STATE OF RHODE ISLAND AND PROVIDENCE PLANTATIONS
DEPARTMENT OF ADMINISTRATION

Richard A. Licht, Directot Office: (401) 222-2280
One Capitol Hill Faxi  (401) 222-6436
Providence, RI (2908-5890 '

September 26, 2013

Clifton G. Kellogg, Program Director
U. S. Depattment of Treasury

State Small Business Credit Initiative
1500 Pennsylvania Avenue, NW
Washington, DC 20220

Dear Mr. Kellogg:

Per our convetsation, please find attached the Department of Administration’s written tesponse to
the concerns taised in the Lyon Park Associates assessment of Rhode Island SSBCI Program.

As can be seen, we believe that Lyon Park misconstrues the language of out application and the
program implemented by BetaSpting. We ask that in teviewing our response that Treasusy keep an
open mind on this accelerator program which we envision as being highly successful in promoting
growth companies. We temain confident that if you deploy Cromwell Schmisseut to review the
program that the program will be found to be in compliance with our application and Treasury’s
rules/regulations.

We also believe that we can address the concetns regarding the Slater program as discussed in the
attachment once we receive Treasury’s gnidance.

I want to emphasize how important the SSBCI program is to the State of Rhode Island. We believe
that our adoption of a comptehensive checklist will facilitate the effectiveness of the program on a
go-forward bagis.

chard A. Licht, Ditector
Depattment of Administration

cc Matcel Valois, Executive Director, RI Economic Development Corporation
Christine Hunsinger, Ditector of Communications, Office of the Governor
Phyllis Love, Relationship Manager, State Small Business Credit Initiative
John Pagliarini, Chief of Staff, RT Economic Development Corpotation
Frederick W. Stolle, Esq., Assistant Director, Department of Administration
Bernard Lane, Jr., Associate Ditector of Financial Management, Department of
Administration



f STARTUP INVESTMENTS/BETASPRING FUND 100

1. Response to Lyon Park’s concern that Startup Investments/Betasprmg Fund 100 may not
be xmplementmg the program in accordance with Rhode Island’s approve(i SSBCI application

The Rhode Tsland SSBCI apphcation Sec’ﬁon 4A states in pertlnent part as follows

The RIEDC intends to utilize SSB_‘CI funds to invest $2 m:llzon in Betasprmg Fuﬁd 100,
LLC (the “Fund”), which is part of a family of entities engaged in operating the
Betaspring Accelerator (Beraspring LLC) program and investing in its paﬁicipating
compames All SSBCI funds invésted by Betaspring will be used for equity investment.
All funds will represent a cash investment in the portfolio companies and will be shown
as paid-in capital to the compames ' balance sheets. This approach is in- lme with the
approved IRS treatment for Betasprmg F und 1 00 investors.

The Fund makes equzty mvestments in concert wzth intense mentorship. The Fund will:

° Target an average borrower-szze of 5 00 employees or less and w:ll not extend
credit support to borrowers wzth more than 750 employees -

e Target investments with an average prmczpal amount of 35 mzllzon or less and
will not extend credit with prmczpal amounts in excess of $20 million. .

® Muke divect SSBCI mvestments n portfolzo companies of about $20, 000 cash to
Sfund company growth: o

e Total investments. averagmg $42,500 in SSBCI and przvate seed capztal in each
company; :

e Obtaining and utzlzzmg an addztzonal 58,000 to $33 000 each in Sponsorsth
services; :

o Acquire ownership interests in the form of common stock in these graduatmg
companies.

The Accelerator Program provides support in the form of space, intensive mentorship,
coaching, networking support, and seed investment in participating companies.
Compelitive entrepreneurial teams from around the world come to Providence, RI for the
Betaspring intensive rwelve week program. T he Program conducts a rigorous selection
process, entailing a competitive application procedure in which applicants provide
information about themselves, their idea, and their team. Management evaluates the
applications, selecting a subset 1o interview via video or in-person. Based on these
interviews, management selects finalist and sends -acceptance letters. Approximately
10% of thé applicaﬂts wer;z Selecféd for particz}aati'on’ in the ZOJ O'Accelent_tor pfogram.

