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EXECUTIVE SUMMARY

The creation of ‘incubators’ to encourage, foster and improve the develop-
ment of new businesses was a relatively new concept for communities when
Montgomery County, Maryland (Montgomery County) opened its first incu-
bator (later to be known as an ‘Innovation Center’) in 1993. Montgomery
County’s first incubator was in a leased facility designed to provide low-cost,
flexible space to encourage the development of new technology companies.'
The early success of this first incubator, as defined by its high occupancy rate,
encouraged Montgomery County to further the incubator concept by estab-
lishing, constructing and leasing additional incubator facilities, which have be-
come the Montgomery County Business Innovation Network (the BIN).

Over the next decade, the BIN has become a central hub of Montgomery
County’s economic development activity, encouraging the growth and expan-
sion of technology and life science companies. Through its inception and
growth, the BIN'’s primary policy objective has been to provide ready access
to space with flexible lease terms for emerging technology firms. This has
helped justify the program’s growth and helped build a solid programmatic
foundation for the Montgomery County Department of Economic Develop-
ment (DED).

As Montgomery County seeks to emerge from the significant worldwide eco-
nomic downturn from 2009 to 2012, DED has begun to assess its programs
to determine if it is structured to provide the community with the best tools
for future economic growth. Part of this programmatic assessment includes
the review of the BIN and its current policy objectives.

Before moving forward with any changes or enhancements to the BIN, DED
retained Orion to review the existing program policies and objectives, pro-
vide policy alternatives and recommendations for DED and create a compre-
hensive list of current BIN tenants. This report provides the first level of re-
view and sets the stage for future policy decisions—it does not include an in-
depth analysis of all policy alternatives, a comprehensive fiscal audit of the
BIN, a cost assessment of proposed policy options or a comparative review
of other incubator-like systems. These elements should be included in the
next steps of analysis for the BIN program once DED has had a chance to
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review where it stands now and discuss alternatives for the future. The in-
tended audience for Orion’s report is the DED management team and Mont-
gomery County policymakers, including the County Executive, senior Mont-
gomery County management and the County Council. As a result, this report
assumes a level of programmatic understanding of the BIN.

During the BIN'’s existence, there have been many reports measuring numer-
ous different elements to show that the program has been successful, includ-
ing measuring the amount of new jobs created, the amount of outside equity
raised, the number of patents filed and the amount of space occupied to name
just a few. Each of these measures has shown various aspects of growth for
the BIN, but does not necessarily show that the program as a whole has been
successful. In order to do this one must first understand the underlying policy
objective and the corresponding measure of that objective.

In 2009, the Montgomery County Council’s Office of Legislative Oversight
(OLO) issued a report entitled The Department of Economic Development: Re-
view of Budget and Strategies, which examined Montgomery County’s econom-
ic development programs. Interestingly, the report found that, “Measuring the
success of economic development programs poses many difficulties for evalu-
ators. Much of the difficulty lies in determining and quantifying the change di-
rectly caused by an economic development program.”” The report goes on to
state that it is important for economic development programs to have clear
policy objectives that then can be linked to specific outcome measures in or-
der for there to be a possibility of attributing specific outcomes to specific
actions.

Orion reviewed the BIN’s policy objectives since its inception and found that
the BIN had a very clear, almost singular, objective—to provide low-cost
space with flexible lease terms for emerging, primarily technology-based com-
panies, with the implicit assumption that this capacity would allow new com-
panies to start and grow in Montgomery County. With this stated objective,
it follows that the key measures for success must be the amount of space
available, the occupancy rate of that space and the number of companies par-
ticipating in the program. There are now five Innovation Centers and each
has operated at an average occupancy rate of more than 85%. More than 200
companies have participated in the BIN program with 140 companies current-
ly occupying space in one of the five locations.” We believe these statistics
show that the primary programmatic objectives have clearly been met.

The question now confronting DED and Montgomery County’s policy makers
is what should the program objectives be for the future in order to meet
Montgomery County’s economic needs of high quality job creation, expansion
of new life science and technology-based businesses and effective allocation of
limited public resources? This next step is critically important because unless
the policy direction is clear, it is nearly impossible to create measurable ob-
jectives to determine the BIN’s success in the future.
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This report lays out five policy alternatives for consideration by Montgomery
County’s decision makers. Some of these alternatives can be standalone, and oth-
ers can be combined to achieve success. Each of these policies also has specific ob-
jectives associated with it in an effort to link them in an effort to link the policy and
programs with measurable outcomes. Finally, each of the alternatives also leverages
the existing BIN assets with other resources that exist within the region in an ef-
fort to maximize Montgomery County’s competitive advantage.

Alternative |—Industry Specific Innovation Centers

Policy Goal: To achieve strategic company creation and job growth in specific
industry sectors that will be beneficial to Montgomery County’s economic growth
and expansion.

Alternative 2—Accelerator

Policy Goal: To cultivate and identify early stage companies with high growth po-
tential and entrepreneurs that would benefit from rigorous guidance, seed funding
and space to create a strong entrepreneurial environment and cultivate capital
partners.

Alternative 3—Venture-based Public/Private Innovation Center(s)
Policy Goal: To create and grow companies that are able to attract funding by
establishing public/private partnerships to provide more rigorous assessment of
program applicants, establish venture capital relationships with firms entering the
Innovation Centers, provide more industry specific management and implement
industry best practices.

Alternative 4—Federal and Academic Partnering with Innovation
Centers

Policy Goal: To leverage Montgomery County’s BIN to accelerate technology
transfer and commercialization efforts from local federal and academic research
assets in order to identify and develop new companies and products based on the
ongoing research being undertaken in these institutions.

Alternative 5—Refine Existing BIN

Policy Goal: To build upon the success of providing low-cost, flexible space for
emerging technology and life science companies by providing more diligence, guid-
ance and management milestones in order to improve program efficiencies and
foster a higher graduation rate.

Each of the alternatives mentioned above contains elements of programs that exist
in other incubator-type models throughout the nation. Orion has attempted to
tailor them to Montgomery County’s particular strengths.
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Recommendations

Orion has outlined a number of recommendations that should be applied no
matter which policy alternative(s) Montgomery County seeks to implement.
These recommendations are designed to improve the utilization of the exist-
ing limited resources and to provide greater clarity to the BIN and the effec-
tiveness of its programs. In addition, Orion has provided specific recommen-
dations for DED’s consideration regarding new policy directions for the BIN.

)

2)

3)

4)

3)

6)

7)

8)

Establish a clear policy objective(s) to achieve future economic
growth and provide guidance to DED management and staff to estab-
lish measureable outcomes associated with the policy to provide
benchmarks for success.

Implement a clear, consistent and regular mechanism for tracking out-
come measures and participating company data. It is important to
maintain regular tracking of companies in the program and those that
have graduated in order to have any meaningful data and statistics.
This should be done in a standardized, centralized database.

Focus BIN activities on industry segments where Montgomery Coun-
ty has or can achieve a competitive advantage and will create jobs
with incomes sufficient to allow employees of BIN companies the op-
portunity to reside in Montgomery County.

Develop programming that is tailored to the specific activities/
requirements of each Innovation Center and ensure adequate re-
sources for appropriate staffing to provide ongoing support for par-
ticipant companies.

Provide resources for Innovation Center tenants that can be used to
address their ongoing capital requirements in addition to providing
access to space.

Proactively develop milestones for participant companies that will
lead to a more defined period of occupancy and more defined gradua-
tion requirements to ensure that Montgomery County’s resources
are being used to assist companies that demonstrate a high likelihood
of moving out of the BIN and into other locally owned commercial
real estate.

Establish a recruitment process for new companies (this can be done
through Policy Alternatives |1-4) to provide a ‘pipeline’ of candidate
companies to move into the BIN as firms either graduate, fail to meet
their established milestones, or new facilities come on line.

Develop a detailed recommendation of staffing requirements to meet
new programmatic needs or modifications.
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9) Explore alternatives for reducing debt service associated with the
BIN’s capital expenditures.

The BIN has been successful in achieving its stated policy objectives up to this
point. However, for the program to be seen as truly successful, it is now im-
portant to leverage this key county asset more strategically. In so doing,
Montgomery County and DED should work to make the program more fo-
cused and build partnerships that will go well beyond the current BIN pro-
gram.

Montgomery County’s investment in the BIN has established a solid founda-
tion to aid in future economic growth in key industry segments. The Policy
Alternatives outlined in this report coupled with the preceding Recommenda-
tions now provide options of how to leverage that investment. Clear decision
-making and effective programmatic implementation may indeed allow Mont-
gomery County to be in the forefront of using a company incubation model
to achieve entrepreneurial, technology-oriented economic growth.

Next Steps

Now that Montgomery County has a clearer understanding of its current BIN
program, and of options for future growth, Orion recommends that DED
undertake an in-depth cost-benefit analysis and implementation strategy analy-
sis for each of the alternatives presented in this report, or the alternative that
seems to best meet Montgomery County’s policy objectives. Orion also rec-
ommends that a rigorous competitive analysis be completed with respect to
other incubators in Maryland, the District of Columbia and Virginia.

Montgomery County policymakers must now approve and support the next
policy objective to guide the DED management and staff when developing and
implementing a plan for the BIN going forward. The coincidence of the new
fiscal year, the shedding of some of the recession’s more challenging attrib-
utes and DED’s programmatic review make this an ideal time to move for-

ward with the next steps of the BIN.




PROJECT INTRODUCTION

Forward

Since the onset of the recession in 2009, DED has increasingly focused on
creating and retaining jobs in Montgomery County. A significant piece of
DED’s portfolio is the BIN—a collection of Innovation Centers supported by
Montgomery County designed to support entrepreneurs from various indus-
tries.

At the current time, with resources at a premium and the region’s economic
dynamics being reshaped with the specter of reduced federal spending, DED
is evaluating its programs and prioritizing activities to maximize job growth
for Montgomery County. This review of the BIN will serve to provide back-
ground and alternatives for decision-makers to establish a framework for how
Montgomery County can strengthen the BIN programs for future growth and
economic opportunity.

The BIN has served as a model for other incubators around the country and
provides a solid foundation to support new companies in Montgomery Coun-
ty. Now after more than a decade, it should be enhanced and refined to meet
the needs of a changing economy. In particular, the area of life sciences and
technology present an opportunity to examine best practices in the public
and private sectors and incorporate these elements to improve company via-
bility, attract outside investment and spur job creation. In addition, as our
local and regional economies start to recover, now is an ideal time to review
the public policy goals (stated and otherwise) and objectives of the BIN and
make refinements that can aid in our local economic recovery and expand the
entrepreneurial culture in our community.

The intended audience for Orion’s report is the DED management team and
Montgomery County policymakers, including the County Executive, senior
Montgomery County management and the County Council. As a result, this
report assumes a level of programmatic understanding of the BIN.

Further, in preparing this report, Orion has reviewed presentations and mate-
rials given to Montgomery County’s policy makers from DED officials, as well
as presentations and materials from other organizations regarding Montgom-




ery County’s BIN program. The data and statistics included in this report are
based on the information provided by DED and BIN staff, as well as Orion’s
analysis of reports from the county, DED and outside organizations. Statistics
used in this report regarding BIN companies, graduates and employment data
are current as of March I, 2012 unless otherwise noted. Due to inconsisten-
cies in data provided, Orion in some instances made evaluations and recom-
mendations on the basis of the best estimate of the situation as reflected in
the report.

History of Business Incubators in America

The idea of creating an ‘incubator’ to provide access to cost-effective shared
space and common services to support emerging companies is relatively new.
The first business incubator is commonly recognized as having been created
in Batavia, New York in 1959. However, widespread adoption of business
incubators did not start to occur until the 1980s in response to encourage-
ment from the U.S. Small Business Administration, as well as recognition
within communities as to the importance of economic development and di-
versification of employment industries in the context of widespread industrial
plant closings in the 1970s.*

With the support of economic development organizations, community lead-
ers and the public at large, the business incubator concept experienced a rap-
id pace of growth, expanding from |2 incubators in existence nationwide in
1980, to opening more than 50 new locations per year by the latter half of
the decade. Pennsylvania’s Ben Franklin Partnership Program, established in
1982, was one of the country’s first comprehensive plans to develop a tech-
nology industry cluster, and included business incubators as a key component.
This program is still in operation today and is recognized as one of the top
technology-based economic development programs in the nation.’

Currently, over I,100 business incubators are in operation nationwide. The
National Business Incubation Association (NBIA) estimates that in 2005,
North American incubators provided assistance to over 27,000 emerging
companies, which in turn employed over 100,000 workers and generated rev-
enues of over $17 billion. Further, NBIA research has shown that for every
$1 of estimated public subsidy provided, a return of approximately $30 in
local tax revenue is generated from the incubator, clients and graduates.®

After somewhat falling out of favor with the dot-com crash of the early
2000s, business incubators are currently experiencing a renaissance. Incorpo-
rating new concepts such as virtual incubators and startup accelerators that
focus on the information technology sector, programs continue to expand
and grow both in the public/nonprofit sector, as well as the for-profit arena.
In addition, recent studies have highlighted the returns that can be found by
investing in business incubator programs when one examines the resulting job




creation and jump-starting of local economies. According to a research study
conducted for the U.S. Department of Commerce Economic Development
Administration (EDA), business incubators provide communities with signifi-
cantly greater results at less cost than does any other type of public works
infrastructure project. The study concluded that the cost per job created is
between $144 and $216 for municipal investments in incubator systems, as
compared to between $2,920 and $6,872 per job created for infrastructure
projects.’

