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INTRODUCTION

On April 11, 2011, BKD, LLpr (“BKD”") was engaged to perform a Forensic Audit of the Kansas
Bioscience Authority (“KBA”). The scope of the Forensic Audit expanded significantly during
the early phases of theinvestigation. In addition to the expansion in theinitial scope of the
investigation, the reporting process was changed to include a process by which interim drafts of
the report were provided to representatives of KBA and certain representatives of the State of
Kansas. The purpose of this reporting process was to obtain broad input and information relating
to theinvestigation. The report that follows is the result of this investigation.

Several meetings were held pertaining to the Forensic Audit in July, September and December.
These meetings were attended by representatives of KBA and select representatives of the State
of Kansas. During these meetings, additional information was provided and additional
investigative procedures were devel oped, which resulted in further expansion of the scope of the
investigation.

BKD utilized the services of 16 different professionals, including eight Certified Fraud
Examiners and three computer forensics specialists during the course of thisinvestigation. These
professionals spent approximately 2,800 hours on the investigation and incurred fees and
expenses of approximately $762,000. As discussed later in thisreport, thisincluded interviews,
extensive review of documents and data at KBA' s offices, forensic analysis of computers and a
variety of other investigative techniques and procedures.

BKD conducted interviews of 69 individuals during the investigation. This has included current
and former KBA employees, current and former members of KBA Board of Directors, current
and former lawmakers with knowledge pertaining to KBA and persons and companies doing
business with KBA. To our knowledge, every person who expressed an interest in providing
information regarding KBA was provided an opportunity to present information.

During the investigation, BKD provided multiple methods for providing input and information.
For example, early in the investigation, we established a special email address for those who
wished to provide information in that manner. We provided contact information for the
investigators.

In addition, we publicized our availability at various locations off KBA’s campus for those who
felt more comfortable meeting in an off-campus environment. We also announced our
availability on or off KBA’s campus during lunch hours or after business hoursin an effort to
provide an easy way for anyone with information to provide this information.

Representatives of KBA have been cooperative and have provided the information that we have
requested. Representatives of the State of Kansas have been involved in providing information
and identification of sources of information to consider as part of the investigation.

Dae Rodman, Secretary of Agriculture, State of Kansas; Caleb Stegall, Chief Counsel to
Governor Brownback, State of Kansas; and Steve Anderson, Budget Director, State of Kansas



have all provided information and identified potential sources of information pertaining to the
investigation. The participation of the representatives of the State of Kansasin this process, in
our judgment, has been helpful to the breadth and scope of the investigation.

Before getting into the specifics of our findings and recommendations, we note that several
unusual events occurred during the course of our investigation:

e Tom Thornton resigned as the President/Chief Executive Officer on April 13, 2011,
shortly after the Forensic Audit started.

e After hisresignation, Tom Thornton’s KBA computer was returned to KBA. Upon
examination of the computer by BKD’ s computer forensics team, we discovered that
information had been wiped from the computer.

e KBA'’sformer Chief Financial Officer/Chief Operating Officer, Jan Katterhenry, changed
employment status during the course of the Forensic Audit and is now no longer
employed by KBA.

These are unusual eventsin the course of any business and are particularly unusual in the course
of aForensic Audit.

These matters have been investigated and will be the subject of supplemental disclosures and
recommendations to KBA’s Board of Directors. To the extent possible, consistent with
confidentiality of personnel matters, our findings relating to these issues are also set forth in this
report.

This report and the attached exhibits are voluminous. Where appropriate, we have attempted to
provide both the detail relating to our findings and summaries of information to improve the
readability of this report.



BACKGROUND OF ENGAGEMENT

In late 2010 or early 2011, representatives of the Center of Innovation for Biomaterialsin
Orthopaedic Research (“CIBOR”) contacted Senator Susan Wagle regarding KBA’ s alleged
promise of $20 million in funding, over five years, which was not forthcoming as anticipated.

On February 15, 2011, KBA'’ s then President/Chief Executive Officer (*CEQ”), Tom Thornton,
gave an overview of KBA’s operations to the Senate Commerce Committee (the “ Commerce
Committee”) at the request of Senator Wagle. That progress report included an overview of
KBA'’s operations, its goals, investment strategy, investment tools, target funding areas and
Outcomes. At the conclusion of Thornton’s presentation, Senator Wagle, Chair of the
Commerce Committee, stated that the Commerce Committee had a number of questions
regarding how KBA was spending taxpayer dollars. Senator Wagle indicated that some
companies seeking assistance from KBA had contacted members of the Commerce Committee
with concerns. Senator Wagle stated, “ And when you have little projects from Kansas investors,
who have come before you for investments and they are not getting funded, then those projects
come to us and they say what is going on up there, so thisiswhy they are asking these
questions.”?

