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Introduction 

 
The following information is gathered and presented at the direction of the General 
Assembly as set forth in HB 1 of the 2010 Extraordinary Session (Page 32). The Budget 
Bill directive states: 
 

The Cabinet for Economic Development is directed to study the potential 
benefits of developing an Angel Investor Program, including an evaluation 
of the current Kentucky Investment Fund Act, the benefits of tax credits to 
encourage Angel investing, and the methods used by other states and the 
effectiveness of those methods. The Cabinet shall report to the Interim 
Joint Committee on Appropriations and Revenue by December 1, 2010. 
 
Much interest has been generated in state income tax credits for individual 

investors in recent years. However, the general trend to seek effective stimulation for 
angel investment (also known as informal venture capital) has increased at the national 
and international levels as well. 

 
The rationale for supporting the informal venture capital market emerged 
following publication of early empirical studies in Europe…by 
highlighting the scale of the market, its potential for expansion and the 
types of investments made by business angels. The investments were a 
precise match to those which were least attractive for venture capital to 
make. More importantly, these studies drew attention to the market’s 
untapped potential. Not only were active investors unable to find enough 
investment opportunities, and so had substantial capital available for 
investment, but there also appeared to be significant scope for expanding 
the numbers of active investors.1

 
This document addresses the following: 

1. What are angel investors and why do we need them? 
2. What incentives does Kentucky already have in place to encourage 

investment in start-up high-tech companies? 
3. Is an individual investor tax credit necessary for Kentucky to remain 

competitive with other states in recruiting start-up businesses, high-
tech industry, and needed funding? 

4. Which of the current investment tax credit options is most likely to be 
beneficial to the Commonwealth? 

 
All of these questions must be asked and answered in the context of achieving balance 
between a budget crisis limiting availability of state funding and the need to generate 
more economic activity that will produce jobs and revenues in future years. Like all tax 
credits, incentives for angel investors are in fact expenditures of state funds, and should be 
compared to other possible expenditures that could help accomplish the same goal.   
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What are angel investors and why do we need them? 
  

The term “angel” refers to wealthy individuals (or groups of individuals) who 
provide entrepreneurs with capital, connections and guidance.2 This seed-stage funding 
fills the gap between the initial investment in start-up businesses from family and friends 
and the venture capital type investment for business ventures that are more mature. Angel 
investors typically have investment portfolios in excess of $250,000 in multiple 
companies. This type of investor also provides more for the entrepreneur than just 
funding.3   
  

Individual or angel investors are different from venture capital investors and make 
investments that would not be made by the typical venture capital investor. Angels 
generally invest their own money into start-ups and early stage companies while venture 
capitalists are professional investors who pool money from institutions and individuals to 
support developed enterprises. The venture capital investors “have turned away from 
investing in start-up and early-stage businesses in favor of less-risky deals with larger, 
more mature companies”.   

 
In 1995 38% of venture capital investment was in seed and early stage 
companies; by 2005 that figure had dropped to 19% according to the 
National Governors Association….Angel investors are increasingly filling 
the void left by the lack of investments being made by conventional 
lenders and venture capitalists.4

 
 Evidence of this increased angel funding activity and its resiliency can be 

seen in the angel investor market in 2009, which on the heels of a 
considerable contraction in investment dollars in 2008, exhibited only a 
modest decrease in investment dollars, and little change in the number of 
investments. Total investments in 2009 were $17.6 billion, a decrease of 
just 8.3% over 2008. Furthermore, a total of 57,225 entrepreneurial 
ventures received angel funding in 2009, a slight 3.1% increase from 
2008, and the number of active investors in 2009 was 259,480 individuals, 
virtually unchanged from 2008. The small decline in total dollars, coupled 
with the increase in investments predictably resulted in a smaller deal size 
for 2009 (an 11.1% decline in deal size from 2008).5

  
Angel investment has a significant likelihood of generating job growth. The 

United States Census dataset called Business Dynamic Statistics (BDS) indicates that 
first year businesses add 3,000,000 jobs a year on average in the country. The BDS 
measures business openings and closings, startups, job creation and job destruction by 
firm size, age, industrial sector, and state. The U.S. economy is made up of more than 
6,000,000 businesses with paid employees. The population of these businesses is 
constantly increasing and declining. Businesses grow, shrink, and close. New businesses 
constantly replenish this pool and do not simultaneously lose jobs. Therefore, it is first-
year businesses that are creating net positive job growth.6   
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The individual investor contributes to the success of the business by providing 
more than just funding. Angel investors are “widely distributed” and because they make 
the majority of their investments “locally (within 50-100 miles of where they live)…they 
are able to address regional gaps in the availability of finance.” They typically “seek to 
contribute their experience, knowledge and contacts to the benefit of their investee 
businesses” which increases the likelihood of the entrepreneurial business venture being a 
success.7 “The presence of angel investors also reduces the relocation of successful 
entrepreneurs to the coasts for early-stage financing so that states realize greater 
economic impact from entrepreneurial startups.”8  

 
 

What Does Kentucky Have in Place Currently? 
  

Kentucky already has a modest program in place to promote private investment in 
high-tech start-up business ventures. The Kentucky Investment Finance Act (KIFA) was 
first enacted in 1998 to encourage capital investment in the Commonwealth, to encourage 
the establishment or expansion of small business in Kentucky, to provide additional jobs, 
and to encourage the development of newer products and technologies in the state 
through capital investments.9 The Act was expanded and improved upon by amendments 
that became effective July 15, 2002 resulting in the current program.10  

 
KIFA provides a tax credit for investors in high-tech and start-up companies. 

Taxpayers invest through a fund of at least $500,000 with a fund manager approved by 
the Kentucky Economic Development Finance Authority (KEDFA). The fund manager 
applies to KEDFA on behalf of the fund. The criteria for fund manager approval include 
compliance with state and federal laws, investment strategy, the experience of the fund 
manager, and demonstrated ability of the fund manager to manage the fund.11 The 
structure, therefore, contemplates a paid fund manager making investment decisions and 
controlling a pool of money invested by individuals. The individual investors in the 
approved fund may be eligible for a credit against income tax, insurance taxes and taxes 
on financial institutions of up to 40 percent of that investor’s proportionate share of 
qualified investments.12

 
To qualify for the credit, the fund must invest in a “small business” as defined in 

the Act and the small business must be engaged in a “qualified activity” as defined in the 
Act. 

"Small business" means any entity which at the time a qualified investment is 
made by an investment fund:  
(a) 1. Has a net worth of five million dollars ($5,000,000) or less or net 
income after federal income taxes for each of the two (2) preceding fiscal 
years of three million dollars ($3,000,000) or less; or  
2. Is a knowledge-based business, as shall be prescribed by the commissioner 
of the Department of Commercialization and Innovation, and has a net worth 
of ten million dollars ($10,000,000) or less;  
(b) Is actively and principally engaged in a qualified activity within the 
Commonwealth, or will be actively and principally engaged in a qualified 
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activity within the Commonwealth after the receipt of a qualified investment 
by an investment fund;  
(c) Has no more than one hundred (100) employees; and  
(d) Has more than fifty percent (50%) of its assets, operations, and 
employees located in Kentucky. 
 
