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AN ACT
Relating to certified capital conpanies, providing for financial
and managenent assistance to the formation of new busi nesses
and the expansion of existing small businesses and for
premumtax credits to insurance conpani es to encourage
investnment in certified capital conpanies.

The General Assenbly of the Conmonweal th of Pennsyl vani a

her eby enacts as foll ows:
Section 101. Short title.

This act shall be known and may be cited as the Pennsyl vani a
Certified Capital Conpany Act.

Section 102. Policy statenent.

(1) The Legislature recogni zes the inportance of donestic
smal | busi nesses in creating new enpl oynent and expandi ng the
econony of this Commonweal t h.

(2) In order to pronote the foundation and growth of snal
busi ness within this Commonweal th, sufficient resources both in
the formof capital and managenent expertise nmust be made

avai lable fromboth within and wi thout this Commobnweal t h.

(3) This act is intended to provide financial and nanagenent
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assistance to the formati on of new busi nesses and expansi on of
exi sting small businesses by providing premumtax credits to
i nsurance conpanies in order to encourage the insurance
conpanies to invest in certified capital conpanies.

Section 103. Definitions.

For purposes of this act, the followng ternms shall have the
meani ngs given to themin this section unless the context
clearly indicates otherw se:

"Affiliate.” Any of the follow ng:

(1) A person, directly or indirectly beneficially
owni ng, whether through rights, options, convertible
interests or otherwi se, controlling or holding power to vote
15% or nore of the outstanding voting securities or other
voting ownership interests of a certified capital conpany or
i nsurance conpany.

(2) A person, 15% or nore of whose outstanding voting
securities or other voting ownership interests are directly
or indirectly beneficially owned, whether through rights,
options, convertible interests or otherw se, controlled or
held with power to vote by a certified capital conpany or
i nsurance conpany.

(3) A person directly or indirectly controlling,
controlled by or under conmon control with the certified
capi tal conpany or insurance comnpany.

(4) A partnership or Iimted liability conpany in which
a certified capital company or insurance conpany is a general
partner, nmanager or nanagi ng nenber.

(5) A person who is an officer, director, enployee or
agent of a certified capital company or insurance conpany or

an i medi ate famly nmenber of the officer, director, enployee
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or agent.

"All ocation date." The date on which the departnent
allocates tax credits to certified investors of a certified
capi tal conpany pursuant to section 106.

"Certified capital.” An investnment of cash by a certified
investor in a certified capital conpany which fully funds the
purchase price of an equity interest in the certified capital
conpany or a qualified debt instrunent issued by the certified
capi tal conpany.

"Certified capital conpany.” A partnership, corporation,
trust or limted liability conmpany, whether organized on a for-
profit or not-for-profit basis, that has as its prinmary business
activity the investnent of cash in qualified businesses and that
is certified as a certified capital conpany by the Departnent of
Community and Econom c Devel opnent by neeting the requirenents
of section 104(a).

"Certified investor.”™ An insurance conpany that invests
certified capital pursuant to an allocation of tax credits under
section 106.

"Departnent."” The Departnent of Community and Econom c
Devel opnent of the Commonweal t h.

"Early stage business.”™ A business or enterprise that al one
or in any conbination with another entity has | ess than 20
enpl oyees, is in devel opnment or has been operational for |ess
t han seven years and is in need of capital for prestartup,
startup, survival, expansion, new product devel opnment or simlar
busi ness pur poses.

"Experienced investor.”™ A natural person with at |east four
years of experience making venture capital investnents, which

may i nclude investnents nmade in connection with a federally
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sponsored or State-sponsored venture capital program

"Perm ssible investnments.” Any of the follow ng:

(1) Deposits with a financial institution that is a
menber of the Federal Deposit |nsurance Corporation.

(2) Certificates of deposit issued by a financial
institution that is a nenber of the Federal Deposit |nsurance
Cor por at i on.

(3) Investnent securities that are obligations of the
United States, its agencies or instrunentalities or
obligations that are guaranteed fully as to principal and
interest by the United States.

(4) Conmercial paper rated at |east Al, Pl or the
equi val ent by at |east one nationally recognized rating
or gani zati on.

(5) Debt instrunents rated at | east AA or the equival ent
by a nationally recognized rating organi zation or issued by
or guaranteed with respect to paynment by an entity whose
unsecured i ndebtedness is rated at | east AA or the equival ent
by a nationally recognized credit rating organization, and
whi ch is not subordinated to other unsecured indebtedness of
t he i ssuer or guarantor.