As aresult of questions raised by the Commerce Committee, KBA again appeared before the
Commerce Committee on February 22, 2011 and provided information and discussion with
regard to:

the ranking of Kansas as the 5™ of the top 10 states in biotechnology strength;

KBA client company technologies,

jobs traced back to KBA funding;

an overview of the benefits of an Eminent Scholar;

salaries of all KBA employees,

statute requirements for funding expiration;

the authorization and expenses related to the Venture Accelerator;

e expenses related to meetings, travel, and contractual, consulting and marketing services;
and

e KBA meetings held out-of-state.

After the Commerce Committee’ sreview of the information and resulting questions, Senator
Ty Masterson moved that the Commerce Committee request a Post Audit of KBA. The motion
was seconded by Senator Julia Lynn and the motion carried. Senator Wagle indicated that
another meeting would be scheduled to allow the Commerce Committee time to review the
information submitted by KBA as aresult of the February 15™ meeting, and to submit questions
to KBA to be answered by Thornton at the subsequent meeting.

11t is our understanding that KBA disputes the promise of $20 million in funding to CIBOR. Please refer to the
separate Forensic Audit report prepared by Meara Welch Browne, PC for a detailed discussion of thisissue.

2 Senate Commerce Committee minutes from February 15, 2011.

http://www ksl egidature.org/li/b2011 12/yearl/committees/ctte s cmrce 1/minutes.

3 Senate Commerce Committee minutes from February 22, 2011.

http://www kslegidature.org/li/b2011_12/yearl/committees/ctte s cmrce 1/minutes/.



KBA again appeared before the Commerce Committee on March 4, 2011. Senator Wagle began
that meeting by reading a letter from Melissa Lynch, former Executive Assistant to Thornton at
KBA, which alleged “unethical actions by Tom Thornton or the waste of taxpayer money.”
Please refer to Exhibit 1 for acopy of the letter. Senator Wagle aso presented an anonymous
fax* regarding how KBA analyzes job growth, as well as a scope statement from Post Audit
regarding areview of the appropriateness of KBA’s expenditures. Senator Wagle stated that she
thought the Commerce Committee was most concerned about the use of taxpayer dollars and
salaries and bonuses and questioned the validity of the salary information previously submitted
to the Commerce Committee.

KBA appeared before the Commerce Committee for afourth time on April 1, 2011. Information
submitted by KBA as aresult of the March 4™ meeting was discussed and additional information
and concerns were presented by Senator Wagle. In that meeting, various questions were raised
regarding Thornton’s employment history and potential conflicts of interest related to Thornton’s
involvement with business and political organizationsin Illinois and with various entities and
persons interacting or doing business with KBA. Senator Wagle indicated that the Commerce
Committee was considering the need for aforensic audit.®

On April 11, 2011, KBA’s Board of Directors (“BOD”) hired BKD, LLp to perform a Forensic
Audit, the result of which isthisreport. The scope of the audit has changed over time at the
request of representatives of the State of Kansas as presented below.

ENGAGEMENT SUMMARY

Engagement Overview, Scope and Approach

On May 18, 2011, the original scope of the Forensic Audit was finalized, with input from
Governor Brownback’ s representative, Secretary of Agriculture Dale Rodman, to address the
following:

1. KBA expenditures from inception to the present related to the current and past
management and employees of KBA, including, but not limited to compensation, travel
and entertainment;

2. payments and contractual arrangements with all contracted entities engaged by KBA
from inception to the present;

3. payments by outside entities from inception to the present, including, but not limited to
compensation, travel and entertainment received by current and past KBA management,
employees and BOD members with voting rights;

* In an interview with Senator Wagle on October 6, 2011, she indicated that after her inquiriesinto KBA’s
operations and spending were made public, she received a significant number of emails, phone calls and
documentation regarding possible improprieties in KBA’s operations and spending. BKD requested access to all the
information received by Senator Wagle; however, she declined due to confidentiality concerns for the individuals
who submitted the information to her.

