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HOUSE BILL NO. 703 

INTRODUCED BY BRADLEY, CRIPPEN, THOMAS, THAYER, TOWE, HARP, 
D. BROWN, HALLIGAN, VANVALKENBURG, WILLIAMS, ECK, 

DRISCOLL, HARPER 

FEBRUARY 8, 1991 

FEBRUARY 23, 1991 

FEBRUARY 25, 1991 

FEBRUARY 26, 1991 

FEBRUARY 27, 1991 

MARCH 4, 1991 

MARCH 20, 1991 

MARCH 22, 1991 

MARCH 23, 1991 

APRIL 9, 1991 

IN THE HOUSE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON BUSINESS & ECONOMIC DEVELOPMENT. 

FIRST READING. 

COMMITTEE RECOMMEND BILL 
DO PASS AS AMENDED. REPORT ADOPTED. 

PRINTING REPORT. 

SECOND READING, DO PASS AS AMENDED. 

ENGROSSING REPORT. 

THIRD READING, PASSED. 
AYES, 94; NOES, 5. 

TRANSMITTED TO SENATE. 

IN THE SENATE 

INTRODUCED AND REFERRED TO COMMITTEE 
ON BUSINESS & INDUSTRY. 

FIRST READING. 

COMMITTEE RECOMMEND BILL BE 
CONCURRED IN AS AMENDED. REPORT 
ADOPTED. 

SECOND READING, CONCURRED IN. 

THIRD READING, CONCURRED IN. 
AYES, 46; NOES, 1. 

RETURNED TO HOUSE WITH AMENDMENTS. 

IN THE HOUSE 

RECEIVED FROM SENATE. 

SECOND READING, AMENDMENTS 
CONCURRED IN. 



APRIL 10, 1991 THIRD READING, AMENDMENTS 
CONCURRED IN. 

SENT TO ENROLLING. 

REPORTED CORRECTLY ENROLLED. 
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A l~ILL_ ~?~ J).N ACT ENTI'l'LED: "AN ACT AUTHORIZING THE MONTANA 

SCIENCE AND TECHNOLOGY ALLIANCE TO MAKE LOANS OF UP TO S2 

MILLION FROM THE IN-STATE INVESTMENT FUND TO PRIVATE VENTURE 

CAPITAL COMPANIES FOR INVESTMENT IN NEW OR EXPANDING 

BUSINESS; PROVIDING CRITERIA FOR THE INVESTMENT LOANS; 

PROVIDING TERMS FOR THE INVESTMENT LOANS; AMENDING SECTIONS 

90-3-102, 90-3-501, 90-3-502, 90-3-503, 90-3-504, 90-3-522, 

AND 90-3-523, MCA; AND PROVIDING AN EFFECTIVE DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 90-3-102, MCA, is amended to read: 

•90-3-102. Definitions. As used in this chapterL the 

following definitions apply: 

(1) "Act" means the Montana science and technology 

financing act. 

( 2) 0 Board" means the Montana board of science and 

technology development provided for in 2-15-1818. 

( 3) "Company 11 

association, or any 

means a firm, partnership, 

other entity authorized 

corporation, 

to conduct 

-1-;-·,_ 
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( 4) "Convertible debenture" means a deben:.ure 

convertible into stock under certain conditions by any 
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individual or company. The debenture may not be converted by 

the board. 

(5) 11 Debenture 11 or "note', means a writing or 

certificate issued as evidence of debt. 

( 6) 11 Department" means the department of commerce 

created in 2-15-1801. 

(7) "Expansion capital project'' means 

technology development project undertaken 

a science and 

to enable a 

company to expand its manufacturing and marketing activities 

in order to move its products or services into new markets 

or to expand existing markets. 

(8) "Innovative technology" means the involvement of a 

product or process that embodies the use of implements, 

machinery, equipment, chemical formulations, resources, 

materials, methods, or other items in a manner that departs 

from previous commercial developments, practices, or 

applications. 

(9) "Matching 

by the science and 

funds'' means the funds received in cash 

technology development project loan 

recipient from nonstate-appropriated sources and committed 

by the loan recipient to the project in an amount that is at 

least equal to the funds loaned to the recipient by the 

board for use in the science and technology development 

project. 

(10) ''Portfolio company'' Deans a startup or expansion 
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stage company that has received a seed capital project loan 

from the board. 

(11) 11 Private sector" means any entity or individual, 

not principally a part of or associated with a governmental 

unit, that is associated with or involved in commercial 

a.c.:tivity. 

( 12) "Research and development project" means a science 

and technology development project that falls into the 

category of research capability development, applied 

technology research, or technology transfer and assistance. 

{13) "Research and development i:;:-::::,ec: loar." mea:1s a 

science and technology development project loan entered into 

between the board and a lean recipienc for a research and 

development project. 

(14) ''Science and technology development project'' means 

either a seed capital project or ~esearch and development 

project designed to discover, develop, transfer, utilize, or 

commercialize existing or new, innovative technology in 

order to strengthen and enhance economic development in 

Mont:ana. 

(15) "Science and technology development project loan 

agreement" or ''loan'' means an agreement entered into between 

the board and the loan recipie~t of a seed capital project 

:oan er a research and developme~t p:o~~ct :~an that: 

(a) creates a debt relationship between the pa~cies; 
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(b) provides for a financial return to the board; 

(c) provides economic development potential to the 

state; and 

(d) contains the applicable 

required by this chapter. 

provisions and terms 

{16) "Seed capital project'' means a startup capital 

project or expansion capital project. 

{17) ''Seed capital project loan'' means a science and 

technology development project loan entered into between the 

board and a loan recipient for a seed capital project. 

(18) ''Startup capital project'' means a science and 

technology development project that assists a company in 

initiating commercial operations. 

(19) "State" means the state of Montana. 

(20) ''Venture capital company'' means a partnership, 

corporation, or other business entitv engaged in raising 

funds from investors and earning a financial return for 

those :nvestors by making equity or quasi-equity investments 

in new or expanding business. 

Ell "Warrant 11 means an instrument issued by a 

corporation that gives a holder other than the board the 

right to purchase stock of a corporation either for a 

limited time or perpetually." 

Section 2. Section 90-3-501, MCA~ is amended to read: 

"90-3-501. Science and technology deve1opment project 

-4-
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-- priorities. (1) The board shall make a loan for a science 

and technology development project if it determines that the 

prcject has potential to stimulate economic development in 

this state and meets the loan criteria established in this 

chapter. 

(2) The board shall give priority to project proposals 

that it determines: 

ill incorporate innovative technologies and involve, but 

are not limited to 7 one or more of the following target 

cechno:ogies: 

t~till mineral technology; 

tbtllli agricultural technology; 

t~ti.liil forestry technologyi 

tdtJ.i..lU energy technology; 

t~tJ..tl materials sciences; 

ttt~ information sciences; 

tgt(vii) biotechnology; 

tht(viii) microelectronics and computer sciences; or 

t±tJ.i2U hazardous waste treatment and disposall2£. 

(b) represent the best available opportunities for 

private sector management of funds to be used for 

early-stage venture capital investments."' 

Section 3. Section 90-3-502, MCA, is amended to read: 

"90-3-502. General criteria underlying science and 

technology development project loan program. The beard may 
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make a science and technology development project loan only 

upon a favorable determination that the proposed project: 

{l) is consistent with the findings and purposes of 

this chapter because it incorporates innovative technology 

or will invest i~ innovative technology; 

(2) has prospec~s for collaboration between the public 

and private sectors of the state's economy; 

(3) has prospects for achieving commercial success and 

for creating new jvbs in the state; 

\ 4) '.ias pc::en:::al for ccmrnercial success related to the 

specific productL or business development methodology~ 

investment strateoy proposed; 

(5) can provide matching funds to the project as 

required under 90-3-301; and 

(6) has a manageme~t structure that allows ongoing 

postdisbursement involvement by the board." 

Section 4. Sec:.ion 90-3-503, MCA, is amended to read: 

"90-3-503. Seed capital project goals. (1) The board 

may make a seed capital project loan in a company upon a 

determination by the board that the project meets the loan 

criteria established in 90-3-502 and 90-3-504 and that the 

project meets the goals established in subsection (2} and 

involves invest~en~ :n the development and commercialization 

uf 1~r1~vdt1ve prcc~cts or processes. 

( :! ) '1.':lt:> goals in mdking a seed capital project loan 
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ar-e: 

(a) to 

in the state 

assist the development of innovative technology 

by providing a source of capital to the 

technology-based 

economy; 

entrepreneurial 

(b) to provide financing and 

sector in the state 1 s 

follow-along management 

support for entrepreneurial companies in the state that are 

attempting to develop products or processes based on 

innovative technologies; and 

(c} to provide a liaison between entrepreneurial 

companies in~~~ state and other investors in an effort to 

enhance the pool of capital available to technology-based 

companies 1n the state." 

Section 5, Section 90-3-504, MCA, is amended to read: 

"90-3-504. Specific criteria for seed capital project 

loans. The board may make a seed capital p[oject loan only 

if it determines that the proposed project complies with the 

criteria and goals set forth in 90-3-502 and 90-3-503 and: 

l.ll the board further determines that: 

t±t~ the project develops or employs innovative 

technology to produce a product or process that promises a 

significant competit:ve advantage; 

titJ.!i.l the project provides an opportunity to preserve 

the principa: o~ the l~an cimoun~ and earn a monetary retu~n; 

t3tl.£l the project has potential to realize substantial 
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growth in sales and a sales revenue level that provides the 

capacity to meet the board's payback requirements: 

t4t1£1 the company is located or preparing to locate 

within the state; 

t5t~ the project demonstrates a capacity to diversify 

or add value to the state's basic industries; 

t6tfil the company's 

sufficient business experience 

reach its commercial potential; 

management 

to enable 

team 

the 

possesses 

company to 

titl.91. the company has a strong potential for creating 

and retaining jobs and stimulating tax revenue growth in the 

state; 

t8tJ...!ll the company's product or process is targeted for 

a sizeable commercial market; 

t9till 

sufficient 

mark.et; and 

the company's product or 

quality to significantly 

process 

impact the 

is of 

target 

fl9t1.il the company's b-.J.siness plan 1s sufficiently 

designed to complete financing, marketing~ and production 

objectives to accomplish the proposed commercialization; or 

ill the company is a venture capital company that meets 

the following criteria: 

(a) the company has raised or is in the process of 

~ais~ng its investment capital under the terms of a 

~ctus or othe[ offering document that gives the board 
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assurance that the company: 

ji) will invest at least 50% of its capital in 

businesses that generally comply with the provisions of 

subsections (l)(a) through (l)(j); 

(ii) is in compliance with the United States securities 

and exchange commission and Montana securities laws and 

regulations applicable to venture capital companies; 

(iii) will use equity or quasi-equity investment 

mechanisms for at least three-fourths of its investments and 

will not use conventional secured debt mechanisms for more 

than one-fourth of its investments; and 

{iv) will otherwise conduct its investment strategy and 

investment management practices in a manner that conforms to 

standard venture capital industry practices; 

DU the company has a management team that will 

dedicate the equivalent of at least one full-time manager ~o 

the operation of the company; and 

(c} the company's management has ex12_ertise and 

ex.12.erience in finding, evaluating, investing _in, and 

managing businesses, with preference given to companies 

managed by individuals who have experience and expertise in 

Montana or the Rocky Mountain west." 