A study commissioned by the EDA in 2011 titled Incubating Success, found
that the amount of public subsidy provided to incubators varied greatly. Of
the 49 top incubator programs studied in the report, the programs collected
an average of 58.7% of program costs through rent and service fees. Thus, the
programs received an average of 41.3% of operating costs in public subsidy. It
is important to note that the amount of subsidy received varied widely—one
program relied 100% on public subsidy to cover operational costs while 12 of
the groups studied covered all operational expenses through rent and service
fees (excluding capital costs) and three covered all operations and capital
costs via rents and service fees.?

Since 2000, the concept of an incubator has been expanded to meet the
needs of market segments. One concept that is often discussed as an add-on
to an existing incubator program, or to replace the traditional incubator mod-
el is that of an ‘accelerator.” There is no standard definition of an accelerator
and many of the concepts are similar to those of an incubator, but rather than
incubate a company for years, accelerators provide intense mentorship and
programming with a goal of bringing a company’s product to market in less
than a year. In addition, there is typically more private sector involvement in
an accelerator effort—usually venture or angel investors and managers with
an industry specific focus.’

Background on Montgomery County’s BIN

Maryland currently is home to 20 business incubators, which contain compa-
nies in fields that range from biotechnology, information technology, services
and cyber security—to name just a few. Five of these facilities are located in
Montgomery County, the most of any county in the state.'®

As stated on the BIN website and throughout documents addressing the pur-
pose and function of the BIN, the mission of the BIN is to support the growth
and development of businesses in Montgomery County in the fields of bio-
technology, information technology, professional services, women and minori-
ty owned businesses and international technology firms. Montgomery County
believes that government can play a unique role in nurturing and incubating
emerging technology and biotechnology firms in Montgomery County. Such
companies often struggle to initially raise the investment capital needed to




commit to substantial leases of commercial office and lab space, as well as to
retain all of the expertise necessary for a small company to grow and pros-
per. The BIN fills some of this void by providing emerging companies with
flexible office and laboratory facilities, short-term lease agreements and ac-
cess to a variety of assistance.'’

The function of the BIN is consistent with the DED’s mission to, “Create,
attract, retain and expand business in Montgomery County, expand employ-
ment opportunities for the residents of the county, enlarge the county’s eco-
nomic base, enhance the competitiveness of the businesses located in the
county and promote Montgomery County as a SmartLocation for business
globally.”"?

Montgomery County’s BIN program dates to the establishment of the Mont-
gomery County Technology Enterprise Center (MCTEC) founded in 1993 in
Rockville. This facility is no longer in existence, but there are currently five
Innovation Centers in the BIN. The first of the current BIN facilities is Shady
Grove, which opened in 1999 in partnership with the Maryland Economic
Development Corporation (MEDCO) with the stated goal of fostering
emerging company growth within Montgomery County, as well as capitalizing
on Montgomery County’s proximity to major federal installations such as the
National Institutes of Health (NIH), the Food and Drug Administration (FDA)
and the National Institute of Standards and Technology (NIST)."” Over the
next nine years, Montgomery County would open four additional Innovation
Centers in various locations throughout Montgomery County: Silver Spring in
2004, Wheaton in 2006, Rockville in 2007 and Germantown in 2008. A sixth
facility is under consideration for the White Oak area. Coupled with the
growth in the BIN system, DED and BIN staff has developed a set of pro-
grams and services to aid emerging companies in their growth.'*

The BIN currently supports approximately 140 tenant companies. In addition,
the BIN is coupled with a Virtual Incubator Program for companies that are
not ready to enter the full program or are waiting for space to become availa-
ble." Expenses for the BIN totaled approximately $4.4 million for FY20I | and
Montgomery County currently subsidizes the BIN at a rate of 43.4% through
money in the general fund allocated for operating grants and personal costs,
or approximately $1.9 million annually.'®

The BIN currently targets an occupancy rate of approximately 95 percent in
order to maximize rental revenue while leaving room for tenant expansion
and new company entrance.'” Orion has found that the average length of time
current tenants have been in the BIN is 3.26 years. It should be noted that
Orion’s review of the BIN found no formal graduation process or definition
implemented within the BIN, although the definition that DED uses to identify
a graduate is a firm that has relocated from the BIN into commercial real es-




tate located within Montgomery County. DED documents such as the 2008
Incubator Network Annual Report indicate that companies are encouraged to
graduate within a three to five year window upon entering the BIN and out-
line the standard nomenclature of a ‘graduate’ that is used by BIN staff.'®
However, this policy is not consistently applied, and in fact has been argued
against in other DED documents such as the 201 | Business Innovation Network
Annual Report which, while acknowledging that companies should ideally gradu-
ate within the stated time, argues that companies should not be forced to
graduate within a certain timeframe as it could be destabilizing for those firms
and reduce the occupancy rate for a given incubator, thus impacting the pro-
gram’s bottom line."”

Further, it is important to note that Orion’s review of the BIN’s current ten-
ants, graduates and length of occupancy found that Innovation Centers that
cater to more time-intensive industries —such as biotechnology—actually
have a shorter average occupancy period than Innovation Centers that house
services firms exclusively—such as the Wheaton Innovation Center.?® Ac-
cording to DED statistics, at the current time, more than 100 companies have
moved from the BIN to outside real estate, thus graduating under the above
definition, creating more than 1700 jobs in Montgomery County.' These
companies currently occupy over 600,000 square feet of commercial space in
Montgomery County and contribute approximately $4 million per year in tax
revenue.”” See Appendix | for a brief overview of nine firms that began as
part of the BIN and have continued to grow successfully in Montgomery
County.




SUMMARY OF BIN FACILITIES
AND PROGRAMS

Description of Assets

As previously indicated, the BIN encompasses five facilities along with a Virtu-
al Incubator Program. The Virtual Incubator Program, which currently serves
I5 companies, provides entrepreneurs, scientists and researchers with the
use of limited facility resources such as a mailbox, access to conference
rooms, phones, fax and copy machines, as well as the support and mentoring
programs provided to all BIN tenants through the Innovation Centers.” The
county has contracted with Scheer Partners to provide property management
services for each of the Innovation Centers.

The Shady Grove Innovation Center was opened in 1999 through a partner-
ship with MEDCO and a $2.3 million loan from PNC Bank. Total costs for
the project were $9.5 million and the fair market value of the property is esti-
mated at $10 to $1 1 million. The facility encompasses 60,000 square feet, of
which 33,680 are leasable. The Shady Grove Innovation Center focuses on
the biotechnology and information technology fields and has 76 office spaces
and 24 wet labs. There are currently 44 companies leasing space at Shady
Grove—35 of which are biotechnology companies with 14 of them occupying
lab space. The Shady Grove Innovation Center also is home to one of the
two locations of the Maryland Biotechnology Center, which is part of the
Maryland Department of Business and Economic Development—an organiza-
tion charged with coordinating and consolidating a host of State, university
and private sector biotechnology initiatives and resources to make it easier
for biotechnology companies to access.”

The Silver Spring Innovation Center opened in 2004. Montgomery County
owns the facility outright and the total capital cost for the incubator was $2.5
million. Currently, the fair market value of the property is estimated at $3 to
4 million. The facility encompasses 21,000 square feet, of which 9,920 are
leasable. The Silver Spring Innovation Center focuses on the information
technology and professional services areas and has 36 office spaces with no
lab or clean rooms offered. The Silver Spring Innovation Center is currently
home to 23 companies including 10 in information technology and 10 in con-
sulting/service sectors.”




The Wheaton Business Innovation Center was opened in 2006. Montgomery
County leases the facility from the Westfield Shopping Center. The space is
on a ten-year lease that expires in 2016 with a 2.7 percent annual increase.
Capital costs for the facility were $300,000. The facility encompasses 12,000
square feet, of which 5,623 is leasable. The Wheaton Business Innovation
Center is specifically targeted at the support and growth of minority and
women-owned non-technology companies and has 36 office spaces. The
Wheaton facility is currently home to 21 companies with 19 of them in con-
sulting and service industries.”

The Rockville Innovation Center opened in 2007 and is owned in partnership
among Montgomery County and MEDCO. Capital costs were $6.6 million
and the fair market value of the property is approximately $4 to 5 million.
Located in the Rockville Town Square, the facility encompasses 22,000 square
feet, of which 13,339 are leasable. The Rockville Innovation Center is de-
signed to support international technology firms looking to establish a pres-
ence in Montgomery County, as well as technology and professional services
firms, and contains 46 office spaces. The Rockville Innovation Center is cur-
rently home to 23 companies—the majority of which are involved in infor-
mation technology.”

The Germantown Innovation Center opened in 2008. The center is co-
located at Montgomery College’s campus in Germantown. Montgomery
County leases the facility from the College Foundation. Montgomery Coun-
ty’s lease runs until 2026 and total capital costs were $6.7 million. The facility
encompasses 33,000 square feet, of which 17,513 is leasable. The facility con-
tains the only clean room facilities in the BIN system. In addition, the Ger-
mantown Innovation Center contains 9 wet labs and 50 office spaces. The
Germantown Innovation Center is currently home to 29 companies, 15 of
which are biotechnology companies along with 9 information technology
firms.?®

BIN Facilities At-a-Glance”

Orion was tasked with conducting an inventory of firms currently enrolled in
the BIN and recording metrics such as type of firm, length of residency, num-
ber of employees, source of funding and key milestones achieved. Attached as
Appendix 2 of this report is a complete list of each of the companies current-
ly participating in the BIN, as well as graduates and terminations and the cor-
responding metrics to the extent data was available to the contractor. Orion
created this list from a compilation of the BIN website, spreadsheets provid-
ed by BIN staff and data from Scheer Partners, as well as follow-up research
on BIN company websites. It is important to note that BIN records often ex-
hibited conflicting information and Orion’s presented data is a compilation of
all available sources.




Tables | and 2 show a snapshot of the data that is contained in Appendix 2.*° Table |
is a summary of the current number of companies and Full Time Equivalents (FTEs)
in each of the BIN facilities as well as a comparison with the number of FTEs at pro-
gram admittance.’’ In addition, Table | demonstrates how the average length of oc-
cupancy for current companies differs between Innovation Centers.

Location Year Estab- | Current # FTEs at FTE’s at Average
lished of Compa- Program Present Length of
nies Admit- Time Time Cur-
tance rent Com-
panies
Have
Been in
the BIN

Shady Grove 3.41 years
Silver Spring 3.31 years
Wheaton 4.0l years

Rockville 2.96 years
Germantown 2.60 years

BIN TOTAL 3.26 years

TABLE |: Summary of Number of BIN Companies, FTES and Average Time in BIN

Table 2 is a summary of the tenants of each facility by industry type.™
TABLE 2: Summary of BIN Tenants by Industry Type

Location Biotechnolo- | Information Consulting/ | Green Technology
Technology Services

Germantown

Rockville

Shady Grove

Silver Spring

Wheaton




Table 3 summarizes each facility’s net leasable area, projected rental income
at the 95% occupancy level and average income per square foot as compared
to gross square feet in each facility.”

Facility Rental Income | Gross Area | Net Leasable | Average
@ 95% Occu- (Sq. Ft.) Area Income
pancy (Sq. Ft.) Per
Leasable
Sq. Ft.

Shady Grove $1,314,004 60,000 33,680
Silver Spring $ 292618 21,000 9,920

Wheaton $ 166,268 12,000 5,623

Rockville $ 427,331 22,000 13,339

Germantown $ 652,073 33,000 17,513

TABLE 3: Summary of Leasable Area, Projected Rental
Income and Average Income Per Square Foot

Description of Programs and Services

The most immediate benefit provided by the BIN is flexible and short-term
lease agreements for space in the Innovation Centers. However, beyond just
providing a physical space for company growth, the BIN has evolved to pro-
vide a variety of services and programs to aid in company success. In order to
maintain efficiency, programs are implemented over the entire BIN and open
to all tenant and virtual companies.

Throughout the history of the BIN, DED staff have facilitated and provided a
variety of coordinated, as well as one-off programs and services to BIN com-
panies. Attached as Appendix 3 to this report are flyers and descriptions for
seminars that have been provided at the various BIN locations. Below are
examples of some of the programs and services offered to BIN companies:

e Upon entrance to the BIN, BIN staff meets with individual companies
to assess company needs and obstacles to growth. Then, BIN staff
attempts to connect the company with resources necessary for suc-
cess.

e The BIN holds a ‘Lunch and Learn’ program where BIN companies
are offered the opportunity to meet and learn from a variety of out-
side service providers. These seminars are held approximately six to
eight times per month and are open to all BIN companies, as well as
virtual companies, with topics ranging from intellectual property is-
sues, to human resources, accounting and capital issues.**




BIN staff provide educational seminars for BIN companies ranging
from employment law, tax credit and grant opportunities, executive
recruitment, investor presentations, financial analysis and networking
strategies.”

BIN staff have some relationships with sources of investment capital
for emerging companies such as venture capital groups, investment
bankers and state/federal grant sources. In addition, BIN staff utilizes
the University of Maryland’s Capital Access Network (CAN).*

The BIN has programs to foster and promote networking opportuni-
ties and BIN companies are provided a free one-year membership to
the Tech Council Maryland and World Trade Center Institute upon
entry for additional networking opportunities.’’