® Senate Commerce Committee minutes from March 4, 2011.

http://www ksl egidature.org/li/b2011 12/yearl/committees/ctte s cmrce 1/minutes.

® Senate Commerce Committee minutes from April 1, 2011.

http://www kslegidature.org/li/b2011_12/yearl/committees/ctte s cmrce 1/minutes/.



4. potential conflicts of interest by current and past KBA management, employees and BOD
members with voting rights, including, but not limited to the KansasBio and Kansas
Technology Enterprise Corporation (“KTEC”);

5. potential conflicts of interest in regard to the awarding of funding from inception to the
present from KBA to recipient companies, including, but not limited to contributors and
board members of KansasBio, and employees and board members of KTEC; and

6. analysisof funding by KBA of out of state ventures in conflict with KBA’s enabling
statutory language.

On September 21, 2011, KBA’s Chairman Dan Watkins and Interim President David Vranicar,
and Secretary of Agriculture Dale Rodman and Governor Brownback’s Chief Counsel

Caleb Stegall had the opportunity to review an interim Forensic Audit report to identify any
factual errors and to raise any questions regarding the procedures performed to date and the
preliminary findings.

Subsequent to the September 21, 2011 meeting, BKD received requests regarding additional
procedures and expanded areas for review. The following procedures, among others, were
performed after the September 21, 2011 meeting:

the interview of specifically requested individuals;

the analysis of the executive search process and the hiring of Tom Thornton;

an analysis and verification of Tom Thornton’s historical and current employment;

an expanded conflict of interest analysis based on various allegations made by concerned
citizens; and

e theanalysisof specific investments of interest for various issues.

The draft of the Forensic Audit report was presented to those same individuals and KBA’s
General Counsel Tariq Abdullah on December 7, 2011 and was provided to the Johnson County
District Attorney’s Office. Representatives of KBA’s BOD and management were then given
the opportunity to provide comments related to the Findings. KBA’s responses to the Findings
are so noted throughout the report.

Our services do not constitute arendering by BKD, LLP or its partners or staff of any legal advice,
nor do they include a compilation, review or audit of financial statements. Because our services
are limited in nature and scope, they cannot be relied upon to discover all documents or other
information or provide all analyses that may be of importance in this matter. For example, any
procedures we perform cannot be relied upon to give assurance that any defalcations or
misappropriations that might have taken place will be discovered. Furthermore, we will place
full reliance upon information provided to us for review or through conversations and interviews
with relevant parties, inclusive of, but not necessarily limited to current or past management,
employees and directors of KBA. All references to possible dishonest acts detailed in this report
are considered to be alleged dishonest acts. We assign no guilt to any party asthat isthe
jurisdiction of the courts.



ENGAGEMENT APPROACH

Interviews

Interviews were conducted with the following individuals, inclusive of current and former KBA
employees and BOD members, legislators, representatives of organizations that have sought
funding from KBA, representatives of Kansas State University, representatives of organizations
providing services to KBA and members of the public.

Current KBA employees.
e David Vranicar — Interim President/CEO of KBA and President of Heartland
BioVentures
e Marsh LoScalzo — Executive Assistant to President/CEO
Ruth Saale — Director of Accounting and Financial Reporting and Interim Chief Financial
Officer
Nancy Ruf — Contract Administrator
Mary Cummings — Marketing Communications Specialist
Ryan White — Outcomes and Database Analyst
Tariq Abdullah — General Counsel
Gary Micheel — Facilities Project Manager
Keith Harrington — Director of Commercialization, Heartland BioV entures
Tom Krol — Director of Commercialization, Heartland BioVentures
Brad Kemp — Director, Cancer Cures Project
Tony Simpson — BioEnergy Director, Heartland BioV entures
Don Colbert — Federal Research Funding Specialist

Former KBA employees:

e Tom Thornton’ — President/CEO
Jan Katterhenry® — Chief Financial Officer/Chief Operating Officer
Lindsay Holwick Thornton® — Director of Specia Projects
Katie Montes — Financial Executive Assistant
Lisa Kay — Executive Administrative Assistant, Heartland BioVentures
Melissa Lynch — Executive Assistant to President/CEO
Dr. Terry Osborn — Director of Commercialization, Heartland BioVentures
Forest Decker — Contract Administrator
Christine Murray — Marketing Specialist for Venture Accelerator
Jim Mitchell — Director of Commercialization, Heartland BioVentures
Chuck Willis— Director of Commercialization, Heartland BioVentures
Alan Felton — Former Employee

" Mr. Thornton’s counse!, Jim Eisenbrandt and Christina DiGirolamo of Berkowitz Oliver Williams Shaw &
Eisenbrandt were present for the interview, which was conducted on August 24, 2011.