"Qualified activity" means any industrial, manufacturing, mining, mining 
reclamation for economic development, commercial, health care, agricultural 
enterprise, or agribusiness activity. A "qualified activity" does not include 
any activity principally engaged in by financial institutions, commercial 
development companies, credit companies, financial or investment advisors, 
brokerage or financial firms, other investment funds or investment fund 
managers, charitable and religious institutions, oil and gas exploration 
companies, insurance companies, residential housing developers, retail 
establishments, or any activity that the authority determines in its discretion 
to be against the public interest, against the purposes of KRS 154.20-250 to 
154.20-284, or in violation of any law;13

 
Funds must submit an annual report to KEDFA that includes information on the 

amount of investments, the businesses in which the fund invested, and the job creation 
anticipated and achieved by the business receiving the investment. The information 
reported is used to determine the amount of tax credit available to the fund which is then 
reported to the Department of Revenue. It is up to the fund to distribute the credit among 
its investors who then claim the credit when they file their tax returns. The fund manager 
must also provide an annual audit prepared by an independent certified public accountant 
in accordance with generally accepted accounting principles. KEDFA in turn files an 
annual report with the legislature.14  The reports for 2009 and 2010 are attached as 
Appendix A and Appendix B. 

 
The total cap on the KIFA program is $40,000,000 and the total cap for any single 

fund is $8,000,000.15  There have been two versions of the KIFA program (herein KIFA I 
and KIFA II respectively). KIFA I had only one participant fund, while KIFA II, the 
current version, had seven approved funds. Of those seven KIFA II funds, three withdrew 
and never were active participants in the program, leaving four remaining active funds. 
Note that the 2010 report includes only three of the KIFA II funds because one of the 
four KIFA II funds reached its maximum approved investment and is no longer eligible 
to participate. (See Appendices A and B.) 

 
There are three different measures of activity under the program. As with many of the 
performance-based incentives, KEDFA approves a maximum tax credit amount available 
to the fund. The amount for which the investors in the fund are ultimately eligible is 
determined by the actual investments made. Finally, after the credits are apportioned 
among the taxpayer investors, it can be determined how much each one is able to claim 
against his own tax liability, or transfer, for consideration, to other taxpayers. There are 
therefore likely to be different dollar figures for the maximum approved credit for a 
fund, the amount actually available after investments are made, and the total of the 
amounts claimed by taxpayers on their separate returns. 
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The five funds that have actively participated in either of the KIFA programs 
since inception each had a maximum approved credit amount. The total aggregate 
approved amount of tax credits for all participants (KIFA I and KIFA II) was $6,763,672. 
After this credit amount was approved, those funds submitted their investments for 
approval of an actual available credit. Those five funds have made a total of $13,223,598 
in qualified investments since 2000. As of June 30, 2010, the aggregate credit available 
for all investors under this program was $4,957,495. Although the Cabinet is not privy to 
the actual credits taken by the investors, the amount of credits taken by those investors is 
most likely less than that number due to the fact that some of the investors are non-profits 
or did not have tax liability and, therefore, did not claim or transfer all of the available 
credits. The five funds and their investment totals are set forth in the figure below. 
 
Figure 1 
 

FUND NAME 
QUALIFIED INVESTMENTS IN 
KENTUCKY COMPANIES 

Kentucky Venture Fund (Old KIFA Program) $4,581,250 
Evermore Investment II, LLC $1,619,852 
Chrysalis Ventures, LLC $2,500,000 
Yearling Fund I, LP $1,675,178 
Kentucky Seed Capital I, LP $2,847,318 
 
TOTAL QUALIFIED INVESTMENTS 

 
$13,223,598 

 
In an effort to evaluate the program from the perspective of the participants, the 

Cabinet for Economic Development conducted a survey. All applicants (whether 
approved or not), including those who inquired about participation recently, and all 
approved fund managers were asked to complete and return it. The survey is attached as 
Appendix C. The nine responses received indicate the following.   

 
Comments from KIFA Survey Responses 

 (Quoted exactly as submitted in the survey response) 
 
Has the fund benefited from the incentives and, if so, how [in dollars or 
general terms]?  
 

 Yes, the tax credit made an investment in the Fund more attractive, so it 
was easier to raise money for the fund. 

 
 Yes, $1 Million (the full amount) was passed through to investors – this 

provided good will to the firm and additional net return to the investors. 
 

 Yes, 40% return to investors 
 

 5



 Yes. We have been able to attract additional investors and dollars into the 
fund, and invested over $1.6 million in qualified entities generating 
$648,000 in credits. 

 
 Yes!! $1.6 Million allocation with $670,000 use to date. 

 
Have individual investors benefited from the incentives and, if so, to what 
extent [in dollars or other general terms]? (A general description is 
acceptable if confidentiality is an issue.) 
 

 Yes, through 2009, 21 of our investors have received about $729,900 in 
tax credits. 

 
 Yes. The individuals in Kentucky were eligible and received the benefit of 

$1 million in tax credits collectively from 2005-2007 (eligible for use 2006-
2008) 

 
 Yes, $670,000 

 
 Yes. As stated, individual investors have received 100% of the $648,000 

in tax credit allocations due to the fact [fund] is a pass-through entity. 
 

 Yes. We are a $3.150 million Fund. The allocation and use to date 
become very meaningful for KY taxpayers. 

 
Describe any difficulties you had with the program requirements or terms: 
 

 The process for review of a draft application went smoothly. More public 
disclosure about this option would be helpful. 

 
 Requirement that tax credits only apply to fund automatically disqualifies 

benefits to investments made by individual [fund] members – other states 
have incentive programs for individual investors. 

 
 Requirement that no single investor have more than 40% of the fund may 

be reasonable, but should not count investments in funds made by the 
Commonwealth – this automatically disqualified the first [fund]. 

 
 Requirement that the fund have a professional manager and a yearly 

formal audit has caused concern among managers of new [fund]. This 
fund is managed by a highly experienced group of volunteers with the 
specific goal of minimizing overhead costs to its members; e.g., there is 
no management fee or carry. The professional manager and yearly audit 
add significant overhead costs. 
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 The only issue concerned the interpretation of the agreement about how 
much of an awarded tax credit could be claimed by an investor in a given 
year. This has been resolved. 

 
 No difficulties. 

 
The survey indicates that the fund and fund manager structure of the program is a 

deterrent in some circumstances. However, those that have taken advantage of this 
opportunity have made significant investments beneficial to the state. If a separate 
individual investor (angel) tax credit program is created, some of the concerns expressed 
with regard to the current KIFA program may be addressed by giving the less formal 
investor groups another option for recovery of tax credits. While some added flexibility 
would be beneficial to the program, the safeguards that exist were included to protect the 
state and revisions should be carefully considered. 
  