Betaspring’s tmmmg helps teams transform themselves into ﬁmcﬁonal fundable
companies by provzdmg mentorskzp Kickoof fundmg, and immersion in an intense



startup commumry of hke-mmded entrepreneurs Vza the F und Berasprmg provides
each team with approxzmately $42 500 in seed capzral Part of this funding will help pay
Jfor services including mentorsth legal counsel, incorporation ﬁlmg and other legal
work necessary to complete tke busmess model

The Lyon Park report summarlzes the foregomg portlon of the apphcation in the foliowmg
manner: ' ‘ '

In the portion of the approved apphcation that descrlbed Betasprmg Fund 100, Rhode Island
stated that “all SSBCI funds mvested by Betaspnng W111 be used for equity investment. ‘All
funds will represent a cash investment in the portfolio compames and will be shown'as paid-in
capital to the compames balarice shieets.”™ The application also states that thé fund will “make
direct SSBCI mvestments in portfolio companles of about $2O 000 cash to fund’ company
growth; [and] obta:lmng [510] and utlhzlng [510] an addmonal $8 000 to $33,000 each in
sponsorship services . . ..” While the: appkcation makes. clear that investees will be graduates of
Betaspring’s affiliated accelerator the apphcauon does not suggest that any funds will be used to
fund the Betaspring Fund 100°s operatlng expenses. The application does indicate that h portion
of the $42,500 in seed’ capltal “will be used to help pay for services including mentorshlp, legal
counsel, incorporation filing, and other legal work necessary to complete the business model,

but it does not specify which entities Will‘ provide these services to the investees.

Simply put, Lyon Park’s review of our Program mlscharacterizes the actual descrlptlon provided
in the apphcatmn The description provxdes an overview of the entire accelerator model adopted
by Betaspring LLC rather than simply the operation of Betaspnng Fund 100. While Lyon Park
acknowledges that the application makes clear that investees will be participants in the
accelerator run by an affiliated company (Betaspring, LL.C), Lyon Park goes on to attempt to put
a negative spin on the content of the application by stating that nowhere does it suggest that any
funds will be used to fund Betaspring Fund 100’s operating expenses. Not surprisingly, the
application does not refer to the use of funds to pay fer the operating expenses of Betaspring
Fund 100 as it was never the intention of the Fund to use any SSBCI funds to pay for operational
expenses and, in fact, no SSBCI funds were used to pay any Betaspring Fund 100 operating
expenses. This fundamental misunderstanding of the nature of the Betaspring accelerator
program by Lyon Park, serves to highlight the importance of having personnel Wlth substantial
expertise in venture capital accelerator programs as anecessary component in any undertaking to
a review of compliance issues of such a critical nature, Lyon Park fails to understand the
essential nature of the Bestaspring Fund 100’s Pro gram in conformance with the application;
Lyon Park is wrong. '

As is evident, Lyon Park’s entire analysis starts off on the misplaced assumption that Betaspring
Fund 100 used SSBCI funds for “operating expenses” of the Fund. Lyon Park then goes on to
provide an analysis based upon this false assumption and places great emphasis on the
terminology “cash investment” while at the same time attempting to downplay the clear
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disclosure that a portlon of each 1nvestment fna portfollo company would pay for servrces”
provided. - : i .

In actuahty, the apphcatlon does prov1de a clear and con01se descnptron of the Betaspnng
accelerator program The openmg paragraph mdlcates that SSBCI funds will be uSed for equity
investments. The apphcatlon then states that “[a]ll funds Wlll représent a cash 1nvestment in the
portfolio companres and will be shown as pard in caprtal to the’ companles balance sheets.” The
application goes on to dlSClOSC that ‘via the Fund, Betasprmg provrdes ¢ach team w1th
approximately $42 500.in seed capital. Part of this fundlng will help pay’ for serv1ces 1ncludmg
mentorship, legal counsel 1ncorporatron filing and other legal work n necessary to complete the
business model.” By use of the word “1nclud1ng” it is obvious that the application intended to
provide some examples but not a complete list of some of the services that would be funded with
the investments from the Fund. Furthermore, the opemng paragraph indicates that all funds (not
just SSBC funds) “will represent cash mvestments” and “w1ll ‘be shown as pald-ln cap1tal ”