8 Ms. Katterhenry’s counsel, Patrick Mclnerny of Husch Blackwell Sanders was present for the interview, which
was conducted on August 23, 2011.

° Lindsay Holwick Thornton’s counsel, JR Hobbs and Nathan Owings of Wyrsch Hobbs & Mirakian, P.C., were
present for the interview, which was conducted on August 24, 2011. Lindsay Holwick Thornton isreferred to as
such throughout this report. However, she was Lindsay Holwick prior to her marriage and became Lindsay
Thornton on January 15, 2011.



Current KBA BOD members:

Governor John Carlin — Visiting Professor, Executive in Residence at Kansas State
University

Dan Watkins — Law Offices of Daniel L. Watkins

Bill Sanford — CEO Symark, LLC; Chairman of NanoScale; Board Member Cleveland
Clinic; Advisory Board Member Cleveland Clinic Innovations; Former Chairman
BioEnterprise of Cleveland; Former Advisory Board Member Heartland BioV entures
Sandra Lawrence — EVP/CFO Children’s Mercy Hospital and Clinics

Earl McVicker'® — Chairman/CEO/President of Central Financial Corporation and
Central Bank & Trust Co.

Dr. David Franz — VP and Chief Biological Scientist MRIGlobal

Mr. Jerry Boettcher — President Boettcher Enterprises, Inc.; Boettcher Supply, Inc.; and
Boettcher Aerial, Inc.

Dr. Don Beggs (R&D Advisory Council) — President Wichita State University

Dr. Kirk Schulz (R&D Advisory Council) — President Kansas State University

Dr. Bernadette Gray-Little (R& D Advisory Council) — Chancellor University of Kansas
Dr. Steven Scott (R&D Advisory Council) — President Pittsburg State University

Former KBA BOD members:

Dr. Ray Smilor — Robert and Edith Schumacher Executive Faculty Fellow in Innovation
and Technology at the Neeley School of Business, Texas Christian University

Dolph Simons, Jr. — Editor Lawrence Journa World

Clay Blair — CEO Clay Blair Services and Prime Development; former President of the
Kansas Board of Regents

Dr. Jon Wefald — Former President Kansas State University

AngelaKreps — President of KansasBio

Ed McKechnie — Chief Commercial Officer Watco Companies

Bill Thornton — Former Secretary of Commerce and Former General Counsel for MGP
Ingredients

Senator Jim Barone

Reggie Robinson — Kansas Board of Regents

Andy Tompkins — Kansas Board of Regents

Kansas L egidlators:

Senator Chris Steinegar
Senator Susan Wagle
Senator JuliaLynn

Other individuals;

Dale Rodman — Secretary of Agriculture, State of Kansas

Caleb Stegall — Chief Counsel to Governor Brownback

Cydney Boler™ — Foulston Siefkin, LLP

Dick Bond — Former President of the Senate and Former President of the Kansas Board
of Regents

19Mr. McVicker has not yet been confirmed by the Kansas Senate as a director.
' Ms. Boler declined afollow-up interview.



Kent Glasscock — President National Institute for Strategic Technology and Acquisition
Commercialization at Kansas State University

Sue Peterson — Director of Governmental Relations and Assistant to the President of
Kansas State University

Ron Trewyn — Vice President for Research at Kansas State University

Dr. Steven St. Peter — Managing Partner of MPM Capital and CEO of Aratana
Therapeutics; Former Advisory Board Member Heartland BioVentures

Dan Schmisseur — Formerly with KTEC

Ron Madl — Director of Bioprocessing and Industrial Vaue-Added Program at Kansas
State University

Baiju Shah — CEO BioEnterprise of Cleveland; Former Advisory Board Member
Heartland BioVentures

Tim Cesarek — Managing Director of Organic Growth and Corporate Venturing at Waste
Management; Former Advisory Board Member Heartland BioVentures

Mayor Michael Copeland, Olathe, Kansas

Jude Sullivan — Attorney at K& L Gates

David O’ Dell — Summit Computer Solutions

Michael Beckloff — President, Beckloff Associates, Former Chairman KansasBio;
Chairman KTEC Pipeline; Principal EnalaPed, LLC.