Section 6. Section 90-3-522, MCA, is amended to read: 

"90-3-522. Science and technology development project 

loan agreement. (1) The board shall enter into a science and 
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technology development project loan agreement with a loan 

recipient whose productL o~ process, or investment business 

will be developed and commercialized as a result of a 

science and technology development project loan. 

{2) The loan agreement, at a minimu~, must contain the 

following provisions: 

(a) the project budget; 

( b) the financing, or marketing, and production 

milestones for the project that describe project tasks to be 

achieved in each pnase of the project at designated times; 

(c) the reporting requirements, 

limited to: 

(i) quarterly financial statements; 

including but 

(ii) quarterly commercialization progress reports; 

(iii) annual reports; and 

(iv) reports on any significant project transactions; 

(dJ the disbursement schedule for the loan; 

{e) the payback to the board; 

not 

{f) the causes for loan revccation, 

termination; and 

suspension, or 

(g) the 

~licable," 

intellectual property provisions, when 

Section 7. Section 90-3-523, MCA, is arne:-ided to read: 

11 90-]-523. Seed 

specific requirements 

capital project loan agreement 

payback. (1) r~ Exceo~ as provided 

-:o-
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in subsection (3), in addition to the loan agreeme~t 

provisions required in 90-3-522, a seed capital project 

loan: 

~ must be structured as contracted debt that includes 

bu: is not limited to the following terms: 

tet.Ll.l an interest rate set at ~he level that provides 

a return to the board, from paybacks by all of its portfolio 

companies, in an amount at least equal to the principal 

amount of the loans and that provides for a market rate of 

return when considering the overall benefit to the state 

deriv2d from the projects; 

tet1..!..i:..l a provision in the note that may defer debt 

service until maturity of the note, the term of which may 

not exceed a years; 

tct~ a loan amount that may not exceed $350,000 in 

any one round of financing, Successive rcunds of financing 

in which the board participates for any one company ~ay not 

occur within a 9-month period. The total amount that may be 

loaned to any one company may not exceed $750,000. 

tdt.Ll..Yl_ a provision that the note becomes due 1n full 

upon dissolution or liquidation of the company. 

trt--tat-Tn--add±t±on--to-t"e-~~e~i~~en~-in-90-3-Sir-end 

~ttb~eeeion-f¼t,-a-~eed-e~~±ta¼-p~o;eee-Yeen-ag~eeffle~e 

ill may provide for any of the follow~:--.g: 

(i) a convertiole debenture; 
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(ii) a warrant held by the board~ or 

(iii) a warrant held by a third party for the benefit of 

the board. 

tbtill Howe~e~, the The board itself may not convert 

the convertible debenture, exercise the warrant, or hold 

stock acquired upon any conversion or exercise. 

(3) A seed capital project loan agreement with a 

venture capital company must contain the following terms: 

(a) a loan amount that may not be less than $1 million 

or more than $2 million; and 

(b) oavback orovisions: 

(i) that are structured as contracted debt; 

(ii) that allow debt to be repaid in portions of the 

original loan amount or as interest on the original loan 

amount in the same proportion as any paybacks made to the 

other investors or lenders that make up the remaining 

capitalization of the venture capital company, based upon 

the original capital invested in or loaned to the venture 

capital company by the other investors or lenders; 

{iii) that are not more __ or l~~-s favorable than the 

re~ment and earnin.9.s .e_rovisions a.PE,licable to other 

investors or lenders that make U.I?_ the remaining 

capitalization of the venture capital company; and 

J..J:_v} that are based on a term no greater than 12 years." 

NEW SECTION. Section 8. Effective date. [This act] is 

-12-
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1 effective July 1, 1991. 

-End-
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STATE OF MONTANA - FISCAL NOTE 
Form BD-15 

In compliance with a written request, there is hereby submitted a Fiscal Note for HB0703, second reading. 

DESCRU:'IION OF PROPOSED LEGISLATION: 

A bill to authorize the Montana Board of Science and Technology Development to make loans of $1 million from the In-State 
Investment Fund to private venture capital companies for investment in new or expanding business; providing criteria for the 
investment loans; providing terms for the investment loans and amending section 90-3-522 and 90-3-523, MCA; and providing an 
immediate effective date. 

ASSUMPTIONS: 

1. Dollar·-for-dollar matching funds are required for all seed capital loans to venture capital companies. 
2. The Montana Science and Technology Alliance (MSTA) may reserve up to $2 million of its $7.5 million fund from the In

State Investment Fund for seed capital project loans to venture capital companies with monetary return-on-investment as 
a priority (as the MSTA currently conducts business). 

3. MSTA will manage its portion of the In-State Investment Fund to receive an annual rate of return of at least 10 percent. 
4. Administrative costs of the seed capital financing program will be paid from the general fund and appropriated through 

the General Appropriations Act beginning on July 1, 1991. 
5. MSTA has unencumbered approximately $6.3 million of the $7.5 million appropriated in 17-6-308(4) for seed capital 

projects. MSTA's authority to lend the above funds does not extend beyond June 30, 1994. 
6. Current law is represented by the FY92-93 executive budget recommendation for the MSTA. 

FISCAL IMPACT: 

None 

LONG-RANGE EFFECTS OF PROPOSED LEGISLATION: 

The MSTA's loans to venture capital companies will serve to stimulate the creation of venture capital companies in Montana 
and thereby increase the pool of investment capital available to early stage, technology-based companies in the state. 

/~··· ,,--7~ -- / ~"' ~ '-...,_ A - -,d:<s< -' · 
ROD SUNDSTrBUDGET DIRECTOR 

-,._,"7 G/ 
,-~-_L 

DATE 
Office of Budget and Program Planning 

·- - 'i I ._, 

DATE 

Fi sc:d Note' t ,n· ll!l0:03, second reading Hf.J 7t>3 
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HOUSE BILL NO. 703 

INTRODUCED BY BRADLEY, CRIPPEN, THOMAS, THAYER, TOWE, HARP, 

D. BROWN, HALLIGAN, VANVALKENBURG, WILLIAMS, ECK, 

DRISCOLL, HARPER 

A BILL FOR AN ACT ENTITLED: "AN ACT AUTHORIZING THE MONTANA 

SCIENCE AND TECHNOLOGY ALLIANCE TO MAKE LOANS OF HP--~0--$i 

NOT MORE THAN $1 MILLION FROM THE IN-STATE INVESTMENT FUND 

TO PRIVATE VENTURE CAPITAL COMPANIES FOR INVESTMENT IN NEW 

OR EXPANDING BUSINESS: PROVIDING CRITERIA FOR THE INVESTMENT 

LOANS; PROVIDING TERMS FOR THE INVESTMENT LOANS: AMENDING 

SECTIONS 90-3-102, 98-3-58±,-98-3-58i,--99-3-583,--99-3-594, 

90-3-522, AND 90-3-523, MCA: AND PROVIDING AN EFFECTIVE 

DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA; 

Section 1. Section 90-3-102, MCA, is amended to read; 

•go-3-102. Definitions. As used in this chapter~ the 

following definitions apply: 

{l) "Act" means the Montana science and technology 

financing act. 

( 2) "Boa rd 11 means the Montana board of science and 

technology development provided for in 2-15-1818. 

(3) ''Company" means a firm, partnership, corpora~ion, 

association, or any other entity authorized to conduct 
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business in Montana. 

( 4 l "Convertible debenture" means a debenture 

convertible into stock under certain conditions by any 

individual or company. The debenture may not be converted by 

the board. 

C 5 l "Debenture" or "note" means a writing or 

certificate issued as evidence of debt. 

( 6) 11 oepartment" means the department of commerce 

created in 2-15-1801. 

C 7 l "Expansion capital project" means a science and 

technology development project undertaken to enable a 

company to expand its manufacturing and marketing activities 

in order to move its products or services into new markets 

or to expand existing markets. 

(8) ''Innovative technology" means the involvement of a 

product or process that embodies the use of implements, 

machinery, equipment, chemical formulations, resources, 

materials, methods, or other items in a manner that departs 

from previous commercial developments, practices, or 

applications, 

I 9 l 11 Matching funds" means the funds received in cash 

by the science and technology development project loan 

recipient from nonstate-appropriated sources and committed 

by the loan recipient to the p:-oject in an amount that is at 

least equdl to the funds loaned to the recipient by the 

-2- HB 703 
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board for use in the science and technology development 

project. 

( 10) "Portfclio company" means a startup or expansion 

stage company that has received a seed capital project loan 

from tne board. 

tll) ''Private sector'' means any entity or individual, 

not principally a part of or associated with a governmental 

unit, that is associated with or involved in commercial 

activity. 

{12) "Research and development project" means a science 

and technology development project that falls into the 

category of research capability development, applied 

technology research, or technology transfer and assistance. 

(13) 11 Research and development project loan" means a 

science and technology development project loan entered into 

between the board and a loan recipient for a research and 

development project. 

{ 14} "Science and technology development project" means 

either a seed capital project or research and development 

project designed to discover, develop, transfer, utilize, or 

commercialize existing or new, innovative technology in 

order to strengthen and enhance economic development in 

Montana. 

