ELIGIBILITY FOR MINNESOTA SMALL BUSINESS (“ANGEL") TAX CREDIT

(Assigned into law on April 1, 2010).

Will this credit be available for investorsin your business? Answer these questionsto find ouit.

Istheissuer a
“Qualified Small
Business’?

Yes

Isthe investor a
“Qualified Investor” or a
“Quadlified Fund”?

Yes

Istheinvestment a
“Qualified Investment”?

No

> Issuer isnot eligible

“ Quallﬂed Small Business’ status has several requirements:
Nature of business (3 alternatives) (pages 2-5)
Permitted fields of business (page 6)

Prior existence, funding and credits (page 7)
“Bad Boy” disqualification (page 7)
Employees (page 8)

Location (page 9)

Each of these requirements is addressed in turn.

No
Investor isnot eligible

[
>

“Qualified Investor” requirementsinclude (page 10):

SEC exemption of purchase transaction
Income received by the investor from the business
Not a“pass through” entity

OR

“Qualified Fund” requirements (page 11):

Its investments

Its “pass through” status
Nature of its capital structure
Itsinvestors’ eligibility

No _ .
Investment is not eligible

v

The"Angel Credit” iseligible.

“Qualified Investment” requirements (page 12)
(these limitations relate to investment in the issuer; Qualified Fund
requirements differ):

Only cash investments
Only equity investments
Minimum amount invested
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NATURE OF BUSINESS (THREE ALTERNATIVES)

The issuer must be * engaged in, or committed to engage in, innovation in Minnesota.” There arethree
alternative types of business that qualify. Each is addressed on a separate page.
The issuer must satisfy only one.

Isthe issuer engaged in or Yes

committed to engagein using

proprietary technology? The type of businessis eligible.

Alternative 1 A more detailed analysisis on page 3.

Isthe issuer conducting research

and development regarding

proprietary technology? The type of businessis eligible.

Alternative 2 A more detailed analysis is on page 4.

Isthe issuer researching,

developing or producing a

new proprietary technology Thetype of businessis dligible.

for usein certain fields?

Alternative 3 A more detailed analysisis on page 5.

Theissuer isnot “engaged in innovation”
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NATURE OF BUSINESS (ALTERNATIVE 1 OF 3)

Theissuer is*“ engaged in innovation” by using proprietary technology to add value to a product, process, or servicein a
qualified high technology field.

Isthe issuer using
technology to add
value to a product,
process or service?

Is the technology being
used in a“Qualified
High-Tech” field?

Is the technology
legally owned or
licensed by the issuer?

Isthisthe issuer’s primary
business activity?

Alternative 1 not satisfied. Try Alternatives 2 or 3.

Alternative 1 not satisfied. Try Alternatives 2 or 3.

“Qualified High-Tech Fields’ are listed (same as Alternative 2):

Aerospace
- Agricultural processing
- Renewable energy
- Energy efficiency and

- Nanotechnology

- Telecommunications

- Biotechnology

- Medica device products

conservation - Pharmaceuticals
- Environmental engineering - Diagnostics
- Food technology - Biologicals
- Cédllulosic ethanol - Chemistry

- Information technology
- Materials science technology

- Veterinary science
- Similar fields (not defined)

Alternative 1 not satisfied. Try Alternatives 2 or 3.

This includes, without limitation, technology which is
patented, patent pending, subject of trade secrets or

copyrighted.

Alternative 1 not satisfied. Try Alternatives 2 or 3.

No standard is given as to determination of “primary”

status.

Issuer satisfies Alternative 1 as to “ engaged in innovation”

Copyright 2010 Michael W. Schley




NATURE OF BUSINESS (ALTERNATIVE 2 OF 3)

Theissuer is* engaged in innovation” by researching or developing a proprietary product, process or servicein a qualified high-

technology field.

Isthe issuer conducting
research or
devel opment?

Isthe research, devel opment
or production related to a
product, process, or service?

Is the product, process or
service for a“ Qualified
High-Tech Field”?

Is the product, process, or
service legally owned or
licensed by the issuer?

Isthistheissuer's
primary business
activity?

Alternative 2 not satisfied. Try Alternative 3.

Alternative 2 not satisfied. Try Alternative 3.

Alternative 2 not satisfied. Try Alternative 3.

“Qualified High-Tech Fields’ are listed (same as Alternative 2):

- Aerospace - Nanotechnology

- Agricultural processing - Telecommunications

- Renewable energy - Biotechnology

- Energy efficiency and - Medical device products
conservation - Pharmaceuticals

- Environmental engineering - Diagnostics

- Food technology - Biologicals

- Cédllulosic ethanol - Chemistry

- Information technology
- Materials science technology

- Veterinary science
- Similar fields (not defined)

Alternative 2 not satisfied. Try Alternative 3.

This includes, without limitation, technology which is
patented, patent pending, a subject of trade secrets or

copyrighted.

Alternative 2 not satisfied. Try Alternative 3.