Tim Newkirk — CEO MGP Ingredients

Nick Brill —Principal of Brill Neumann

Karen Shanahan — Senior Counsel Cleveland Clinic Innovations

Cynthia Enright — Principal, iValuation

Dr. Forest Chumley — President/CEO Heartland Plant Innovations, Inc.

Interviews were sought with the following persons, for whom contact information could not be
located, or who did not return BKD’ s telephone calls or emails:

Cary Nourie — Former Director of Commercialization, Heartland BioVentures
Arika Nester — Former Accountant at KBA

Chad Bettes — Former Director of Marketing and Communications at KBA
Bret Healy — Former Director of Commercialization, Heartland BioVentures
Ashley Tyrrell — Former Financial Executive Assistant at KBA

Leslie Genovia— Former Contract Administrator at KBA

Pam Fellin — Former Contract Administrator at KBA

Joe Fritton — Former Consultant at KBA

Dan Glickman — Former BOD Member at KBA

Victoria Haynes — Former BOD Member at KBA

Stephen O’ Connor — Former BOD Member at KBA

Tom Corcoran — Former BOD Member at KBA

Melvin Neufeld — Former BOD Member at KBA

Michael Borgman — Former BOD Member at KBA

Robert Hemenway — Former Chancellor of the University of Kansas

Sukh Bassi — MGP Ingredients

John Brooks — Former Advisory Board Member Heartland BioVentures
Tom Wiggans — Former Advisory Board Member Heartland BioVentures



Tom Giarla

Joni Cobb — Cobb Communications; President KTEC Pipeline
Chris Coburn — Executive Director Cleveland Clinic Innovations
Thomas Graham — Chairman of Cleveland Clinic Innovations

BKD made available a public email address, KBAFORENSICINPUT @bkd.com, through which
members of the public could submit any information or concerns for consideration. The email
address was made available on April 11, 2011 and remained active as of the date of this report.

Members of the BKD team made their office and cell phone numbers available and were
available to meet with any interested party at a mutually convenient location of their choosing.
Additionally, BKD made it known to both KBA staff and others that a member of the BKD team
was available on November 28, 29 and December 2, 2011 from 11:30 am. to 1:30 p.m. at
specific Olathe restaurants to meet with any interested party.

Documentation Reviewed

In performing our forensic procedures, BKD reviewed and analyzed the following:

Available minutes of the BOD, Executive Committee, Investment Committee, Audit
Committee and Nominating and Governance Committee from inception through April
2011. It should be noted that no minutes or recording of any Executive Session for any
BOD or committee meeting are maintained. Therefore, the content of discussions held
during Executive Sessions was not available for consideration by BKD;

Available expense reimbursement forms, supporting documentation and payment
documentation for all current and past employees and current and past BOD of KBA
from inception through April 2011;

Available American Express statements for three cards issued to Tom Thornton,

Jan Katterhenry and Melissa Lynch from inception through April 2011;

Available personnd files, employment contracts, compensation studies and detailed
payroll information for all current and past KBA employees from inception through April
2011. The BOD receives no compensation for services as directors;

Available contracts, supporting documentation and payment documentation for
contracted services from inception through April 2011;

Available contracts, supporting documentation and payment documentation related to the
Kansas Bioscience Park and the Venture Accelerator from inception through April 2011;
Available documentation related to financial grants, investments or other assistance given
to bioscience companies, inclusive of applications, awards, post-award reporting,
milestone applications and payments and other correspondence from inception through
April 2011,

Request for Qualifications and independent third-party review of venture capital
companies approved for investment under the Kansas Bioscience Growth Fund;
Available documentation and information related to the relationships or partnering
between KBA and KTEC, KansasBio and BioEnterprise of Cleveland,

KBA cell phone records for Tom Thornton from June 12, 2010 through March 11, 2011;
and

Various documents supplied by persons interviewed or persons supplying information for
consideration in the Forensic Audit.



Computer Forensics

Computer hard drives for the KBA server and hard drives used by the following current and
former KBA personnel were imaged and forensic analysis and email review of certain hard

drives were performed.