(6) Obligations of the Commonweal th or any municipality
| ocated in this Conmonweal th or any political subdivision
t her eof .

(7) Interests in noney market funds or other mnutual
funds, the portfolios of which are limted to cash and
perm ssi bl e i nvest nents.

(8) Swaps or other hedging transactions with a
counterparty rated at least A or its equivalent by a

national ly recogni zed rating agency designed to realize or
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1 protect the value of a qualified investnent.

2 (9) Any other investnents approved in advance and in

3 witing by the Departnment of Comrunity and Econom c

4 Devel opnent .

5 "Person.” A natural person, corporation, general or limted
6 partnership, trust, limted liability conpany or other entity.

7 "Qualified business." A business other than a business

8 primarily engaged in professional services provided by

9 accountants, |awers or physicians that neets all of the

10 followi ng conditions as of the tinme of a certified capital

11 conpany's first investnent in such business:

12 (1) It is headquartered and has its principal business

13 operations |located in this Commonweal t h.

14 (2) It is a small business concern that neets the

15 requi renents of the United States Small Business

16 Adm ni stration's qualification size standards for its venture
17 capital program as defined in 13 CF. R 121.301(c) (relating
18 to what size standards are applicable to financial assistance
19 programns) .
20 (3) It has agreed to use the qualified investnent
21 primarily to support business operations in this
22 Commonweal t h, except that advertising, sales and pronotional
23 operations may be conducted outside this Conmonweal t h.
24 (4) It enploys at |east 80%of its enployees in this
25 Commonweal th or pays at |east 80% of its payroll to enpl oyees
26 in this Commonweal t h.
27 "Qualified debt instrunent.” A debt instrunent issued to a

28 certified investor by a certified capital conpany, at par val ue
29 or a premium wth an original maturity date of at |east five
30 years fromdate of issuance and a repaynent schedule that is no
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faster than a | evel principal anortization over five years and
that contains no interest, distribution or paynent features that
are related to the profitability of the certified capita

conpany or the performance of the certified capital conpany's

i nvestnment portfolio until such tinme as the certified capital
conpany is pernmitted to make distributions, other than qualified
di stributions, under section 109.

"Qualified distribution.” Any distribution or paynment from
certified capital or profits earned thereon in connection with
any of the follow ng:

(1) Costs and expenses of form ng, organizing and
syndicating the certified capital conpany, including the
costs of financing and insuring the obligations of the
certified capital conpany so long as, at the tine the
certified capital conmpany initially receives its investnent
of certified capital fromits certified investors, the
certified capital conmpany has initial capital available for
investment in the formof cash or perm ssible investnents
equal to at |east 50% of the anmpbunt of certified capital such
certified capital conmpany initially received as investnent
fromits certified investors.

(2) Costs and expenses of nmanagi ng and operating the
certified capital conpany, including, but not limted to,
reasonabl e and necessary fees paid for professional services,
such as | egal and accounting services, related to the
operation of the certified capital conpany and an annual
managenent fee in an anount that does not exceed 2 1/2% of
the certified capital of the certified capital conpany.

(3) A projected increase in Federal or State taxes,

i ncluding penalties and interest related to Federal and State
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i ncome taxes, of the equity owners of a certified capital
conpany resulting fromthe earnings or other tax liability of
the certified capital conpany wi thout regard to any revenues
or expenses from other operations of affiliates of the
certified capital conmpany, to the extent that the increase is
related to the ownership, managenent or operation of a
certified capital conmpany or issuance, repaynment or
redenption of the qualified debt instruments of the certified
capi tal conpany.
"Qualified investnment."” The investnment of cash by a
certified capital conmpany in a qualified business for the
pur chase of any debt, debt participation, equity or hybrid
security of any nature and description whatsoever, including a
debt instrument or security which has the characteristics of
debt but which provides for conversion into equity or equity
participation instrunents such as options or warrants. Any
qualified investnent in the formof a debt instrunment, including
t hose owned t hrough debt participations, nust have a final
stated maturity of at |least two years fromthe date of issuance
and a repaynent schedule that is no faster than |evel principal
anortization over two years and one of the follow ng conditions
nmust be net:

(1) The qualified business nust certify in an affidavit
that the business has failed in an attenpt to obtain funding
for a loan froma bank or other commercial |ender or that the
busi ness cannot reasonably by expected to qualify for
financi ng under the standards of comrercial |ending.

