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COUNCIL ON DEVELOPMENT FINANCE

April 28, 2008

PUBLIC HEARING 342
THOSE PRESENT:
Mr. Andy Lubin, Chairperson



Mrs. Judy Cherry

Mr. Tom Gilligan




Mr. Gary Smith


Mr. James Hutchison




Mrs. Sanskriti Inamdar

Mr. Fred Sears





Mrs. Lee Porter




Mrs. Richelle Vible




Elio Battista, Jr., Esquire








Mr. Ross Tyler 










Ms. Patty Cannon











Mr. Joe Backer
LOCATION: Buena Vista, 661 South DuPont Highway, New Castle, Delaware

TIME:  9:00 A.M.
CALL TO ORDER 

The meeting was called to order at 9:05 A.M. by Mr. Lubin, Chairperson, on Monday, April 28, 2008.

OLD BUSINESS:

Mr. Sears made a motion that the minutes of the March 31, 2008 Council on Development Finance meeting be approved as presented. Mr. Hutchison seconded the motion, which was then adopted by unanimous vote.

NEW BUSINESS:

Protein Delivery Services, Biotechnology, Inc. (“PDS” or the “Applicant”):  The Applicant is requesting an equity investment of $500,000 from the Emerging Technologies Pre-Venture Fund. The Applicant proposes to use the proceeds towards clinical trial(s).  PDS is a pre-clinical pharmaceutical development company based in Wilmington, Delaware focused on the viral disease, bacterial disease and related cancer markets (the “Project”). 

Mr. Smith stated that he first wanted to brief the Council on the process for Pre Venture Fund applications.  He stated that once a company has contacted a DEDO staff person, a screening process is done internally and his team, including Mr. Wiley Becker with whom DEDO has a contract, reviews the project.  The team determines whether or not the project is ready to go before the Pre Venture Fund Board (the “Board”).
At that point and time, the Board will hear a presentation by the company.  The team has a screening document which shows basically the different points of management, intellectual property, etc. and actually scores the company.  The scoring gives an idea of whether the company is favorably positioned or it could determine that the project needs to be tabled.
Mr. Smith stated that the Board is a very enthusiastic, dynamic board with a lot of participation.  He stated the Board understands the importance of this program to Delaware.  He stated the Board realizes that these investments are the key to the success of the program in the future.
Mr. Smith stated that PDS has presented its application to the Board and it was approved for Due Diligence and the Due Diligence process takes about sixty days.  Mr. Smith stated the team takes the company’s business plan and proves every point in the plan.  During the Due Diligence process, the Capital Resources team looks at the market, management, intellectual property information, etc.  After this is completed, the information is compiled and presented to the Board at a Due Diligence meeting.

Mr. Smith stated that when the team presented the PDS application, the Board approved the equity investment.  The Board feels PDS is a good company to invest in.  He stated that the Board has approved another project for Due Diligence but that it has also turned down a number of projects.  Mr. Smith stated this is the first time before the CDF where DEDO will be making an equity injection into the company.  He stated that before this project, all of the venture capital investments have been convertible notes.  However, this will be preferred stock and that is why there is so much information about the valuation of this company.
Mr. Lubin stated that even though the Due Diligence is very comprehensive and complete, it would help the CDF in its ability to review and feels it would be relevant, if they understood what method of investment DEDO was proposing.  Director Cherry stated that the funds would be coming from the Pre Venture Fund.
Mr. Smith stated that PDS is raising more money.  Also, PDS has presented this project to First State Innovation (“FSI”) two weeks ago and there is hope that FSI will raise an additional $1 million.  Therefore, out of the $2.5 million, DEDO would be investing $500,000.  Mr. Smith stated that to bring this company here, it is key to raise all these additional dollars.  He stated a lot of companies are looking at PDS.  He stated this project has the focus of the State of Michigan.  He stated Michigan would also use its venture fund for this project and it has done its due diligence process.  Michigan has $50,000,000 in its Pre Venture Fund.