A 2008 study done at Belmont University identified states that had angel investment 
programs and selected 4 as samples to specifically study. Kentucky was selected for its 
hybrid program that combines potential tax credits for individual accredited investors 
with a seed/venture capital program.16  The study notes that the requirements related to 
formation of a structured fund differ from other states, but also notes that this structure 
indicates Kentucky is “keeping a close eye on its program, to prevent abuse”.17

  
The author referred to the Kentucky program as a hybrid because of the additional 

seed funding available through the Commonwealth Seed Capital Fund, LLC. The 
Kentucky Economic Development Partnership Board formed this separate LLC and 
provided state funds to the LLC. The fund has been directed to make investments that 
promote the development of seed and early stage high-growth potential technology based 
companies throughout the Commonwealth.18 The LLC has committed $6,270,000 to 16 
different Kentucky companies and $13,500,000 to other seed funds since it was formed in 
2001. An itemized list of the investments to date is included as Appendix D. (Note the 
annual report at Appendix D indicates over $8,000,000 in committed funds, but that 
number includes some follow-on investment not officially approved by the Management 
Committee of the LLC.) Other interesting statistics regarding those investments are 
reflected below. 
 
Figure 2 
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*NOTE:  Job data in Figure 2 is self-reported by the companies or funds and was not verified 
by the Cabinet. 

Commonwealth Seed Capital Results to Date (since June 2001) 
Direct investment commitments in 16 seed-stage companies and 9 fund-of-fund 
investment commitments 
 
Committed to companies:    $6 million 
High-tech jobs created:   57.5 high-tech jobs with $4,168,409 payroll  
 
Committed to funds:       $13.5 million. 
Funds have invested:       $40,462,273 in 18 Kentucky companies 
High-tech jobs created:  250 



Is an individual investor tax credit necessary for  
Kentucky to remain competitive? 

 
The information above gives the reader an idea of what Kentucky has in place. 

The question relevant to this study is whether the investment incentives available now are 
sufficient to keep Kentucky competitive with other states and, if not, what would make 
Kentucky competitive. The Belmont study of states with some form of angel investment 
incentive included Kentucky, so clearly the term was used in the broadest sense and 
includes individual investor incentives, fund investor incentives, and other non-traditional 
programs deemed by the writers of the Belmont study to be eligible for inclusion.19  That 
study was conducted in 2008, and five programs have been added since then.   
  

For a general survey of what other states are doing, the Cabinet looked at several 
of the states that have been historically considered to be competitors for Kentucky. 
Appendix E is a chart that shows a direct comparison of Indiana, North Carolina, Ohio, 
Virginia and West Virginia programs. The Cabinet also reviewed two other states that 
had particularly interesting approaches, good impact information, or significant recent 
developments. (See Appendix F.) 
 
OHIO 

Ohio’s Technology Investment Tax Credit (TITC) program was created in 
November 1996 to stimulate the formation of new Ohio ventures that utilize technology 
to create new products, services, and new processes for commerce in global markets. The 
program provides a 25 percent tax credit for taxpayers who invest in emerging, Ohio-
based research and development and technology-based companies. This tax credit 
program ensures a leverage ratio of three private dollars to every one public dollar to 
support the growth of early-stage technology companies.20  The tax credit is raised to 30 
percent of investment amount if the investment is in a business located in a distressed 
county.21  The cap on the program was originally $30,000,000, but the legislature 
increased that cap to $45,000,000 in the 2009 legislative session.22  The program 
administrator by telephone confirmed that as of October 15, 2010, the program has issued 
over $33,000,000 in tax credits so it is likely to reach its cap and seek additional cap from 
the legislature in the future.  

 
Development professionals from Northern Kentucky have indicated to the 

Cabinet that Ohio has a significant advantage over Kentucky in the area of angel 
investment tax credits. The Northern Kentucky Tri-County Economic Development 
Corporation (“TriEd”) submitted a white paper to the Kentucky General Assembly 
January 21, 2010 to document the competitive environment in which they are operating. 
(Appendix G.) On page 9 of that paper, TriEd provided a direct comparison of the angel 
investment programs available in Ohio and Kentucky.   

 
That comparison indicates that Kentucky’s program at that time had a higher cap 

($40,000,000 in Kentucky v. $30,000,000 in Ohio) and a higher recovery percentage (40 
percent Kentucky v. 25 -30 percent Ohio). However, despite what seems to be a more 
generous offering in Kentucky, the Ohio program approved $26,100,000 in tax credits 
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since the inception of its program, while Kentucky approved $6,700,000 since its 
inception. (This includes the credits approved, but not necessarily taken in Kentucky and 
it is assumed that the Ohio figure similarly is for committed credits as opposed to credits 
actually taken.) On the other hand, Ohio’s population is about 11.5 million, compared to 
Kentucky’s 4.3 million. Ohio’s credit amounts to about $2.27 per capita and Kentucky’s are 
about $1.56 per capita.  

 
According to the TriEd document, the private investment related to the program 

incentive in Ohio was reported to be $109,800,000, while Kentucky’s program generated 
only $16,800,000 in investment, which is actually a number higher than that in the 
Cabinet’s 2010 KIFA Report, but may include additional investments made by funds but 
not submitted for credit recovery. TriEd proposes that the difference between the two 
state outcomes is purely due to the fact that the Ohio tax credit is available to individual 
investors, while the Kentucky KIFA program is limited to funds. Note that the more 
current total for issued credit in Ohio has gone up to $33,400,000 and the private 
investment figure has risen to $133,800,000 since the TriEd paper was written, according 
to the program manager for the Technology and Innovation Division under the Ohio 
Department of Development. The same source indicated that $183,400,000 in credits 
have been approved and that 3,901 investments have been made at an average of $34,000 
per investment.  

 
Ohio’s Third Frontier Program was established in 2002 as a 10-year initiative to 

foster the creation of high-paying jobs through innovation and commercialization. The 
program was originally funded at $1,600,000,000 to be used for various forms of 
incentive including grants, loans and tax credits. The program generated widespread 
attention for its large infusion of $700,000,000 in cash in 201023 at a time when cash 
programs are being reduced in other states. That infusion is not related to the TITC angel 
investor program described above, but the legislative increase of the cap on TITC was 
significant in 2009, as indicated above, and the combination of the Ohio Third Frontier 
cash with the TITC increase gives the perception that New Economy activity is a priority 
in Ohio and the state is becoming entrepreneur-friendly. While Kentucky already has 
competitive state funding programs in place for each of those offered by the Third 
Frontier, it does not have individual investor incentives equivalent to the TITC. 
 
INDIANA 
 Indiana has a Venture Capital Investment Tax Credit which allows both 
individuals and entities to qualify for taxpayer credits. The credit can be applied to 
income tax, financial institutions tax and insurance premium tax. The credit maximum is 
the lesser of 20 percent of investment or $500,000 per business.24  The Indiana Economic 
Development Corporation (IEDC) processes applications from both the businesses 
seeking to qualify for investments and the taxpayer/investor seeking certification that 
their investment plan will make them eligible. The taxpayer then has two years to make 
investments consistent with its investment plan in businesses that are certified and submit 
investment proof to IEDC which then provides a letter confirming the taxpayer is eligible 
for the credit. Headquarters and high-tech businesses can be certified as qualifying for 
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investment. The Indiana statute includes a broader range of qualifying business types as 
compared to most other states’ programs.25

  
The IEDC 2008 Annual Report indicates that the investment dollars pledged in its 

first four years exceed $28,000,000.  
 