POLICY CONSIDERATIONS

One of the primary objectives Orion was tasked with in this report is to pro-
vide some level of assessment of the BIN program and then make recommen-
dations going forward. The first step in that process is to determine the poli-
cies that governed the creation of the BIN and its ongoing implementation.
To that end, various documents were reviewed going back to the mid-1990s
to determine the key policies identified for the program. Those policies were
then evaluated to determine what objectives had been established for the BIN
and the success in meeting those objectives.

Why is Policy Important?

A business incubator program such as the BIN can be established for many
reasons—to create economies of scale for businesses in a capital-intensive
industry cluster, to provide mentorship and guidance to new and emerging
businesses, to revitalize real estate in economically depressed areas—are just
a few. The rationale and justification for such a program is important because
it establishes the policy under which the incubator operates and that policy
then determines the objectives that are measured to determine whether the
policy and incubator are successful.

As with any program, the BIN can be viewed from a variety of perspectives as
it evolves and matures. An added challenge to the assessment of the BIN pro-
gram is the fact that economic conditions have evolved dramatically during its
I5 years in existence—from periods of high economic growth to the most
significant economic downturn since the Great Depression. As a result, the
frame of reference through which the BIN is viewed has changed significantly.

What is the Governing Policy for the BIN?

Clearly, the overarching policy objective for DED is to create and retain jobs
in Montgomery County. In support of that policy, Montgomery County pur-
sued an incubator approach as a way to grow technology based companies
and jobs organically. To that end, during the more than 15 year span of
the BIN, the primary objective has been to provide ready access to
space for emerging technology firms with flexible terms as it as-
sumed that this will spur on job creation.®®




Beginning in July 1993, in response to struggling economic times, Montgomery
County established the Montgomery County Technology Enterprise Center
(MCTEC) as its first business incubator (later to be known as a Business Inno-
vation Center) in a 13,500 square foot space that was subleased from
McDonnell Douglas in Gaithersburg. The objective of the MCTEC was to
provide, ‘“Low-cost rental space and support services for knowledge-
based, technology-intensive start-up or early-stage information
technology firms” in order to support entrepreneurship development and
technological innovation in Montgomery County.*

As a result of this policy, an initial review of the program was conducted in
1996 by the Suburban Maryland High Technology Council (HTC), an organi-
zation contracted to operate the facility. The HTC identified ten objectives
for measurement in its Performance Review. They included:

I) Number of tenants in the facility;

2) Occupancy rate;

3) Number of jobs created by tenants;

4) Sales volume and increase of tenants in the facility;

5) Number of graduates;

6) Sales and jobs of firms that graduated;

7) Firms in business three and five years after graduation;

8) Number of licenses established with federal laboratories or universi-
ties;

9) Amount of venture capital/debt obtained by tenants; and

10) Number of products or services introduced.

After examining these measures, the HTC concluded in the report that, “The
incubator has proved to be a valuable economic development tool . . . the
program has performed well . . . still premature to fully measure its economic
performance.””® Through the provision of space, Montgomery County—
evidenced by the items it chose to measure—expected the outcomes to
show economic growth.

By 1997, the incubator concept was expanded and Montgomery County be-
gan an initiative in conjunction with the State of Maryland to develop an incu-
bator for emerging life science and technology companies. The new Maryland
Technology Development Center (MTDC) was opened in 1999 to replace
and more fully implement the objectives articulated for MCTEC
and provide space that was owned by Montgomery County. During
this timeframe, the economy was growing at a much faster rate and there was
significant demand for real estate that would be suitable for technology and
life science companies. Thus, the objective of ensuring that there was
space for these types of companies became a significant focus of the
program.*




At the same time that the MTDC was getting underway, Montgomery County
was beginning an assessment of its economic development goals and objec-
tives. In 2002, Montgomery County released its new plan entitled:
“Montgomery County, The Idealocation—Strategic Plan for our Community’s Quality
of Life and Economic Development” (the Plan). One of the strategic goals of the
Plan was to, “Stimulate Existing Businesses and Entrepreneurship.” In order to
do this, the Plan identified, “Expanding the County’s incubator program
that supports start-up firms in biotechnology, information technolo-
gy, and related high-growth industry sectors’ as the highest priority
to implement the strategic goal.”

As early as 2003, Montgomery County began to deliver on the Plan’s objec-
tive by providing $1 million in funding to supplement a $| million grant from
TEDCO and a $500,000 investment from the state to start construction of
the Silver Spring Innovation Center. In addition to the previously identified
strategic objective, the justification for this new Innovation Center was that,
“MTDC is at full capacity and turning away or wait-listing infor-
mation technology and biotech companies.”*

At the opening of the Silver Spring Innovation Center in September 2004, the
press release recognized that this is the, “County’s second business incu-
bator and provides low-cost office space and services for start-up
technology companies.” Thus, the policy objective of providing space con-
tinued. In addition, stated policy begins to reflect the notion of providing pro-
gramming to those companies occupying space. Likewise, the concept of
providing services was reflected in a 2002 brochure advertising the BIN
where it identifies, “A menu of cost-free programs, services and amenities.”*

In 2006, Montgomery County recognized additional need for space and leased
two floors of an office facility in Wheaton from Westfield. Orion could find
no documented policy objectives for opening this Innovation Center. Howev-
er, it seems to be consistent with the policy objective of providing low-cost
office space.

The City of Rockville also undertook its own analysis regarding the potential
for establishing an incubator as a component of its new town center project.
In 2004, a consultant’s report recommended proceeding with an incubator
focused on life science and health care organizations, as well as international
organizations seeking to expand business operations in the U.S. and growing
non-profit organizations.” In 2007, the City of Rockville and Montgomery
County entered into an agreement that transformed the Rockville incubator
into the Rockville Innovation Center, a member of the BIN. According to
DED staff, this inclusion of the new Rockville facility also was a continuation
of the county’s policy to provide additional space for emerging companies in
the technology fields.




The policy of providing space for emerging technology firms continued in
2006 with a recommendation from Montgomery County Executive to the
County Council to lease and renovate a facility in Germantown for the pur-
poses of creating a Germantown Business Innovation Center. In the recom-
mendation, the County Executive indicated that, “In 2002, the Department of
Economic Development investigated the feasibility of extending the success of
the Shady Grove Life Science Center to other locations in Montgomery
County.” There were no other qualifying data associated with this statement,
so it is assumed that the success of the Shady Grove Life Science Center
must be its ability to provide space to emerging companies.*

Even with the change in county leadership in 2006, the policy of providing
space for emerging technology companies is the theme of the BIN. In a 2008
document entitled, “A Vision for Economic Development in Montgomery County,”
the objective for the BIN was to, “Continue to expand Montgomery
County’s successful incubator network and provide seed funding to
incubator companies through DED’s financial grant and loan pro-
grams.” This objective is consistent with the previously stated objectives.
The additional objective of providing seed funding to incubator companies
emerged as a new policy recognizing the need to provide capital resources to
new firms in addition to space. Further, the document discusses a new Inno-
vation Center expansion project.”’

In addition to the policy objectives identified above, in interviews for this re-
port and in recent updates to the Montgomery County Council, current DED
leadership identified three basic policy objectives for the BIN: 1) to provide
below market rent; 2) to provide a short-term lease option to busi-
nesses; and 3) to provide lease options with no requirement for per-
sonal guarantees. As demonstrated, these policy directives are consistent
with previous policy objectives.*®

In Economic Development, What Do You Measure?

After reviewing the policy objectives behind the BIN, Orion’s next task was
to determine whether such policy objectives were met and how success was
measured. Since its inception, the BIN generated many measurements outlin-
ing activities of the program. Oftentimes these measures have been just
that—measurements that show activity within the program.

One of the outcomes that has been measured most often is the occupancy
rate of each Innovation Center. In fact, going back to the first report of the
HTC the first two objectives measured were the number of tenants in the
facility (nine) and the occupancy rate (100%).*” This is particularly significant
because payments to the HTC were directly connected to the fiscal success
of the program, which was a function of how much rent was being provided
by the tenants to cover the cost of the facility. As outlined above, there were




a series of other measures included in that initial report, some of which have
reappeared in later program assessments of the BIN and some of which have
never fully been captured since. The frustration associated with reporting on
the BIN occupancy rates is that it reduces what many people view as a key
government program designed to develop exciting, high-quality technology
businesses, to a somewhat less glamorous landlord/tenant relationship.

Nevertheless, since the primary objective of the BIN is to provide access to
space for new and emerging technology firms, the number of firms and occu-
pancy rate has been most often reported. As the BIN has grown, this report-
ing has appeared to serve two functions: |) to provide guidance as to when
additional space is required; and 2) to provide some guide as to how much
revenue each individual facility is generating to cover its lease costs or debt
service. Given the objective of the program these measures appear reasona-
ble.

If the Innovation Centers are consistently at a high rate of occupancy, and
those tenants are paying their rent in a timely fashion, then there are approxi-
mately 140 emerging companies being supported in the BIN by Montgomery
County at any one time. This in and of itself is a good thing since each of
those companies has some number of employees, pays rent, taxes and is pre-
sumably working to get bigger and better. Given the program’s stated policy,
these outcomes would seem to indicate that the BIN has successfully met
these objectives.

Table 4 outlines the annual occupancy rates of each of the five Business Inno-
vation Centers over the past six fiscal years.

Location FY06*° FY07°' FY08° FY09° FY10**

Shade Grove

Silver Spring

Wheaton

Rockville

Germantown

TABLE 4:  BIN Occupancy Rates by Fiscal Year

If a community implements a program such as the BIN with the stated objec-
tive of providing space, even if it’s marginally successful, there will be some
new companies formed, new jobs created, capital raised and new products
and services brought to market that might not have occurred otherwise. The
question is, if these other elements are considered to be the byproduct of the
primary objective, is it reasonable to expect those byproducts should be
measured? And if so, by what measure and to show what outcome?




Measuring Policy Byproducts

Each year there are reasons for DED staff to compile lists of data regarding
the BIN. First, there were performance reports generated by the HTC
providing feedback on the performance measures in their contract with
Montgomery County. Later, Montgomery County established an annual listing
of activity measures for its departments and agencies that included various
sets of data on the BIN. In 2008, Montgomery County instituted a program
called ‘CountyStat’ where performance measures were developed and then
reported regularly to senior management. Finally, there are reports to the
County Council to substantiate continued investment in the BIN during its
annual review of the operating and capital budgets. Each of these activities is
necessary and warranted and provides a good forum to showcase the activi-
ties of the BIN, but the numbers reported do not necessarily reflect the pro-
gram’s success.*

As stated earlier, in 2009 OLO recognized the difficulty in measuring the out-
comes of economic development programs. In the report, The Department of
Economic Development: Review of Budget and Strategies, OLO staff recognized
that, “Measuring the success of economic development programs poses many
difficulties for evaluators. Much of the difficulty lies in determining and quanti-
fying the change directly caused by an economic development program.”’

The report goes on further to explain by way of example that, “(E)valuations
of economic development programs that tout the number of jobs created by
businesses in the program can erroneously assume that none of the economic
activity would have occurred but for the program assistance.” This provides
further justification of the need to clearly articulate the objectives of what is
to be measured and why. It is always possible to generate statistics regarding
economic growth and decline, but the challenge is to link the appropriate
cause and effect when developing the program, if at all possible. Only then
can observers gain a clear picture of whether the program has been success-
ful at achieving its desired outcomes.”® Therefore, while there have been
many statistics and reports generated, the data really only reflect the perspec-
tive of the person asking for or presenting the data, not the BIN'’s success or
failure.

It is important to note that given the clarity of the policy associated with the
BIN and the difficulty of linking any policy to specific outcomes, that the dif-
ferent reports that have been requested and generated were a significant ef-
fort for the staff with no particular value except to provide some quantifica-
tion of activities. Given the limited resources of the BIN and its various pro-
grams, it will be important going forward to request data that can reasonably
show the success of the approved policies and not just generate data with
little bearing on the BIN'’s policy objective(s). For example, in this report’s
“Policy Alternatives” there are specific policies identified with associated out-




come measures. Future requests for program data should generally be limited
to these measures. It should be noted that if additional data is requested, the
policy objectives documented should be revised and the new data should be
specifically related to those new policy objectives.




FISCAL CONTEXT

In order for Orion to evaluate the potential policy considerations, as well as
recommendations that Montgomery County could act upon, Orion has un-
dertaken a review of a portion of the BIN fiscal data to provide context. For
this analysis, FY201| data from DED were used (including rental rates), as
complete FY2012 data was not available.”” Tables 5 through 12 show various
fiscal data on an individual facility basis.

It should be noted that rent revenue numbers were derived from the
“Maximum Annual Rent Revenue at 100% capacity” by taking 95% of those
values. This was done to reflect the county’s stated overall goal for each facili-
ty to maintain 95% occupancy. This percentage would be considered a best-
case rental income scenario.®’ In actuality, rent revenue will be less than 95%
due to lower occupancy rates, delinquency in rent payments and tenant bank-
ruptcies. Again, the figures and analysis of the data are intended to show
rough cost recovery and county investment for each location. To that end,
personnel costs were shown to demonstrate the total resources committed
to each Innovation Center. In addition, Orion has assumed that Scheer Part-
ners’ management fees are included in operating expenses. No historic reve-
nue/expense analysis was performed.

