—under—thoese
seet+onrs— VOUCHER OR VOUCHERS al | owed to each investor

(2) The Mchigan early stage venture investnent corporation
shal |l determ ne which investors are eligible for tax —eredits
VOUCHERS under this section and submt proposed TAX VOUCHER
certificates that meet the criteria under subsection (3) to the
departnent of treasury for approval. The departnment of treasury
shal | approve or deny proposed TAX VOUCHER certificates within 30
days after receipt of the PROPOSED TAX VOUCHER certificates. If the
departnment of treasury denies a proposed TAX VOUCHER certificate,
the departnent of treasury shall notify the Mchigan early stage
venture investnent corporation and the investor of the denial and

the reason for the denial. If a proposed TAX VOUCHER certificate is

S03180' 05 (H-1) RIA
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deni ed under this subsection, the Mchigan early stage venture
i nvestment corporation is not prohibited from subsequently
submitting a proposed TAX VOUCHER certificate on behal f of that
sanme investor. If the departnent of treasury does not approve or
deny the PROPOSED TAX VOUCHER certificates within 30 days, the
PROPOSED TAX VOUCHER certificates are considered approved AS
SUBM TTED. THE APPROVAL BY THE DEPARTMENT OF TREASURY UNDER THI S
SECTI ON MAY BE A CONDI TI ON TO THE EFFECTI VENESS OF THE AGREENMENT
BETWEEN THE | NVESTOR AND THE M CHI GAN EARLY STAGE | NVESTMENT
CORPCORATI ON REQUI RED UNDER SECTI ON 17(1).

(3) —Fhe— AT THE TI ME PERM TTED UNDER SUBSECTI ON (5), THE
M chigan early stage venture investnent corporation shall issue a
TAX VOUCHER certificate approved under subsection (2) to each
investor IN THE NAME OF THE | NVESTOR that states all of the
fol | ow ng:

(a) The taxpayer is an investor.

(b) The taxpayer's federal enployer identification nunber or
t he nunber assigned to the taxpayer by the departnent of treasury
for filing purposes under the single business tax act, 1975 PA 228,
MCL 208.1 to 208. 145.

(c) The anount of the tax —eredit— VOUCHER t hat —the— ANY
t axpayer THAT USES THE TAX VOUCHER may —elaimagainst— USE TO PAY
its tax liability under —seetion37e—of— the single business tax
act, 1975 PA 228, —MoL—208-37e— MCL 208.1 TO 208. 145, or -seetion
270—ef— the incone tax act of 1967, 1967 PA 281, —ML—206-—270— MCL
206.1 TO 206. 532.

(d) The tax years for which the —eredit— TAX VOUCHER under

S03180' 05 (H-1) RIA
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subdivision (c) may be —elatwed— USED and t he maxi num annual anount
t hat may be —elaired— USED each tax year.

(e) The —tax—~eredit—is—refundable— AMOUNT OF THE TAX VOUCHERS
THAT MAY BE USED SHALL NOT EXCEED THE TAX LI ABI LI TY UNDER THE
SI NGLE BUSI NESS TAX ACT, 1975 PA 228, MCL 208.1 TO 208. 145, OR THE
| NCOVE TAX ACT OF 1967, 1967 PA 281, MCL 206.1 TO 206.532, OF THE
TAXPAYER THAT USES THE TAX VOUCHER

(F) THE TAX VOUCHER MAY BE TRANSFERRED I N WHOLE OR | N PART.

(G IF THE AMOUNT OF ANY TAX VOUCHER CERTI FI CATE EXCEEDS THE
I NVESTOR' S TAX LI ABI LI TY UNDER THE SI NGLE BUSI NESS TAX ACT, 1975 PA
228, MCL 208.1 TO 208. 145, OR THE | NCOVE TAX ACT OF 1967, 1967 PA
281, MCL 206.1 TO 206.532, THE AMOUNT THAT EXCEEDS THE | NVESTOR S
TAX LI ABI LI TY MAY BE RETAI NED AND USED TO PAY A FUTURE LI ABILITY OF
THE | NVESTOR UNDER THE SI NGLE BUSI NESS TAX ACT, 1975 PA 228, MCL
208.1 TO 208. 145, OR THE | NCOVE TAX ACT OF 1967, 1967 PA 281, MCL
206. 1 TO 206. 532.