These descriptive statements do not support the concluswn made by Lyon Park that the
application required all SSBCT funds to be paid 1 in cash directly to the portfoho company in
which an investment is bemg made.  Rather, a more appropmate lnterpretatlon 1s that in using the
term “cash investments” in tandem with the statement “w1ll be shown as paid-i in capltal ” the
application intended to convey that fundlng would represent an equlty investirient in each
portfolio company. If the intention were to pay the entlre 1nvestment dlrectly to the investee
there would be no need to further state that the payment would “be shown as pard-m capltal ”
This interpretation’ avoids the conclusion that Lyon P ark makes that the approved applrcatlon 18
contradictory thereby making it 1nterna11y 1nconsrstent at the tlme of Treasury’s review and
consideration. Furthermore, Lyon Park avoids any mentlon of the statement on page 1-in section
4H in which the application indicates that “Is]ince it is a fund with an operating agreement with
investors, these documents spell out the use of i mvestment proceeds that must be directed to
investment in Betaspring teams and to the provision ‘of services that are offered to them.” This
statement is directly counter to the concliision reached by Lyon Park that the application was
entirely silent as to the payment of investment proceeds directly for “the provision of services”
offered to Betaspring teams. Contrary. to Lyon Park’s determination, the application is internally
consistent provided one does not attempt to take sentences or phrases out of context and
considers the application as a Whole

Missing from the analysi_s undertaken by =Iz;yon Park is any focus on the substance of the
transaction at issue in the Betaspring accelerator model. In essence the Betaspring Fund 100
makes payment to the service provider (Betaspring, LLC) on behalf of the portfolio company
and in return receives an equity stake in the portfolio ¢ompany. Certalnly, payment to a separate
and distinct entity by Betaspring Fund 100 on behalf of a portfolio company | that is reflected as
paid-in capital is only different in form and not substance over the payment to the portfolio
company with a requirement to pay the funds over to this separate entity as a condition to
participation in the accelerator program. The substance of these transactions is the same;
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however Lyon Park’s entlre analys1s on th15 1ssue elevates the form over the substance When it

notes that there was no mdlcauon “that the funds to pay for these servrces would never actually

pass through the mvestee ” In fact n drscussrons with' Lyon Park ifs representatwe conceded as
much by 1ndtcatmg that had the monies tlowed through each investee there Would have been no
issue to quest1on ¥ ' " ’ '

Lyon Park then attempts to equate the payrnents made in connectlon w1th the “serv1ces
disclosed in the applrcatron as admlmstratlve costs of Betasprrng Fund 100. The predommant
flaw in this part of Lyon Park’s assessment is that Betasprmg Fund 100 never received any
payments for operatrng expenses Or any ¢ other purpose, rather it is the mvestment vehlcle that
pays funds over for the benefit of each portfoho company and it is the payment of funds that
constitutes the investment in each company, which is reﬂected as paid-in capltal In actuality, the
mechanism is very stralghtforward the Betaspring Fund IOO pays another entity for a services
contract and the services contract is assi igned to the mvestee Nothmg about this structure could
be defined as an in-kind contribution in the manner alluded to by Lyon Park. .An'in-kind
contribution by its’ very nature would have no monetary, component rather it would s1mply be
services prov1ded in exchange for equity. - If this were an in- kmd structure, Betasprlng Fund 100
would not be the re01p1ent of the equity in the portfoho company rather the entity actually

- providing the services would receive the equ1ty stake Because Betasprmg Fund 100 did not
receive the funds as characterlzed on page 9 of the Lyon Park report, the allegatwns and
conclusions are based entirely ona mrsconcephon of the opera’non of the Betasprmg accelerator
model and lack any merlt requmng further comment '

Lyon Park’s analysrs negates the appl1cat1on language descnbmg the Program Frankly, the
analysis is ﬁmdamentally flawed.