Shady Grove Innovation Center

Annual rent revenue at Shady Grove would yield $1,314,004 at 95% occupan-
cy. As noted above, that figure is optimistic considering the FY201| occupan-
cy was 88% and current occupancy is 76%. Table 5 below shows that the total
expenses for the Shady Grove Facility are $1,457,196. At a 95% occupancy
rate, the rent revenue covers the facility operating expenses, but not operat-
ing expenses, debt service payments and personnel cost, hence the need for
an operating grant. Table |12 below shows that Montgomery County’s operat-
ing grant and personnel appropriation in FY201 | for this facility cover 17.8%
of the operating expenses, debt service payment and personnel costs for the
Shady Grove Innovation Center.*'




Rent Revenue (at 95%) $1,314,004

Montgomery County General Fund (Operating § $ 258,692
Grant and Personnel)
Total Revenue $1,572,696

Operating Expenses $ 958,504
Debt Service Payment $ 440,000
Personnel Costs (.5 FTE) $ 58,692
Total Expenses $1,457,196

$ 115,500

TABLE 5: Total Expenses for Shady Grove Facility

Silver Spring Innovation Center

Montgomery County owns the Silver Spring Innovation Center outright
meaning that there is no annual debt or lease payment for this facility. Annual
rent revenue at Silver Spring would yield $292,618 at 95% occupancy as
shown in Table 6 below. The operating expenses plus personnel cost for this
facility are $357,615 for FY20I1. Thus, the rent revenue is not sufficient to
cover the facility’s operating expenses and personnel cost. However, it should
be noted that for FY201 I, Silver Spring had an annual occupancy rate of 98%
—yielding $301,859 in rent revenue. Thus, the rent revenue can fully cover
operating expenses (disregarding personnel cost). Table 12 below shows that
Montgomery County provides a relatively small operating grant and personnel
appropriation for this facility, which covers 22.7% of the operating and per-
sonnel expenses mainly to ensure that expenses can continue to be covered,
should there be a revenue shortfall.®

Rent Revenue (at 95%) $ 292618
Montgomery County General Fund (Operating $ 81,036
Grant and Personnel)

Total Revenue $373,654

Operating Expenses $ 301,579

Debt Service/Lease Payment $ 0

Personnel Costs (.5 FTE) $ 56,036
Total Expenses $ 357,615

$ 16,039

TABLE 6: Total Expenses for Silver Spring Facility




Wheaton Business Innovation Center

Montgomery County leases the Wheaton Business Innovation Center from
the Westfield Shopping Center. Because this space is leased, there is no out-
standing long—term debt. However, the space is on a ten—year lease with a
2.7 percent annual increase that expires in 2016. As shown in Table 7 below,
annual rent revenue for this facility at 95% occupancy totals $166,268 and
covers only 55% of Montgomery County’s lease payment. On the other hand,
rent revenue covers the facility operating expenses, but not operating ex-
penses plus lease payments and personnel, hence the need for an operating
grant. Table 12 below shows that Montgomery County’s FY201| operating
grant and personnel appropriation for this facility covers 71.1% of the operat-
ing expenses, debt service payment and personnel cost for this facility.*®

Rent Revenue (at 95%) $ 166,268
Montgomery County General Fund $ 336,036
(Operating Grant and Personnel)

Total Revenue $502,304

Operating Expenses $ 116,776
Lease Payment $ 299,594

Personnel Costs (.5 FTE) $ 56,036

Total Expenses $472,406

$ 29,898

TABLE 7: Total Expenses for Wheaton Facility

Rockville Innovation Center

The Rockville Innovation Center was developed as a partnership
among Montgomery County, MEDCO and the City of Rockville. Out-
standing debt on this facility is approximately $4.3 million, while the current
estimated fair market value is $4.5 million. Rent revenue for Rockville at 95%
occupancy is $427,331 and covers 73% of operating expenses of $586,303,
and 45% of the facility’s total expenses of $1,054,995. As Table 8 demon-
strates, this location has the largest difference (in dollars) between rent in-
come and total expenses. This is one contributing factor to the need for the
largest operating grant in FY20I1 of $610,000. Table 12 below shows that
Montgomery County’s operating grant and personnel appropriation for Rock-
ville covers 63.4% of the operating expenses, debt service payment and per-
sonnel cost for this facility.**




Rent Revenue (at 95%) $ 427,331

Montgomery County General Fund $ 668,692
(Operating Grant and Personnel)

Total Revenue $1,096,023

Operating expenses $ 586,303

Debt service payment $ 410,000
Personnel Costs (.5 FTE) $ 58692

Total Expenses $1,054,995

$ 41,028

TABLE 8: Total Expenses for Rockville Facility

Germantown Innovation Center

The Germantown Innovation Center is co-located with Montgomery College
and is leased from the College Foundation. Montgomery County’s lease in-
cludes a 3% annual escalation rate and runs until 2026. Table 9 shows that
annual rent revenue for Germantown at 95% occupancy is $652,073 and co-
vers 210% of operating expenses of $310,698. However it is not sufficient to
cover the lease payment, operating expenses and personnel cost for FY201 I.
Table 12 below shows that Montgomery County’s operating grant and per-
sonnel appropriate of $570,710 for Germantown covers 53.1% of the operat-
ing expenses, lease payment and personnel cost for this facility.*®

Rent Revenue (at 95%) $ 652,073

Montgomery County General Fund $ 570,710
(Operating Grant and Personnel)

Total Revenue $1,222,783

Operating Expenses $ 310,698
Lease Payment $ 634,821

Personnel Costs (I FTE) $ 28710

Total Expenses $1,074,229

$ 148,554

TABLE 9: Total Expenses for Germantown Facility




Total BIN Costs

As demonstrated below, Montgomery County invests more than $1.9 million annually
in operating grants and personnel appropriations to run the five BIN locations. These
grants are part of DED’s annual budget with each facility receiving an operating grant to
cover the gap between rental income and total expenses for that facility. In addition,
Montgomery County dedicates 3 FTEs at a cost of nearly $360,000 to manage the pro-
grams and provide assistance to tenants, which is paid out of DED’s personnel line
item, not out of the BIN rent revenue or operating grant funds. Nonetheless, the total
cost to the taxpayer for these programs is $1,915,166.%

Table 10 below shows the total annual operating costs of the BIN—which is composed
of the operating grants from Montgomery County, coupled with the personnel costs of
each Innovation Center.

Gperating Grant

Shady Grove 200,000 $ 58,692 258,692
Silver Spring 25,000 $ 56,036 81,036
Wheaton 280,000 $ 56,036 336,036
Rockville 610,000 $ 58,692 668,692
Germantown 442,000 $128,710 570,710

$1,557,000 | $358,166 | $1,915,166

TABLE 10: Total Annual Operating By BIN Facility

Table || below summarizes BIN income and expenses across facilities. A 95% occupan-
cy rate is used to demonstrate a best-case scenario across the entire BIN, as rent col-
lected is usually lower than this figure due to lower occupancy rates, delinquencies and
tenant bankruptcies. Operating grants are meant to cover the difference between actu-
al rents collected minus operating expenses and debt service/lease payments. Personnel
costs are included in this table as a reference but are not paid out of the operating
grant; instead, personnel are paid out of DED’s personnel budget line item.

Facility Rental In- | Operating | Operating | Debt Ser- | Personnel
come Grant Expenses | vice/Lease
@ 95% Payments

Occupan-

cy

Shady Grove $1,314,004 200,000 958,504 440,000 $ 58,692

Silver Spring $ 292618 25,000 301,579 0 $ 56,036
Wheaton $ 166,268 280,000 116,776 299,594 $ 56,036
Rockville $ 427,331 610,000 586,303 410,000 $ 58,692
Germantown $ 652,073 442,000 310,698 634,821 $128,710

$2,852,294 | $1,557,000 | $2,273,860 | $1,784,415 | $358,166

TABLE |1: BIN Income and Expenses Across Facilities




Table 12 below shows how Montgomery County subsidizes the various BIN locations to varying
degrees based on FY20!| budget numbers. Shady Grove requires very little operating grant and
personnel support from Montgomery County as a percentage of total expenses (only 17.8%) while
Wheaton receives the most at 71.1%.

In addition, Table 12 shows that Montgomery County pays $258,692 in operating grant and per-
sonnel appropriation for 165 FTEs at Shady Grove; $668,692 for 155 FTEs at Rockville; and only

$81,036 for 151 FTEs at Silver Spring.®’

Facility

Operating
Grant +
Personnel
Appropria-
tion

Operating
Expenses +
Lease/Debt
Service Pay-
ments +

% of Expenses

Covered by

County Funds

Current # of
Companies

Current #

of FTEs

Personnel
Costs

$1,457,196
$ 357,615

$ 472,406
$ 1,054,995
$ 1,074,229
$4,416,441

258,692
81,036

336,036
668,692
570,710
$1,915,166

Shady Grove
Silver Spring

$
$
Wheaton $
$
$

Rockville

Germantown

Total

TABLE 12: Montgomery County Subsidy by BIN Facility and Total




ALTERNATIVES FOR FUTURE
POLICY DIRECTION AND GOALS

The remainder of this report will focus on the ways in which Montgomery Coun-
ty policy regarding the BIN can be modified to maximize its investment and bring
about the greatest economic impact for the community. Coupled with each poli-
cy alternative are specific and measurable objectives that will allow Montgomery
County and DED staff to accurately assess the performance of the given alterna-
tive.

In the preceding fiscal and policy analysis, it has been demonstrated that Mont-
gomery County’s BIN has had a fairly singular objective of providing real estate
space for emerging technology, life science and services firms. This has resulted
in Montgomery County providing a significant ongoing subsidy for each incubator
and its associated programs, primarily because of how Montgomery County
chose to finance these facilities. There is a need to establish and affirm new, clear
policy guidance for Montgomery County’s BIN to operate successfully. This poli-
cy must be established by consensus among the policymakers who comprise the
key leadership of Montgomery County, which include the County Executive, the
County Council and the Director of Economic Development. These policy ob-
jectives can then be translated into specific actions by the DED management,
partners and BIN staff.

As indicated previously, the BIN’s pre-existing policy objective established a solid
foundation of space in five Innovation Centers throughout Montgomery County.
There is now an opportunity to move the program forward on that foundation
by identifying and implementing new policies and objectives to maximize returns
on Montgomery County’s investment.

Following are a series of policy alternatives for Montgomery County’s considera-
tion. Some of these alternatives are best implemented individually, while others
could be combined depending upon the desired policy outcome. It is important
to note that these alternatives reflect the opinion of the consultant with regard
to programs that exist in other communities, knowledge of Montgomery Coun-
ty’s assets and direction from DED. It is possible that policymakers identify an
altogether different policy alternative(s) for the community. Regardless, if the
choice is one of these alternatives or another, it is important that policymakers
agree on the directive and approve measurable objectives that can be used to
assess whether or not the policy is successful. It is imperative that there be a




clear understanding of the link between the policy and the anticipated out-
comes for the program to maximize its chances for success.

Key Factors to Consider

Very little happens in isolation and there are a number of factors to be con-
sidered in a change in policy. None of these factors on their own should dic-
tate what a new policy will look like, but they should be taken into considera-
tion to understand the implications they may have on existing practices and
the feasibility of the new policy. For example, Montgomery County is making
annual lease and debt service payments on each of the Innovation Centers. A
change in objectives to focus on increasing due diligence to recruit companies
that are more likely to receive equity investment in the short term may have
the consequence of reducing the occupancy rate in a particular incubator for
a period of time. This short term cost could yield significant long term benefit
in terms of bringing in additional investment that will be spent in Montgomery
County, as well as a greater number of high-quality companies emerging from
the system, but it is important to recognize this trade-off so that staff is clear
on achieving the primary objective and not getting whipsawed by trying to
achieve both objectives and doing neither of them successfully.

Following are some of the factors to consider as one explores the various
policy alternatives:
) Debt service payments;
2) Ownership and management of the facilities;
3) Types and cost of services provided to tenants; and
4) Program self-sustainability (i.e. should rent payments cover debt ser-
vice itself).

Alternative | - Industry Specific Innovation Centers

Policy Goal

To achieve strategic company creation and job growth in specific industry
sectors that will be beneficial to Montgomery County’s economic growth and
expansion.

Potential Outcome Measures

I) To achieve the creation and growth of a specified number of new
companies each year in the areas of health information technology
(health IT), life sciences, software development, green technologies,
and cyber security.

2) To facilitate equity investment in emerging and existing companies
totaling $X annually.

3) To grow X number of new jobs in Montgomery County.

4) To achieve X number of graduate companies each year.




Program Overview

With the creation of the first Innovation Center in Montgomery County
there was a focus on incubating emerging technology and life science firms in
an effort to encourage the growth of these sectors. This theme has continued
through the establishment of each of the Innovation Centers with the excep-
tion of Wheaton, which is focused on business service firms. Germantown
and Shady Grove have lab space and therefore a higher percentage of life sci-
ence firms locate in these, but not exclusively. Further, this industry concen-
tration is not currently reflected in specific programs within each incubator-.

This alternative proposes to establish a specific policy of an industry focus
within each incubator, a model that has been successfully deployed in other
communities to develop critical mass in specific industry sectors. This model
will allow for the BIN to develop and refine industry specific capabilities in
what Montgomery County sees as critical growth areas.