(15) "Science and technology development project lean 

agreement'' or ''loan'' mean~ an agreement entered into between 

-3- HB 703 
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the board and the loan recipient of a seed capital project 

loan or a research and development project loan that: 

{aJ creates a debt relationship between the parties; 

(b) provides for a financial return to the board; 

(c) provides economic development potential to the 

state; and 

(d) contains the applicable provisions and terms 

required by this chapter. 

(16) ''Seed capital project" means a startup capital 

project or expansion capital project. 

(17) "Seed capital project loan" means a science and 

technology development project loan entered into between the 

board and a loan recipient fer a seed capital project. 

(18) ''Startup capital project'' means a science and 

technology development project that assists a company in 

initiating commercial operations. 

(19) "State" means the state of Montana. 

(20) "Venture capital company•• means a partnership, 

corporation, or other business entity engaged in raising 

funds from investors and earning a financial return for 

those investors by making equity or quasi-equity investments 

in new or expanding business. 

1l.!1. "Warrant" means an instrument issued by a 

corporation that gives a holder other than the board the 

right to purchase stock of a corporation either for d 

-4- HB 703 
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limited time or perpetually." 

Seetion-i•--Seet±on-98-3-59i,-M€A7-is-amended-to-read~ 

u99-3-59¼.--Seienee--and--teehnoiogy-deTe¼opment-pro;eet 

---priorities•-tlt-~he-board-sha¼¼-make-a-¼oan-~or-a-~eienee 

and-teehno¼ogy-deve¼opment-pro;eet-if-it-determ±nes-that-the 

prejeet-has-potentia¼-to-stimttiate-eeonomie--deve¼opment--±n 

tftis--state--and-meete-the-ioan-eriteria-estab¼ished-in-this 

ehapter• 

tit--~"e-eoard-9ha¼¼-9ive-priority-to-projeet--proposais 

t~at-±t-determinesz 

f!t_±-ineerporate-innovative-teehnologies-and-involve,-ettt 

are--not--¼imited--to,--one--or-more-or-the-£o¼¼owin9-tar9et 

teehnolo9±es~ 

t9tfil--Mtnera¼-teehno¼ogy, 

tbtf.iti-a9r±ett¼tttrai-teehne¼e9y; 

tett±±±t-£erestry-teehnolo9y; 

tdt±±.!±-energy-teehno¼ogy, 

tetf.!1--mater±ais-se±enees; 

t£ttv¼t-±n£ormat±on-se±ences; 

t~tt¥ttt-btoteehno¼ogy, 

thttv±±±t-m±eroe±eetronie~-and-eompttter-se±enees;-o~ 

t±tt±xt-~azerdo~s-waste-treatment-and-a±spesai;-or 

t~t--represent--the-:best--ava±¼ab¼e--opportttn±t±es--£0~ 

pr±~ste--~eetor--management--0£--f~~ds--~o---~e---~~ed---f~r 

esr¼y-~tage-ventttre-eap±tal-±nvestment~~~ 
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Section-3,--Seet~en-96-3-5&~7 -M€A7-±s-amended-te-read~ 

u9e-3-59io--6enera¼---er±ter±a--anderiy±n9--seienee--and 

teehno¼o9y-deve¼opment-projeet-¼oan-pregramT-~he--board--may 

ffla~e--a-se±enee-and-teehno¼o9y-deve¼opment-pro;eet-¼oan-on±y 

~pon-a-favora~ie-determinat±on-that-tfte-~ro~osed-projeet~ 

t+t--±s-eons±stent-with-the--£±ndin9s--and--p~rposes--0£ 

this--ehapter--beea~se-it-ineorporates-±nno•at±ve-teehno¼ogy 

or-w±¼¼-¼nYest-±n-±nnovat±~e-teehnoiogy; 

f%t--hae-prospeets-Eor-ee¼¼eboret±on-between-the--pab¼±e 

and-pr±wate-seetors-0£-the-stateis-eeonomy; 

t3t--has--prospeets-Eor-aeh±e•±ng-eomfflere±a¼-soeeess-and 

£or-ereatin9-new-jobs-±n-the-etate; 

t•t--hee-potent±a¼-£or-eommere±a¼-saeeess-reiated-to-the 

spee±£±e-prodaetL or-basiness--deve¼opfflent--methodo¼ogy7--or 

~nvestfflent-strategy-proposed; 

t5t--een--prev±de--fflateh±n9--Eonds--to--the--pro;eet--as 

reqtt±red-ander-99-3-30¼;-and 

f6t--hes--a--mana~ement--stroetore--that--al¼ows-on9o±n9 

postd±sborsement-±nvolYement-~y-the-boardT~ 

Seet±on-4T--Seet±on-98-3-5937-MeA,-is-amendea-to-read~ 

u90-3-583,--Seed-eapitai-pro;eet----goais,-t±t-~he-board 

ma7-make-a-seed-eapital-pro;eet-¼oen-±n--e--eompany--apon--e 

determ±net±on--by--the-boerd-that-~he-~rojeet-mee~s-the-ioan 

crieerta~esteblished-tn-99-3-50~-end-90-3-504-a~d--that--the 

p~o;eet--meet~--the--goa±~-e~tabi±~~ed-±n-~~~~ee~~e~-t~t-a~O 
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inv0¼ves-~ftvest~e~t-~n-the-deve¼opmeftt-aftd-commereia%~ret+on 

of-±nnova~¼ve-p~o~ttcte-or-proeeeeee. 

tit--~he-goa¼s-±n-me~¼ftg-a--seed--cap±ta¼--pro;eet--leen 

ere~ 

tat--eo--ess±st-the-development-o~-innovatt~e-teehne¼ogy 

±n-the-state--by--prov±din9--a--sooree--of--eaptta~--to--~he 

teehnorogy-based---entreprenettriat--seetor--tn--~~e--statei9 

eeeneffly~ 

tbt--to-prov±Oe-£±nene±n9--and--fo¼¼ow-e¼ong--manegement 

ettpport--£or-entreprenettr±al-eompen±ee-±n-~he-state-thet-are 

ettempt±n9--to--deve½op--prodttete--or--processes--baee~---on 

±nnovat±ve-tee~nolo9±es7-and 

tet--to---prov±de---e--¼iaieo"--between--entrepre"ettr±ar 

eompan±es-±n-the-state-a"d-other-±nYestors-±n-an--e££ort--to 

enhanee--the--poo¼--e£-eapital-aTa±¼ae¼e-te-teehno¼o9y-easee 

eompan±es-±n-t"e-state•u 

seetron-s.--seet±on-98-3-5847-MeA,-±s-amended-to-reae~ 

•98-3-S94,--Spee±£±e-er±ter±a-£or-seee--eap±t8T--project 

%oans,--~"e--eoard-may-ma~e-a-seed-eap±ta¼-pro;eet-Toan-on¼y 

±£-±t-determ±nes-that-t"e-proposed-projeet-eompT±es-w±th-t"e 

cr±terta-and-9oa¼s-set-forth-±n-98-3-58i-ane-99-3-583-and~ 

ill_--the-board-£ttrther-determ±nes-that~ 

t¼tf.!.1--the--projeet--de~e¼ops--or--employs---±nno~at±ve 

te~hno¼ogy--to--prodttee-a-pro~ttet-or-proeess-that-prom±ses-a 

s±9ntf±eant-eofflp@t±t±~e-ad~antage; 
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fitfil--the-Pr0jeet-prov±des-an-opporttt"tty-to--pre~er¥e 

the-pr±"e¼pa¼-ef-the-¼oan-afflott"t-and-ear"-a-mo"etary-retttrn; 

t3tfE.:t--the-prejeet-has-pote"t±ai-to-reai±ze-sttbstant±al 

growth--in-sa¼es-and-a-sa~es-reventte-ie•e%-that-prev±des-the 

eapae±ty-to-meet-the-beard•~-paybaek-r~~tt±rements7 

t4tili--the-eompany-±e-ioeated-or--prepar±ng--to--¼oeate 

w±th¼n-the-etate; 

t5t:ttl--the-projeet-demenstrates-a-eapaeity-te-d±vers¼£y 

or-add-~a¼tte-to-the-state•s-bas±e-±ndttstries; 

t6tf!1--the----eompany~s---manageffle~t---team---pessesses 

sttfE¼e±ent-bttsineee-exper±enee--to--enabie--the--eempany--to 

reaeh-ite-eofflftlere±a½-potentia¼7 

fTt±..9.±--the--eompany-has-a-etrong-potentiai-£er-ereat±n9 

and-retaining-jobe-and-st±mtt%at±ng-tax-reve~tte-9rowth-±n-the 

state;

t8t.th±--the-e0Mpany•s-prodttet-or-preeeee-±s-tar1eted-~er 

a-e¼zeab¼e-eofflfflere±a±-fflar~et7 

t9tfii:--the--eompa"y~s--prodttet---or---proeess---±e---o~ 

stt££±e±ent---q~al±ty--te--s±gn±£±eantiy--impaet--the--terget 

marltet-;-e:"d 

t¼8tf.ii-tfte--eofflpa"yis--htts¼ness--p¼an--±s--stt££±eien~ly 

desi9ned·-~e-eemp¼ete-f±ne:ne±r,9-;--marltet±ng7--af'l:d--pt"odttet±on 

ohjeet±ves-to-e:eeomp¼±s"-~he-pro~osed-eofflfflet"e±a±±~atiof'l:;-o~ 

tit--the-eompe:ny-±e-e:-~en~~re-ee:p~te:¼-~empe~y-~he:t-Meet~ 

!':'he-foil:ow·±ng-er±ter½e:~ 
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fat--the--eempany--hae--ratsed--er--is-¼n-the-proeess-of 