2. Response to Lyon Park’s contention that Startup Investments/Betasprmg Fund 100 may not
be in compliance with Treasury’s requnrements regarchng 20 percent prlvate cap1tal at risk
and 1:1 private leverage. : : ‘

The Rhode Island application states as follows vith re's'p_ect to prlvate' leverage and capital at

' Betasprmg has completed 3 irivestrent rounds: one “service for equrty ' round, and two
Sfunded by prwate investors, supplemented by some public funds. With measurable
achievement in launching surviving businesses, Betasprmg is scaling up to expand
operations, obtaining $4.25 million in equity investment, to whzch RIwill contribute §2
million, as indicated in Section 2C. ‘ P

**Betaspring recognizes that the investment of SSBCI funds requires a 1:1 co-investment
match from private funding sources at a minimum. Betaspring can and will comply with
this requirement, by only making investments that meet the 1:1 match requirement.
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Betasprmg wzll ackzeve thzs by dmwmg SSBCI only up to t‘he amoum‘ of current przvote
investment in' the fund, F: urtkermore Betosprmg recogmzes that przvate Sfunding sources
musst have 20% or more of their. capztol at risk in eoch deal. By meermg the 1:1 match
requirenient and mamtammg proportronal (dollar for dollar) rzsk ollocatzon; Betasprmg
" investments are assured to exceed the recjuzrement of 20% przvate eapttal at rzsk ona
per—deal baszs** T (RIS v
In add1t10n to the foregomg, Treasury requested some addltlonal explanauon reIatlve to the
Betasprmg pro grarn whlch was supphed in the form of a letter that stated as foIlows

B o ot
d _\ ‘”.J‘_ ““‘

G Betasprmg has mzsed $ 75 0, 000 m commztted przvate capztal ro dctte whzch provzded the
initial close of the fund.. We have an additional $300K $500K ﬁom private investors
identified, which we will close on an investor- by~mvestor basis. The fund is projected to
close at the end of 1Q 2012. Our pnmre mvesror pzpelme is deep and well engaged in
| 'theprogress oftheprogmm ‘ o G PN -w,‘_ ‘
Capztal calls for Betasprmg are sckeduled for June 20] 1 (completed) November 2011,
and November 2012. Investors who commit post— the mznal capital call are required to

c_atch t;p‘_ to‘ prevzous.capztal ca_lls when they commit to Jund:

Betasprmg understands the przvare capital matchmg reqmrements for tranchmg of the
SSBCI capztal and projects that we will be able to meet these ori a per- -deal and overall

 fund basis, as the makeup of our $4. 25M fund is 53 / przvate ($2 25M) and 47% public
(832M SSBCI). Every deil is invested along these. proportzonal allocatzons exceedmg the
requirements of 209’ przvate capztal ona per—deal baszs

Lyon Park states that the approved applieation “ackriowled ged Trea'su'ry’s fequirements
regarding private capital at risk and 1:1 “private program leverage and indicated that Betaspring
would fully comply with these requlrements The application did not, however clanfy how
Betaspring would demonstrate compliance with these requlrements

Lyon Park then proceeds to undertake a detalled ana1y51s and methodolo gy in attemptmg to
reconcile the use of SSBCI funds and private co—mvestment in a manner that is consistent with
its view of the treatment of loan transactlons However, the Rhode Island application and
correspondence submitted in connection thérewith make clear how the Betaspring program
intended to meet the 1:1 leverage and 20% prlvate capltal at risk requxrements in connection with
its venture oap1tal accelerator program ' -

The statement made by Lyon Park relative to the lack of .i'rllforrr.iati(')n-o'ri how the Betaspring
Fund 100 was going to show compliance is inaccurate. Importantly, the Lyon Park report does




not touch'on any of the d1scuss1ons w1th Treasury dunng the appllcatlon process Furthermore
the repott:also. falls to make mentron of correspondence requested by Treasury that was supplied
by Betasprlng provrdmg addltlonal explanatlon of how the Fund 1ntended to comply w1th these
requlrements RSN PR LS e 1 [ERER A _;!__ |