Tom Thornton
David Vranicar
Tariq Abdullah
Ruth Saale
Nancy Ruf
Terry Osborn
Brad Kemp
Tom Krol

Ryan White
Gary Micheel
Melissa Lynch®?
Forest Decker
Cary Nourie

Lindsay Thornton
Jan Katterhenry
Marsh LoScalzo
Katie Montes
LisaKay

Tony Simpson
Keith Harrington
Don Colbert
Mary Cummings
Chad Bettes
Ashley Tyrrell*®
Pam Fellin®®

In addition, Tom Thornton’s email files and content were retrieved from the off-site server

storage by Summit Computer Solutions, KBA’s external IT provider, for review by BKD. The

email was retrieved as asingle PST* file. Thornton’s PST file contained email messages and
attachments, contacts and appointments, as well as email folders and distribution lists.

12 Email belonging to Melissa Lynch was found on her former computer, which isin use by another employee.
2 Email belonging to Ashley Tyrrell was found on her former computer, which is in use by another employee.
4 Email belonging to Forest Decker was found on his former computer, which isin use by another employee.
> Email belonging to Pam Fellin was found on her former computer, which isin use by another employee.

%8 In computing, PST or personal storage table is an open proprietary file format used to store copies of messages,

calendar events and other items within Microsoft email software.



HISTORY AND OVERVIEW OF KBA OPERATIONS

KBA was created on April 19, 2004 by the Kansas Economic Growth Act (*KEGA”) and was
originally projected to be a 15 year, $581.8 million*” initiative focused on growing the bioscience
sector in the state of Kansas. KBA is charged with:

building world-class research capacity;

fostering the formation and growth of bioscience start-ups;
supporting expansion of the state’s bioscience clusters; and
facilitating industrial expansion and attraction.

KBA is governed by an 11-person*® BOD, appointed by various state leaders,™® comprised of
local and national leadersin industry and academia. KBA'’sfunding is based on the growth of
state tax withholdings of bioscience employees working for bioscience companies and state
universitiesin Kansas. State withholding taxes that exceed 95% of the 2003 base-year
measurement of such taxes for companies with specifically identified NAICS codes accrue to
KBA fogoi nvestment in additional bioscience growth for 15 years or until funding reaches $581.8
million.

KBA isfocused on expanding Kansas' research and industry strengths to:

e increase the quantity of high-quality research that has commercial relevance for Kansas;

e expand the availability of investment capital needed to form and grow new companies;

e grow and nurture an increasingly experienced pool of entrepreneurial management talent
supported by organized systems of services and networking;

e expand the availability of capital and assistance to support product innovation in
established companies; and

o facilitate bioscience corporate expansion and attract new-to-K ansas bioscience corporate
activity that grows and strengthens specific clusters of excellence.

KEGA indicates that the mission of KBA is“to make Kansas the most desirable state in which to
conduct, facilitate, support, fund and perform bioscience research, development and
commercialization, to make Kansas a national leader in biosciences, to create new jobs, foster
economic growth, advance scientific knowledge and improve the quality of life for the citizens
of the state of Kansas.”** KEGA contained some clear requirements with regard to specific KBA
programs, which are noted where appropriate throughout this report. However, KEGA left much
of the “how” KBA was to accomplish its stated mission to the interpretation of KBA’s BOD.

" Dueto funding capsin place since 2008, it is now projected by KBA management that KBA will not reach its
maximum funding of $581.8 million prior to its sunset date of 2019, 15 years after the enactment of KEGA.

18 Nine voting members and two non-voting members.

1% The Governor has two appointments, the Speaker of the House of Representative has two appointments, the
President of the Senate has two appointments, the Minority Leader of the House has one appointment, the Minority
Leader of the Senate has one appointment and one position is held by the Secretary of Commerce. All voting
members must be confirmed by the Senate. The Secretary of Commerce is avoting member who need not be
confirmed.

2K .S.A. 74-99b33 and 74-99b34.

2 K. SA. 74-99b02(3)(5).
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START-UP PHASE

KBA has operated under two distinct phases: the Start-up and Operational Phases. In the Start-
up Phase (April 2004 to October 2006), KBA operated under the leadership of Chairman of the
Board (“*COB”) Clay Blair. During Mr. Blair’ s tenure with KBA, he was the driving force
behind KBA' s operations, performing many duties that would fall to a CEO. Until October
2006, KBA operated out of a conference room in Mr. Blair’s company, Clay Blair Services.
From its inception to October 2006, KBA operated with no employees, and most administrative
and back office activities were performed on behalf of KBA by KTEC, utilizing KBA funds for
operational and programmatic payments. The involvement of KTEC in KBA’sinitial operations
was specifically addressed in KEGA.?* Please refer to the KTEC section of this report for
further discussion. Mr. Blair indicated that the BOD became dissatisfied with the level of
services being provided by KTEC for the amount of fees paid, and in February 2006 hired a
contract employee, Janet Mosser, to assist Mr. Blair and perform administrative services.