ra±s±nt--±ts--±nveetment--eap±ta¼--ttnder--the--terms--of---a 

prospecttts--or--ether-offering-doettment-that-q±•es-the-eoa~d 

assttranee-that-the-eempany~ 

t±t--w±¼¼--~nvest--at--¼east--58,--ef--±te--eap±ta¼---±n 

btts±nesses--that--genera¼¼y--comp¼y--w±th--the-prov±sions-of 

9tth9eet¼ons-tlttet-throttgh-tltfit7 

t±±t-±s-in-eomp¼±anee-w±th-the-~n±ted-States--seettr±t±es 

ane--exehange--eelM\iss±on--and--Mentana--seettrit±es-¼aws-a~a 

regtt¼at±ons-app¼±eab¼e-to-ventttre-eap±ta¼-eompan±es~ 

t±±±t-w±¼¼--ttse--egtt±ty---or---gttas±-egtt±ty---±nvestment 

meehan±sms-fer-at-¼east-three-fettrthe-ef-±ts-¼"vestments-anC 

w±¼½--net--ttee-eon•ent±ona¼-seettred-deht-meehan½sme-£or-mere 

t~an-one-£ottrt~-ef-its-±n•estmente;-and 

t~•t-vi¼¼-etherw~se-eendttet-its-tnveetment-stretegy--and 

±nvestment-management-praet~ees-±n-a-manner-that-eonforms-te 

standard-Yentttre-eapita¼-indttstry-praet±ees; 

t~7--the---eompany--hae--a--management--team--that--w~¼¼ 

dedieate-the-egttiva¼ent-of-at-¼east-one-ftt¼¼-t±~e-mana~er-to 

the-opetat±en-0£-the-eempany;-and 

tet--the--eompeny~s---management---ha9---exper~iee---and 

exper±enee---in---f±nd±n9;--e•a¼ttat¼ng,--in•est±ng--Tn;--and 

mana9Tng-htte±nesees,--w±th--preferenee--g±Yen--to--eompanies 

ma~aged--by-Tndi•idtta¼s-who-ha~e-experienee-and-expertTse-~n 

Mon~ana-or-the-Roeky-Mottntain-west~u 
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Section 2. Section 90-3-522, MCA, is amended to read: 

•go-J-522. Science and technology development project 

loan agreement. (1) The board shall enter into a science and 

technology development project loan agreement with a loan 

recipient whose productz er OR process7--er--tn•estffle~t 

htt~ine99 will be developed and commercialized as a result of 

a science and technology development project loan. 

(2) The loan agreement, at a minimum, must contain the 

following provisions: 

{a) the project budget; 

{b) the financing,L e~ marketing,L and production 

milestones for the project that describe project tasks to be 

achieved in each phase of the project at designated times; 

(c) the reporting requirements, 

limited to: 

(i) quarterly financial statements~ 

including but 

{ii) quarterly commercialization progress reports; 

(iii) annual reports: and 

(iv) reports on any significant project transactions; 

(d) the disbursement schedule for the loan; 

(e) the payback to the board; 

not 

(f) the causes for loan revocation, 

terminati011; and 

suspension, or 

l9] lhe .:.r.tellectual property provis1cns, wner. 

~E}is~.~ ~ t? • " 
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Section 3. Section 90-3-523, MCA, is amended to read: 

"90-3-523. Seed capital project loan agreement 

specific requirements -- payback. (1) in Except as provided 

in stte~~et±en--t~t [SECTION 5], in addition to the loan 

agreement provisions required in 90-3-522, a seed capital 

project loan!. 

tat must be structured as contracted debt that includes 

but is not limited to the following terms: 

t~tt¼t(A) an interest rate set at the level that 

provides a return to the board, from paybacks by all of its 

portfolio companies, in an amount at least equal to the 

principal amount of the loans and that provides for a market 

rate of return when considering the overall benefit to the 

state derived from the projects; 

teit•t±±t(B) a provision in the note that may defer debt 

service until maturity of the note, the term of which may 

not exceed 8 years; 

tetf±iit(C) a loan amount that may not exceed $350,000 

in any one round of financing. Successive rounds of 

financing in which the board participates for any one 

company may not occur within a 9-month period. The total 

amount that may be loaned to any one company may not exceed 

$750,000. 

tdtt±Yt(D) a provision that the note becomes due in full 

upon dissolution or liquidation of the company. 
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tit--tat-~n--addie±on--to-~fte-provisions-in-99-3-SZZ-aftd 

sabeeetion-t¼t,-e-seed-eapita¼-projeet-¼oan-a9~eem~nt 

tbt(2) (A) IN ADDITION TO THE PROVISIONS IN 90-3-522 

AND SUBSECTION (1) OF THIS SECTION, A SEED CAPITAL PROJECT 

LOAN AGREEMENT may provide for any of the following: 

{il a convertible debenture; 

(ii) a warrant held by the board; or 

(iii) a warrant held by a third party for the benefit of 

the board. 

t~t±..!i..UU. Howeve~, ~h@ The board itself may not convert 

the convertible debenture, exercise the warrant, or hold 

stock acquired upon any conversion or exercise. 11 

NEW SECTION. SECTION 4. VENTURE CAPITAL COMPANIES. THE 

BOARD MAY MAKE UP TO $2 MILLION OF ITS FUNDS AVAILABLE UNDER 

17-6-308 FOR SEED CAPITAL PROJECT LOANS TO VENTURE CAPITAL 

COMPANIES IN ORDER TO FURTHER THE DEVELOPMENT OF SEED 

CAPITAL RESOURCES AVAILABLE FOR INVESTMENT IN 

TECHNOLOGY-ORIENTED BUSINESS DEVELOPMENT AND EXPANSION 

ACTIVITIES IF THE VENTURE CAPITAL COMPANIES MEET THE 

CRITERIA IN SUBSECTIONS (1) AND (2): 

(1) VENTURE CAPITAL COMPANIES MUST BE SELECTED FOR 

~9ANS BY THE BOARD ON THE BASIS OF THE DEMONSTRATED ABILITY 

OF THE COMPANIES' PRINCIPALS TO MAKE SOUND INVESTMENTS AND 

THE PRINCIPALS' BUSINESS DEVELOPMENT EXPERIENCE. 

@ THE COMPANY HAS RAISED OR IS IN THE PROCESS OF 
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RAISING ITS INVESTMENT CAPITAL UNDER THE TERMS OF A 

PROSPECTUS OR OTHER OFFERING DOCUMENT THAT GIVES THE BOARD 

ASSURANCE THAT THE COMPANY: 

(A) IS IN COMPLIANCE WITH THE UNITED STATES SECURITIES 

AND EXCHANGE COMMISSION AND MONTANA SECURITIES LAWS AND 

REGULATIONS APPLICABLE TO VENTURE CAPITAL COMPANIES; 

(B) WILL USE EQUITY OR QUASI-EQUITY INVESTMENT 

MECHANISMS FOR AT LEAST THREE-FOURTHS OF ITS INVESTMENTS AND 

WILL NOT USE CONVENTIONAL SECURED DEBT MECHANISMS FOR MORE 

THAN ONE-FOURTH OF ITS INVESTMENTS; 

(C) WILL OTHERWISE CONDUCT ITS INVESTMENT STRATEGY AND 

INVESTMENT MANAGEMENT PRACTICES IN A MANNER THAT CONFORMS TO 

STANDARD VENTURE CAPITAL INDUSTRY PRACTICES; AND 

iQ_) HAS A MANAGEMENT TEAM THAT WILL DEDICATE THE 

EQUIVALENT OF AT LEAST ONE FULL-TIME MANAGER TO THE 

OPERATION OF THE COMPANY, 

(3) THE BOARD MAY ADOPT RULES GOVERNING LOANS TO 

VENTURE CAPITAL COMPANIES TO IMPLEMENT THE TERMS OF THIS 

SECTION AND TO ENSURE THAT THE LOANS MEET THE REQUIREMENTS 

20 OF 90-3-501 THROUGH 90-3-504. 

21 

22 

23 

24 

25 

NEW SECTION. SECTION 5. SEED CAPITAL PROJECT LOAN 

AGREEMENT WITH VENTURE CAPITAL COMPANY. fil A seed capital 

project loan agreement with a venture cae~-~al compai:1_y m·..1st 

contain :he following terms: 

±et(l) a loan amount that may not be less than Si 
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mi±±ion $500,000 or more than$~ g ~illion; and 

f~t(2) payback provisions: 

~±t{A} that are structured as contracted debt; 

tt±t(B) that allow debt to be repaid in portions of the 

original loan amount or as interest on the original loan 

amount in the same proportion as any paybacks made to the 

other investors or lenders that make up the remaining 

capitalization of the venture capital company, based upon 

the original capital invested in or loaned to the venture 

capital company by the other investors or _ _g'nders~ 

t~i¼t(C) that are ~ot ~ore or less favorable than the 

re~ment and earnin.9.s E_rovisions aEE_licable to other 

investors or lenders that make u_e_ the remainin.9. 

capitaliza:ior. of the venture capital company; and 

t~vt(D) that are based on a term no greater than 12 

years. 

NEW SECTION. Section 6. Effective date. [This act] 

effective July 1~ 1991. 

-End-

is 
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HOUSE BILL NO. 703 

INTRODUCED BY BRADLEY, CRIPPEN, THOMAS, THAYER, TOWE, HARP, 

D. BROWN, HALLIGAN, VANVALKENBURG, WILLIAMS, ECK, 

DRISCOLL, HARPER 

A BILL FOR AN ACT ENTITLED: "AN ACT AUTHORIZING THE MONTANA 

SCIENCE AND TECHNOLOGY ALLIANCE TO MAKE LOANS OF HP--~8--$% 

NOT MORE THAN $1 MILLION FROM THE IN-STATE INVESTMENT FUND 

TO PRIVATE VENTURE CAPITAL COMPANIES FOR INVESTMENT IN NEW 

OR EXPANDING BUSINESS; PROVIDING CRITERIA FOR TBE INVESTMENT 

LOANS; PROVIDING TERMS FOR THE INVESTMENT LOANS; AMENDING 

SECTIONS 90-3-102, 98-3-58i,-98-3-58i7--98-3-5$37--98-3-594, 

90-3-501, 90-3-522, AND 90-3-523, MCA; AND PROVIDING AN 

EFFECTIVE DATE." 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 90-3-102, MCA, is amended to read: 

•90-3-102. Definitions. As used in this chapterL the 

following definitions apply: 

(l) "Act" means the Montana science and technology 

financing act. 

{2) "Board" means the Montana board of science and 

technology development provided for in 2-15-1818. 

( 3) "Company" means a firm, partnership, corporation, 

association, or any other entity authorized to conduct 

~-,,.;.,,ti•• eou=" 
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business in Montana. 