The creation of specific industry-focused Innovation Centers provides a signif-
icant amount of focus in each space from the moment an applicant enters.
Each center would have a specific review committee with experts in the field
relevant for that incubator. This will increase the level of diligence in review-
ing each applicant’s proposal and business plan. It will allow for the identifica-
tion of staff with experience in the industry represented in the center to bet-
ter serve the needs of tenant companies. This type of approach also will in-
crease the synergies among the tenants themselves as they are working to
develop products and services in similar fields and will provide for enhanced
programming from which the majority of tenants can benefit.

In addition, the creation of industry specific Innovation Centers provides
strong marketing support for Montgomery County’s efforts. Rather than
touting an Innovation Center program generally, it allows for specific market-
ing efforts in those key industry sectors, which will increase branding oppor-
tunities for Montgomery County and allow for a targeted and proactive out-
reach program. For example, Montgomery County’s Clean Energy Innovation
Center can host specific industry competitions, symposium and venture capi-
tal activities. At the same time, the Montgomery County Life Science Innova-
tion Center will undertake similar activities in that specific industry sector.
This model can be used to highlight activities in key industry growth sectors.
This model has been used effectively in Austin, Texas and Georgia where spe-
cific sectors are cultivated within a larger network, thereby providing the
economies of scale of a large program with the ability to meet the needs of a
specific industry sectors.

The creation of industry-specific Innovation Centers will leverage the existing
physical assets of the BIN in Montgomery County and refine the program to
increase depth of knowledge, expertise and success in developing new com-
panies in strategic sectors with the result of higher quality and more viable
graduates.




For a synopsis of the Austin Technology Incubator and Georgia Centers for
Innovation, refer to Appendix 4.

Alternative 2 — Accelerator

Policy Goal

To cultivate and identify early stage companies with high growth potential and
entrepreneurs that would benefit from rigorous guidance, seed funding and
space to create a strong entrepreneurial environment and cultivate equity
partners.

Potential Outcome Measures

I) To identify and support X new entrepreneurs.

2) To create a new screening process for emerging business ideas that
could be short-term incubator tenants resulting in X new tenants an-
nually.

3) To seed X new companies each year in Montgomery County.

4) To cultivate a relationship between equity investors and emerging
businesses in Montgomery County resulting in X investor presenta-
tions each year and generating X amount of equity investment annual-
ly.

5) To launch X new products per year.

6) To graduate X companies per year.

Program Overview

The concept of revising the incubator concept into that of an ‘accelerator’ is
fairly new. It results from the sense of impatience that companies simply are
not growing and producing fast enough. The notion being to more quickly
identify promising commercial opportunities and through a more intensive
support and guidance process, move these opportunities quickly out of an
incubator stage into viable, investable opportunities. Whereas incubators tend
to be established by governments and economic development organizations,
accelerators are more often driven by the private sector looking to identify
investable growth opportunities. There is not a specific accelerator model,
but there are a number of approaches and interesting concepts that could be
deployed in Montgomery County.

Elements of programs like those run by Y Combinator or TechStars could be
used in Montgomery County to achieve the identified objectives. This model
uses an application or competition process to identify 25 to 40 emerging
companies annually. These companies are then provided space in a common
location and initial seed investment in the range $25,000 to $50,000 in ex-
change for a small equity stake in the companies. An intensive program is pro-
vided where each company’s team works closely with experienced entrepre-
neurs as mentors to build their products and learn business skills. There are




regular opportunities for each company to present its progress to its mentors and
peers to foster a shared learning process. The program also can incorporate regu-
lar seminars with successful entrepreneurs, industry representatives and venture
capitalists. Typically, the program concludes with a ‘pitch’ day where companies
show off their products to angel and venture investors.

The accelerator model is typically, but not exclusively, used for Internet startups
that can move to market more quickly with less required initial investment. In
Montgomery County, health IT may be a sector that could benefit from the imple-
mentation of an accelerator model. Additionally, this is a concept that could be
combined with other alternatives outlined in this report.

For an article addressing the potential of an accelerator model, refer to Appendix
5.

Alternative 3 — Venture-Based Public/Private Innovation Center(s)

Policy Goal

To create and grow companies that are able to attract venture funding by establish-
ing public/private partnerships in order to provide more rigorous assessment of
BIN applicants, establish venture capital relationships with firms entering the pro-
gram, provide more industry specific management and implement industry best
practices.

Potential Outcome Measures

I) To establish X number of revenue-generating partnerships between county
government, tenant companies and established private sector firms includ-
ing venture capital, real estate and technology developers resulting in X
amount of increased local investment.

2) To have X number of firms graduating from the system into local leased
space with sufficient revenue-generating capacity, and/or equity investment.

3) To increase the number of industry experts working with BIN companies
and increase the amount of seed capital for qualified BIN companies.

4) To establish a pipeline of new commercial opportunities to replace compa-
nies graduating from the BIN.

Program Overview

This alternative presents a number of potential scenarios each with a public/private
partnership arrangement and it is not expected that a particular scenario would be
used for all Innovation Centers. Instead, it might be possible to have somewhat dif-
ferent public/private partnership models in different Innovation Centers to leverage
different private sector relationships.

The first example is based on the Seattle Accelerator which is a private sector ven-
ture capital model where a number of venture capital funds partner in a single facili-




ty to identify ‘backable’ firms and provide them with investment and pooled
management resources. With a group of firms working together it reduces
risk for each firm, and by providing a core set of industry specific services and
management it reduces the administrative burden for each firm. In the case of
Montgomery County, it could provide one of the Innovation Centers as its
primary partnership contribution and provide some additional investment
funds for an equity stake in the founded companies. By working with venture
funds as partners, it increases the level diligence that is undertaken for firms
that are admitted to an incubator and would likely only provide space for
firms that have been approved for investment. This also serves to build a ca-
dre of local investment partners that could explore other local investment
opportunities beyond what is in the BIN.

A second model could leverage Montgomery County’s BIN real estate invest-
ment by creating a partnership with real estate firms that are interested in
increasing the number of technology and life science tenants within their
buildings in the region. These partners have a vested interest in seeing that
new companies are started, and in seeing that those companies graduate
within a specific timeframe in order to obtain space in local buildings. This
partnership could range from specialty real estate firms managing the entire
process within specific Innovation Centers (i.e. initial assessment, provision of
services and real estate management), to a more investment driven model as
described in preceding paragraph.

For an example of a public-private incubator partnership program, refer to
Appendix 6.

Alternative 4 — Federal and Academic Partnering with Innova-
tion Centers

Policy Goal

To leverage Montgomery County’s BIN to accelerate technology transfer and
commercialization efforts from local federal and academic research assets in
order to identify and develop new companies and products based on the on-
going research being undertaken in these institutions.

Potential Outcome Measures

I) To establish and maintain partnerships with research institutions.

2) To establish a mechanism to provide a regular source (pipeline) of
new commercial opportunities based on research activities at the
partner institution to create X new companies.

3) To leverage Montgomery County’s existing assets to link research
and commercial institutions to establish and support new companies
and products resulting in X licensing opportunities.




Program Overview

Many incubator programs are based near major research institutions and pro-
vide space where academic researchers and commercial partners can collabo-
rate to develop new commercial opportunities. It then falls to the commer-
cialization/tech transfer teams in those research institutions to work closely
with the management of the incubator space to identify new research oppor-
tunities within the institution, and to also identify commercial partners with
research interests similar to what is being undertaken at the research institu-
tion. This then provides a focal point of innovation.

Montgomery County has an opportunity with a number of research institu-
tions to develop similarly structured partnerships. The expansion of various
research interests from the University System of Maryland (USM)—
particularly those from the University of Maryland College Park and the Uni-
versity of Maryland Baltimore provide one such hub of opportunity. The po-
tential expansion of research interests from Johns Hopkins University pro-
vides a similar opportunity. In addition, there are a number of federal re-
search institutions including NIST, the FDA, the NIH and the Walter Reed
National Military Medical Center that provide similar opportunities.

The objective would be to link each of Montgomery County’s Innovation
Centers to a partner institution and staff would be dedicated to working with
that institution to develop mechanisms for technology identification, external
partnership, licensing and funding. Each program would likely be structured
somewhat differently in order to meet the needs of the partner institution,
but there would be synergies throughout the program in key areas such as
technology management, partnering, and investment. For example, as the
USM seeks to undertake more research and technology transfer activities
within Montgomery County, MTDC (which is located across the street) could
be the primary BIN partner working to identify commercial opportunities
from USM to form the basis for new companies—thereby meeting the needs
of the University and Montgomery County.

Refer to Appendix 7 for a description of the Chesapeake Innovation Center
and University of Maryland BioPark, two programs that have developed part-
nerships with nearby federal and academic institutions.

Alternative 5 — Refine Existing BIN

Policy Goal

To build upon the success of providing low-cost, flexible space for emerging
technology and life science companies by providing more diligence, guidance
and management milestones in order to improve program efficiencies and
more rigorous graduation criteria.




Potential Outcome Measures
I) Make the BIN a more self-sustaining program.
2) Reallocate resources to better achieve policy objectives and increase
industry-specific staff expertise.
3) Establish company-specific milestones for continued BIN occupancy
to ensure Montgomery County’s resources are assisting companies
most likely to succeed.

Program Overview

The BIN is currently a collection of low-cost real estate assets for emerging
companies that provides access an array of programs. Even if Montgomery
County chooses to maintain the current policy objective of access to space
for emerging technology companies, there are program refinements that can
be undertaken to make the program more effective.

First, Montgomery County should review the fiscal data and policy objectives
to ensure that all Innovation Centers are designed to meet Montgomery
County’s employment needs. For example, the Wheaton Innovation Center
provides low cost space primarily to business service providers at a cost to
Montgomery County of more than $300,000 per year. This is a very expen-
sive subsidy to maintain a leased facility to assist companies that maintain oc-
cupancy for a longer time on average than the technology-based Innovation
Centers. Montgomery County could work with a local real estate firm/
property manager to re-locate these firms and reallocate the financial re-
sources to provide more significant technology-industry specific programming
or to increase access to staffing with more industry expertise.

Another element for fiscal analysis should include the costs associated with
each of the Innovation Centers. For example, operating costs for the Rock-
ville Innovation Center are significantly higher than the other facilities. If this
disparity could be addressed—for example by modifying the financing mecha-
nism—resources can be freed up to provide additional funding for the re-
mainder of the program.

Many successful incubator programs throughout the country do not have the
burden of ongoing capital expenditures. In the 201 | study Incubating Success
referenced earlier, approximately 25% of companies studied covered their
operating costs (excluding capital expenses) with revenue from rent and ser-
vices. One of the ways to make the BIN a more self-sustaining program
would be to eliminate the ongoing debt service payments by having Mont-
gomery County assume the obligation/pay off existing debt associated with
Innovation Centers with the goal of having most or all operating and person-
nel costs covered by rent revenue alone.®




Additionally, the BIN can work more proactively with potential BIN partici-
pant companies to establish milestones that will govern the length of time a
company can be a resident of one the Innovation Centers. This would serve a
number of functions. First, it would create greater accountability on the part
of the companies to achieve key growth objectives. Second, it would help the
internal management of the real estate because there would be timelines to
provide guidance to roughly how long each company would be an Innovation
Center resident and staff would know when to begin recruiting new compa-
nies. Third, it would benefit the local commercial real estate market since
there would be greater clarity regarding when firms would be moving from
the Innovation Centers. Finally, it would aid staff in working with individual
companies on guidance that is needed to achieve the next milestone so that
programming can better meet each company’s needs.
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CONCLUSIONS AND
RECOMMENDATIONS

In concluding a report like this, it is important to keep in mind the initial premise of the
document. In this case the DED wanted to evaluate its BIN program in terms of meet-
ing its stated policy objectives. In addition, DED wanted to refine its economic devel-
opment strategy for the BIN. Finally, DED wanted to have policy alternatives to help
set future directions for the BIN.

The BIN did in fact achieve its stated policy objectives, but these objectives, or in this
case objective, were never refined beyond the initial goal—to provide ready access to
space for emerging technology firms with flexible terms in order to grow companies.
Montgomery County has in fact been very successful in achieving its stated objective
for the BIN, by virtue of the fact that when this objective was first articulated, Mont-
gomery County contracted for the management of one incubator in leased space hous-
ing 9 companies, and now Montgomery County has a network of five incubators hous-
ing approximately 140 companies.

One can argue that the goal should have been expanded once the program was up and
running. There were certainly attempts to collect data that could be used to substanti-
ate broader policy objectives. However, in the vast majority of the policy documents—
those documents used to persuade policymakers or reflect policy decisions—obtained
by Orion, the goal of providing space for emerging technology firms, was and continues
to be the BIN’s primary policy objective.

That does not mean that there are not some elements of this policy directive that can-
not be improved upon if for no other reason than it is a more prudent approach. For
example, as has been outlined in the fiscal analysis section, a number of the individual
incubators do not cover their debt service or lease payments much less the cost of the
programs and services provided. In one case, that of the Wheaton Business Innovation
Center, it spends more than it takes in, has the longest average occupancy rates for the
firms located there and does not meet the stated objective of providing space for
emerging technology companies. There will be specific recommendations forthcoming,
but this would appear to be a place where there could be a more effective allocation of
resources.