The applrcanon speclﬁcally states that “Betasprmg Wlll achJeve thJS by drawmg SSBCI nly up
to the amount of current private investment in the fand. Furthermore Betaspring recognizes
that private fundlng sources must have 20% or more of their cap1ta1 at risk in each. deal. By
meeting the 1:1 match requlrement and mamtammg proportlonal (dollar for dollar) risk
allocation, Betasprmg investments are’ assured to. exceed the requrrement of 20% pnvate capital
atrisk on a per-deal basis. & (emphas1s added) This descnptlon was supplemented by the
correspondence i in which- Betasprmg indicated that they‘ understand the prrvate capital
matching requirements for tranchmg of the SSBCI capltal and proj jects that we wrll ‘be'able to
meet these on a per-deal-and overall fund basis, as the makeup of our $4.25M fund s 53%
private ($2.25M) and. 47% publlc ($2M SSBCI) Every deal is invested’ along these -
proportlonal allocations, exceeding the requlrements of 20% pnvate cap1ta1 ona per«deal
baszs (emphas1s added) ﬁ.:"‘ IR ‘--. T L

Both the appllcatlon and c0rrespondence prov1ded to’ Treasury deta1l the fact that Betasprmg
Fund would be compnsed of approxnnately $4.25 million total dollars of which $2.25 million
was to be private investment and $2 miillion of SSBCT funds.  Together the application and this
correspondence make clear that the BetaSpring Fund had already received private investment of
$750,000, which comprised a portion of the total $4.25 million fund. Adopting the rationale of
Lyon Park’s assessment would have resulted in a denial of the Rhode Island application from its
inception as without the $750,000 as a component of the leverage requirement, there could not
be a 1:1 leverage unless follow on investrnent is taken into account. Thus, the only plausible
manner in which Betaspring could meet the 1:1 leverage requrrement at the time of the
application (without counting follow—on 1nvestment) is a recognition that investments were
allocated on a proportional basis such that each dollar of 1nvestment results in an equity across
the entire portfolio of companies rather than select companies in the portfoho This is in fact
how the application and correspondence prov1ded to Treasury detailed how the Betaspnng Fund
100 intended to meet the Treasury guidelines. A mote approprlate analy31s of the Fund is to
examine the entrrety of its investment-activity on a rolling basis from 1neept10n to the date of

measurement, to detenmne comphance with private capital at risk and the leverage requirements.

Adoptlng this method of analysis i$ in keepmg with the content of the Rhode Island application
and based upon such analysis, Betasprrng Fund 100-does meet the private capltai at risk and
leverage requirements. Such an analysis is central to an accelerator program Agam Lyon
Park’s analysis reveals a failure to understand the apphcatlon




For every portfoho company in whrch the Fund Invested the eaprtal at rlsk is allocated
proportionally across all investors in the Fund. Ifa portfolio company 1nvestrnent results in a
loss, that loss is born by all investors in proportlon to their ownershlp interest in-the Fund. Since
its inception the Fund has malntalned a private capital ratio in excess of. 20% and therefore
private capltal at rrsk 1n edch 1nvestment exceeds 20% L :

The Allocatlon Agreement prov1des the followmg formuia to deterrnlne whether a state pro gram

is in comphance Wlth the I:r leverage ratior "y A O R ' |
Cumulatlve anate Leverage Ratlo for Ind1v1dua1 Approved State OCSP Program =
[Total Cumulative Private F1nancmg Generated by the Approved State OCSP Program] /
[S SBCI Funds used by the Ind1v1dual Approved State OCSP Program] '
Ll', : : !-. =_5-‘¢‘: i . . i

In analyzmg the Betasprlng Fund_k_l OO mvestments thls-for'mula ‘should be. stated as_ foIldws:
[All prlvate investment dollars ralsed by Betasprlng Fund 100 + aH prlvate mvestment
dollars raised by portfolio companies subsequent to the Betaspnng Fund 100 equity

‘ 1nvestment] / [SSBCI funds used by Betaspnng Fund 100]

Using the: appropnate formula to measure the 1 1 leverage ratio as set forth above Betasprlng
Fund 100 indicates that it can show cornphance with this requlrement '