(4) "Convertible debenture 11 means 

HB 0703/03 

a debenture 

convertible into stock under certain conditions by any 

individual or company. The debenture may not be converted by 

the board. 

( 5) "Debenture" or "note" means a 

certificate issued as evidence of debt. 

( 6) "Department" means the department of 

created in 2-15-1801. 

writing or 

commerce 

(7) "Expansion capital project" means a science and 

technology development project undertaken to enable a 

company to expand its manufacturing and marketing activities 

in order to move its products or services into new markets 

or to expand existing markets. 

(8) "Innovative technology" means the involvement of a 

product or process that embodies the use of implements, 

machinery, equipment, chemical formulations, resources, 

materials, methods, or other items in a manner that departs 

from previous commercial developments, practices, or 

applications. 

(9) ''Matching funds'' means the funds received in cash 

by the science and technology development project loan 

recipient from nonstate-appropriated sources and committed 

by the loan recipient to the project in an amount ~hat is at 

least equal to the funds loaned to the recipient by ~he 
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board for use in the science and technology development 

project. 

(10) '*Portfolio company" means a startup or expansion 

stage company that has received a seed capital project loan 

from the board. 

(11) "Private sector" means any entity or individual, 

not principally a part of or associated with a governmen·tal 

unit, that is associated with or involved in commercial 

activity. 

(12) "Research and development project" means a science 

and- technology development project that falls into the 

category of research capability development, applied 

technology research, or technology transfer and assistance. 

(13) "Research and development project loan" means a 

science and technology development project loan entered into 

between the board and a loan recipient for a research and 

development project. 

{14) "Science and technology development project" means 

either a seed capital project or research and development 

project designed to discover, develop, transfer, utilize, or 

commercialize existing or new, innovative technology in 

order to strengthen and enhance economic development in 

Montana. 

{15) "Science and technology development project loan 

agreement" or "loan" means an agreement entered into between 
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the board and the loan recipient of a seed capital project 

loan or a research and development project loan that: 

(a) creates a debt relationship between the parties: 

(b) provides for a financial return to the board; 

(c) provides economic development potential to 

state; and 

the 

(d) contains the applicable provisions 

required by this chapter. 

and terms 

(16) "Seed capital project" means a startup capital 

project or expansion capital project. 

(17) 11 Seed capital project loan 11 means a science and 

technology development project loan entered into between the 

board and a loan recipient for a seed capital project. 

( 18) "Startup capital project" means a science and 

technology· development project that assists a company in 

initiating commercial operations. 

(19} 11 State" means the state of Montana. 

(20) "Venture capital company" means a partnership, 

corporation, or other business entity enq...ig.ed in raising 

funds from investors and earning a financial return for 

those investors by making equity or quasi-equity investments 

in new or expanding business. 

iill "Warrant" 

corporation that 

means 

gives 

an 

a 

instrument issued by a 

holder other than the board the 

right to purchase stock of a corporation either for a 
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limited time or perpetually." 

Seetien-i-.--Seet±en-98-i-58¼7-M€A7-is-amended-to-read~ 

u9a-3-59¼-.--Se±enee--and--teehno¼cgy-deve¼opment-p!'ejeet 

---priorities•-t¼t-~he-board-shei¼-ma~e-a-¼ean-Eer-a-seienee 

and-teehno¼egy-de¥e¼epment-prejeet-±£-it-determines-that-the 

pre;eet-has-potential-to-stim~iate-eeonomie--deveiopm~nt--in 

this--state--and-meets-the-¼oan-eriteria-estab¼ishee-in-this 

eftapter-. 

tit--The-beard-sha¼i-qive-prierity-to-projeet--propesa¼s 

that-it-eetermines~ 

_f.t!t-ineerporate-innovative-teehnoio~ies-and-involve7-bttt 

are--not--¼imited--te;--one--er-more-e£-the-!e¼¼ow±ng-target 

teeht"l:o¼ogies-:-

tatf!.t_--m¼nera %-teeh"o%ogy~ 

tbttiit-sgriettitttrat-teehftetegyT 

tettiiit-£orestry-teehno¼oqy; 

tdtti•t-eftergy-teehftetegyT 

tet~--m.ateriais-se~enees; 

t~ti!.tl.-¼1"1:£ormation-seieneee; 

tgtt•iit-b±eteehftoiegyT 

thtt~iiit-mieree¼eetroniee-and-eompttter-seienee~~-or 

t±ttixt-hazardoos-waste-treatment-and-disposa±;-or 

tbt--represent--the--ee~t--avai~ab¼e--opportttftities--£or 

private--seetor--mana9ement--0£--Ettnds--to---be---a~ed---for 

ear¼y-stage-~entttre-eap¼ta¼-~nvestmentsou 
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Seet¼on-3.--sect¼on-98-3-59i,-MeA,-is-amended-to-readT 

4 96-3-S&~,--Senera¼---er¼teria--ttftder¼yinq--seienee--and 

teehno¼ogy-de~e¼opment-p~o;eet-¼oan-pr~ramo-~he--eoard--may 

ma~e--a-seienee-and-techno¼oqy-deve¼opment-pro;eet-¼oan-on¼y 

ttpon-a-favora~¼e-determinat¼on-that-t~e-proposed-pro;eet~ 

t¼t--±s-eonsistent-w±th-the--r±nd~ftgs--and--pttr~oses--e£ 

this--ehapter--beeattse-¼t-ifteorperates-inno•ati~e-teehno¼ogy 

or-wi¼¼-in¥est-in-innovat±ve-teeftno±ogy; 