Currently, there is some interest in possibly expanding the BIN'’s policy objective in
order to facilitate other activities like increasing the amount of venture capital raised
by firms in Montgomery County or increasing the culture of entrepreneurship in Mont-




gomery County. There can be and probably are many good and legitimate
objectives for an incubator, much less a network of five. However, it is critical
that first and foremost the policymakers (including the executive and legisla-
tive branches of government) establish and agree upon a clear set of policy
objectives for the program, as well as a clear set of outcome measures. Then
the policymakers must allow the DED staff to develop as clear a link as possi-
ble between the stated objectives and the outcome measure(s) for that objec-
tive. Given the challenges in determining specific cause and effect between
economic development goals and outcomes generally, this is not an easy task,
but it is virtually impossible if there is not clear policy guidance. This also al-
lows both Montgomery County’s leaders and staff to have “buy-in” to ensur-
ing the program is achieving its goals.

As far as specific policy objectives are concerned, the preceding section out-
lined five different options. There are certainly other options that could be
considered, but those stated above are a good match for Montgomery Coun-
ty’s assets. As such, we would urge their review and the review of the accom-
panying materials outlining the programs or areas where similar programs
have been developed or implemented. When considering these alternatives,
or any alternatives that may have merit, remember that it is important to
look upon them with an eye toward tailoring them to the community’s needs
not just trying to copy a program that may be successful elsewhere. Also, the
alternatives presented are not designed to provide either/or choices. In fact,
it may be possible to take elements from each of the alternatives to expand
the BIN'’s activities to create a program that can achieve a number of different
objectives.

Specific Program Recommendations

Montgomery County seeks to make a significant statement in the area of eco-
nomic development within the region. A bold transition from the current BIN
to a more aggressive program that leverages Montgomery County’s assets is
one step in helping to make this statement. In addition, it helps to differenti-
ate the County’s BIN from other incubator programs in the region. Orion has
provided the following recommendations that are designed to adapt elements
of exciting programs from around the nation in order for Montgomery Coun-
ty to grow its BIN program.

I) Restructure the existing BIN program to provide additional funding
for new or ongoing programmatic efforts. Within the existing pro-
gram, the Wheaton Innovation Center does not appear to meet any
of the program’s key priorities and it costs more than $300,000 each
year to operate. Montgomery County leases the space for this Inno-
vation Center and it does not even recover the annual lease costs
through the rents paid by the program participants. While each of the
Innovation Centers has a high occupancy rate, there is a large per-




centage of square footage at each facility that is not being utilized. It
would be possible to reconfigure the space in the facilities that Mont-
gomery County owns (or will own) to provide space for the program
participants in Wheaton and use the $300,000 for additional program
funding. Alternatively, none of the program participants in Wheaton
are either technology or life science firms requiring specialized fit-out,
and there is a great deal of commercial space available for lease that
could be used by the firms in the Wheaton Innovation Center. For
example, as Westfield or other development partners proceed on
projects in Wheaton, they could be approached regarding space that
could be made available to existing BIN tenants. Finally, the additional
resources that this would provide could be used for funding new or
additional Innovation Center programs or activities.

2) Establish a specific industry focus for each Innovation Center. The
BIN provides a critical mass of activity within its overall programming
and because of the physical characteristics of some of the innovation
centers there has been a de facto industry focus. However, in order
to develop specific industry expertise, marketing cache and competi-
tive advantage, it will be necessary for Montgomery County to work
with industry and develop a specific focus for each Innovation Center.

3) Establish formal commercialization relationships and strategies with
key academic and federal research partners. As previously noted in
the report, Montgomery County is fortunate that a number of re-
search institutions with research activities located in Montgomery
County are interested in intensifying their efforts to increase com-
mercialization of their research output. The Innovation Centers with
specific industrial focus, space and expertise provide a unique and
logical opportunity to establish a mechanism to incubate commercial
opportunities emerging these research institutions.

4) Establish an accelerator that could be implanted in one of two ways.
The BIN could use existing space at one of the Innovation Centers to
host 2 to 3 new ‘classes’ of startup companies each year. Alternative-
ly, BIN staff could work with local commercial real estate firms to
identify space that could be used for a short-term accelerator pro-
cess. In either case, the goal is to rapidly foster new company growth
and quickly move companies from the program into local real estate.

General Recommendations

The following recommendations should be applied no matter which policy
alternatives Montgomery County seeks to implement, even if Montgomery
County does not seek to make significant changes to the current program.
These are designed to improve the utilization of the existing limited re-




sources and to provide greater clarity to the BIN and the effectiveness of its
programs.

)

2)

3)

4

3)

6)

7)

8)

9)

Establish a clear policy objective(s) to achieve future economic
growth and provide guidance to DED management and staff to estab-
lish measureable outcomes associated with the policy to provide
benchmarks for success.

Have a clear, consistent and regular mechanism for tracking outcome
measures and participating company data. It is important to maintain
regular tracking of companies in the program and those that have
graduated in order to have any meaningful data and statistics. This
should be done in a standardized, centralized database.

Focus BIN activities on industry segments where Montgomery Coun-
ty has or can achieve a competitive advantage and will create jobs
with incomes sufficient to allow employees of BIN companies the op-
portunity to reside in Montgomery County.

Develop programming that is tailored to the specific activities/
requirements of each Innovation Center and ensure adequate re-
sources for appropriate staffing to provide ongoing support for par-
ticipant companies.

Provide resources for Innovation Center tenants that can be used to
address their ongoing capital requirements in addition to subsidizing
lease payments.

Proactively develop milestones for participant companies that will
lead to a more defined period of occupancy and more defined gradua-
tion requirements to ensure that Montgomery County’s resources
are being used to assist companies that demonstrate a high likelihood
of moving out of the BIN and into other locally owned commercial
real estate.

Establish a recruitment process for new companies (this can be done
through Policy Alternatives |-4) to provide a ‘pipeline’ of candidate
companies to move into the BIN as firms either graduate or fail to
meet their established milestones.

Develop a detailed recommendation for staffing requirements to
meet new programmatic needs or modifications.

Explore alternatives for reducing debt service associated with capital
expenditures.




Montgomery County’s investment in its Business Innovation Network has
established a solid foundation to aid in future economic growth in key indus-
try segments. The Policy Alternatives outlined in this report coupled with the
preceding Recommendations now provide options of how to leverage that
investment. Clear decision-making and effective programmatic implementa-
tion may indeed allow Montgomery County to be in the forefront of using a
company incubation model to achieve entrepreneurial, technology-oriented
economic growth.

Next Steps

Now that Montgomery County has a clearer understanding of its current BIN
program, and of options for future growth, in order to better inform Mont-
gomery County’s decision on the next steps it chooses for the BIN, Orion
recommends that DED undertake an in-depth cost-benefit analysis and imple-
mentation strategy analysis for each of the alternatives presented in this re-
port, or the alternative that seems to best meet Montgomery County’s policy
objectives. Orion also recommends that a rigorous competitive analysis be
completed with respect to other incubators in Maryland, the District of Co-
lumbia and Virginia.
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APPENDIX 1

Sample of BIN companies successfully growing in Montgomery County
June 2009. Updated May 2012
Source: Montgomery County Department of Economic Development

Avalon Pharmaceuticals (sold to Clinical Data)

Ken Carter, Ph.D. Admitted: January 2000
CEO through IPO & acquisition Graduated: October 2000
20358 Seneca Meadows Parkway Current Employees: 135
Germantown, MD 20876 Employees at Admission: 3
301-556-9900

Avalon Pharmaceuticals, Inc./Clinical Data is a biotech company that utilizes an innovative
chemical genetics approach to create safer and more effective small molecules medicines-
focused in the area of cancer.

The company raised more than 60 million in venture capital funding. In December 2004 the
company was selected as a Top 100 Innovator by Red Herring. Red Herring covers technolo-
gy innovation, venture financing, and the deals that make a difference. Its award-winning jour-
nalists go deeper, providing a comprehensive, critical analysis of what’s new and why it mat-
ters. Red Herring’s editorial staff evaluated over 1,200 submissions from 900 public and pri-
vate companies, and selected the Top Innovator companies. The company executed an IPO in
2005 and was sold in 2009 to Clinical Data. Today Clinical Data occupies 56Ksf of office and
lab space in the County.

Dr. Carter returned to the Montgomery County Incubator Network to launch his current
venture, Noble Life Sciences, which also graduated and occupies 6,000 square feet of office
and lab space in Gaithersburg. The company currently employs 6 people. In addition he and
his team are actively investing and incubating several additional companies, and continue to
collaborate with the Montgomery County Incubator Network as Virtual Members.

Visual Networks (acquired by Fluke Electronics - division of Danaher, Corp)

Scott Stouffer Admitted: July 1999

Founding CEO Graduated: Expanded to occupy predecs-
2096 Gaither Road sor space to SGIC
Rockville, MD 20850 Current Employees: 281

301-296-2300 Employees at Admission: 5

Visual Networks is a provider of WAN systems and technology. The company executed an
IPO in 1998 and was successfully sold to Danaher in 2006. The State of Maryland earned
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$23MM on its investment through the Maryland Venture Fund which seeded the Maryland
Technology Development Corporation (TEDCO). This is one of the most successful incuba-
tor graduate companies in the State. Today the company occupies 9,000 square feet of office
space.

Mr. Stouffer is currently back in the Montgomery County Incubator Network with a new
venture, Grodo, Inc, www.grodo.com. The company has two full time employees (himself

included) and several part time employees.

Nextone Communications (re-named NextPoint Networks)

Sridhar Ramachandran CEO Admitted: April 1999

101 Orchard Ridge Rd., Suite 300 Graduated: January 2003
Gaithersburg, MD 20878 Current Employees: 225
Tel. 240-912-1300 Employees at Admission: 4

Nextone develops carrier-grade products that provide scalable session management of voice
over IP (VoIP) and other real-time services. Nextone’s portfolio of core and edge session
management technologies enables service providers and carriers to interconnect their voice
networks in the most simple and cost effective way. Nextone has offices in Asia and Europe.

One of the founders, Raj Sharma has returned to the Montgomery County Incubator Net-
work to launch 3CLogic, a cloud-based call center company.

Systems Integration & Development, INC (SID)

Ajay Agrawal, President & Founder Admitted: January 1999
9900 Belward Campus Drive Graduated: July 2002
Rockville, MD 20850 Current Employees: 110
Tel. 301-840-2120 Employees at Admission: 4

SID specializes in designing, developing, and implementing superior quality web based soft-
ware solutions for commercial enterprises and government agencies. SID has developed sev-
eral web based COTS tools as solutions for workflow management, document management
and tracking systems. In 2004 the company was named members of several key “who’s who”
lists in the IT world, including Maryland Technology Fast 50 (ranked 21st), Washington Tech-
nology Fast 50 (ranked I3th), and the Technology Fast 500 for North America (ranked
483rd.) The company occupies 7,200 square feet of office space.

GeneDX, Inc.
Sherri Bale & John Compton, Founders Admitted: July 1999

President & Clinical Director Graduated: September 2002
207 Perry Parkway Current Employees: 200
Gaithersburg, MD 20877 Employees at Admission: 2

Tel: 301-519-2100, x102

GeneDx specializes in genetic testing for rare hereditary disorders. Its mission is to make
clinical testing available to people with rare genetic conditions and their families. The found-
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ers and its technology came from the National Institutes of Health. The company occupies
15,000 square feet of office and lab space.

Opgen, Inc.

Doug White Admitted: March 2008
CEO Graduated: July 2008

708 Quince Orchard Boulevard Current Employees: 50
Gaithersburg, MD 20878 Employees at Admission: 2

Tel: 301-919-6635

Opgen holds the record for the fastest graduation in the Incubator Network. The company
owns a proprietary molecular detection system. The purpose of its technology is to detect and
identify pathogens. Opgen’s technology was utilized by the U.S. FDA to detect and trace the
source of e-coli and salmonella that broke out in the produce markets. The company has re-
ceived $75MM in venture funding and has contracts with the FDA and DARPA. Opgen occu-
pies 14,000 square feet of office and lab space in Gaithersburg.

The company’s founding CEO, Noel Doheny brought the company to Maryland from Wiscon-
sin. He is currently the CEO of Epigenomics, another company he is moving to Maryland; this

one from the west coast.

Aeras Global TB Foundation

Jim Connelly Admitted: February 2004
President & CEO Graduated: September 2006
1405 Research Boulevard Current Employees: 65
Rockville, MD 20850 Employees at Admission: 5

Tel: 301-547-2900

Aeras is the recipient of over $329MM in grants, namely from the Bill & Melinda Gates Foun-
dation. The organization is focused on developing a new and improved vaccine for tuberculo-
sis, as well as diagnostics and therapeutics. The company occupies 6,000 square feet of office
and lab space.

Radius Technology Group, Inc.

Chris Archer Admitted: August 2004
CEO Graduated: August 2007
804 Pershing Court, Suite 001 Current Employees: 30
Silver Spring, MD 20910 Employees at Admission: 3

Radius Technology is an award winning Information Assurance and Security Services Firm.
They offer innovative, comprehensive information assurance and technology security services.
Their risk-based approach aligns the most effective information assurance solutions with the
unique needs and business objectives of its clients. Radius purchased its current location (1,200
square feet) upon its graduation from the Silver Spring Innovation Center.
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Get Real Consulting (formerly InetXperts)

Robin Weiner Admitted: October 2002
CEO Graduated: December 2007
51 Monroe Street Current Employees: 30
Suite 1903 Employees at Admission: 3

Rockville, MD 20850

Get Real Consulting is the 2009 Microsoft Health Users Group—Innovation Awards Winner
and the 2008 Emerging Business of the Year (Montgomery County Chamber). The company
focuses on delivering high quality IT/Healthcare solutions and was one of the first Microsoft
Health Vault solutions providers. The company occupies 1,600 square feet of office space.
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APPENDIX 3

Description of Seminars and Programs

Refer to the following documents for an overview of programs and services that have been
provided by the BIN. Note that not all programs described are currently offered or have been
implemented throughout the entire history of the BIN.