Much of the first several months of KBA’s existence consisted of establishing a structure around
the statutory requirements of KEGA with regard to KBA’ s operations and refining the funding
mechanism for KBA. Most investments made during the Start-up Phase were focused in the
Expansion and Attraction and R& D Voucher programs and served to increase the presence of
bioscience companies and research in Kansas. Mr. Blair indicated that during this period, he was
personally responsible for KBA'’s outreach in Kansas and to bioscience companies outside of
Kansas.

Initially KBA’s funding was minimal as its funding mechanism was dependent upon increases in
taxes paid by bioscience employees. Therefore, Mr. Blair indicated his focus was primarily on
attracting and expanding bioscience jobsin Kansas. Mr. Blair was successful in his efforts.
During 2006, largely before KBA had its own offices or dedicated staff, KBA provided funding
to Hospira, Quintiles,?® Caravan Ingredients, JACAM, Ventria and Onclmmune through the
Expansion and Attraction program. Thisfunding either assisted in attracting new jobs to Kansas
or retaining existing jobs.

Mr. Blair indicated that during his tenure, he focused on the aspect of attracting and creating
bioscience jobs as this was his strength given his entrepreneurial background. He was not as
familiar with the scientific research side of the bioscience sector and was looking for a CEO(S)
for KBA and Heartland BioEnterprise (now Heartland BioV entures), that would fill that gap and
interface well with the research institutions to provide the additional programmatic requirements
asoutlined in KEGA. After an executive search process, Tom Thornton was hired to fill that

gap.

Milestones of the Start-up Phase
The major milestonesin the Start-up Phase are asfollows:

Legidation passed — April 2004

BOD formation — August 2004

First BOD meeting — September 2004
First application — August 2005

Z K SA. 74-99b09(i) and (j).
% Please to refer to the section on Quintiles later in this report.
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First funding decision — April 2006

Commencement of CEO recruiting process — March 2006
Announcement of siting of Kansas Bioscience Park — July 2006
Tom Thornton hired — October 2006

OPERATIONAL PHASE

The Operationa Phase (October 2006 to present) was primarily under the leadership of

Tom Thornton, former President/ CEO of KBA.. It isduring this phase that employees were
hired, organizational structure was put in place, key operational policies and procedures were
implemented and most programs were initiated.

Directors serving on the BOD in 2006 indicate that Mr. Thornton brought needed organizational
structureto KBA. Administratively, he established the office and assembled the staff. He
oversaw the establishment of financial management procedures and systems; the development of
a post-investment monitoring and reporting system; the refinement of criteriafor screening and
evaluating opportunities of interest and the establishment of Heartland BioVentures.
Programmatically, KBA funding tools through which client companies receive grants from or are
invested in by KBA were established or refined, and the number and magnitude of investments
grew significantly.

Strategic Direction of KBA during Operational Phase

Early in histenure, Tom Thornton stepped into aleadership rolein the pursuit of the National
Bio and Agro-defense Facility (“NBAF") with which he and KBA became closely aligned.

Mr. Thornton also established the Cancer Cures project within KBA to support the University of
Kansas Cancer Center’s (“KUCC”) efforts to attain the National Cancer Institute (“NCI”)
designation. These two initiatives became significant strategic foci of KBA’s investment
strategy. Asan example, KBA’s BOD and management made a specific decision that funding
related to the University of Kansas (“KU”) would generally be supportive of the NCI designation
pursuit.

However, KBA’ s investment focus was not readily apparent to many seeking funding. In
interviews conducted by BKD, a common comment was that KBA’ s investment strategy was not
readily understandable; that it was not transparent. Many individuals interviewed stated that they
would look to KEGA to determine if their project was something that was within KBA’s
mission. They would then be told by KBA that the intent of their project was not within KBA’s
scope, or in at least one instance, KBA’s BOD/management would rescind their support after a

L etter of Support (“LOS”) had been issued.

