Life Science Development Corporation
Fact Sheet

(SB 580, SB 922)

Issue
North Carolina is home to numerous small life science companies, including biopharmaceutical discovery and development firms.  Many of these companies have the potential to create hundreds of jobs and devote hundreds of millions of dollars to construction of manufacturing facilities.  However, these firms can be stymied by lack of debt financing for facilities and equipment needed to bring their products to market.   Neither equity nor debt financing is currently readily available for this purpose.  Access to affordable debt financing is especially limited in the wake of the current economic downturn and credit crisis.  

Recommendation
North Carolina should establish a new North Carolina Life Science Development Corporation (NCLSDC) to assist life science companies in financing new manufacturing facilities, laboratories and other facilities needed to support late stage clinical testing, production, retail service, and product offerings.

Advantages
· Creates new jobs and investment by supporting companies in late stages of product development.
· Keeps new companies and the jobs they create in North Carolina.
· Potential recruitment tool for out-of-state early-stage life science companies with significant investment and job creation potential.
· Attracts private capital rather than utilizing scarce State resources to achieve significant benefit to the State.
Opportunity

A survey conducted by NCBIO and the North Carolina Biotechnology Center in 2008 identified nearly a dozen North Carolina life science companies likely to make use of the NCLSDC program between 2009 and 2011.  Collectively, these companies were estimated to represent between $75 and $125 million in loan demand.  The survey did not address opportunities to attract companies from other states but such opportunities are believed to be substantial.  

Mechanism
The North Carolina Life Science Development Corporation (NCLSDC), a NC non-profit corporation established as directed by the proposed legislation, will become the managing member of a limited liability company (LLC) with large investors.  Investors will fund the LLC with $70 million in structured equity investments. The LLC will agree to pay an annual rate of return to the investors, as well as a return of the invested capital in years ten to fifteen.   For any portion of the investment or return that cannot be repaid as scheduled, investors will receive transferable credits against state income or franchise tax liability.  (Thus the tax credits do not back the loans made by the LLC but rather the investor’s return of capital).  

The LLC (managed by NCLSDC) will make loans to approved borrowers (life science companies) at rates that are several points higher than the rate of return on investment.  Loans will be available for buildings or equipment to be located in North Carolina and will be secured by tangible and intangible assets of the borrower.   Loan durations will range from five to ten years. Borrowing companies may be required to escrow up to 10% of loan amounts as a reserve against default and will pay a new client fee.  The LLC also may take warrants for stock in the borrowing company.

The loans will be made pursuant to established guidelines, and the borrowers will undergo extensive professional evaluation prior to loan approval to determine whether the borrowing company’s science is sound and its business plan feasible.  A key to the success of the NCLSDC will be the quality of its board, whose members will have a track record of success in business and technology and a thorough understanding of the State’s diverse economic needs.  

The NCLSDC will conduct financial oversight of the borrower for the duration of the loan.  In the event of default or threatened default by a borrowing life science company, the NCLSDC will have or contract for expertise to support a workout, foreclosure or resale of the loan collateral.  When the time comes to end the program, all assets must be returned to the State.  

For more information on the proposed Life Science Development Corporation and other contents of this Fact Sheet, contact Sam Taylor at the North Carolina Biosciences Organization, P.O. Box 14354, Research Triangle Park, NC 27709; Telephone: (919) 281-8960 or (919) 306-1030; 
E-mail: staylor@ncbioscience.org.
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