Mr. Smith stated that in talking to Mr. Frank Bedu-Addo, Co-Founder/President & CEO, he was told that if Mr. Bedu-Addo had the choice of locating in Delaware or Michigan,  he would want to be in Delaware because here they would be close to the pharmaceutical industry.  Mr. Smith stated that Pennsylvania is also looking at PDS.  He stated that Mr. Bedu-Addo stated Pennsylvania is not as favorable.  North Carolina is also looking at PDS.
Mr. Lubin restated that he believed the method of funding should be recommended and identified.  Director Cherry stated that she understood and feels that could be accomplished.
Mr. Smith stated that PDS has a potential of finding a cure for several types of cancer.  It is on the cutting edge of technology.  He stated that there have been discussions with many of the Board members and they say it is critical to bring this company to Delaware as it will help strengthen our biotech community.
Mrs. Vible asked what if DEDO goes ahead with this and PDS has multiple states going after them, at what point would PDS have to make a decision.  She is asking how long  DEDO would hold the funds available; specifically if DEDO would wait until PDS decided what it was going to do.  Mr. Smith thinks this will depend on how successful FSI and Asklepios Capital, LLC. (“Asklepios”) are in each raising $1 million.   He believes it will probably be June or a little later.
Mrs. Vible asked if DEDO is still committed if PDS doesn’t raise the money.  Mr. Smith stated that it was approved with the condition of raising $500,000.  If PDS is not able to raise additional funds, DEDO would have a meeting with PDS and they would be asked if it was going to work.  Mr. Battista stated that the funds are not committed if we don’t act.  He stated the Board approved it contingent upon certain factors.  Mrs. Vible asked if there was a finite time.  Mr. Smith stated that the CDF approval is good for a year.  Director Cherry stated that when DEDO does an offer letter, in the past there wasn’t always expiration dates.  However, now there is am expiration date and it forces the applicant to make a decision.
Mr. Lubin stated that for PDS, it is looking for the $2.5 million right now with DEDO putting in $500,000.  He added that the deal is that we want them to commit to $2,000,000 to come to Delaware.
Mr. Smith stated that DEDO also needs to find the source of funding from one of the investors, Asklepios. 

It was asked if the Council wanted any additional information to be provided.  Mr. Smith stated he expected that the Pre Venture Fund Board would want to be updated on a monthly basis.  He stated the project is just getting at the point of negotiation and valuation.
Mr. Gilligan wanted to know more about the terms of the preferred stock.  Mr. Smith stated that the terms have not been determined as of yet because they are in negotiation with other investors.  He stated DEDO would be adopting term sheets with Asklepios and FSI.

Director Cherry stated that the down side was that the State could lose $500,000.  She asked that Mr. Smith give the up side.  He stated that when you do a loan, you get the return of the interest rate.  When you give a grant, your return is measured in PIT.  He stated the upside to an equity investment is like what Maryland did a few years ago, which was by its investments.  He stated there is no limit to the up side.  He stated the hope is that PDS is going to be able to have a $100,000,000 exit strategy.  PDS has already been looked at by AstraZeneca.  
Director Cherry stated that this is quite an addition to what the CDF has had an opportunity to review in the past.  She stated DEDO’s work collectively affected jobs and capital investment.  She stated the reason this is such a departure, is that this is an investment.  It is an opportunity to create value which historically DEDO has not done.

Mr. Gilligan asked if there was an element of PIT.  Mr. Smith stated that as of right now, the owners are not taking a salary; they are putting their whole hearts into this.  He stated they are true entrepreneurs.
Mr. Sears stated that this is really just an investment.  It’s his understanding that the company hopes to be bought out, we hope they are bought out, but whoever buys them out better have money.  He stated it seems to him that DEDO’s part is to “roll the dice” and DEDO is just counting on PDS being bought out.  

Mr. Smith stated that part of the up side is that if the company is successful, there will be employment generated.  They will then have such a critical mass; they will not move the company.  Director Cherry referred to the example of Astra Zeneca purchasing a company in Maryland where it absorbed the company but the company did not leave Maryland.  Mr. Smith stated that DEDO does want them to grow and if they leave the company, hopefully they would start another one.