The VCI tax credit represents a significant incentive to these early stage 
investors to invest in Indiana’s high-potential, young companies. In 2008, 
48 Indiana companies were qualified as VCI eligible with plans to utilize 
the VCI tax credit to raise $91.6 million in venture capital funding. Since 
the program’s inception in 2004, the number of investment dollars pledged 
to program companies by investors has increased each year and now totals 
more than $28.2 million. The number of investors utilizing the program 
also continues to increase each year with more than 1,300 angel, venture 
capital and corporate investors in our database.26

 
When compared to KIFA’s $13,000,000 in investment dollars, this program 

seems to be a successful incentive for investment. Indiana does have an annual cap of 
$12,500,000 for the program as a whole, but does not have the total program cap that 
Kentucky has ($40,000,000). The program was due to sunset in 2008, but was extended 
through 2012. 
 
NORTH CAROLINA 

North Carolina’s program is very similar to Indiana’s and Ohio’s. North Carolina 
offers a Credit for Qualified Business investments of 25 percent of the amount invested 
up to $750,000 for pass-through entities annually and up to $50,000 for each individual 
owner of a pass-through entity.27 Other individual investors have a cap of $50,000 
annually also. The maximum allowable annual credit committed is $7,500,000. To 
become a qualified business eligible for investments, the business must register with the 
Secretary of State. The parameters for a qualifying business are less restrictive for North 
Carolina. A business does not have to be high-tech to qualify, but high-tech may qualify 
as well as other types. 28  
  

This program differs from the other state programs reviewed thus far because the 
administration is handled by Department of Revenue and the qualification of businesses 
for investment is handled by the Secretary of State.29 The reports for this program track 
the businesses registered to receive investment under the program and there were 136 
qualifying businesses in 2009. The annual program cap started at $6,000,000 in 2001 and 
grew to $7,500,000. The credits applied for in some years exceeded the available cap and, 
as a result, the credit claimed by each taxpayer for the respective year was reduced by the 
following percentage rounded to the nearest whole number: 
 
35% - 1997                    
  7% - 1999 
15% - 2000 
68% - 2001 
23% - 2002 
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13% - 2004 
  9% - 2006 
26% - 2008 
 

The North Carolina Department of Revenue provided information regarding the 
aggregate credits claimed and investments made. The full report is included as Appendix 
H, but most importantly the report indicates a total of $636,531,655 in investments made 
by individuals, corporations and pass-throughs since 1988 with a total revenue impact to 
the state of $106,492,971 (credits allowed).  North Carolina’s angel investor tax credit 
program has resulted in approximately 660 new jobs per year in high-growth companies 
providing average wages of $58,792.30

 
VIRGINIA 
 Virginia has a Qualified Equity and Subordinated Debt Investment Tax Credit 
program which authorizes the approval of tax credits for individual or entity 
investors/taxpayers. Virginia has one of the higher credit percentages at 50 percent of 
investment with a $50,000 annual cap for each taxpayer.31  The annual cap for the 
program is $5,000,000 and one-half of the total available credits must be allocated 
exclusively for commercialization investments, making them a priority for the program.32  
The program is administered by the Department of Taxation. While current data on 
impact was not accessible, an article in the Hawaii Law Review indicates that between 
1991 and 2001 Virginia exceeded its annual cap (at that time $6,000,000), 200 companies 
received approximately $100,000,000 in investment, and the capital was invested by 200 
different investors.33 Assuming cap was met each year since then, the program may have 
generated significantly more than that over the last 9 years since that measure was taken.  
 
WEST VIRGINIA 
 The West Virginia High-Growth Business Investment Tax Credit program is very 
similar to the Virginia program and provides the same 50 percent investment income tax 
credit to both individuals and entities. The Economic Development Authority does 
administer this program and processes applications for tax credits. West Virginia’s 
program has an annual cap of $50,000 per investor, but has a very restrictive total 
program cap of $1,000,000. There is also a $1,000,000 cap on the amount that any one 
business can accept from eligible taxpayers. The credits are limited to investments in 
research and development companies that maintain a corporate headquarters in West 
Virginia. The credit is applied against both franchise and income tax.34  The 
administrator indicated that the program is no longer active although the statutory 
authority remains. 
 
HAWAII 
 Although Hawaii is obviously not close in proximity to Kentucky and is not a 
state that Kentucky often competes with for new facility or expansion projects in the 
traditional economic development market, its investment tax credit is worth consideration 
due to its history and its cost. The High Technology Business Investment Tax Credit can 
be taken by approved individuals, companies, insurance underwriters, fiduciaries and 
other exempt organizations. The exempt organizations may benefit by transferring credits 
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they have earned under the program. To be qualified to receive the investment, the 
business must derive more than 75 percent of its gross income from qualified research in 
the state.35  The program is administered by the Department of Taxation.   
 
 The unusual aspect of the Hawaii tax credit is that the investor may recover 100 
percent of its investment in high-tech businesses spread over 5 years:  35 percent the year 
of investment up to a maximum of $700,000; 25 percent the second year, up to a 
maximum of $500,000; 25 percent the third year, up to a maximum of $400,000; and 10 
percent in the fourth and fifth year, up to a maximum of $200,000 in each of those years. 
The maximum recoverable for any single taxpayer is $2,000,000.36  This program also 
includes a recapture provision so that tax credits may be recovered by the state in an 
event of non-compliance. Note that Hawaii also provides a 20 percent credit to investors 
in research and development businesses.37  
 
 Hawaii was also selected for review because they have a formal impact report for 
calendar year 2008 which provides measures of impact to the state. (Appendix I.) This 
report was generated as a result of legislation passed in 2007 requiring the qualified 
businesses receiving the investments to file a survey covering information for the past 5 
years. It is difficult to confirm complete accuracy since businesses not seeking additional 
investment for years following the passage of the legislation may not have complied. The 
qualifying businesses that did comply reported receiving a total of $1,369,000,000 in 
cash investments between 2000 and 2008. The cost to the state is estimated to be over 
$775,000,000. However, that number does not include the credits approved by the state 
but not claimed to date which number is estimated to be $593,000,000. “[W]hen this data 
is broken down by the income level of the taxpayer, over 96% of the total amount of 
credits claimed was by individuals with adjusted gross incomes of $200,000 or more.”38

 
 The history of the Hawaii tax credit program is also interesting. The first program 
passed by the legislature in 1999 provided a credit of only 10 percent of the investment 
and an annual cap of $500,000. The 2001 amendment to the program statute increased the 
credit percentage recoverable to 100 percent. In 2009, the Hawaii Legislature placed a 
temporary limit on recovery. Hawaii Revised Statute, Section 235-109.5 states that 
claims cannot exceed 80 percent of taxpayer’s liability for the period from January 1, 
2009-January 1, 2011. To emphasize, that limitation is not on the percentage of 
investment, but on the percentage of the particular taxpayer’s liability, presumably to 
reduce revenue impact to the state budget during this economically challenging period.                          
  

The reader is encouraged to review The Impact of the High Technology Business 
Investment Tax Credit on Hawaii’s Economy for Calendar Year 2008 at Appendix I. The 
report includes additional data on the jobs created as a result of the investment consistent 
with the claims made in studies and articles with regard to the kinds of jobs and wages 
that this type of investment brings.   