t~t--has-prospeets-Eor-eot±aboration-between-tfte--pttb¼±e 

and-private-seetors-eE-th@-stateis-eeonoffly~ 

t3t--has--prospeets-ror-aeh¼e~ing-eofflfflereia¼-stteeess-and 

£or-ereating-new-;obs-in-the-state~ 

t4t--has-potentia¼-for-eofflfflere¼a±-stteeess-re¼ated-to-tfte 

spee±r±e-prodttety or-btts±ness--de¥e±opment--methodo¼ogy,--or 

investment-strategy-proposed~ 

t5t--eaft--prev±de--matehing--£~nds--to--the--pro;eet--as 

reqttired-ttnder-98-3-3et~-and 

t6t--has--a--fflanagement--strttet~re--t~at--a±tows-ongeing 

postdisbttrsement-invo±vement-by-the-beard~n 

Seet±en-4o--Seetion-98-~-5&~,-M€A,-±s-amended-to-read~ 

u90-3-583.--Seed-eapfta¼-projeet----~osl~.-ttt-~he-board 

may-me~e-a-seeO-eap±ta¼-prejeet-rean-±~--a--eom~any--ttpen--a 

determ±nation--by--the-board-that-the-prejeet-meets-the-tean 

e~iter±e-estab±i~~e~-+n-➔&-3-S8~-a~~-9B-3-5e•-and--t"~t--the 

~~~;eet--ffleet~--the--gott±~-e~t~b¼±3hed-~n-~~Osection-tit-and 
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fat--the--eempany--hos--raise~--or--is-in-the-preeess-or 

rais¼ftg--¼~s--invesement--eapita¼--ttnder--the--terms--of---a 

prospecttts--er--other-er@ering-doettment-that-g~ves-the-&oard 

assttranee-that-the-eompany~ 

tit--wi¼i--invest--at--¼east--581--of--its--eapita¼---in 

bttsinesses--that--genera¼¼y--eomply--with--the-provisions-er 

s~bseet¼efts-t¼ttet-thre~gh-t¼tt;t~ 

fiit-is-in-eomp¼ianee-with-the-Snited-States--seettrities 

and--eMehange--eolllll\ission--and--Montana--seettritie~-taws-aad 

regtt¼at¼ons-app¼icaD¼e-te-ventttre-eapita%-eompanies7 

fiiit-vi¼¼--ttse--eqttity---or---guasi-egttity---investment 

meehanisms-£or-at-¼east-three-!ettrehs-ef-its-in•estments-and 

wt¼¼--net--ttse-eenvent±ona¼-seettred-debt-meehanisms-£or-fflore 

than-ene-fottrth-0£-its-investmen~s7-and 

t*•t-w±¼¼-oeherw±se-eondttet-its-±n¥estment-strate9y--and 

inves~mene-management-praetiees-in-a-manneP-that-eon£erms-te 

standard-ventttre-eapita¼-inftttstry-praetiees~ 

ill--the eompany--has--a--management--team--that--wi½¼ 

dedieate-the-egaivaient-of-at-¼east-ene-fa¼¼-t±me-manager-to 

the-~ation-of-the-eompany7-and 

tet--the--eompany~s---management---has---expertise---and 

exE_erienee in---~±nd±n9,--eva¼ttatin9,--inve~tinq--±~7--an~ 

fflttna9in9-bnsinesses,--w±~h--pre£ereftee--given--to--eomp~n±e9 

managed--ey-tnd±v±dttais-who-have-expe~ienee-and-exper~±~e-±n 

Men~ana-or-the-Roekz-Mettn~atn-wee~~~ 
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SECTION 2. SECTION 90-3-501, MCA, IS AMENDED TO READ: 

"90-3-501. Science and techno1ogy development project 

priorities. (1) The board shall make a loan for a science 

and technology development project if it determines that the 

project has potential to stimulate economic development in 

this state and meets the loan criteria established in this 

chapter. 

( 2) The board shall give priority to project proposals 

that it determines incorporate innovative technologies and 

involve, but are not limited to, one or more of the 

following target technologies: 

(a) mineral technology; 

(b) agricultural technology; 

(c) forestry technology; 

(d) energy technology: 

(e) materials sciences; 

(f) information sciences: 

(g) biotechnology; 

(h) microelectronics and computer sciences; or 

(i) hazardous waste treatment and disposal. 

(3) The board may use up to 25% of the funds for seed 

capital project loans to make seed capital project loans 

that do not add~ess the innovative technologies listed in 

subsection (2).:._" 

Section 3. Section 90-3-522, MCA, is amended to read: 

-10- HB 703 
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•90-3-522. Science and technology development project 

loan agreement. (1) The board shall enter into a science and 

technology development project loan agreement with a loan 

recipient whose productL or Q!! process,--o~--tnves~ment 

bttsifte99 will be developed and commercialized as a result of 

a science and technology development project loan. 

(2) The loan agreement, at a minimum, must contain the 

following provisions: 

(a) the project budget; 

(b) the financing;L er marketin97L and production 

milestones for the project that describe project tasks to be 

achieved in each phase of the project at designated times; 

{c) the reporting requirements, including but not 

limited to: 

(i) quarterly financial statements; 

(ii) quarterly commercialization progress reports; 

(iii) annual reports; and 

(iv) reports on any significant project transactions; 

(d) the disbursement schedule for the loan; 

(e) the payback to the board; 

(f) the causes for loan revocation, suspension, or 

termination; and 

(g) the 

applicable." 

intellectual property provisions~ when 

Section 4. Section 90-3-523, MCA, is amended to read: 
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"90-3-523. Seed capital project loan agreament 

specific requirements -- payback. (1) ~" Except as provided 

in subseetion-t3t [SECTION SI, in addition to the loan 

agreement provisions required in 90-3-522, a seed capital 

project loan:::, 

.t!1 must be structured as contracted debt that includes 

but is not limited to the following terms: 

tatfil.1.!l_ an interest rate set at the level that 

provides a return to the board, from paybacks by all of its 

portfolio companies, in an amount at least equal to the 

principal amount of the loans and that provides for a market 

rate of return when considerinq the overall benefit to the 

state derived from the projects: 

tbttiit(B) a provision in the note that may defer debt 

service until maturity of the note, the term of which may 

not exceed 8 years; 

tettiiit(C) a loan amount that may not exceed $350,000 

in any one round of financing. Successive rounds of 

financing in which the board participates for any one 

company may not occur within a 9-month period. The total 

amount that may be loaned to any one company may not ex-ceed 

$750,000. 

tdtt±vt(D) a provision that the note becomes due in full 

upon dissolution or liquidation of the company. 

trt--tst-£"-ad8te¼e"-~e-~fte-p~ovtste~s-t"--99-3-5Z%--snd 
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sttbeeet*en-t¼t7-a-seed-eep¼Ca¼-pre;eee-¼eaft-a~~eeme~t 

tbt(2) (Al IN ADDITION TO THE PROVISIONS IN 90-3-522 

AND SUBSECTION (1) OF THIS SECTION, A SEED CAPITAL PROJECT 

LOAN AGREEMENT may pcovide foe any of the following: 

(i) a convertible debenture: 

(ii) a warrant held by the board; or 

(iii) a warrant held by a third party for the benefit of 

the board. 

tbt~ Hewe~er7 ene The board itself may not convert 

the convertible debenture, exercise the warrant, or hold 

stock acquired upon any conversion or exercise." 

NEW SECTION. SECTION 5. VENTURE CAPITAL COMPANIES, THE 

BOARD MAY MAKE UP TO $2 MILLION OF ITS FUNDS AVAILABLE UNDER 

17-6-308 FOR SEED CAPITAL PROJECT LOANS TO VENTURE CAPITAL 

COMPANIES IN ORDER TO FURTHER THE DEVELOPMENT OF SEED 

CAPITAL RESOURCES AVAILABLE FOR INVESTMENT IN 

TECHNOLOGY-ORIENTED BUSINESS DEVELOPMENT AND EXPANSION 

ACTIVITIES IF THE VENTURE CAPITAL COMPANIES MEET THE 

CRITERIA IN SUBSECTIONS (1) AND (2): 

(l) VENTURE CAPITAL COMPANIES MUST BE SELECTED FOR 

LOANS BY THE BOARD ON THE BASIS OF THE DEMONSTRATED ABILITY 

OF THE COMPANIES' PRINCIPALS TO MAKE SOUND INVESTMENTS AND 

THE PRINCIPALS' BUSINESS DEVELOPMENT EXPERIENCE. 

ill THE COMPANY HAS RAISED OR IS IN THE PROCESS OF 

RAISING ITS INVESTMENT CAPITAL UNDER THE TERMS OF A 

-13- HB 703 
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PROSPECTUS OR OTHER OFFERING DOCUMENT THAT GIVES THE BOARD 

ASSURANCE THAT THE COMPANY: 

(A) IS IN COMPLIANCE WITH THE UNITED STATES SECURITIES 

AND EXCHANGE COMMISSION AND MONTANA SECURITIES LAWS AND 

REGULATIONS APPLICABLE TO VENTURE CAPITAL COMPANIES, 

i.!!1 WILL USE E_Q_UITY OR QUASI-E_Q_UITY INVESTMENT 

MECHANISMS FOR AT LEAST THREE-FOURTHS OF ITS INVESTMENTS AND 

WILL NOT USE CONVENTIONAL SECURED DEBT MECHANISMS FOR MORE 

THAN ONE-FOURTH OF ITS INVESTMENTS: 

(C) WILL OTHERWISE CONDUCT ITS INVESTMENT STRATEGY AND 

INVESTMENT MANAGEMENT PRACTICES IN A MANNER THAT CONFORMS TO 

STANDARD VENTURE CAPITAL INDUSTRY PRACTICES: AND 

(D) HAS A MANAGEMENT TEAM THAT WILL DEDICATE THE 

E_Q_UIVALENT OF AT LEAST ONE FULL-TIME MANAGER TO THE 

OPERATION OF THE COMPANY. 

(3) THE BOARD MAY ADOPT RULES GOVERNING LOANS TO 

VENTURE CAPITAL COMPANIES TO IMPLEMENT THE TERMS OF THIS 

SECTION AND TO ENSURE THAT THE LOANS MEET THE REQUIREMENTS 

OF 90-3-501 THROUGH 90-3-504, 

NEW SECTION. SECTION 6. SEED CAPITAL PROJECT LOAN 

AGREEMENT WITH VENTURE CAPITAL COMPANY. ill A seed capital 

project loan agreement with a venture capital company must 

contain the followin~ terms: 

tet(l) a loan amount that may not 

miilio~ $500,0_Q_O or more than $i $1 million; 

-14-
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tl!t(2) payback provisions: 

ti:t(A) that are structur·ed as contracted debt; 

±**tlB) that allow debt to be repaid in portions of the 

4 original loan amount or as interest on the original loan 

5 amount in the same proportion as any paybacks made to the 

6 at-her investors or lenders that make up the remaining 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

capi.t.alization of the venture capital company, based upon 

the original oa;pital invested in or loaned to the venture 

ca,pital c:ompany by the other investors or lenders: 

t'Zi~t(C) that_ar-E!: not raor.e or less favorable than the 

r~ment 

inv~@Jors 

and 

or 

earnin.9.s 

lenders 

,2rovisions a.EE,licable 

that make up the 

capitaliz•tion of the venture capital company; and 

t~•t(D) that are based on a term no greater 

year_s. 

to other 

remaining_ 

than 12 

NEW SECTION. Section 7. Effective date. [This act] is 

17 effective July l, 1991. 

-End-
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SENATE STANDIRG COMMITTEE REPORT 

MR. PRESIDENT, 

Page 1 of 1 