Montgomery County
M A R Y L A N D
DEPARTMENT OF ECONOMIC DEVELOPMENT

MONTGOMERY COUNTY )
' Business Incusaron Nerwon




MONTGOMERY COUNTY, MARYLAND - YOUR STRATEGIC BUSINESS ADDRESS!

Next door to the nation’s capital city of Washington, D.C., we're your gateway to

the region’s robust federal marketplace. We have 10 federal research and regulatory
agencies located here, incdluding the National Institutes of Health, the Food and Drug
Administration, and the National Institute of Standards and Technology. Centrally
located at the epicenter of the Mid-Atlantic's thriving federal, biotech and advanced
technology marketplace, we are located two hours or less by air from 60% of the US.
and Canadian population, with three major airports offering 475 weekly non-stop flights
to 34 destinations in 29 foreign countries. No wonder we're home to the headquarters
of industry leaders including Marriott International, Medimmune, Lockheed Martin,
Discovery Communications and Hughes Network Systems.

THE INCUBATOR NETWORK

Managed by the Montgomery County Department of Economic Development, the Business Incubator Network
offiers the infrastructure and resources needed to facilitate the growth and success of young biotech, advanced
technology and business services companies, thereby stimulating job creation to benefit the local economy.

HOW IT WORKS
Step 1: Information & Application

« Dur website (www.montgomerycountymd.gov/ded) is your best source for initial, general information on our
Incubator Network and individual incubator facilities.
« Contact the Business Incubator Network when you're ready to:

= Schedule a tour

» Discuss your company’s business plan
- Review admission requirements

- Obtain an application

« Discuss a spedific question

Step 2: Admission

» Submit a completed application including your company's business plan for review by our incubator Tenant
Review Committee (TRC).

« Our staff will pre-screen your application and either schedule a company presentation before the TRC or provide
you with detailed comments and guidance on steps you can take to get your business plan to the neit level.

» 5cheduled presentations are limited to 15 minutes, followed by Q&A from the Committea.

« Admission decisions are made and communicated to each company within 24 hours.

Step 3: Terms

« Once admitted, you must provide the first month's payment, a security deposit (equal to the first month's
payment) and a certificate of insurance. Terms are for one year, renewable annually for three to four years.




Step 4: Resources

«While in the facility, your company will benefit from a menu of cost-free programs, services and amenities, including:
- Access to sources of capital
» Monthly business education programs
» Business networking events
- Legal and intellectual property resources and services
- Shared amenities incdluding fully-integrated multi-media conference rooms,
business and lab equipment, office services and more
- Periodic progress reviews with our Tenant Review Committea to help track your
progress and keep your company on the path to continued growth and success

Step 5: Graduation

= As your company gradually increases its revenues, staff and office or lab space, you'll ultimately outgrow the facility.

- At that time, our staff will gladly help celebrate your company’s “graduation,” and assist you with finding new
commercial office space.

« After graduation from the incubator, your company will continue to benefit from the ongoing support and resources
of the Department of Economic Development.

A PROVEN FORMULA FOR SUCCESS

- Since 1999, graduates of the County's Business Incubator Metwork have added over 1,000 jobs to the local economy.
«The Mational Business Incubator Assodation estimates that four out of five new businesses fail within the first five
years, while 80 percent of firms cultivated in an incubator are still in business after that same time period.
= Successful graduates include:
» Aeras Global Foundation
- Avalon Phamaceuticals
- Nextone

« Tetracore
«Visual Metworks

INCUBATOR NETWORK FACILITIES

Maryland Technology Development Center
Opened in 1999, Montgomery County’s 60,000 s.£. flagship incubator facility features 24 wet labs, 60 offices and
accommodates 35-45 biotech and advanced technology companies.

Silver Spring Innovation Center
Opened in 2004, this 20,000 5., 4-story facility is currently home to over 20 multi-media, advanced technology and
wireless companies. [t features 40 offices, and is ideally situated in a Federal Hub Zone staps from Washington, D.C.

Wheaton Business Innovation Center
Opened in 2006, this custom-designed, 10,000 s£. Centar has 30 offices and is located literally across the streat from
the Wheaton Metro Station in one of the County's Enterprise Zones, offering special tax incentives to eligible businesses.

Rockville Innovation Center

Opening in 2007, this brand new, state-of-the-art 25,000 s.f. Center features over 50 offices and will host 25-35
international and bicinformatics companies in the heart of Rockville’s new 5350 million Town Center.
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Maryland Intellectual Property Legal Resource Center

Maryland Intellectual Property Lepal Resource Center
University of Maryland
387 Technology Drive
Callege Park, MD 20742-3371

301-314-8572

POLICY STATEMENT

Missi
The Maryland Intellectual Property Legal Resource Center was established in 2002 to educate law students,
entreprenenrs, and the community about the legal aspects of intellectnal property. As part of its mission,
the MIPLRC also provides free lepal services on intellectual property and related matters to emerging
technology companies and explores relevant legal, ethical and policy issues in the high techmology and
intellectual property areas.

Legal Services

The Center delivers legal services primarily fhrough law students, who practice imder the snpervision of
experienced faculty members. The Center is therefore a vehicle for training law students to serve the needs
of early stape high technology companies. The types of legal services provided are explained in greater
detail under Legal Services.

The Role of the Center

The MIPLRC provides services from its locations af the University of Maryland in College Park, Maryland,
and the University of Maryland School of Law in Baltimore, Maryland. In addition fo offering academic
courses for law stndents at the University of Maryland School of Law, the Center also presents workshops
and lectures on intellectual property issues of relevance to high technology and biotechnolopy start-up
companies. The Center was designed to have three distinct components: an academic program, a clinical
program, and a public policy and ethics program.

=  Throngh its academic component, the Center offers academic conrses for credit to law students,
as well as presenting workshops and lectures on infellectual property issnes of interest fo start-up
companies. In the future, the MIPLRC may develop academic offerings for local attomeys,
entreprenenrs and scientists, and it may also provide in-house fraining programs for employees
and manapement of emerging companies.

*  Through the Center's climical component, law students provide intellectnal property and related
legal services to high tech start-up companies and individnal entrepreneurs. All services are
provided free of charge. Since July 2002, approximately 300 clients have received legal services
provided by more than 90 stndent attorneys.

*  The Center's public policy component is still evolving. The MIFLRC plans fo provide a forum
for discussion of ethical and public policy issues relating to the biotech industry, snch as gene
patenting and licensing, privacy of genetic information, and use of human tissue and human
subjects for research. We seek to accomplish this poal by sponsoring seminars and romndtable
discnssions on relevant topics and by providing information to local companies on relevant
legislation pending at the state and national levels.
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APPENDIX 4

Georgia Centers of Innovation

Georgia's Centers of Innovation provide unique, technology-oriented support to businesses and
start-ups in the areas of aerospace, agribusiness, energy, life sciences, logistics and advanced manu-
facturing. Each center provides direct access to university and technical college applied research,
commercialization resources, technology connections, matching grant funds, potential investor net-
works and key government agencies. Client companies are connected to industry-specific experts
on the leading edge of technology and innovation. The centers aim to cut red tape, streamline
connections and seek technology solutions to industry-led challenges—a framework for a pro-
growth, innovative business environment for industries critical to Georgia's expansion.

Center of Innovation for Life Sciences

Augusta, Georgia

http://lifesciences.georgiainnovation.org

Led by industry veterans, this center accelerates the growth of life sciences companies with busi-
ness development assistance and access to top-notch research at Georgia universities, lab and
business incubator space and industry expertise. Pioneering companies of all sizes find the life sci-
ences-specific technology solutions and industry intelligence a valuable resource to grow business
and speed new products to market.

Center of Innovation for Energy

Atlanta, Georgia

http://energy.georgiainnovation.org

This center focuses on expanding and strengthening the state of Georgia's bioenergy industry. Ex-
perienced industry experts provide direct assistance to address industry challenges. With a busi-
ness-oriented focus, the center supports the expansion, production and use of renewable energy
and biofuels. Connections to technology, advanced research, commercialization, transportation
infrastructure and funding provide a competitive advantage in the evolving marketplace of renewa-
ble energy.

Center of Innovation for Agribusiness

Tifton, Georgia

http://agribusiness.georgiainnovation.org

This center is Georgia's central resource for accelerating growth in the agribusiness industry. Its
team provides business development and growth assistance to companies in the areas of precision
agriculture; value-added agriculture such as nutraceuticals and organics; the poultry industry; forest
products and biotechnology. Direct access to world-class research facilities and the center's
knowledge network give clients a competitive edge. The center provides industry expertise, con-
nections to key state agencies and funding to commercialize innovative research, connecting com-
panies involved in every sector of agribusiness.
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Center of Innovation for Manufacturing

Gainesville, Georgia

http://manufacturing.georgiainnovation.org

This center provides the tools needed by advanced manufacturers in Georgia to compete in to-
day’s global marketplace. Expertise includes 5S, TPM, Lean evaluations and value stream mapping;
customized training programs with the latest advanced robotics and PLC; and CIM equipment, all
of which enhance growth and a company’s bottom line. Its R&D-friendly environment includes the
latest prototyping equipment, allowing companies to test new ideas before investing money. The
team provides the connections needed to evaluate, implement and maximize technology to suc-
ceed in today’s competitive environment.

Center of Innovation for Logistics

Savannah, Georgia

http://logistics.georgiainnovation.org

This center is Georgia's leading resource for accelerating logistics growth and competitiveness in
the state. Its team connects and works directly with all logistics sectors to identify common prob-
lems and innovative solutions. Access to applied university research, product commercialization
and matching grant funds enhance participating companies’ competitive edge. The center’s collabo-
ration with technology firms and academia provides connections and resources to address the
constant challenges of the 3 V’s of logistics: volume, velocity and visibility.

Center of Innovation for Aerospace

Eastman, Georgia

http://aerospace.georgiainnovation.org

This center is Georgia's one-stop shop for the aerospace industry. From blue-chip defense con-
tractors and aviation start-ups to local machine-tooling businesses, the team enables companies to
accelerate growth and improve the bottom line. Led by business-savvy industry veterans, the cen-
ter helps Georgia firms become integral parts of the U.S. Air Force’s powerful supply chain; pro-
vides grants to create new technology insertion programs; deploys research expertise to solve
questions of national significance; and delivers worker training programs.

See the Georgia Centers of Innovation Woebsite for more information: http://
www.georgiahealth.edu/incubator/centers.html

Austin Technology Incubator

Press Release:
Austin Technology Incubator Graduates Six Clean Energy Companies: Atonometrics,

Dorsan Biofuels, Firefly LED Lighting, Ideal Power Converters, OpenAlgae and RRE Solar

Austin, Texas
(PRWEB)
January 26, 2012

Tonight, at a special graduation and alumni event, the Austin Technology Incubator (ATI), a not-for
-profit part of the IC2 Institute of The University of Texas at Austin (UT), will graduate 2| compa-
nies. Of those 21, six companies were part of ATI’s Clean Energy portfolio, including Atonomet-
rics, Dorsan Biofuels, Firefly LED Lighting, Ideal Power Converters, OpenAlgae and RRE Solar.
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These companies have collectively achieved remarkable business successes and have created hun-
dreds of jobs for Texans.

Over 20+ years, ATl has developed and refined industry specific capabilities, currently organized
into Information Technology, Wireless, Clean Energy and Bioscience sectors. In each industry sec-
tor, ATI brings its portfolio companies deep domain expertise and market- and technology-specific
networks of advisors and investors. Tonight’s graduation event showcases successes in all four sec-
tors, including six remarkable companies in clean energy.

Founded in 2001, the ATI Clean Energy Incubator (CEl) is one of the longest-established clean en-
ergy incubators in the United States and has a privileged position since UT does more energy re-
search than any other university in the world. Through a strong partnership with the local electric
company, Austin Energy, CEl has historically focused on electricity-related startups and is continu-
ing the leadership role as a founding participant in the Pecan Street Project, which is running a $30
million smart grid/smart premises demonstration project in Austin. Currently, CEl is working suc-
cessfully across the clean energy and clean tech spectrum with companies in the important spaces
of water, energy management & efficiency, transportation, and green building technologies.

CEl has always invested in building the clean energy/clean tech ecosystem in Central Texas. With
Austin Energy, CEl hosts the annual Clean Energy Venture Summit, the premier clean energy in-
vestment conference in Texas. The team also partners with the CleanTX Foundation to host
CleanTX Forums and Solar Energy Entrepreneur Networking (SEEN) events in Austin. CEl is sup-
ported by the City of Austin, the Texas State Energy Conservation Office and the US Department
of Energy. The six Clean Energy graduates include:

Atonometrics is a leading supplier of test and measurement technology for the solar photovoltaics
(PV) industry. The company has a worldwide presence with customers in Europe, Asia and North
America. Germany’s leading PV national laboratory, Fraunhofer, has adopted Atonometrics’ prod-
ucts in their PV lab.