 
Prior to the release of the report at Appendix I, David H. Hu wrote an article for 

the University of Hawaii Law Review to provide some analysis of the success of the 
program.39 If success is measured strictly by the amount that investment exceeded 
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credits, Hawaii would be deemed a success. (A more common measure is the amount by 
which the additional tax receipts generated as a result of the investment exceed the 
amount of the credits.) However, unless the businesses created remain in Hawaii, the 
investment benefit is reduced as is the rate of success. In Hawaii, the lack of venture 
capital necessary for these start-ups to grow may limit the actual success.   

….[T]he research and development and seed capital it generates has not 
developed a critical mass of strong young companies capable of attracting 
private venture capital to Hawaii. Without venture capital financing, 
entrepreneurs and companies benefiting from research and development as 
seed capital investments under [the program] are forced to look outside the 
state for later stage funding.40

 
KANSAS 
 The Kansas Angel Tax Credit is a tax credit of 50 percent of the investor’s 
qualified investment up to $250,000 each year per entity investor or $50,000 per year per 
individual investor. The current annual cap for the program is $6,000,000, up from the 
original cap of $4,000,000.41  When evaluating business to determine whether it will be 
certified as an eligible investment, first consideration must be given to animal health 
companies, but high-tech is not necessarily a requirement. To qualify for the credits, the 
investor must be accredited with the Securities and Exchange Commission and must have 
a high net worth, a requirement not found in most other states. The Kansas Technology 
Enterprise Corporation (KTEC) is the administrator for the program and is a state-owned 
corporation as opposed to a state agency.42  This program does not approve businesses 
until the investor requests approval for the credit as opposed to having the businesses 
seeking investment approved in advance of finding the investor.  
  
The 2009 Annual Report indicates the following: 
Figure 3 

 2008 Total From Inception 

Total Angel Tax Credits 
Issued 

$6,606,083 $13,375,117 

Number of Investors 
Receiving Credits 

218 566 

Number of Companies 
Receiving Investments 

28 73 

Total Capital Raised $37,437,499 $118,826,159 

Total Annual Payroll $22,426,253 $51,496,293 

Total Revenue $57,409,422 $119,426,701 

 
COMMON PROGRAM TERMS 
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Within this brief survey of eight states (including Kentucky) there are a few 
common aspects of the programs. All of the states, other than Kentucky, specifically 
allow for individual investors. Kansas is a bit more restrictive as to the qualifications of 
the investor. Others allow any individual or entity taxpayer to invest. All of the states 
have some parameters for businesses qualifying to receive the investment. Some of the 
states are restrictive with regard to the type of business that can qualify to receive the 
eligible investments. Others are less restrictive.   

 
All of the programs allow taxpayers to recover a percentage of the eligible 

investment, but the percentage ranges from 25 percent up to 100 percent. Some states 
have per taxpayer caps. Some have caps on the amount of eligible investment the 
qualified business can receive. Most states have either an annual recovery cap for the 
program in the aggregate or a total program cap in aggregate. All of the programs 
reviewed had non-refundable credits meaning that they can only be applied to tax liability 
and no check is issued to those without tax due. Recovery is also allowed to carry 
forward in most programs, but the period of carry-forward varies.   

 
Clearly, the states identified in this document can show that the private dollars 

invested into the state exceed the credits taken. Hawaii far exceeds the others for both the 
investment generated and the cost to the state, with North Carolina achieving second 
place based on those overly simplistic measures. There does not appear to be data 
regarding how many of those businesses receiving the investment were more successful 
because of the investment. Some states did show job creation as a result of the investment 
and the general industry data indicates those jobs will be high-paying jobs.   

 
It seems logical that competition for investors would be somewhat limited by the 

fact that the investor must have tax liability in the state in order to seek out investment 
opportunities in the state or must have an option for transfer of its credits. It is possible 
that the businesses receiving the benefit of these investments are competing with other 
investment opportunities within the same state for the same investment dollars. However, 
the authors of this paper found no studies or articles analyzing that possibility.  

  
Because of the riskier nature of start-up high-tech type business ventures, an 

investor needs some additional motivation to take the risk of investing in them. 
 

Many angel investors are enthusiastic about tax credits because credits increase 
angels’ return on investment. However, the economic benefits of the investment tax 
credit to states are unknown because of the lack of data and the difficulty of measuring 
economic impacts. Some believe credits likely increase the size of completed deals but 
that they are unlikely to increase the number of ventures funded because they do not 
improve deal quality…New investment tax credits reward not only new angels but also 
those already actively investing, lowering the benefit-cost ratio of tax credit.43  

 
Individual investor credit programs are gaining interest and influence as indicated 

by the number of states that have recently passed legislation or have recently considered 
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legislative proposals related to individual investment incentives. Connecticut, Georgia, 
Illinois and Minnesota all passed angel investor tax credit legislation in 2010.   

 
Ohio has not only targeted the angel investor by increasing its cap on the program 

identified above, but has injected $700,000,000 into high-tech industry sectors through its 
Third Frontier program in an effort to jump-start its economy. Kentucky already has 
several successful publicly funded programs in place that target high-technology 
businesses, but has nothing that fills the private funding gap for seed-stage, high-tech 
companies the way individual tax credits have in other states. 

 
 

Which of the current investment tax credit options is 
most likely to be beneficial to the Commonwealth? 

 
In order to determine which programs might be most beneficial, the state must 

first determine what its goals are in creating an individual investor tax credit. The goals 
could be as broad as stimulation of investment and job growth or as narrow as stimulation 
of a very limited level of investment in a single type of businesses. The state must 
determine the type of business it intends to benefit from the investment, and what other 
terms will be sufficient to attract investors in those businesses, as well as how best to 
enforce the program’s requirements The individual investor incentives appear to attract 
more investment than Kentucky’s fund investor incentive and represent the current trend 
in economic development tools, so it is assumed that any new programs for the 
Commonwealth would include eligibility of individual investors.   

 
1. Kentucky Presence: In order to tie the benefit to the state, the business eligible to 
receive the investment must be located in Kentucky. All of the programs reviewed for 
this study (including Kentucky’s existing KIFA program) require that the business 
receiving the eligible investment be located primarily in their own state. That is a given 
for the success of any new incentive in Kentucky. Parameters for measurement of state 
presence vary.   
 
2. Business Size:  Most of the states specifically limit the size of businesses eligible 
to receive the investment. Size is measured using annual revenue. The parameters range 
from $2,500,000 up to $10,000,000 net annual revenue. The assumption is that a start-up 
business or a riskier venture will have less revenue and businesses with more significant 
revenues will attract venture capital investment or qualify for other traditional funding 
structures without incentive. The goal of most programs is to serve seed-stage companies 
that don’t have private funding options. 
 