(2) The debt is unsecured.

(3) The debt is convertible into equity securities or

equity participation instrunents such as options or warrants.
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"State premumtax liability." Any liability incurred by an
i nsurance conpany under the provisions Article | X of the act of
March 4, 1971 (P.L.6, No.2), known as the Tax Reform Code of
1971.

"Targeted business.” Any qualified business that has
received an investnent froma certified Ben Franklin Technol ogy
Devel opnent Partner pursuant to the act of June 22, 2001
(P.L.569, No.38), known as The Ben Franklin Technol ogy
Devel opment Authority Act.

"Tax credit.” The vested credit against State prem umtax
l[iability that is earned at the tinme of investnment by a
certified investor in connection with an investnent of certified
capital in a certified capital company pursuant to this act.

"Tax credit allocation claim™ A claimfor allocation of tax
credits prepared and executed by an insurance conpany on a form
provi ded by the Departnent of Comrunity and Econom c Devel opnent
and filed by a certified capital conpany with the departnent.
The formshall include an affidavit fromthe insurance conpany
stating that such insurance conpany conplies with the
requi renents of sections 104(d) and 106(g) and is |legally bound
and irrevocably conmtted to nake an investnent of certified
capital in a certified capital conmpany in the anount of
allocated tax credits even if such amount is |less than the
anount of the claim subject only to the receipt of an
al | ocation pursuant to section 106.

"Tax credit allocation claimfiling date.” The date on which
t he Departnent of Community and Econom c Devel opnent will first
accept tax credit allocation clainms on behalf of certified
i nvestors.

Section 104. Certification.
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1 (a) GCeneral rule.--The departnment shall certify as a

2 certified capital conpany an applicant that neets the follow ng
3 requirenents:

4 (1) The applicant has paid a nonrefundabl e application
5 fee of $15,000 at or before the date of filing its

6 application with the departnent.

7 (2) The applicant's equity capitalization at the date of
8 filing its application with the departnment is at |east

9 $500, 000 and is in the formof unencunbered cash or cash

10 equi valents. As part of its application, each applicant shal
11 submt to the departnent its audited bal ance sheet as of a
12 date no nore than 35 days prior to the date of filing its

13 application with an unqualified opinion froman i ndependent
14 certified public accountant and an affidavit stating that, if
15 certified, it will maintain an equity capitalization of at

16 | east $500, 000, except for reductions due to qualified

17 di stributions, until the allocation date.

18 (3) At least two principals of the applicant or at |east
19 two persons enpl oyed or engaged to manage the funds of the
20 applicant qualify as an experienced investor. As part of its
21 application, the applicant shall submt to the departnent an
22 affidavit from each experienced investor stating that such
23 person's experience neets the requirenment of this paragraph,
24 attaching the investor's detailed resune or equival ent
25 bi ographic material and stating that the investor has not
26 vi ol ated Federal or State securities or banking | aws or been
27 convicted of any crime involving fraud.
28 (4) The applicant shall submt with the application an
29 affidavit stating that within 60 days of the investnent of
30 certified capital in the certified capital conpany at | east
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one investnent professional of the certified capital conpany

shall be primarily located in an office of the certified

capi tal conpany based in this Conmonweal t h.

(b) Departnment action.--Wthin 30 days of the receipt of an
application, the departnent shall either certify the applicant
as a certified capital conpany or refuse to so certify the
applicant, and, in the case of a refusal, the departnment shal
specifically comrunicate to the applicant the requirenents of
subsection (a) the applicant failed to satisfy. An applicant may
file an amended application within 15 days of receipt of a
refusal. Wthin 15 days fromrecei pt of an anmended application,
the departnent shall either certify the applicant as a certified
capital conpany or refuse to so certify the applicant. The
departnent shall review applications in the order received, and
in the event nore than one application is received by the
departnment on the same day, all such applications shall be
revi ewed sinultaneously, except in the case of inconplete
appl i cati ons.