In addition to the foregoing anaIysis, Lyon Park’s assessrrient Undertahes an examination of the
private investment and leverage issues by stating that “[a]lthough Startup Investments did their
accountlng in such a way as to ‘fund’ a large share of their operating: expenses out of SSBCI
funds, Lyon Park Associates considered each expenditure to represént a reduction in private
funds availability, since Lyon Park Associates, believe these expenses should have been paid for
out of prrvate funds.” This statement agaln reveals the Lyon Park’s fundamental lack of
understanding in relation to the Betasprmg accelerator. Startup Investments never funded any of
its operating expenses as alleged by Lyon Park, - As detailed above, Betasprlng Fund 100 made
an equity investment in each portfolio.company and the proceeds of that investment were used to
purchase a services contract that was assigned to the ‘por'tfol'io company. Neither Startup
Investments rior Betaspring Fund 100 used any SSBCI funds for operatlng expenses as
asserted by Lyon Park. - : :

3. Response to Lyon Park’s assertion that Startup Investmentszetasprmg Fund 100 did not
complete the requlred use of proceeds form.




Lyon Park determmed that the pro gram lacked 1nvestor use of proceeds forms as. the wrong form
had been used (ie. . the investee use of proceeds cert1ﬁcat10n m place of the mvestor use of

proceeds) Lyon 'Park noted that the 1ssue was correcte

4, Response to Lyon Park’s determmatlon that Startup Investmentszetasprmg Fund 100
fatled to provrde adequate documentatlon of subsequent ﬁnancmg ‘

documentatron of subsequent financmg As prevrously reported to Treasury, the documentatron

is belng requested and complled and is expected to be completed before year end

5. Response o Lyon Park’s claJm that Startup Investments!Betasprmg Fund 100 1nvested n
companres that were not located in the State of Rhode Island .

Lyon Park notes that at the tnne'the 1nvestment decision was made certain co‘mpanies were not
located in the State of Rhode Island. Lyon Park fails to make any reference to the Rhode Island
apphcatton in-this context, which clearly stated that ¢ compet1t1ve entrepreneurral teams from
around the world come to RI for the Betasprmg 1ntcnswe twelve week pro gram”,’ By the very
nature of an accelerator one should expect that part101pants may come from other states or
countrles Certalnly, there is. no dlspute that SSBCI fundlng should be hmlted t0 U S. compantes
and w1th respect to the smgle company that did not complete 1ts transrtlon toa U, S corporate
entity it is agreed that the investment must be un—enrolled from the pro grarn thh respect to any
other U'S.' company part1c1pat1ng in the Betasprlng accelerator each 1s located w1th1n Rhode
Island during the twelve week term of théir part1c1patton in the program ‘While the goal is to
retain as many companies locally, in some instances this may not happen Giventhat the
application was clear on this point and that all compames are located in Rhode Tsland while
participating in the accelerator there does not appear to be any basis for Lyon Park’s
determination that thls issue mierits drscussmn other than the one company of non-U.S. origin.

Lyon Park does not pomt to any rule regulatlon statute or gmdelme that Would prolnblt an
investment decision from be1ng made in relatron to a company located in another state.

Requested Guidance: -

Given the content of the Lyon Park report; Treasuty is :ret1uested t0 opine on its interpretation of
the Rhode Tsland application taking int6.account the detailed analysis provided by the State
rebutting the mischaracterizations contained in the Lyon Park report. To the extent Treasmy
adopts the Lyon Park interpretation and determines that the State is not in comphance with its
application, the State hereby requests that it be permrtted to amend its apphcation retroactively to
more definitively state the mechanics of the Betasprmg accelerator program,




A review of Treasury guidelines does 'ndt reveal any prolhibition in relation to the investment
mechanism whereby a venture capital furld pays directly on behalf of an investee for goods
and/or services, which would otherwise be permissible for the investee to purchase with SSBCI
funds had the funding been made dlrectiy to the investee. Given the emphasis placed on this
scenario by Lyon Park, guidance is requested from Treasury to'indicate whether it is permissible
for payments to be made by an investment fund to another entity on behalf of its investee so long
as the goods and/or services are perm1551ble expenditures and the investment results in equity
stake in the investee equivalent to the funds pald by the 1nvestment fund