March 20, 1991 

We, your committee on Business and Industry having had under 
consideration House Bill No. 703 (third reading copy -- blue), 
respectfully report that House Bill No. 703 be amended and as so 
amended be concurred in, 

1. Title, line 7. 
Following: "TO" 
Insert, "USE UP TO $2 MILLION TO" 

3-,2o-1/ 
Coord. 

Sec. of Senate 

SENATE 
HI> 703 
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HOUSE BILL NO. 703 

INTRODUCED BY BRADLEY, CRIPPEN, THOMAS, THAYER, TOWE, HARP, 

D. BROWN, HALLIGAN, VANVALKENBURG, WILLIAMS, ECK, 

DRISCOLL, HARPER 

A BILL FOR AN ACT ENTITLED: "AN ACT AUTHORIZING THE MONTANA 

SCIENCE AND TECHNOLOGY ALLIANCE TO USE UP TO $2 MILLION TO 

MAKE LOANS OF HP--~8-$i NOT MORE THAN $1 MILLION FROM THE 

IN-STATE INVESTMENT FUND TO PRIVATE VENTURE CAPITAL 

COMPANIES FOR INVESTMENT IN NEW OR EXPANDING BUSINESS; 

PROVIDING CRITERIA FOR THE INVESTMENT LOANS; PROVIDING TERMS 

FOR THE INVESTMENT LOANS; AMENDING SECTIONS 90-3-102, 

90-3-58±,--90-3-50i,-90-3-5037-99-3-594, 90-3-501, 90-3-522, 

AND 90-3-523, MCA; AND PROVIDING AN EFFECTIVE DATE," 

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MONTANA: 

Section 1. Section 90-3-102, MCA, is amended to read: 

"90-3-102. Definitions. As used in this chapterL the 

following definitions apply: 

( l J "Act" means the Montana science and technoiogy 

financing act. 

( 2) "Board" means the Montana board of science and 

technology development provided for in 2-15-1818. 

( 3 J "Company'' means a firm, partnership, ....:orp0r.it10n, 

association, or any other entity author1zed to conduct 

~-n, ••• .... •,•• Co"='' 
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2'i 

business in Montana. 

(4) 1'Convertible debenture" means 

HB 0703/04 

a debenture 

convertible into stock under certain conditions by any 

individual or company. The debenture may not be converted by 

the board. 

( 5 J '
1Debenture 11 or 11 note" means a writing or 

certificate issued as evidence of debt. 

( 6 J 11 Department 11 means the department of commerce 

created in 2-15-1801. 

( 7 J 11 Expansion capital project" means a science and 

technology development project undertaken to enable a 

company to expand its manufacturing and marketing activities 

in order to move its products or services into new markets 

or to expand existing markets. 

(8) "Innovative technology" means the involvement of a 

product or process that embodies the use of implements, 

machi~ery, equipment, chemical formulations, resources, 

materials, methods, or other items in a manner that depar~s 

from previous commercial 

app::.ications. 

developments, practices, or 

I 9 I "Matching funds" means the funds received in cash 

by the science and technology development project loan 

rec1pLent from nonstate-appropriated sources and committed 

by tt1P 10an recip:ent to the project in an amount that is at 

ledst equal to t~e runds loaned to the recipient by the 

-2- HB 703 
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board for use in the science and technology development 

project. 

(10) "Portfolio company" means a startup or expansion 

stage company that has received a seed capital project loan 

from the board. 

(11) ~Private sector" means any entity or individual, 

not principally a part of or associated with a governmental 

unit, that is associated with or involved in commercial 

activity. 

(12) "Research and development project" means a science 

and technology development project that falls into the 

category of research capability development, applied 

technology research, or technology transfer and assistance. 

(13) "Research and development project loan" means a 

science and technology development project loan entered into 

between the board and a loan re:: i.pient for a research and 

development project. 

{ 14) "Science and technolog~ development project" means 

either a seed capital proje~t or research and development 

project designed to discover, develop, transfer, utilize, 

commercialize existing or new, innovative technology 

or 

in 

order to strengthen and enhance economic development in 

Montana. 

{ 15} "Science and technology development project loan 

agreement'' or 11 loan" means an agreement entered into between 

-3- HB 703 
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the board and the loan recipient of a seed capital project 

loan or a research and development project loan that: 

(a) creates a debt relationship between the parties; 

(b) provides for a financial return to the board; 

(c) provides economic development potential to the 

state; and 

(d) contains the applicable provisions 

required by this chapter. 

and terms 

{16) "Seed capital project" means a startup capital 

project or expansion capital project. 

(17) "Seed capital project loan" means a science and 

technology develc~"'ment project loan entered into between the 

board and a loan recipient for a seed capital project. 

(18) ''Startup capital project" means a science and 

technology development project that assists a company in 

initiating commercial operations. 

(19) ~state'' means the state of Montana. 

( 20) "Venture capital company" means a partnership, 

corporation, or other business entity engaged in raising 

funds from investors and earning a tinancial return for 

those investors by making equity or quasi-equity investments 

in new or expanding business . 

.1.ill. "Warrant" means an instrument issued by a 

corporation that gives a holder other than the bodrd the 

right to purchase stock of a corporation either for a 

-4- HB 703 
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limited time or perpetually." 

See~ien-i,--Seee¼en-99-3-56¼;-M€A,-±e-amended-to-~ead-:

u99-3-se½~--Seience--and--teehno¼o9y-deve¼opmeftt-~rejeet 

---prior±ties,-t¼t-~he-eoard-eha¼¼-ma~e-a-¼oan-~er-a-9c¼enee 

and-teehno¼ogy-deTe¼opment-projeet-if-±t-determ~nes-that-the 

pro,eet-has-potentia¼-te-et±mtt¼ate-eeonom±e--deYeiopment--in 

th½s--state--and-meets-the-¼oan-eriter±a-estab¼ished-in-thts 

ehe:ptero 

tit--The-beard-sha¼¼-g¼¥e-pr¼er¼ty-te-pre;eet--prepeee¼s 

the:t-it-determines-:

±.!.l-ineorporate-innoTat¼Ye-teehno¼ogtes-and-inve¼ve7-~ttt 

are--not--¼¼m¼ted--to,--one--or-more-0£-the-foi¼owing-target 

teehno¼oqies-:-

tatfil--m¼ftere¼-teehfto¼egy~ 

fbtt¼¼t-agr±ealtaral-teehfteiegy~ 

tett¼±±t-ferestry-teehfteiegy~ 

tdt~-eftergy-teehfto¼ogy7 

tetf.!.1--materia½s-9e¼enees7 

tftt•¼t-iftformae¼on-sc±enees, 

fgtt~±±t-b±eteehftelegy~ 

thttvi±±t-m±ereelee~roft±es-and-eompttter-3e~enees;-or 

t±t~-hazardous-wast~-treatment-and-d±sposa½;-or 

tbt--represent--t"e--~e9t--av~±¼ab¼e--opportttn±t±es--£or 

~r±~ate--seeter--management--of--£und~--to---be---ttsed---£or 

ear¼y-stage-yenture-eep±ta¼-±nvestments,u 
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Seet~on-3,--seet±on-99-3-58i,-MeA,-±s-emended-te-read~ 

u9e-3-59i,--Seneral---er±ter±a--under¼y±ng--se±enee--and 

teehno¼ogy-deYe¼opment-pro;eet-¼oan-pregramT-~he--board--may 

ma~e--a-se±enee-end-teehnolo~y-deve¼epment-projeet-¼oan-on¼y 

ttpon-a-taverab±e-determi"at±en-that-the-propesed-pro;eet~ 

t~t--ie-eone±stent-with-the--rindin9s--and--pttrpeses--0£ 

th±s--ehapter--beeause-±t-±neerperates-infte¥at±ve-teehne¼egy 

er-wt¼¼-invest-±ft-inne¥ati¥e-teehne¼egy~ 

tit--has-preepeets-rer-ee¼¼aberat±on-between-the--pttb¼¼e 

and-pri~a~e-see~ers-of-the-state~s-eeonomy~ 

t3t--has--prospeets-Eor-aehieYing-ee?Mtereia¼-stteeess-and 

Eor-ereatiftq-new-;obs-in-the-etate~ 

t4t--has-petentia¼-~er-eeftlfflere±a¼-stteeess-re¼ated-to-the 

spee±fte-predtte~L or-bnstnese--de~e¼epment--methodo¼e9y7--or 

±nvestment-strategy-proposed; 

t5t--ea"--pro¥ide--matehiftq--fttnds--to--the--p~o;eet--as 

required-ttnder-99-3-36¼;-and 

t6t--has--a--mana~ement--strttetttre--that--a¼¼ewe-ongoing 

poetdisbttreement-±nvo¼vement-by-the-board.u 

Seet±o~-•,--Seet±en-98-3-5837-M€A,-±~-amended-te-read~ 

u90-3-593,--Seed-ea~ita±-prejeet----9oa±e,-t±t-~he-board 

may-maKe-a-seed-eap%ta%-projeet-%oan-in--a--eompeny--ttpon--a 

aeeerm~net~en--ey--the-boere-tnat-the-prejeet-meets-t~e-ieaft 

ertte~ia-e~tabti~hed-in-96-3-501-ene-99-3-564-ane--that--the 

projeet--meet~--ehe--9oar~-estab¼±shed-±n-sttbseet±on-tit-and 
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invo¼yes-½ftYestment-±"-the-de•e¼opment-and-eofflfflerc:ia¼i2at±on 

er-±nno•a~¼Ye-p:odttc:ts-eP-proeessee.

tit--~he-~ea¼s-±n-ma*in~-a--seed--eep±tai--projeet--loan 

are~ 

tat--~o--ass¼st-the-deveiopment-0£-%nnovative-teehno±o9y 

*"-the-state--by--proY±d±ng--a--sottree--0£--eap±tal--te--t~e 

tee"no~ogy-based---entreprenettP±ai--seetor--±n--the--state~s 

ec:onomy7 

tbt--te-prov±de-iinanc:±n9--and--Eoiiow-a±on~--manaqement 

sttpport--Eor-entreprenettr±a¼-eompan±es-±n-the-stete-t~at-are 

attempting--to--deYe¼op--predttees--or--p~oeesses--~a~e~---on 

±nnovative-teehnotog±es7-and 

tet--te---pro•±de---a--¼iaison--between--entreprene~ria¼ 

eompanies-i"-the-state-e"d-other-~nve~tors-in-an--effort--to 

enhanee--ehe--pooi--0£-eepite¼-evaiie~¾e-to-teehno¼oqy-besed 

eompenies-tn-the-stete• 4 

Seetion-So--Seetion-96-3-594~-MeA,-is-efflended-to-read~ 

u9e-3-584.--Spee½E¼e-ertter~a-£or-seed--eep½ta¼--pro;eet 

ioans.--~he--eoerd-may-ma~e-a-~eed-ea~itai-~rojeet-loan-oniy 

±£-±t-determines-thet-thft-proposed-projeet-eomp~¼es-with-the 

eriteria-and-goais-set-forth-±n-90-3-59%-and-99-3-593-endz 

±!.t--the-board-fttrther-determines-that~ 

t¼t~--the--projeet--develops--or--emp¼oys---innovative 

teehnotogy--to--pro~~~e-e-prodttet-or-~roeess-thet-promises-~ 

si9nifieant-eompeCit±ve-ad~entege~ 
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t~tlli--the-pre;eet-prev¼des-an-oppe~taftity-te--p~eserve 

the-prine±pa¼-of-Che-¼oan-amottftt-enO-earft-a-monetery-reCttrft~ 

t3t~--the-pro;eet-hes-potent¼a¼-to-rea¼ime-sttbstafttie¼ 

9rowth--in-satee-end-a-se¼es-reYe"tte-tewe¼-~hat-provides-the 