3. Business Type:  Indiana and North Carolina allow a wide range of business types 
to qualify for investment, including manufacturing businesses and service industry. Most 
other states reviewed limit the eligible businesses to one or more of the industries 
traditionally recognized as high-tech. These parameters are driven somewhat by the types 
of businesses that attract individual investors. 
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4. State Revenue Impact:  The allowable percentage of investment recoverable  
could be used to create a competitive advantage in Kentucky. KIFA already allows 
recovery of 40 percent investment which is higher than many. The legislature would need 
to consider what level of impact can be absorbed by the projected additional revenues 
from investment. If a new investment recipient remains viable because of the investment, 
then the revenues created by that business and its employees could help compensate for 
the credits provided. Evaluation of fiscal impact will be a necessity in determining the 
appropriate credit percentage for any new program. The impact has been capped in most 
states with maximum allowable annual recovery of credits by the investor, maximum 
total credits committed by the state annually, maximum eligible investment dollars for 
any one business or some combination of those caps. Some states cap the total impact for 
the program as opposed to providing an annual cap. Kentucky’s KIFA program includes 
a total program cap.  
 

It should be noted that any tax credit proposals for angel investments will likely 
carry a negative fiscal impact when the legislation is considered. While the potential 
dynamic economic impacts that would accompany further investments in Kentucky are 
profiled above, the traditional scoring of bills considers the static impacts only. 
Therefore, depending on the particular language provisions, a small to moderate negative 
fiscal impact will ensue. The tax credits will likely be taken to reduce tax liabilities (or 
refunds) by angel investors before the economic impacts can generate increased revenues 
to offset the cost of the credit. 
 

The size of the negative fiscal impact will depend in part on the specifics of the 
proposal. Key elements include: 
• Size of the tax credit to investors 
• Is the credit refundable? 
• Can corporations contribute as investors? 
• Can investors use the entire credit in one year? 
• Can investors also write off capital losses if the investment does not generate taxable 

income? 
• Will there be a clawback on angel credits if investors “write-off” the loss? 
 

One example of unintended consequences: On April 1, 2010, Governor 
Pawlenty of Minnesota signed into law the Minnesota Small Business Investment Tax 
Credit. Known as the “Angel Investment Tax Credit”, one of the key features of the 
legislation is a 25% income tax credit on investments made in qualifying small 
businesses. As compared to Kansas’ 50% or Hawaii’s 100% credit, the Minnesota credit 
would seem uncompetitive. However, the Minnesota credit does not limit use of the 
credit to taxpayers who have liability for Minnesota income taxes. An out-of-state 
investor will be entitled to a refund in the amount of the credit, regardless of the lack of 
Minnesota taxable income, if the investor files a return in the state. While the overall cap 
on the program is $11 million in tax years 2010-2011 and $12 million in 2012-2015, the 
applications are approved on a first come first served basis and will be expected to be 
fully subscribed. 
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5. Other Factors: Other factors to be considered for any new program include the 
form of investment and allowable use of funds. Subordinated Debt and Preferred Stock 
are common investment vehicles. Some states allow a wider variety of debt instruments 
while others restrict the investment to ownership interest in the new company. A new 
program could also include restrictions as to the use of the funds. The program could 
require that some portion of the funds go directly to hiring of employees and payment of 
salaries and benefits. This is a more direct option for generating state revenues relative to 
the investment. It is assumed that more flexibility will create a program with a higher 
population of beneficiaries and motivate a higher level of investment.  
 

There are other investment incentive program options available as well. Some 
states have a separate capital gains credit option either in addition to the individual 
investor tax credit or as an alternative to it. A few states are currently offering credits 
against capital gains for taxpayers forced to sell their business for economic or other 
reasons if the income gained from the sale is reinvested into a particular type of business 
(usually high-tech).   
  

Beginning January 1, 2011, Wisconsin will permit taxpayers to defer Wisconsin 
taxation of long term capital gain proceeds, up to $10,000,000, which are re-invested in 
qualified new business ventures, as certified by the Wisconsin Department of 
Commerce.44  Wisconsin also has an angel investor tax credit in place and this capital 
gains incentive is an addition to its current available credit programs for investors. 

 
Oregon also passed legislation on deferral of reinvested gains in the 2010 Special 

Session. O.R.S. Section 316.874 states that upon the sale or other disposition of a 
qualified business interest or asset, to the extent that an amount equal to the total of all 
gain deferred is reinvested in one or more qualified business interests, the gain will be 
deferred.    
 

Virginia taxpayers will also soon have a capital gains tax exclusion for investors 
in qualifying technology startups. House Bill 523 was passed in the 2010 session of the 
Virginia Legislature. It was intended to improve availability of funding for companies 
immediately. It will be effective for taxable years beginning on or after January 1, 2011.   

 
While it is difficult to find data on the effect of offering capital gains incentives, a 

January 2005 study by the European Central Bank concluded that a decrease in capital 
gains taxation typically raises the share of early-stage and high-tech investments.45  

 
 

Angel Investment Incentives are Consistent with Existing  
Economic Development Initiatives 

 
  Implementing an individual investor incentive program would benefit angels 
investing in high-tech companies and also help the Cabinet’s Department of 
Commercialization and Innovation (DCI) accomplish its mission by motivating 
investment in businesses specifically within five technology focus areas. In 2002, the 

 17



Cabinet developed Kentucky Innovation: A Strategic Plan for the New Economy. The 
plan identified five priority technology focus areas for Kentucky that reflected the best 
opportunity to build centers of research excellence around which competitive technology-
based clusters could grow. The five technology focus areas were: 

• Material Science and Advanced Manufacturing 
• Biosciences 
• Human Health and Development  
• Environmental and Energy Technologies 
• Information Technology and Communications 
 
Subsequently, in April 2007, DCI retained an independent consultant, RTI 

International, to develop a Five-Year Kentucky Science and Technology Plan. The plan 
assessed the state’s innovation strengths and weaknesses, explored ways to build on 
successes, and also included an extensive inventory of current research assets and 
capabilities. Combining this information with research on federal funding, patents, 
market analysis, and other information, RTI recommended that Kentucky’s five priority 
technology areas remain in place. The Department perceives individual investor 
programs as more than just a method of bringing new businesses, jobs and dollars to the 
state. The Department could use investor incentives to accomplish its mission by 
encouraging investment in businesses within one of those five technology focus areas.  

 
 

Conclusion 
 
Emphasizing angel investment in high-tech ventures in Kentucky would 

encourage greater participation by investors who typically see high-tech investments as 
being riskier, but who also perceive them as having a higher potential pay-off should they 
be successful. Angel investment programs eliminate some portion of that risk by 
providing some form of return for their investment.  

 
The addition of incentives for individual investors would not necessarily spell the 

demise of the KIFA fund investor incentive. It is quite possible to maintain both types of 
incentive if the state budget can accommodate them both. The KIFA survey indicates that 
those funds determined eligible for tax credit recovery have benefited from the program 
and have made investments in Kentucky as a result of the program. Based on the 
evaluation of the program, it may be time to reduce some of the stringent requirements 
for fund managers in order to reduce the cost to the fund.   
   

DCI now has in place a state funding program for every stage of technology 
commercialization, from concept development through business growth and 
development. A program to encourage private funding for technology commercialization 
would greatly enhance the resources available to the Kentucky’s high-tech start-up firms. 
Should the legislature provide this gap-filling option, Kentucky would not face the total 
lack of available venture funding that Hawaii did (where there was little or no assistance 
for the next stage of development). However, there is still a need for more sources of 
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private venture capital to enable Kentucky companies to remain in the state as they grow 
beyond the angel funding stage. 
 