Dorsan Biofuels was an early-stage biotech company with a proprietary technology for creating
fungal biocatalysts capable of producing advanced biofuels and chemicals from agricultural, munici-
pal and industrial waste materials. Dorsan Biofuels raised enough angel money and SBIR funding
from the US DOD to perform the research required to secure the IP and successfully completed a
sale of those assets to Novozymes A/S, a large multinational producer of high-value chemicals, in
December 201 I. Dr. Kay Hammer returned to ATl as CEO of Dorsan Biofuels after also being the
co-founder, along with Robin Curle, of one of the very first portfolio companies for AT| 20+ years
ago. In 1991, Hammer co-founded Evolutionary Technologies International (ETI) — the first spin-
out from MCC - to commercialize the results of a 3-year research project to build an enterprise
solution to data integration management.

Firefly LED Lighting, founded in 2009, provides patented Firefly LED lighting to numerous commer-
cial properties and residences with long life and high efficiency, using only 10% of the electricity
versus incandescent lamps. With up to 60,500 hours of light output, Firefly LED lamps are the
brightest, most energy efficient LED lights on the market. Made here in the USA in Texas, Firefly
lighting is in large hotels, government buildings, restaurants, commercial properties and universi-
ties. Notably, the Texas-based, revenue generating company received a $3 million ETF grant and is
bringing manufacturing jobs to the state.
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Ideal Power Converters (IPC) makes electric power converters critical to clean energy installa-
tions, especially commercial-scale solar. Its PV inverter, as one example, reduces the weight and
size of conventional inverters by 90%, disrupting this multi-billion dollar market. Recognized by the
State of Texas with a $1 million ETF investment, and $2.5 million from the DOFE’s Advanced Re-
search Projects Agency-Energy, production of these lightweight systems will also create thousands
of clean tech jobs in Central Texas.

OpenAlgae enables low-cost recovery of oils from algae — a solution that requires novel technolo-
gies and disciplines ranging from biology to engineering, physics to water management. Algae pro-
cessing requires a series of difficult separations. The difficulties lie not in the separations, but in
doing each separation in a cost-effective, scalable way. OpenAlgae efficiently and cost-effectively
concentrates algae from water and recovers oils from algae without using solvents or drying.
Founded in 2008, OpenAlgae is owned by the Board of Regents of The University of Texas at Aus-
tin and Organic Fuels Holdings, Inc., Houston, Texas.

RRE Austin Solar develops large-scale solar farms and plans to become a 500MW+ solar developer
within 5 years. It is developing the largest solar energy farm in Texas, the Pflugerville Solar Farm,
where it will produce 60 MW. RRE wants to provide renewable energy through solar PV and be-
come a change agent of clean energy perception.

“It is amazing to be part of ATl during a phase of explosive growth of clean energy and technology
companies here in Central Texas. It has been a privilege and a pleasure to work with these six ear-
ly-stage clean energy companies and assist in getting them to the point of where they are today,”
said Mitch Jacobson, Clean Energy Co-Director. “We are very proud of these six companies who
are helping to solidify Austin’s and ATI’s leadership in the clean energy and clean tech industry. We
look forward to watching their continued success and helping more companies prosper in this very
exciting industry.”

About

The Austin Technology Incubator is a not-for-profit part of the IC2 Institute of The University of
Texas at Austin that harnesses business, government and academic resources to provide strategic
counsel, operational guidance and infrastructure support to its member companies to help them
transition from early stage ventures to successful technology businesses. Since its founding in 1989,
ATI has worked with hundreds of companies, helping raise close to $1 Billion in investor capital.
For more information, visit http://www.ati.utexas.edu.
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APPENDIX 5

Article from Los Angeles Times:
Cities without business accelerators risk losing start-ups

Gus G. Sentementes

July 05, 2011

Reporting from Baltimore — The two young entrepreneurs did everything right to launch a start-
up company in Baltimore: They developed a bright idea. They won a local business competition.
They networked.

But when it came time for Nick Miller and Adam Zilberbaum to take their business to the next
level, the creators of Parking Panda — a smartphone app that helps people rent out their parking
spots — took their fledgling company to the Big Apple.

What drew them away? A business accelerator that offered the pair $25,000, three months of
office space in Times Square and the chance to schmooze with New York's high-profile entrepre-
neurs and venture capitalists.

"Having the opportunity in New York and not having one at all in Baltimore makes the decision a
little bit easier," Miller said. "It's really a great opportunity to meet people who will help our busi-
ness grow."

Baltimore might have had its own private accelerator in place this summer — Miller and Zilber-
baum applied for it — but organizers couldn't pull together the necessary funding.

From Silicon Valley in California to Silicon Alley in New York, business accelerators are drawing
attention from venture capitalists and attracting start-ups striving to be the next Facebook or
Twitter. For many fresh-faced entrepreneurs, such programs fill the gap between having a good
idea and creating a working prototype.

For other cities, there is a risk of getting lapped in the race to attract promising entrepreneurs if
the local technology community can't develop its own accelerator program.

Accelerators are "kind of a global trend," said David Troy, an entrepreneur and prominent advo-
cate for Baltimore's technology community. "The challenge here is that there's really no reason
why those guys [Miller and Zilberbaum] shouldn't be doing that here in Baltimore."

Accelerators are short-term, intensive boot camps, helping founders through the earliest steps of
building a solid business plan and a prototype website or product.

In exchange for money and guidance, an accelerator company will give its investors a small stake,
ranging from 4% to 10%.

They differ from business incubators, which might nurture an already-focused start-up for a cou-
ple of years and help it attract new customers.




Page 81

The accelerator model is becoming "a vital part of any economic ecosystem," said Tom Sadowski,
president and chief executive of the Economic Alliance of Baltimore, a regional economic develop-
ment organization. "You have to be thinking about the next generation of industry and business.
It's part of the vital infrastructure we have to have in place."

Most of the accelerators grabbing headlines these days are funded by private investors. The con-
cept has spread beyond the usual tech hubs to cities such as Philadelphia and Boulder, Colo.

There are also publicly funded programs that are typically associated with universities, but they
tend to be more focused on commercializing highly specialized research rather than, say, building
Web applications for consumers.

New York is better known as a financial center than a beacon for start-ups, but venture dollars
nevertheless are flowing into the city.

Venture capital investment in the New York metro region was $580 million in the first quarter of
this year, according to the National Venture Capital Assn., nearly triple the amount that flowed
into companies in the Washington-Baltimore region during that same period.

California's Silicon Valley remains king of the start-up world. It pumped $2.5 billion into new ven-
tures in the first quarter.

Statistics on how well accelerators are positioning companies for growth are limited.

TechStars and Y Combinator finished first and second in a recent ranking by a Kauffman fellow
working with Northwestern University and the industry blog TechCocktail, which based results
partly on whether the companies they assisted were able to secure additional investment.

James Jaffe, chief executive and president of the National Assn. of Seed and Venture Funds, said the
spread of accelerators "is something we want to encourage.”

But some see the potential for a market glut.

"Like anything, there can also simply be too many of these organizations," said Lawson DeVries, a
principal with Grotech Ventures, an investment firm in Virginia. "The success of these programs is
defined by the quality of the companies coming out of their classes, and as more and more acceler-
ators crop up, this will obviously dilute the quality."

For a digital copy of the article above, visit: http://articles.latimes.com/201 1/jul/05/business/la-fi-
accelerators-20110705
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APPENDIX 6

Seattle Accelerator

The Seattle Accelerator Corporation (Accelerator Corporation), founded in 2003, is a vehicle
for disciplined and efficient investment in and management of emerging biotechnology opportu-
nities. Located in Seattle, Washington, the company identifies, evaluates, finances, and manages
ground-breaking emerging life sciences opportunities. The company has established and built a
largely proprietary array of sources of deal flow, as well as a key set of resources to bring to
bear in the development of the best opportunities emerging from those sources. These key
resources, provided by Accelerator and its Affiliates — Amgen Ventures, ARCH Venture Part-
ners, OVP Venture Partners, PPD, Inc., WRF Capital, Alexandria Real Estate Equities, Inc., and
the Institute for Systems Biology — include committed investment capital, state-of-the-art facili-
ties, world-class scientific and technical expertise and support, and experienced start-up man-
agement.

In the past eight years, twelve companies have been invested in through Accelerator. Five have
emerged and raised follow on financings of more than $144 million, one company remains
domiciled at Accelerator. Two companies remain under management at Accelerator. In all,
Accelerator companies have raised in excess of $21 | million in initial and follow-on financings.
Accelerator’s investors have committed an additional $22.5 million to enable Accelerator to
continue to identify, capitalize, and develop the next-generation of exciting emerging biotech-
nologies.

Accelerator Corporation relies upon a unique set of sources to fill a world-class pipeline of
deal flow and has established and utilized a now proven array of resources to identify, evaluate,
capitalize and manage emerging biotechnology companies. Accelerator provides this unprece-
dented collection of resources via a partnership between top-tiered investors, dedicated man-
agement, and a world-class research institute. These groups have come together because they
recognize the potential of biotechnology both as an investment opportunity and as a critical
component of the rapidly evolving future of medicine and healthcare. Moreover, these individu-
als and organizations have extensive experience in the difficult, complex and costly process of
transforming an exciting laboratory discovery into a commercial product. By providing their
expertise with companies in the Accelerator portfolio, these industry leaders provide critical
knowledge and resources that can help to streamline the development and accelerate the com-
mercialization of novel technologies.

Accelerator, through the global activities of its affiliates, has access to exciting new technolo-
gies and commercial opportunities developed at leading research institutions, universities and
biotechnology companies around the world. This enables Accelerator to select only the most
compelling investments from a deep pool of promising opportunities.

For more information on the Accelerator Corporation, visit: http://www.acceleratorcorp.com/
home
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APPENDIX 7

The Chesapeake Innovation Center
The Chesapeake Innovation Center, located in the “informatics corridor” of Anne Arundel

County, Maryland, is a business accelerator that focuses the power of entrepreneurship on
America’s most pressing security requirements. By creating a bridge between major users of
security technology and small companies at the forefront of innovation, the CIC, its Partners
and Member companies are able to offer significant advancements in the areas of informatics,
physical and cyber security technologies.

The CIC, America’s first homeland and national security focused accelerator, has partnerships
strategic to America’s national security, which include public and private sector entities. CIC
sources and screens early stage technology companies and connects those that match the de-
sired criteria to a valuable network of industry leading “Partners” in these sectors. Current
Partners include Northrop Grumman Corporation, The Boeing Company, the National Securi-
ty Agency and ARINC.

Partners engage CIC to keep them informed of innovation in its network of technology com-
munities. CIC’s network of national and international communities are generally at the leading
edge of technology and include venture capitalists, federal labs, universities, entrepreneurs,
corporations, incubators and other technology hotspots that may not be in the Partners’ net-
work. Partners engage the CIC to scout for a particular technology solution to address a mis-
sion critical or highly visible problem. CIC Partners' objectives are typically to find a technology
to acquire, invest in, team with and/or implement within their own enterprise.

CIC also mentors selected early stage technology companies and provides these Member com-
panies a menu of services to help them address the needs of growing companies including cus-
tomer contracts, funding, staffing, subject matter experts, clearances, government contracting
issues, and office facilities.

The CIC is recruiting companies with proprietary innovative technology, strong management
teams, and homeland/national security market focus. During the program’s member selection
process, each applicant is thoroughly evaluated for its business potential, technical merit and
commercial viability, ability to leverage CIC offerings, and the CIC Partner channel.

The CIC was created by the Anne Arundel Economic Development Corporation, which works
to increase Anne Arundel County's economic base through job growth and investment.
Refer to http://www.cic-tech.org/ for more information.

University of Maryland BioPark

The University of Maryland BioPark offers emerging companies an opportunity to become part
of a growing community of science joining other emerging, high-growth life science companies
and translational research centers of the University of Maryland (UM). For early-stage to ma-
ture bioscience companies, the BioPark offers a sophisticated laboratory and office environ-
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ment on the University's vibrant academic medical center campus. In 2007, the Association for
University Research Parks (AURP) named the BioPark the "Emerging University Research Science
Park of the Year."

Founded in 1807, the University of Maryland is a thriving biomedical research institution in down-
town Baltimore with professional schools of medicine, dentistry, nursing, pharmacy, law, social
work and a multi-disciplinary graduate school. Nearly 1,200 faculty received $588 million in extra-
mural funding in the last fiscal year, more than $2 billion in the last four years, in areas including
cancer, genomics, vaccines, neuroscience, vascular biology, HIV/AIDS, and regenerative medicine.
The |12-acre BioPark on the west side of campus will boast 1.8 million square feet of lab and office
space in 12 buildings plus garage parking and landscaped parks at final build-out. By 2010, 470,000
square feet in two-multi-tenant buildings, one 638-space parking garage and the State of Maryland's
new Forensic Medical Center were completed. Development of a third multi-tenant commercial
building is planned.

BioPark building designs maximize flexibility to accommodate a range of occupancies from small-
scale pre-built lab and office space in the Biolnnovation Center to full floor users. Infrastructure
meets the requirements of the most demanding science environments while permitting optimum
internal planning flexibility with minimum intrusions.

Whether your company is locally-rooted or internationally-based, the BioPark provides an ideal
location in the midst of a large regional bioscience cluster that is situated at the mid-point of the
U.S. East Coast life science corridor and with direct access to the University's talented scientists
and outstanding biomedical facilities. The BioPark is also just minutes from major interstates, the
airport, rail connections, and Baltimore’s beautiful Inner Harbor.

Refer to http://www.umbiopark.com/index.aspx for more information regarding the University of
Maryland BioPark.
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