Addltionaily, Treasury is requested to prov1de gu1dance in connectmn with the structure of the
Betaspring Fund 100 investment vehicle as set forth above and’ determme whether the
proportional allocation adopted by this fund is pernu331ble in calculatmg the 20% capital at risk,
recognizing that certain private investment to the Fund was expended subsequent to the
Allocation Agreement but prior to the recerpt of the SSBCI allocatlon ' ‘




I SLA‘TERTECHNoLoGYsUNo’:;_" |

As ofJ anuary 201 3 Slater Technology Fund (“Siater”) adopted p011c1es and procedures that
more strictly segregate SSBCI funds frorn funds.in other Slater accounts s0 as to avoid any
further issues such as those identified by Lyon Park. Detailed accountlng reconciliations were
developed to carefully track the transactrons and transfers that would be requlred to strictly
comply with SSBCI regulatrons pendIng review W1th RIEDC its adv1sors and/or US Treasury
personnel, as the case rnay be As of July 12, 2013 actual transfers of cash in settlement of the
accountrng reconcrhat1ons were made e - SR PR ' L

|-
[ : I‘_
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Lyon Park s ﬁndrngs in relatron to Slater fall 1nt0 several categorles, whlch are as follows

°. satlsfacnon of the 20% prrvate capltal at—rrsk requrrements of SSBCI L
e issuc of whether fmancmgs Wlth multlpIe closmgs can be vreWed as 1ntegrated h
transactlons _ ; ' ‘
e concern that Slater 1mproperly used SSBCI funds to make fwo mvestments ‘that were not
“enrolled in.the SSBCI program' - ‘ - r
8 need for rnvestor sex offender certrﬁcatron letters on 1nd1v1dua1 transactrons

Lyon Park cltes the VCharge transactlon as the first exarnple of non~comp11ance wrth the 20%
test. Non—compllance in this case turns on the rejection of Slater’s explananon that the VCharge
investment was part of an ‘integrated transaction’, Slater would propose to remedy the VCharge
matter by proactively un-enrolhng VCharge -

Lyon Park also identifies the Lucrdux and VoltServer transactions as the second and third
examples of non-compliance with the 20% test. In each case, Slater served as sole investor
intending to comply with the 20% test by, postlng capltal from its own account. The fundxng
source for these transactions was intended to be Slater’s recoveéry account, which is-specifically
identified as a source of funding in the approved Rhode Island application. The funds in the
recovery account are income earned by Slater on its investments. Slater is not a governmental
agency or quasi-governmental corporauon but a private corporate entity organized under the
laws of Rhode Island in the same mannét as any other private corporation, The monies in
Slater’s recovery account are not paid by any public entity. Notw1thstandmg the foregoing,
Slater has requested an opinion from counsel that the funds in 1ts recovery account constitute
prlvate capltal '

As aresult of Lyon Park’s recommendatlons, Slater has undertaken the followmg
reconcﬂlatlons o
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In the case of Luc1dux thlS postmg took place retroactlvely (effectrve July 12 2013), once Slater
had recelved adequate gu1dance on how comphance Wlth the 20% test.was to be construed
accordmg to. Lyon Park Slater had generated accountlng reconcrhatrons along these lines as part
of the engagement with Lyon Park and had further: clanﬁed 1ts understandlng of the 20% test by
attendmg the June 201 3 Contractors Workshop , : e -~: SO :

In the case of VoltServer th1s postlng also took place retroactwely (effectwe October 31 2012),
albeit in'‘excess of the 20% requrrement by way of Slater fundmg the second tranche in its
VoltServer 1nvestment out of Slater cap1tal accounts When Slater later effected 1ts accounting
reconcﬂlatlons and related funds transfers it transferred $70 000 from its SSBCI account to
Slater S capltal accounts to reimbuirse Slater and brmg Slater 8 pnvate caprtal portlon to 32%. Of
note, Stater stopped short of transfernng an amount sufﬁcrent to bnng its prlvate capital portion
down to 20% because Slater had reached w1th the transfer of $70, 000'the limit of $1.5 mm
recelved under its SSBCI fundmg through October 31 2012 (assuming as was the case at the
time that ProThera B1olog1cs whlch closed on August 28 2012, would be enrolled in Slater )
SSBCI Program to the extent of $200, 000 or 80% of Slater s $250 000 1nvestment in Prothera).