Mr. Battista stated that the Company has to at least commit to come to Delaware.  He stated the first concern is to get them to Delaware and then we will deal with finalizing the terms of the deal.  He stated that in the agreements it could be set up where the company would either stay in Delaware for a specific amount of time or the company could purchase the State’s share of the investment to allow for a recovery.
Mr. Gilligan stated that it appeared that PDS is also looking to do a Round 2 to get $3.5 million.  He asked the likelihood that they would be coming back to DEDO.  Mr. Smith stated that there is another fund that they are looking at and are potentially looking at $8,000,000.  He stated when they invest, they don’t move the company.  Director Cherry stated that the CDF has the right to make that decision as to whether they want them to come back for future funds.  Mr. Gilligan was concerned that if the company is going to be seeking more funds, how small does the State’s piece of the pie get.  Mrs. Vible asked if DEDO said this was all we were going to do, would it cause them to go to another state.  
Mr. Gilligan questioned what DEDO was asking the CDF to approve – to approve assignment of $500,000 or basically saying DEDO will strike the deal and asking the CDF to just give DEDO the go ahead.
Mr. Smith stated that DEDO will work with the Board to work out the mechanics of the valuation.  He stated they would also work out the investment for the total syndicate of investment.
Mr. Battista stated that the Board agreed to the financing, but it wants more than one valuation.  He stated that it could be required to get two or three valuations and if they weren’t gotten, then DEDO could agree to not go forward.  Mr. Smith stated that DEDO believes the valuation to be $5-6.5 million.  He said the Asklepios’ valuation is $8 million.  That is why DEDO is getting another valuation.
Mrs. Inamdar asked if the CDF would like this project to come back before the Council with the Board’s valuation before it makes its decision; or would the CDF be comfortable with accepting the Board’s valuation.   Mr. Gilligan stated that he personally felt that he would rather know specifically what DEDO’s investment was in.  He believes it should come back before the Council.
Mr. Lubin stated that we need to valuate this particular investment based on risk and investment, not necessarily on employment because that can’t be predicted.  He believes that if the end goal is to replenish the fund, with having nothing worse than a one to one return, but with a possibility of getting a five to one return, he doesn’t think the CDF can use some of its current criteria to base its decision.
Mr. Gilligan agreed with Mr. Lubin but felt that the CDF should set a minimum to take back to the Board to set its evaluation.  He stated that the CDF could make an approval recommendation based on a minimum valuation.
It was stated that although this is a risk, there could also be an opportunity.  Initially, the company is formed in Delaware and then DEDO would work on getting at least what it has invested.  Mr. Gilligan stated that the CDF could move forward as long as a valuation comes in at $5,000,000.  He stated that because we don’t know the percentage DEDO owns, we would have a floor that equates to DEDO’s investment.  Mr. Lubin stated that this came back to having a floor of one to one.

Mrs. Vible questioned what would happen if a new investor causes the company to move to another state – what would be DEDO’s option.  It was stated that because it was State’s funds, DEDO would want an out.  It was suggested that there be a floor with some minimum return on DEDO’s investment.  It was agreed that the companies would be encouraged to form their operations in Delaware.  Mr. Battista stated that the Board had already taken that into consideration. 

After duly considering, the nature of the business and finding that the Project will (i) serve a public purpose by being a knowledge-based, fast-growing small business in a technology field such as biotechnology, (ii) that the Grant will effectuate the purposes of 76 Del. Laws, c. 79, §46(d) (July 1, 2007) and (iii) the Applicant is a financially responsible person to the extent required by statue and has not been convicted of a major labor law violation or other illegal conduct involving moral turpitude by any agency or court of the federal government or agency or court of any state in the two-year period immediately prior to the approval of the Applicant’s application for assistance, Mr. Sears made a motion that the Council recommend to Mrs. Judy Ann Cherry, Chairperson, The Delaware Economic Development Authority, approval of an equity investment in the amount not to exceed Five Hundred Thousand Dollars ($500,000) to be disbursed from the Emerging Technologies Pre Venture Fund, for the Project, contingent upon the  investment having a floor with a minimum return to be determined by DEDO and DEDO’s legal counsel, and upon the approval remaining in effect through and including April 27, 2009.  Mr. Hutchison seconded the motion, which was then unanimously approved.

Mr. Lubin asked if there were any public comments; there were none.

Director Cherry stated that the Pre Venture Board is a very professional, a very experienced collection of individuals bringing a lot of talent to the table.  She wanted the minutes to reflect that the Board commented on the background of Due Diligence performed by Mr. Smith and Mrs. Inamdar and that the Board stated it was better than what they have previously seen, was better than what was presented by professional organizations, and that it was really a concise and detailed Due Diligence.  Mr. Lubin also wanted it noted that the CDF agreed to that observation.  Mr. Lubin stated that PDS has been very well accepted by First State Innovation.

Mr. Battista asked if there was anything in addition that the CDF wanted in the presentation of these funds.  Mr. Lubin stated the reliance on the Board was very important.  It gives them comfort and understanding.  Mr. Battista also agreed.
Mrs. Vible stated she would like the Board to state why each project is a suitable use of State of Delaware money instead of just a straight investment.  Mr. Sears stated that hopefully in year one, there would be an idea of how much space the Applicant was going to use, how many employees; put a pro forma to it.
ADJOURNMENT:    The meeting was adjourned at 10:05 A.M.






Respectfully submitted,






Lee Porter, Secretary

 LKP

cc:  Members of the Council on Development Finance

      Director Judy Ann Cherry

      Elio Battista, Jr., Esquire

The next CDF meeting is scheduled for Monday, June 2, 2008 at 9:00 A.M. at the Delaware Economic Development Office in Dover.