(c) Additional materials.--As part of the application, an
applicant shall provide the departnent with copies of its
offering materials, which may be in draft or prelimnary form
or other information that describes in reasonable detail the
structure of its qualified debt instrunments and any ot her
securities to be issued to its certified investors to enable the
departnment to verify the certified capital conpany's conpliance
with the requirenents of this act. Any offering material
involving the sale of securities of the certified capital
conpany shall include the follow ng statenent:

By authorizing the formation of a certified capital

conpany, the Commonweal th does not necessarily endorse
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the quality of managenent or the potential for earnings
of such conpany and is not |iable for danages or | osses
to a certified investor in the conpany. Use of the word
certified in an offering does not constitute a
recommendati on or endorsenent of the investnment by the
Department of Community and Econom c Devel opnent. In the
event applicable provisions of the Certified Capital
Conpany Act are violated, the Comonwealth may require
forfeiture of unused tax credits and repaynent of used
tax credits.

(d) Prohibition.--No insurance conpany or any affiliate of
an insurance conpany shall, directly or indirectly, beneficially
own, whether through rights, options, convertible interests or
ot herwi se, 15% or nore of the voting equity interests of or
manage a certified capital conpany or control the direction of
investnments for a certified capital conpany. This provision
shall not preclude a certified investor, insurance conmpany or
any other party from

(1) exercising its legal rights and renedi es, which may

i nclude interi mmnagenent of a certified capital conpany or

ownership of equity interests in excess of the limts

contai ned herein, in the event that a certified capital

conpany is in default of its statutory obligations or its

contractual obligations to a certified investor, insurance
conpany or other person; or
(2) establishing controls to insure that the certified

capi tal conpany satisfies the requirenents of section 107(a).
Not hing in this subsection shall |imt an insurance conpany's
ownership of nonvoting equity securities or other nonvoting

ownership interests of a certified capital conpany.
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(e) Paynment in favor of certified investors.--A certified
capi tal conpany nay obtain a guaranty, indemity, bond,

i nsurance policy or other paynent undertaking for the benefit of
its certified investors fromany entity, except that in no case
shall nore than one certified investor of such certified capital
conpany or affiliates of such certified investor be entitled to
provi de the guaranty, indemity, bond, insurance policy or other
paynment undertaking in favor of the certified investors of the
certified capital conpany and its affiliates in this
Conmonweal t h.

Section 105. Tax credits.

(a) GCeneral rule.--Any certified investor who makes an
i nvestnment of certified capital pursuant to an allocation of tax
credits under section 106 shall, at the time of investnment, earn
a vested credit against State premumtax liability equal to
100% of the certified investor's investnent of certified
capital. A certified investor shall be entitled to take up to
10% of the vested tax credit to reduce the certified investor's
State premumtax liability for any tax year of the certified
i nvestor beginning with the tax year commenci ng on January 1,
2006, plus any anpunt of unused tax credits carried forward
pursuant to subsection (b).

(b) Limtation.--The tax credit that may be applied agai nst
State premumtax liability in any one tax year may not exceed
the State premumtax liability of the certified investor for
such tax year. Al unused tax credits against State prem umtax
liability may be carried forward indefinitely and used in any
subsequent year until the tax credits are utilized in full.

(c) Retaliatory taxes.--A certified investor claimng a tax

credit against State premumtax liability earned through an
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investnment in a certified capital conpany shall not be required
to pay any additional retaliatory tax |evied pursuant to section
212 of the act of May 17, 1921 (P.L.789, No.285), known as The

I nsurance Departnment Act of 1921, as a result of claimng that
tax credit.

(d) Reduction not required.--A certified investor is not
required to reduce the amobunt of tax pursuant to the State
premumtax liability included by the certified investor in
connection with ratemaking for any insurance contract witten in
this Cormonweal th as a result of a reduction in the certified
investor's tax liability based on the tax credit allowed under
this act.

(e) Treatnment of credits.--1f the taxes paid by a certified
investor with respect to its State premiumtax liability
constitute a credit against any other tax which is inposed by
t he Comonweal th, the certified investor's credit agai nst such
ot her tax shall not be reduced by virtue of the reduction in the
certified investor's tax liability based on the tax credit
al  owed under this act.

(f) Police and firefighter pensions.--The credits all owed by
this section shall not reduce the anmounts whi ch woul d ot herw se
be payable for firenmen's relief pension or retirenent purposes
or for police pension, retirenent or disability purposes. The
Depart ment of Revenue shall transfer by June 30 of each fiscal
year an anmount equal to the credits taken under this section by
foreign fire and casualty insurance conpanies fromthe Ceneral
Fund to the Muinicipal Pension Aid Fund and the Fire Insurance
Tax Fund, as appropriate.