No standard is given as to determination of “primary” status.

Issuer satisfies Alternative 2 asto “engaged in innovation.”
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NATURE OF BUSINESS (ALTERNATIVE 3 OF 3)

The issuer is engaged in innovation by researching, developing or producing new proprietary technology for use in listed fields.

Isthe issuer conducting
research and devel opment
related to technology?

Isthe issuer engaged in
production using
technology?

Alternative 3 not satisfied

Is the technology legally No . -
owned or licensed by the > Alternative 3 not satisfied
issuer?
Thisincludes, without limitation, technology which is patented, patent pending, a
subject of trade secrets or copyrighted.
Yes
No

Is the technology new?

> Alternative 3 not satisfied

- Thelaw contains no guidance as to how long technology is “new.”
- The“new” requirement is applicable only to Alternative 3.

Isthe proprietary
technology for usein a
listed field?

No

v

Alternative 3 not satisfied

Thelisted fields are:
- Agriculture
- Tourism
- Forestry
- Mining
- Manufacturing
- Transportation

The requirement of “Qualified High-Tech Fields’ does not apply to Alternative 3.

Isthis the issuer’s primary No

business activity?

> Alternative 3 not satisfied

Yes

Issuer satisfies Alternative 3 asto “engaged in innovation”
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DISQUALIFYING FIELDS OF BUSINESS

Issuers engaged in certain types of business activities are not eligible.

Isthe issuer’ s business
within adisqualifying
category?

Istheissuer’s business
within Alternative 3

(page5)?

Yes No

Issuer is disqualified based on field of business.

Theissuer'sfield of businessiseligible.

The businesses which disqualify the issuer:

Real estate development

Insurance

Banking

Lending

Lobbying

Political consulting

Information technology consulting
Wholesale or retail trade

Leisure

Hospitality

Transportation

Construction

Ethanol production from corn
Professional services provided by
attorneys, accountants, business
consultants, physicians, or health care
consultants
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LIMITATIONSASTO PRIOR EXISTENCE, PRIOR FUNDING,
PRIOR CREDITSAND “BAD BOY” STATUS

The issuer may be disqualified based on its years in operation, it prior equity investments or its
status under the “ bad boy” rules under the Securities laws.

Hastheissuer beenin

Yes

operation for more than
10 years?

Has theissuer previously
received more than

v

Issuer is not eligible

Yes

> Issuer isnot eigible

$2 million in private equity
investments?

No

Has the issuer previously
been allocated $1 million

- Itisunclear if thistest is as of the beginning of an offering or continuously

assessed throughout the offering (e.g. if the issuer, prior to the beginning of the
offering, has raised $750,000, is the credit available for $2 million or only
$1,250,000)?

- Thereisnot alimitation as to the issuer’s debt.
- Thereis no guidance as to whether convertible debt which has not been

converted isincluded in this calculation.

- “Private equity investments” is not defined. While salesin exempt offerings will

count toward this limit, salesin SCOR offerings should not count as they are
registered transactions.

Yes

in credits?

Isthe issuer disqualified

> Issuer isnot eligible

The $1 million per issuer limitation is a single limitation, not an annual
limitation.

Yes

under the “bad boy” rules?

No

> Theissuer isnot eligible

The “bad boy” categories are the same categories which would
disqualify the issuer from a SCOR “short-form” registration.

The limitations based on prior existence, prior funding, and

“bad boy” status do not disqualify the issuer.
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REQUIREMENTSASTO EMPLOYEES

The issuer must meet requirements as to size based upon number of employees
and must meet requirements as to rate of compensation of employees.

Does the issuer employ
25 or more employees?

Does the issuer meet
minimum payroll
standards?

Yes

Limitations based on employees are satisfied

Issuer isnot eligible

- Thisdisguaification is determined based on the

number of employeesin a*“unitary business’ as
defined for income tax purposes. This means that
related companies will be considered as a single issuer
for this purpose.

- Thisisastraight count of persons and is not stated to

be on a full-time equivalent basis.

Issuer isnot eligible

Annual wages must be at least 175% of the federal
poverty guideline for afamily of four. Asto part-time
employees, thisis adjusted proportionately.

This appears to apply on an employee-by-employee
basis, not an aggregate basis.

This requirement does not apply to employees who are
executive officers, directors or any employee who owns,
controls, or has the power to vote more than 20% of the
issuer’s outstanding securities. This exception relates
only to the employee and does not provide an exception
asto payroll paid to family members.
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REQUIREMENTSASTO LOCATION

The issuer must meet requirements as to location of its headquarters and its employees.

Does the issuer have its
headquartersin
Minnesota?

No

> Issuer not eligible

Note that there is no requirement that the issuer be a Minnesota
corporation or otherwise organized under Minnesota law.

Yes

Does the issuer meet
numerical requirements
regarding location of

employees?

No

> Issuer not eligible

At least 51% of the issuer’s employees must be employed in
Minnesota. Thereisno guidance whether thisis tested by straight
“body” count or on afull-time equivalent basis.