Incentives like the individual investor tax credit and the capital gains deferral 
would provide a new private funding source for Kentucky entrepreneurs and would likely 
generate interest in Kentucky similar to the successes experienced by other states. 
     

The Angel Capital Association estimates that about 225,000 people made an angel 
investment in the last two years (including accredited and non-accredited investors) and 
that approximately four million more people each with a net worth of $1 million or more 
could become angels in the U.S.46  In 2009 it was estimated that there were 57,059 
households in Kentucky with $1 million or more in investable or liquid assets.47  
 

The effects of the 2008-2009 recession seemed to be wearing off during the first 
quarter of 2010 as seed investment deal flow increased to 26% (from 4% in first quarter 
2009; a 6.5X increase).48 Overall venture capital deals in the third quarter of 2010 were at 
a near eight-quarter high, with seed deals emerging across all sectors. The emergence of 
seed venture capital deals across a variety of sectors, not just internet, also indicates a 
healthy early-stage investment environment.49  The angel investor market in the first and 
second quarters of 2010 showed signs of stabilization since the 30 percent market 
correction in the second half of 2008 and the first half of 2009.50  
 

The benefits of angel investments to startup companies cannot be overstated. 
Angel investments improve entrepreneurial success. Companies receiving angel 
investments have a higher survival rate (more than 4 years), are better able to obtain 
additional fundraising outside the angel group, and have a faster growth rate. The 
improvements typically range between 30 and 50 percent.51  

Kentucky businesses, investors, workers and the Commonwealth's economy 
would all benefit from an Angel Tax Credit:  

• Kentucky businesses would receive the capital they need to grow.  
• Investors would be better able to manage the risk associated with investing in a 

new Kentucky businesses or technology.  
• Kentucky workers and the state's economy would benefit because the tax credit 

would help kick-start emerging businesses and create new jobs. 

Given the popularity of tax credits, including angel investment credits (in 25 
states as of 2010), and the widespread understanding of how tax credits work, it would be 
relatively easy to attract angel investment based on the availability of a tax credit. In 
addition, since some tax advisors also function as investment advisors, they would 
naturally gravitate toward investments that yield immediate tax benefits, such as an angel 
tax credit would provide.  

 
The availability of a tax credit will enable Kentucky businesses to attract larger 

amounts of angel investments, because the tax credits lower the investors’ net cost of 
their investment (i.e., they can buy the same share of the business at a lower cost because 
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the credit reduces their Kentucky tax). One reason for the success of similar credits in 
other states is that it acts as a form of “insurance” for angels when they make risky 
investments. Most innovation-based companies are considered a riskier investment 
because they are commercializing an unproven product or service. Providing a tax credit 
safety net for the angels could provide much-needed investment dollars to these 
companies developing tomorrow's innovations. A November 2007 academic study of 
angel investments found that angels lose some or all of their money in 52 percent of their 
investment deals because the companies go out of business. The most sophisticated 
angels make at least ten investments in order to make a return on their investment, 
counting on one or two to provide nearly all of their return.52

 
Angel investments are becoming more popular compared to other sources of 

funding. In an October 2010 survey, the majority of heads of high-tech startups indicated 
they expected their next round of funding to come from individual angels or several 
angels (68%; up from 59%), early-stage VC firms (39%; up from 19%) or from super 
angel funds (37%). With more funding available, startup CEOs plan to seek less funding 
from friends and family in subsequent funding rounds (26%; down from 32&). Seeking 
funding from traditional VC firms increased marginally to 22%, up from 17%.53

  
An Angel Investor Tax Credit would be a significant and positive move to 

promote the development of start-up companies in Kentucky. This measure, along the 
other credits and initiatives available to Kentucky companies, would confirm the 
Commonwealth’s enduring commitment to supporting entrepreneurship. 
      

#  #  #  #  # 
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http://www.unh.edu/news/docs/CVRQ1Q210.pdf
http://www.hbs.edu/research/pdf/10-086.pdf
http://www.angelcapitaleducation.org/for-entrepreneurs
http://www.dorsey.com/files/upload/ceo_survey_report.pdf
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KIFA VOLUNTARY SURVEY 
PLEASE PRINT 

 
You have or represent a fund or entity which has been identified as an active or 
potential applicant for or a beneficiary of tax credits pursuant to the Kentucky 
Investment Fund Act (KRS 154-20.250 et seq.) or you have made inquiries 
regarding eligibility for these tax credits.  The General Assembly has directed the 
Cabinet for Economic Development to evaluate this program and we are 
interested in your opinion.  We would appreciate disclosure of as much 
information as you are willing to give including identification of your background 
and the background of the entity you represent.  However, to the extent that 
confidentiality is important to you or your fund, you may leave blank the specifics 
that you are not comfortable providing.  This survey may be included as part of a 
report that will be filed with the Kentucky General Assembly and/or its staff, so 
anything disclosed herein will be subject to public disclosure. 
 
Name:_____________________________________________ 
 
Please specifically identify or as an alternative describe the type of fund or entity 
which you represent or for whom you are responding: 
________________________________________________________________
________________________________________________________________ 
 
Have you formally applied for KIFA incentives?  If so, please provide the date of 
your application or applications. 
________________________________________________________________ 
 
Was your fund or other entity approved for KIFA incentives? 
________________________________________________________________ 
 
Has the fund benefitted from the incentives and, if so, how [in dollars or general 
terms]? 
________________________________________________________________ 
 
Have individual investors benefitted from the incentives and, if so, to what extent 
[in dollars or other general terms]? (A general description is acceptable if 
confidentiality is an issue.) 
________________________________________________________________
________________________________________________________________ 
 
Please describe any difficulties you had with the program requirements or terms. 
________________________________________________________________
________________________________________________________________
________________________________________________________________ 
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What are your suggestions for improvements to the program and how would 
those improvements be beneficial to you as well as other applicants? 
________________________________________________________________
________________________________________________________________ 
 
Have you or has your fund or entity participated in incentive programs in other 
states?  If so, identify and describe those programs and their benefits. 
________________________________________________________________
________________________________________________________________ 
 
Comments: 
________________________________________________________________
________________________________________________________________
________________________________________________________________
________________________________________________________________
________________________________________________________________
________________________________________________________________ 
 
 
 
 

 
 



Report to Commonwealth Seed Capital, LLC Board 
 
FUND OVERVIEW 
 
KEDFA has contributed $20.8 million to CSC since June 2001. As of June 30, 2010, CSC had funded $14.68 million of its 
$19.78 million in committed capital. The following table represents an overview of CSC’s investment activity. 