Section 106. Aggregate limtations on tax credits; allocation.

(a) GCeneral rule.--The aggregate amount of certified capital
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for which tax credits will be allocated to all certified

i nvestors under this act shall not exceed the anpbunt that woul d
entitle all certified investors of certified capital conpanies
to take aggregate tax credits of $100, 000,000 or $10, 000, 000 per
year for ten years. No certified capital conpany, on an
aggregate basis with its affiliates, may file tax credit

all ocation clainms that exceed the maxi num amount of certified
capital for which tax credits will be allocated as provided in
this subsection.

(b) Allocation.--Tax credits shall be allocated to certified
investors in the order that the tax credit allocation clains are
filed with the departnent. Al tax credit allocation clains
filed with the departnent on the sanme day shall be treated as
havi ng been filed contenporaneously. Any tax credit allocation
clainms filed with the departnment prior to the tax credit
allocation claimfiling date will be deened to have been filed
on the tax credit allocation claimfiling date.

(c) Miltiple tax credit clains.--In the event that two or
nore certified capital conpanies file tax credit allocation
claims with the department on behalf of their respective
certified investors on the same day and the aggregate anount of
such tax credit allocation clainms exceeds the aggregate limt of
tax credits under subsection (a) or such | esser anount of tax
credits that remain unall ocated on such day, then the tax
credits shall be allocated anong the certified investors who
filed on that day on a pro rata basis with respect to the
anounts cl ai ned. Subject to subsection (d), the pro rata
all ocation for any one certified investor shall be the product
obtained by nmultiplying a nunber which is a fraction, the

nunmerator of which is the anmbunt of the tax credit allocation
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claimfiled on behalf of such certified investor and the

denom nator of which is the total of all tax credit allocation
clainms filed on behalf of all certified investors on such day,
by a nunber which is the aggregate Iimt of tax credits under
subsection (a) or such | esser amount of tax credits that remain
unal | ocated on such day.

(d) Limtation.--No tax credits shall be allocated to the
certified investors of any certified capital conpany if that
allocation would result in |less than 10% of the nmaxi mum anount
of certified capital for which tax credits will be all ocated
under subsection (a) being invested in such certified capital
conpany. If the certified investors of one or nore certified
capital conpanies that filed tax credit allocation clainms do not
receive allocations of tax credits by operation of the previous
sentence, the pro rata allocation described in subsection (c)
shall be made as if the tax credit allocation clains filed on
behal f of such certified investors had not filed in the first
pl ace.

(e) Departnent action.--Wthin ten business days after the
departnment receives a tax credit allocation claimfiled by a
certified capital conmpany on behalf of one or nore of its
certified investors, the departnment shall notify the certified
capi tal conpany of the amobunt of tax credits allocated to each
of the certified investors of such certified capital conpany.

(f) Inadequate capital received.--1f a certified capital
conpany does not receive aggregate investnents of certified
capital equaling the amount of tax credits allocated to its
certified investors within ten business days of the certified
capital conpany's receipt of notice of allocation, then it shal

so notify the departnment on or before the next business day and
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that portion of the tax credits allocated to the certified

i nvestors of such certified capital conpany in excess of the
anount of certified capital invested in such certified capital
conpany by such date will be forfeited. The departnent shal

then reall ocate those forfeited tax credits anong the certified
investors of the other certified capital conpanies on a pro rata
basis with respect to the tax credit allocation clains filed on
behal f of such certified investors. If a certified capital
conpany does not receive investnents of certified capital in the
aggregat e equal i ng or exceeding 10% of the nmaxi num anount of
certified capital for which tax credits will be allocated under
subsection (a) within ten business days of the certified capital
conpany's recei pt of notice of allocation, then, at the

di scretion of the departnent, all of the tax credits all ocated
to the certified investors of that certified capital conpany may
be forfeited. If forfeited, the departnent shall reallocate
those tax credits anong the certified investors of the other
certified capital conpanies on a pro rata basis with respect to
the tax credit allocation clains filed on behalf of such
certified investors.