As noted by Lyon Park Slater drd in fact use SSBCI funds to fund its mvestment in ProThera
Biologics, completed August 28, 2012, intending to post’ $50 000 from its own capital to meet
the 20% test in a manner similar, to the treatment it adopted with Lucidux, that is to say .
retroactrvely pendlng further clanﬁcauon on what cntena nnght satrsfy the 20% test In the
ProThera case, Slater had 1nvested $250 000 in ProThera in'2009 and there was 1n1t1ally a
questlon Whether such pnor 1nvestment out of Slater § own account would satlsfy the 20% test.

Slater closed the IllumrnOss Medlcal transactlon in amount of $250 000 on: September 26, 2012.
Having expended substant1ally all of its SSBCI funds with the ProThera transaction, Slater
funded the lluminOss transaction out of its own capital, Later in time, Slater determined that the
TluminOss transaction served better to embody the cntena required or desired by SSBCI,
including substantial co-investment by third party private investors and significant potential for
follow-on leverage from the syndicate of investors leading the deal. Given this judgment, Slater
clected to enroll the ltuminQOss investment in its -SS_BCI Program in licu of the ProThera
investment. Slater reflected this treatmentin its accounting reconciliations, and it later did the
same inits funds transfers of July 12, 2013 Consistent with this treatment Slater included
NluminOss as one of its enrolled transactions in'the annual report filed for December 31, 2012,
recognizing that the 1nvestment was in 1dentlcal amount as that of the prevrously—funded
ProThera transactron S

Slater also did in fact use SSBCI funds to fund 1ts 1n1t1a1 mvestment in Enhanced Energy Group,
completed November 16, 2012. Soon thereafter, Slater was informed that it would not be
receiving the $900,000 of additional SSBCI funding it had expected. Anticipating additional
follow-on investment in Enhanced Energy within a short time, and uncertain whether there
would be adequate SSBCI capital available to fund such follow-on investment, Slater elected to
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refrain from enrollmg 1nvestment in Enhanced Energy Acoordmgly, Slater relmbursed its
SSBCT account out of its own capltal as ewdenced in both the accountlng recon01hat10ns as well
as the funds transfers effécted on July 12,2013.. ZEEIS T“ BE
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Lyon Park’s ﬁndlngs also 1dent1ﬁed deﬁcren(:les n Slater s. mventory of sex offender
certifications, spe01ﬁcally those requlred of Slater Wlth respect to each 1nd1v1dual 1nvestment
Slater has subsequently remedled th;s 1ssue as noted by Lyon

Slater is in the process of develop:ng a comphance checklrst in concert w1th the Small Business
Loan Fund Corporatron consistent with the recommendation of Lyon Park.. Addltlonally, the
SBLFC intends to nanement a procedure by which' no expenditure of SSBCI funds can be
undertaken by Slater without provision of the compieted checklist and accompanylng records to
the SBLFC ev1dencmg eomphance w1th Treasury requlrements :

Requested Guldance ST

Treasury has been prov1ded w1th an explanatlon of the prlvate capltal at nsk isstes by way of the
Lyon Park report and a detailed explanation above as to the reconciliations undertaken by Slater.
Confirmation is requested that the reconciliations meet with Treasury s acceptance to remediate
the issues identified by Lyon Park. '

Permission to un-enroll the V-Charge 1nvestment is requested and in connection therewnh Slater
would also seek to ‘re-enroll” ProThera in accord with what was originally intended with respect
to the ProThera investment. Given that Slater was sole investor in ProThera, Slater would
propose to post $50,000 of the $250,000 investment in ProThera out of its own capltai in
compliance with the 20% test.. Slater beheves the ProThera transaction i is arguably a better
candidate than VCharge for enrollment in Slater ] SSBCI Pro gram |

L. Checklists:

In an effort to improve upon 1ts comphance with the SSBCI Rules and Regulatlons, Rhode Island
is devetopmg checklists as recommended by Treasury at the SSBCI conference held in Dallas in
June 2013. These Checklists are belng adapted from those utilized by the state of Alabama
which have been held up as a model by Treasury ofﬁcrals