CSC Portfolio Summary from Inception through 6-30-10
 Investment (Year of Investment) Commitments 

($ Millions) 
Funded to 

Date 
Distributions paid 

to CSC to Date  
 

 
 

0.25 
0.13 
0.25 
0.25 
0.50 
0.25 
0.42 
0.36 
0.25 
0.25 
0.50 
0.20 
0.50 
0.50 

 
1.17 
0.50 

         2
                       

 Company Investments 
ParkVu (2010) 
Intrepid Bioinformatics (2010) 
Jacobs Automation (Pending) 
IF Technologies (2009) 
Advanced Cancer Therapeutics (2009/2010) 
Resonant Vibes (2008) 
RhinoCyte (2008 / 2009) 
Nomad Innovations (2008 / Pending Closing)  
OrthoData (2008) 
Pradama (2007) 
AllTranz (2007 / 2010) 
Adaptive Technologies (2007) 
Allylix, Inc. (2005) 
ApoImmune, Inc. (2005 / 2009) 
Ikano (formerly Intranasal) Therapeutics, Inc. 
(2001/2006/2007) 
Planet Biotechnology, Inc. (2004) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Reserve for anticipated additional investments* 1.97 

 
 

0.00 
0.13 
0.00 
0.25 
0.50 
0.25 
0.42 
0.25 
0.25 
0.25 
0.40 
0.20 
0.50 
0.50 

 
1.17 
0.50 
0.00 

 
 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

 
0.00 
0.58 
0.00 

Subtotals $8.25 $5.57 $0.58
 
 
 

Fund Investments 
Bluegrass Angel Venture Fund, II (2010)  
Triathlon Medical Venture Partners II, LP (pending) 
River Cities Capital Funds IV, LP (2008) 
Chrysalis Ventures III, LP (2007) 
Bluegrass Angel Venture Fund (2005) 
Kentucky Seed Capital Fund, LP (2005) 
Yearling Fund I, LP (2005) 
Chrysalis Ventures II, LP (2002) 

  
1.00 
1.00 
2.00 
3.00 
1.00 
1.00 
0.50 
2.00 

 
 
 
 
 
 
 
 River Cities Capital Fund III, LP (2002) 2.00 

 
.10 

0.00 
1.06 
1.88 
0.86 
0.71 
0.50 
2.00 
2.00 

 
0.00 
0.00 
0.00 
0.00 
0.14 
0.00 
0.10 
1.27 
1.19 

Subtotals $13.50 $9.11 $2.70
Totals $21.75 $14.68 $3.28 

 
 
 

CSC Investment Fund Activities from Inception through 6-30-10
CSC Commitments   CSC Funded & Unfunded Commitments  
Total Commitments (incl. reserve) 21.75  Commitments Funded to Date 14.68 
Less: Reserve for anticipated add’l investments* (1.97)  Unfunded Commitments 5.10 
Subtotal – Commitments minus Reserve $19.78  Total  $19.78 
Commitments Funded to Date 14.68    
Total Unfunded Commitments 5.10    

 
(*)The following reserve amounts are tracked for internal purposes. They are not obligations to invest. $250k each for Jacobs 
Automation, IF Technologies, Resonant Vibes, OrthoData, Pradama, and ParkVu; $200k for Adaptive; $140k for Nomad Innovations; 
$125,000 for Intrepid 
(**) CV II retained portions of prior distributions, which are included in the “Funded” and “Distributed” sections. 
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	 The following information is gathered and presented at the direction of the General Assembly as set forth in HB 1 of the 2010 Extraordinary Session (Page 32). The Budget Bill directive states:
	The Cabinet for Economic Development is directed to study the potential benefits of developing an Angel Investor Program, including an evaluation of the current Kentucky Investment Fund Act, the benefits of tax credits to encourage Angel investing, and the methods used by other states and the effectiveness of those methods. The Cabinet shall report to the Interim Joint Committee on Appropriations and Revenue by December 1, 2010.
	Much interest has been generated in state income tax credits for individual investors in recent years. However, the general trend to seek effective stimulation for angel investment (also known as informal venture capital) has increased at the national and international levels as well.
	The rationale for supporting the informal venture capital market emerged following publication of early empirical studies in Europe…by highlighting the scale of the market, its potential for expansion and the types of investments made by business angels. The investments were a precise match to those which were least attractive for venture capital to make. More importantly, these studies drew attention to the market’s untapped potential. Not only were active investors unable to find enough investment opportunities, and so had substantial capital available for investment, but there also appeared to be significant scope for expanding the numbers of active investors. 
	This document addresses the following:
	1. What are angel investors and why do we need them?
	2. What incentives does Kentucky already have in place to encourage investment in start-up high-tech companies?
	3. Is an individual investor tax credit necessary for Kentucky to remain competitive with other states in recruiting start-up businesses, high-tech industry, and needed funding?
	4. Which of the current investment tax credit options is most likely to be beneficial to the Commonwealth?
	All of these questions must be asked and answered in the context of achieving balance between a budget crisis limiting availability of state funding and the need to generate more economic activity that will produce jobs and revenues in future years. Like all tax credits, incentives for angel investors are in fact expenditures of state funds, and should be compared to other possible expenditures that could help accomplish the same goal.  
	 
	The term “angel” refers to wealthy individuals (or groups of individuals) who provide entrepreneurs with capital, connections and guidance.  This seed-stage funding fills the gap between the initial investment in start-up businesses from family and friends and the venture capital type investment for business ventures that are more mature. Angel investors typically have investment portfolios in excess of $250,000 in multiple companies. This type of investor also provides more for the entrepreneur than just funding.   
	 
	Individual or angel investors are different from venture capital investors and make investments that would not be made by the typical venture capital investor. Angels generally invest their own money into start-ups and early stage companies while venture capitalists are professional investors who pool money from institutions and individuals to support developed enterprises. The venture capital investors “have turned away from investing in start-up and early-stage businesses in favor of less-risky deals with larger, more mature companies”.  
	In 1995 38% of venture capital investment was in seed and early stage companies; by 2005 that figure had dropped to 19% according to the National Governors Association….Angel investors are increasingly filling the void left by the lack of investments being made by conventional lenders and venture capitalists. 
	 
	Kentucky already has a modest program in place to promote private investment in high-tech start-up business ventures. The Kentucky Investment Finance Act (KIFA) was first enacted in 1998 to encourage capital investment in the Commonwealth, to encourage the establishment or expansion of small business in Kentucky, to provide additional jobs, and to encourage the development of newer products and technologies in the state through capital investments.  The Act was expanded and improved upon by amendments that became effective July 15, 2002 resulting in the current program.  
	KIFA provides a tax credit for investors in high-tech and start-up companies. Taxpayers invest through a fund of at least $500,000 with a fund manager approved by the Kentucky Economic Development Finance Authority (KEDFA). The fund manager applies to KEDFA on behalf of the fund. The criteria for fund manager approval include compliance with state and federal laws, investment strategy, the experience of the fund manager, and demonstrated ability of the fund manager to manage the fund.  The structure, therefore, contemplates a paid fund manager making investment decisions and controlling a pool of money invested by individuals. The individual investors in the approved fund may be eligible for a credit against income tax, insurance taxes and taxes on financial institutions of up to 40 percent of that investor’s proportionate share of qualified investments. 
	To qualify for the credit, the fund must invest in a “small business” as defined in the Act and the small business must be engaged in a “qualified activity” as defined in the Act.
	Which of the current investment tax credit options is
	most likely to be beneficial to the Commonwealth?
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