(g0 Maxinmumtax credit clains.--The maxi nrum anount of tax
credit allocation clains that may be filed on behal f of any one
certified investor on an aggregate basis with its affiliates in
one or nore certified capital conpanies shall not exceed the
| esser of the follow ng:

(1) The greater of $10, 000,000 or 15% of the aggregate

[imtation as provided in subsection (a).

(2) Ten tinmes the largest annual State prem umtax
liability incurred by the certified investor on an aggregate

basis with its affiliates during the three tax years
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precedi ng the year of the allocation date for which final
returns have been fil ed.

Section 107. Qualified investnents.

A W N

(a) GCeneral rule.--In order to continue to be certified as a
5 certified capital conpany, a certified capital conpany nust make

6 qualified investnents according to the follow ng schedul e:

7 (1) Wthin the period ending three years after its

8 all ocation date, a certified capital conpany nust have nade
9 qualified investnents cumnul atively equal to at |east 30% of
10 its certified capital. At |east 30% of such investnents shal
11 have been made in qualified businesses that have

12 headquartered or will headquarter within 90 days of the tine
13 of investnment in counties other than first class, second

14 class or second class A At |east 25% of such investnents,
15 regardl ess of where the business is headquartered in this
16 Commonweal t h, shall have been made in qualified businesses
17 that are early stage businesses at the tine of investnent.
18 (2) Wthin the period ending five years after its

19 all ocation date, a certified capital conpany nust have nade
20 qualified investnents cumnul atively equal to at |east 50% of
21 its certified capital. At |east 30% of such investnments nust
22 have been made in qualified businesses that have headquarters
23 or will have headquarters within 90 days of the tinme of

24 investrment in counties other than first class, second class
25 or second class A At |east 25% of such investnents,

26 regardl ess of where the business is headquartered in this
27 Commonweal t h, shall have been made in qualified businesses
28 that are early stage businesses at the tine of investnent.
29 (b) Calculation.--The aggregate cumul ati ve anount of al

30 qualified investnments made by the certified capital conpany from
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its allocation date will be considered in the calculation of the
per centage requirenents under this act. For purposes of
satisfying the 30% requirenment and the 50% requirenent of
subsection (a)(1) and (2), a certified capital conmpany that
makes an investnment in a targeted business that is headquartered
or will headquarter within 90 says of the time of investnent in
a county other than a county that is of the first class, second
class or second class A shall be deenmed to have invested $1.50
for every dollar actually so invested. Funds received froma
qualified investnent may be invested in another qualified

i nvestment and shall count toward any requirenment in this act
with respect to investnents of certified capital.

(c) Witten opinion of departnent.--Prior to nmaking a
proposed investnment in a specific business, a certified capital
conpany may, at its option, request fromthe departnment a
witten opinion that the proposed investnment will qualify as a
qualified investnent. The departnent shall have 15 busi ness days
fromthe recei pt of such a request to determnm ne whether the
proposed investnment qualifies as a qualified investnent and to
notify the certified capital conpany of its determ nation and an
expl anation thereof. If the departnent fails to notify the
certified capital conmpany of its determination within the 15-day
period, the proposed investnent shall be deened to be a
qualified investnent. If the departnment determ nes that the
proposed i nvestment does not neet the definition of a qualified
i nvestnent, the departnment nmay neverthel ess consi der the
proposed investnment a qualified investnent if the departnment
determi nes that the proposed investnment will further econom c
devel opnent in this Commonweal t h.

(d) Status as qualified business.--Any business which is
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classified as a qualified business at the time of the first

i nvestmment in such business by a certified capital conpany shal
remain classified as a qualified business and nay receive

foll owon investnments fromany certified capital conmpany, and
such followon investnents shall be qualified investnents even
i f such business may not qualify as a qualified business at the
time of such followon investnents. A follow on investnment does
not qualify as a qualified investnent if, at the tine of the
foll owon investnment, the qualified business no longer has its
headquarters in this Comonweal t h.

(e) Limtation.--An investnent shall not be a qualified
investnment if the aggregate investnment by the certified capital
conpany in the qualified business follow ng such investnent
woul d exceed 15% of the total certified capital of the certified
capi tal conpany at the tine of investnent.

(f) Restriction on investnments.--All certified capital held
by the certified capital conpany and not currently invested in
qualified investnents by the certified capital conpany must be
invested in perm ssible investnents. This subsection shall not
apply to securities received by a certified capital conpany in
exchange for a qualified investnment prior to the conversion of
such securities into cash or cash equival ents.