eapaeity-to-meet-the-board~e-paybeek-reqttirements7 

t4t~--the-eompeny-±e-¼oeated-or--pre~ar¼ng--to--¼oeate 

vithin-the-state; 

t5t,m--t~e-pro;ect-demonstratee-e-eapae%ty-to-d¼~ers%£y 

or-add-ve¼ae-to-t~e-stateis-bas±e-indttstr¼ee7 

t6t.f.tl--the----eompanyis---menagement---tee~---poseesees 

s~f~¼eient-b~sinese-e~perienee--to--enab¼e--t~e--~ompany--to 

reeen-its-eofflffle~eid¼-potentia¼; 

t~t±3..i_--the--eompany-hae-a-stron9-pote~tia¼-for-ereating 

and-reteining-jobe-and-stimttiating-tax-reYenae-growth-in-tfte 

9tate7 

tBt:t.!!1--the-eompanyis-prodaet-or-proeese-is-ter~eted-for 

a-s~zeab¼e-eofflfflereie¼-mer~et; 

t9tf.tl--the--eom~anyis--~rod~et---or---proeess---is---o£ 

stt££ieient---qae¼ity--to--signi£±eant¼y--imp8et--ehe--target 

mar~et;-and 

tt8ttiz.-the--eompanyi~--bttsinese--p½an--±s--s~ffie±@"t¼y 

aesi9ned-eo-eomp¼@te-~±nanei"g7 --merketi"q,--and--prodttetien 

ob;eet±ves-ee-aeeompi±sh-the-propo~e~-eofflffl~re±a½±~et±on~ 

t~t--th~-eompany-±s-a-~entttr~-eap*to±-e~mFa~y-e~at-me~ts 

th~-~o¼¼owing-er±eerie~ 
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tet--the--eompafty--has--raised--or--is-±ft-the-preeess-er 

ra±s±ng--±ts--¼ftvestmeftt--eapita¼--ttnder--the--terms--0£---a 

prespeettts--or--other-o££ering-doettment-tftat-gives-tfte-beard 

ass~ranee-that-the-eempany~ 

t±t--wi¼¼--invest--at--¼east--58%--er--±ts--eap±ta½---in 

btts±nesses--that--genePa¼ly--eomp±y--w±th--the-prev±sions-0£ 

sttbs~etiefts-t¼ttat-throttgh-t¼ttjt~ 

t±±t-±s-in-eomp¼±anee-w±th-the-Bnited-States--seettr±t±es 

and--exehange--eofflll\ission--and--Montana--seettrit±es-laws-and 

rego¼at±ons-app¼±eab¼e-to-vent~re-eap±ta¼-eompan±es, 

fi±±t-w±¼l--ttse--egtt±ty---er---qttas±-eqtt±ty---investment 

meehaft¼sffle-rer-a~-¼ease-three-£ourths-o£-¼ts-±nvestfflents-and 

will--not--ose-eonventtena¼-seeured-debt-meehan±sffls-Eor-more 

than-one-£ottrth-or-tts-¼nvestments7-and 

t±vt-w¼i¼-otherw±se-eonduet-±ts-±nvestment-strateqy--and 

±nvestment-management-praetiees-in-a-manner-t~at-eon£erms-to 

standard-venture-eap¼ta¼-±ndttstry-prae~±ees~ 

tbt--the---eompany--has--a--management--team--tkat--w±¼¼ 

dedieate-the-egu±vaient-o£-at-¼east-one-£u¼¼-t¼me-manaqer-to 

the-operat±on-0£-the-eompany~-and 

tet--the--eompanyis---management---nas---ex~ert±se---and 

eMp_erienee---~n £ind±ngT--e¥a¼uatinq,--±nvestin9--±n,--and 

l'f\anag±ng-eus±nesses7 --w±t~--pre£erenee--9iven--to--eempanies 

managed--by-ind±v±dua¼s-wno-have-expe~±e~ee-and-~xpert±~e-~n 

Mo"eana-or-the-Roe~~-Mott~Cain-we~t.~ 
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SECTION 2. SECTION 90-3-501,_ MCA, IS AMENDED TO READ: 

•90-3-50la Science and technology development project 

prioritiesa (l) The board shall make a loan for a science 

and technology development project if it determines that the 

p~oject has potential to stimulate economic development in 

this state and meets the loan criteria established in this 

chapter. 

(2) The board shall give priority to project proposals 

that it determines incorporate innovative technologies and 

involve, but are not limited to, one or more of the 

following target technologies: 

(a) mineral technology; 

(bl agricultural technology; 

(c) forestry technology; 

(d) energy technology, 

(e) materials sciences; 

(f) information sciences; 

(g) biotechnology; 

{h) microelectronics and computer sciences: or 

(i) hazardous waste treatment and disposal. 

(3) The board may use up to 25% of the funds for seed 

capital project loans to make seed capital project loans 

that do not address the innovative technolo~ies listed in 

§_~~,:::.ect ion ( 2) . " 

Section 3. Section 90-J-522, M.CA, is amended to read: 
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"90-3-522. Science and technology development project 

loan agreement~ (1) The board shall enter into a science and 

technology development project loan agreement with a loan 

recipient whose product~ or OR process,--e~--~n•e~tmene 

oa~in~~~ will be developed and commercialized as a result of 

a science and technology development project loan. 

(2) The loan agreement, at a minimum, must contain the 

fallowing provisions: 

(a) the project budget; 

(b) the financing7L or marketing,~ and p~oduction 

milestones for the project that describe project tasks to be 

achieved in each phase of the project at designated times; 

( c) the 

limited to: 

reporting requirements, 

(i) quarterly financial statements; 

including but not 

(ii) quarterly commercializati~~ progress reports; 

(iii) annual reports; and 

(iv) reports on any significd~t project transactions; 

(d) the disbursement schedule for the loan; 

the payback to the board; (e) 

If) the causes for loan revocation, suspension, or 

termination; and 

(g) the 

applicable." 

intellectual property provisions, when 

Section 4. section 90-3-523, MCA, is amended to read: 
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ngo-3-523. Seed capital project loan agreement 

specific requirements -- payback. (1) ¼n Except as provided 

in 9tte9ee~~eft-f3t [SECTION SJ, in addition to the loan 

agreement provisions required in 90-3-522, a seed capital 

project loan~ 

ill must be structured as contracted debt that includes 

but is not limited to the following terms: 

tet~ an interest rate set at the level that 

provides a return to the board, from paybacks by all of its 

portfolio compan1es, in an amount at least equal to the 

principal amount of the loans and that provides for a market 

rate of return ~tie .• considering the overall benefit to the 

state derived from the projects; 

tettiit(B) a provision in the note that may defer debt 

service until maturity of the note, the term of which may 

not exceed 8 years; 

tett¼iit(C) a loan amount that may not exceed $350,000 

in any one round of financing. Successive rounds of 

financing in which the board participates for any one 

company may not occur within a 9-month period. The total 

amount that may be loaned to any one company may not exceed 

$750,000. 

tdttt~t(D) a provision that the note becomes due in full 

upon dissolution or ::..quida7ion of 1:he company. 

tZt--tet-¼n-HO~tt~on-to-th~-p~ov±~±ofts-~n--96-3-SZZ--e~~ 
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sttbsect±on-t¼t7-a-seed-ea~¼~a¼-p~ejecC-¼ea~-agreemen~ 

tat(2) (A) IN ADDITION TO THE PROVISIONS IN 90-3-522 

AND SUBSECTION (l) OF THIS SECTION, A SEED CAPITAL PROJECT 

LOAN AGREEMENT may provide for any of the following: 

(i) a convertible debenture; 

(ii} a warrant held by the board; or 

(iii) a warrant held by a third party for the benefit of 

the board. 

tbt~ Hew~ver, the The board itself may not convert 

the convertible debenture, exercise the warrant, or hold 

stock acquired upon any conversion or exercise." 

NEW SECTION. SECTION 5. VENTURE CAPITAL COMPANIES. THE 

BOARD MAY MAKE UP TO $2 MILLION OF ITS FUNDS AVAILABLE UNDER 

17-6-308 FOR SEED CAPITAL PROJECT LOANS TO VENTURE CAPITAL 

COMPANIES IN ORDER TO FURTHER THE DEVELOPMENT OF SEED 

CAPITAL RESOURCES AVAILABLE FOR INVESTMENT IN 

TECHNOLOGY-ORIENTED BUSINESS DEVELOPMENT AND EXPANSION 

ACTIVITIES IF THE VENTURE CAPITAL COMPANIES MEET THE 

CRITERIA IN SUBSECTIONS (1) AND (2): 

(1) VENTURE CAPITAL COMPANIES MUST BE SELECTED rOR 

LOANS BY THE BOARD ON THE BASIS OF THE DEMONSTRATED ABILITY 

OF THE COMPANIES' PRINCIPALS TO MAKE SOUND INVESTMENTS AND 

THE PRINCIPALS' BUSINESS DEVELOPMENT EXPERIENCE. 

( 2) '!'HE COMPANY HAS RAISED OR IS IN THE PROCESS OF 

RAISING ITS INVESTMENT CAPITAL UNDER THE TERMS OF A 
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PROSPECTUS OR OTHER OFFERING DOCUMENT THAT GIVES THE BOARD 

ASSURANCE THAT THE COMPANY: 

(A) IS IN COMPLIANCE WITH THE UNITED STATES SECURITIES 

AND EXCHANGE COMMISSION AND MONTANA SECURITIES LAWS AND 

REGULATIONS APPLICABLE TO VENTURE CAPITAL COMPANIES; 

(B) WILL USE EQUITY OR QUASI-EQUITY INVESTMENT 

MECHANISMS FOR AT LEAST THREE-FOURTHS OF ITS INVESTMENTS AND 

WILL NOT USE CONVENTIONAL SECURED DEBT MECHANISMS FOR MORE 

THAN ONE-FOURTH OF ITS INVESTMENTS: 

(C) WILL OTHERWISE CONDUCT ITS INVESTMENT STRATEGY AND 

INVESTMENT MANAGEMENT PRACTICES IN A MANNER THAT CONFORMS TO 

STANDARD VENTURE CAPITAL INDUSTRY PRACTICES; AND 

iQl__HAS _ ____-"__MANAGEMENT TEAM THAT WILL DEDICATE THE 

E_Q_UIVALENT OF AT LEAST ONE FULL-TIME MANAGER TO THE 

OPERATION OF THE COMPANY. 

(3) THE BOARD MAY ADOPT RULES GOVERNING LOANS TO 

VENTURE CAPITAL COMPANIES TO IMPLEMENT THE TERMS OF THIS 

SECTION AND TO ENSURE THAT THE LOANS MEET THE REQUIREMENTS 

OF 90-3-501 THROUGH 90-3-504. 

NEW SECTION. SECTION 6. SEED CAPITAL PROJECT LOAN 

AGREEMENT WITH VENTURE CAPITAL COMPANY. fil A seed capital 

project loan agreement with a venture capital company must 

contain the following terms: 

ta:t ( 1) _;? loan amount that may not be less than $:l: 

m¼iiio" $500,000 or more than $i $1 milli9~t and 

-14- HB 703 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

HB 0703/04 

tbt(2J payback provisions: 

fit(A) tha: are structured as contracted debt; 

f¼it{B) that allow debt to be repaid in portions of the 

original loan amount or as interest on the original loan 

amount in the same proportion as any paybacks made to the 

other investors or lenders that make up the remaining 

capitalization of the venture capital company, based upon 

the original capital invested in or loaned to the venture 

capital company by the other investors or lenders; 

fiitt(C) that are not more or less favorable than the 

re~ent and earnin.9.s E_rovisions aEE,licable 

investors or lenders that make u.e the 

capitalization of the venture capital company; and 

t±~t(D) that are based on a term no greater 

to other 

remaining 

than 12 

15 years. 

16 NEW SECTION. Section 7. Effe~live date. [This act] is 

17 effective July 1, 1991. 

-End-
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