This requirement must be met for the five calendar years following
the date of investment. If it isnot met, the issuer (not the investor)

Yes must repay a portion of the credit. The portion to be repaid is
reduced by 20% each year.

Does the issuer meet
requirements
regarding the portion
of its payroll paid in

Minnesota?

No

> Issuer not eligible

At least 51% of the issuer’ stotal payroll must be paid or incurred in
Minnesota.

This requirement must be met for the five calendar years following
the date of investment. If it isnot met, the issuer (not the investor)
must repay a portion of the credit. The portion to be repaid is

Yes reduced by 20% each year.

Limitations based on location are satisfied
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STATUSAS“QUALIFIED INVESTOR”
Investors must be certified either asa “ Qualified Investor” (addressed on this page) or asa “ Qualified Fund”
(addressed on the next page). This flow chart does not address the process of certification.

Isthe investor a*“ pass
through” entity”?

Isthe investment being
made in a permitted
transaction?

Hasthe investor previously
been allocated the maximum
amount of credit for the year?

Does the investor receive more
than 50% of his’her gross
income from the issuer?

Does a member of the investor’s
family receive more than 50% of
his’her gross income from the issuer?

Theinvestor isa“Qualified Investor.”

Theinvestor isnot a“Qualified Investor” but may
be a“Qualified Fund’

Pass through entities are S corporations, general partnerships, limited partnerships,
limited liability partnerships, trusts, or limited liability companies which are not

taxed as a corporation.

Investor isnot a“Qualified Investor”

Salesto “accredited investors’ are permitted transactions.
Sales to alimited number of investorsif they comply with certain exemptions
from registration are permitted transactions.

Sales pursuant to a SCOR “short form” registration are permitted
transactions.

Investor is not a“Qualified Investor”

An investor may not be allocated more than $125,000 ($250,000 for couples
filing joint returns) in any taxable year.

Investor isnot a“Qualified Investor”

The term “gross annual income” is not defined.
An investor whose income exceeds this limit remains a “qualified
investor” but may not be alocated any credit.

Investor is not a“Qualified Investor”

The term “gross annual income” is not defined.
The term “family” is defined by reference to the Internal Revenue Code

provision related to disallowance of deduction of losses in transactions with

related persons. The credit is unavailable if the investor’s spouse, parent,
sibling, child or the spouse of any of these exceeds this limitation.

An investor whose income exceeds this limit remains a“qualified investor”
but may not be allocated any credit.
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STATUSAS“QUALIFIED FUND”
Investors must either be a* Qualified Fund” (addressed on this page) or
must be a “ Qualified Investor” (addressed on the previous page).

Does the entity invest or intend

to invest in Qualified Small Entity isnot a“ Qualified Fund”

Businesses?

The entity is not required to invest only in Qualified Small Businesses, but the
credit will be based only upon such investments.

Isthe entity a“ pass-
through” entity?

Entity isnot a“ Qualified Fund”

- “Pass-through” entitiesinclude S corporations, general partnerships, limited
partnerships, trusts and limited liability companies that elect to be taxed asa
partnership. Qualified Funds are permitted to issue debt.

- Notethat if aninvestor in the fund receives more than 50% of the investor’s gross
income (including the investor’s spouse’ s gross income) from the issuer, or if afamily
member of the investor (or the spouse of afamily member) exceeds such limitation,
the investor may not use the credit.

No

Does the entity have at
least three separate
investors?

Entity isnot a“ Qualified Fund”

The term “separate” is not defined.

Do the owners“al”
satisfy stated
conditions?

Entity isnot a“ Qualified Fund”

- There must be “at least three separate investors, al of whom . . . satisfy certain
conditions.” It is unclear whether this means that: (a) asingle indigible investor in
the fund will disqualify the entire fund; or (b) the fund may have non-eligible
investors but must have at least 3 digibleinvestors.

- The section referenced does not relate to requirements as to investors. A prior
version of the bill would have required that all investors were accredited. This
reference apparently needs to be removed or modified.

Entity isa“Qualified Fund”
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ISTHE INV

ESTMENT A QUALIFIED INVESTMENT?

The investment must be in the nature of equity.

No

Isthe investment a

Not a“Qualified Investment”

v

cash investment?

Is the investment $10,000 No
or more in a caendar year

by a Qualified Investor?

Isthe investment $30,000 No
or more in a calendar year

by a Qualified Fund?

Not a“Qualified Investment”

Invested amounts are on a*“ per investor/per issuer” basis.
Multiple investments of smaller amountsin multiple
issuers may not be aggregated to meet this requirement.

Does theinvestor
receive only

No

specified categories
of securities?

Yes

Not a“Qualified Investment”

v

The investor may receive only
Common stock
A partnership interest
A membership interest
Preferred stock
Debt with mandatory conversion to equity
An equivalent ownership interest as determined by the Commissioner

Note that qualified funds are permitted to issue debt.

The Investment is a “Qualified Investment”
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