Section 108. Fees; reports; annual review

(a) GCeneral rule.--Each certified capital conpany shall pay
to the departnment an annual, nonrefundable certification fee of
$5, 000 on or before January 31, or $10,000 thereafter, except
that no fee shall be required within six nonths of the date a
certified capital conmpany is first certified by the departnent.

(b) Reports.--Each certified capital conpany shall report

the followng to the departnent:
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(1) Wthin 30 days after receipt of certified capital,

t he name of each certified investor fromwhich the certified

capital was received, including such certified investor's

i nsurance premumtax identification nunber; the anmount of

each certified investor's investnent of certified capital and

tax credits; and the date on which the certified capital was
recei ved.

(2) On an annual basis, on or before January 31, the
anount of the certified capital conpany's certified capital
as of Decenber 31 of the i mediately precedi ng year, whether
the certified capital conpany has invested nore than 15% of
its total certified capital in any one qualified business and
a description of all qualified investnments that the certified
capi tal conpany nade during the previous cal endar year.

(3) Wthin 90 days of the close of such certified
capi tal conpany's fiscal year, annual audited financial
statements, which shall include the opinion of an independent
certified public accountant regarding the financial
st at enent s.

(c) Annual review --The departnent shall conduct an annual
review of each certified capital conpany to determne if the
certified capital conpany is in conpliance with this act. The
cost of the annual review shall be paid by each certified
capi tal conpany according to a reasonable fee schedul e adopted
by the departnent.

Section 109. Distributions.

(a) GCeneral rule.--A certified capital conpany may make
qualified distributions at any tinme. In order to nake a
distribution fromcertified capital other than a qualified

distribution, a certified capital conpany nust have made
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qualified investnents in an anount cumnul atively equal to at
| east 100% of its certified capital, wth:

(1) at least 30% of such investnents having been made in
qual i fied busi nesses that at the tinme of, or within 90 days
of the time of, investnment are headquartered in counties
ot her than first class, second class or second class A, and

(2) at least 25% of such investnents, regardl ess of
where the business is headquartered in this Conmonweal th at
the tinme of investnent, shall have been made in qualified
busi nesses that were early stage businesses at the tine of
investnment. A certified capital conpany nmay, however, make
paynents of principal and interest on its indebtedness
wi t hout any restriction whatsoever, including paynents of
i ndebt edness of the certified capital conpany on which
certified investors earned tax credits.

(b) Audit.--Any proposed distribution froma certified
capi tal conpany out of certified capital or profits earned
thereon to its certified investors or equity holders, other than
a qualified distribution or a paynent of principal and interest
on its indebtedness, that will result in cunulative
di stributions, excluding qualified distributions and paynents of
principal and interest on its indebtedness, being in excess of
the certified capital conpany's initial capital available for
i nvestment, plus any additional capital contributions to the
certified capital conpany may be audited by a nationally
recogni zed certified public accounting firmacceptable to the
departnment at the expense of the certified capital conpany if
t he departnent directs such audit be conducted. The audit shal
det ermi ne whet her aggregate cumnul ative distributions, including

t he proposed distribution, but excluding qualified distributions
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and paynents of principal and interest on its indebtedness, from
the certified capital conpany to all certified investors and
equity holders, will result in cumulative returns in excess of
the certified capital conpany's initial capital avail able for

i nvestment and any additional capital contributions to the
certified capital company. If a proposed distribution results in
curmul ative returns in excess of the certified capital conpany's
initial capital available for investnment and any additi onal
capital contributions to the certified capital conpany, then the
certified capital conmpany shall pay to the Commonweal th 10% of
such excess at the tine such certified capital conpany makes the
proposed distribution up to a cunul ative anount equal to the
certified capital conpany's certified capital.

Section 110. Decertification.

(a) GCeneral rule.--Any intentional m sstatenent of materi al
fact in a certified capital conpany's application for
certification or any material violation of section 107 or 109
shall be grounds for decertification of the certified capital
conpany subject to the notice and grace period provided for in
this subsection. If the departnent determnes that a certified
capital conpany intentionally msstated a material fact inits
application for certification or materially violated the
requi renents of section 107 or 109, then it shall informthe
officers of the certified capital conpany in witing that the
certified capital conpany may be subject to decertification in
120 days fromthe date of nmailing of the notice unless the
deficiencies are corrected and the certified capital conpany is
again in conpliance with all requirenents for certification.