(4) The fund manager shall invest, budget, and plan schedul ed
paynents and repaynments so that no —eredits—are—<clairedunder

. F 4  nal e bus , ,

208-37e— TAX VOUCHER IS USED in any tax year before tax years that
begin after Decenber 31, 2008

(5) —Certitieates— THE M CH GAN EARLY STAGE | NVESTMENT
CORPCRATI ON SHALL | SSUE TAX VOUCHER CERTI FI CATES under this section
shatH—be—+ssued— to an investor at the tine that the Mchigan early
stage venture investnent corporation determnes that, for that

i nvestor, —eapital—+snot—sufficienttoneetthe guaranteed— IT IS
UNABLE TO PAY THE negoti ated amount or the negotiated return on

S03180' 05 (H-1) RIA
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qualified investnment of that investor ON OR BEFORE THE DATE ON
VH CH PAYMENT | S DUE. The total of all TAX VOUCHER certificates
i ssued under this section shall not exceed the maxi nrum anount
al l oned under section 37e(2) of the single business tax act, 1975
PA 228, MCL 208. 37e.
(6) —Certitieates— TAX VOUCHER CERTI FI CATES under this section

shall not be issued until Decenber 31, 2008. —e+5-years—after—al-

(7) A TAX VOUCHER CERTI FI CATE | SSUED UNDER SUBSECTION (5), OR
THE RI GHT TO BE | SSUED AND RECEI VE A TAX VOUCHER CERTI FI CATE FROM
THE M CH GAN EARLY STAGE VENTURE | NVESTMENT CORPCORATI ON, MAY BE
TRANSFERRED | N VHOLE OR I N PART BY A HOLDER TO ANOTHER PERSON | F
THE HOLDER NOTI FI ES THE DEPARTMENT OF TREASURY AND THE M CH GAN
EARLY STAGE VENTURE | NVESTMENT CORPORATI ON I N WRI TI NG OF THE
TRANSFER, THE AMOUNT OF THE TAX VOUCHER CERTI FI CATE TO BE
TRANSFERRED, AND THE NAME AND TAX | DENTI FI CATI ON | NFORMATI ON
PROVI DED FOR UNDER SUBSECTI ON (3) OF THE PROPOSED TRANSFEREE. THE
TAX VOUCHER CERTI FI CATE TRANSFERRED UNDER THI S SUBSECTI ON SHALL BE
MADE ON A FORM PRESCRI BED BY THE DEPARTMENT OF TREASURY. THE HOLDER
SHALL SEND A COPY OF THE COVPLETED TRANSFER FORM TO THE DEPARTMENT
OF TREASURY W THI N 60 DAYS AFTER THE DATE OF THE TRANSFER

(8) A TRANSFER UNDER THI S SECTION | S | RREVOCCABLE. | F THE
HOLDER | S TRANSFERRI NG LESS THAN ALL OF THE TAX VOUCHER CERTI FI CATE
TO A TRANSFEREE, THE DEPARTMENT OF TREASURY MAY | SSUE NEW TAX
VOUCHER CERTI FI CATES TO THE HOLDER AND TRANSFEREE REPRESENTI NG THE
ALLOCATED VALUES OF THE TAX VOUCHER CERTI FI CATES HELD BY THE HOLDER

S03180' 05 (H-1) RIA
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AND THE TRANSFEREE AFTER THE TRANSFER

(9) A HOLDER CF A TAX VOUCHER CERTI FI CATE SHALL ATTACH A COPY
OF THE TAX VOUCHER CERTI FI CATE AND, | F APPLI CABLE, A COVPLETED
TRANSFER FORM TO | TS ANNUAL RETURN FOR THE TAX TOMRD WH CH THE TAX
VOUCHER CERTI FI CATE | S USED BY THE HOLDER. | F THE AMOUNT OF ANY TAX
VOUCHER CERTI FI CATE ELI G BLE TO BE USED BY A HOLDER IS | N EXCESS OF
THE HOLDER S TAX LI ABI LI TY UNDER ElI THER THE SI NGLE BUSI NESS TAX
ACT, 1975 PA 228, MCL 208.1 TO 208. 145, OR THE I NCOVE TAX ACT OF
1967, 1967 PA 281, MCL 206.1 TO 206. 532, THE EXCESS MAY BE RETAI NED
AND USED TO PAY ANY FUTURE SI NGLE BUSI NESS TAX OR | NCOVE TAX
LI ABI LITY OF THE HOLDER
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