(b) Continued nonconpliance.--At the end of the 120-day

grace period, if the certified capital conpany is still in
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mat eri al nonconpliance with section 107 or 109, the departnent
may send a notice of decertification to the certified capital
conpany and to all other appropriate Comronweal t h agenci es.

(c) Effect of decertification.--Decertification of a
certified capital conmpany may cause the recapture of tax credits
previously claimed and the forfeiture of future tax credits to
be clained by certified investors with respect to such certified
capi tal conpany, as foll ows:

(1) Decertification of a certified capital conpany
within three years of its allocation date and prior to its
satisfaction of section 107(a)(1) shall cause the recapture
of all tax credits previously taken and the forfeiture of al
future tax credits to be taken by such certified capital
conpany's certified investors.

(2) Wen a certified capital conpany neets al
requi renents for continued certification under section
107(a) (1) and subsequently fails to neet the requirenments for
continued certification under the provisions of section
107(a)(2), the first three annual tax credits which have been
or will be taken by such certified capital conpany's
certified investors will not be subject to recapture or
forfeiture, except that all other tax credits that have been
or will be taken by such certified capital conpany's
certified investors shall be subject to recapture or
forfeiture

(3) Once a certified capital conpany has net al
requi renents for continued certification under section
107(a) (1) and (2) and is subsequently decertified, the first
five annual tax credits which have been or will be taken by

such certified capital conpany's certified investors will not
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be subject to recapture or forfeiture. Subsequent tax credits

to be taken by such certified capital conpany's certified

i nvestors shall be subject to forfeiture only if the

certified capital conmpany is decertified within five years

after its allocation date.
(4) Notwi thstanding anything to the contrary in

par agraphs (1), (2) and (3), once a certified capital conpany

has i nvested an anmount cunul atively equal to 100% of its

certified capital in qualified investnments, all tax credits
whi ch have been or will be taken by such certified capital
conpany's certified investors shall no |onger be subject to
recapture or forfeiture.

(d) Witten notice.--The departnment shall send witten
notice to the address of each certified investor whose tax
credits have been subject to recapture or forfeiture at such
certified investor's address shown on such certified investor's
last premumtax filing.

(e) Wiver.--The departnment shall have the authority to
wai ve any recapture or forfeiture of tax credits if, after
considering all facts and circunstances, it determ nes that such
wai ver will have the effect of furthering econom c devel opnment
in this Commonweal t h.

(f) End of regulation by departnent.--After a certified
capi tal conpany has invested an amount cunul atively equal to
100% of its certified capital in qualified investnents, the
certified capital conmpany shall no | onger be subject to
regul ati on by the departnment except for the requirenents of
section 109(b).

(g) Certification.--1f a certified capital conmpany certifies

to the departnment its good faith belief that it has conplied
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with section 107(a)(2) or subsection (f), then the departnent
shall, within 60 days of receipt of such certification, conduct
a review of the qualified investnents of the certified capital
conpany and shall certify in witing to the certified capital
conpany whether the certified capital conpany has conplied with
t he provisions of section 107(a)(2) or subsection (f), as the
case may be. The certified capital conpany shall pay the costs
of the review according to a reasonable fee schedul e adopted by
t he departnent.

Section 111. Transferability.

The tax credit earned pursuant to this act may be transferred
or sold to any other person with State premumtax liability.
Any such transfer or sale shall not affect the tinme schedule for
taking the tax credit as provided in this act. Any tax credits
recaptured pursuant to section 110 shall be the liability of the
t axpayer that actually clainmed the tax credits.

Section 112. Regul ati ons.

The departnent shall establish guidelines and devel op any
forms necessary to inplenment this act within 90 days of the
effective date of this act. The guidelines shall include
provi sions to encourage persons to becone a certified capital
conpany. The departnment shall publish notice in the Pennsyl vania
Bul letin and in newspapers of general circulation infornmation
regardi ng the process to becone a certified capital conpany. The
gui delines shall provide that the department shall begin
accepting applications for certification as a certified capital
conpany not |ater than 180 days after the effective date of this
act. The guidelines shall also provide that the tax credit
allocation claimfiling date shall be the first business day

whi ch occurs 90 days after the date on which the departnent
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1 begins accepting applications for certification.
2 Section 112. Effective date.

3 This act shall take effect inmediately.
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