As an example of this occurrence, on September 29, 2008, KBA issued a LOS to Kansas State
University (“KSU”) under KBA’s Matching Funds program in the amount of $780,789. KSU
was seeking support for a proposal to the National Science Foundation’s (“NSF”) Integrative
Graduate Education and Research Training (“IGERT”) program. The central focus of the
training program was supporting doctoral students in the conduction of integrated bioenergy
research. Inthe LOS, KBA stated, “KBA is pleased to express its enthusiastic support for the
Kansas State University proposal to establish an integrated effort in renewable and sustainable
fuelsin the state of Kansas....We encourage the National Science Foundation to award Kansas
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State University the proposed grant and look forward to helping fund this important and
innovative effort.”

On August 7, 2009, KSU was awarded an initial NSF grant of $588,886 as part of afive-year
grant of approximately $3.2 million. On August 14, 2009, David Vranicar notified KSU that
“After careful review of the above referenced proposal and your request for funding, the Kansas
Bioscience Authority has decided that we are not in a position to fund your proposal at this
time....Our decision on this project is primarily due to the fact that the proposal doesn’t fit well
with our commercialization investment priorities for the current fiscal year as defined by our
Board of Directors. In addition, the NAICS code for this project is not within the statutorily-
defined set of bioscience codes eligible for investment by KBA.”

On February 11, 2010, KSU submitted a letter describing proposed modifications to their
application to emphasize commercialization efforts by the doctoral students and support to
KSU’sindustria partners. On March 23, 2010, Tom Thornton responded, “We appreciate your
efforts to augment the commercialization activitiesin this program. After thoughtful
consideration, we must reiterate our original decision that this project does not meet our current
investment priorities and, thus, is not something for which KBA can provide matching funds.”
The letter goes on to discuss that KBA'’ s investment priorities center on programs and
investments that |ead to the expansion of the state’ s research enterprise and the direct
commercialization of the products of that research, and that the BOD has elected not to consider
graduate training, education and workforce development programs. Thornton also discussed that
KBA'’s projected transfers from the State of Kansas had been reduced, resulting in the need for
KBA to tighten itsinvestment focus. Thornton stated, “ Simply put, with reduced funding, it will
be difficult to continue our pace of investment in Eminent Scholar and Rising Star programs, the
Kansas Bioscience Centers of Innovation, the cancer fighting cures initiative, and efforts to
maximize the economic impact of the NBAF, let alone to consider investments outside these
priorities.” Please refer to Exhibit 2.

BKD discussed with David Vranicar the impression that over time, KBA had focused its
investment dollars on specific areas, notably those described in Thornton’s March 23, 2010 letter
to KSU, rather than addressing all the areas of investment that could be construed to be
allowable under KEGA. Mr. Vranicar stated that KEGA sets out the mission of KBA and
describes various statutory programs that are to be available through KBA; however, the BOD
and management strategically determine KBA'’s investment focus based on the goal of
leveraging the strengths in Kansas' bioscience community and research universities. Vranicar
indicated that KBA’s investment focus is determined yearly and published in its Annual
Operation Plan (“AOP”), and that it isthe AOP that guides KBA’ s investment priorities.

In addition, Vranicar stated that the perceived viability of afunding opportunity is a significant
consideration as to whether the investment opportunity is accepted by KBA. Aninvestment that
fitsthe current strategic focus for investments, but is not likely to succeed for avariety of
reasons, will not be funded. Vranicar stated that while KBA could not guarantee that every
opportunity it investsin will be successful, the staff have a duty to try to ensure that the
investment opportunities that are presented to the Investment Committee and the BOD have the
ability to be successful.
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KBA'’s Response:

KBA'’s September 2008 Letter of Support to KSU was non-binding, and the potential investment
in the IGERT program had not been reviewed or approved by the Investment Committee or the
Board of Directors. Since 2010, KBA has amended the process of considering and providing

L etters of Support. The current practiceisto provide binding Letters of Support only with the
approval of the Board. KBA also continues to provide non-binding Letters of Support for
projects and proposalsit believes will benefit the state of Kansas and its citizens, with the non-
binding nature of such letters clearly stated.

KBA Culture under Tom Thornton’s Leadership

Mr. Thornton was described by many individuals interviewed by BKD as obvioudly intelligent, a
strategic thinker and a gifted speaker. However, just as often comments were made regarding his
arrogance and the self-aggrandizing manner in which he took credit for the work of others.
Furthermore, his behavior was often described as erratic by some who sought funding from KBA
and some who worked for KBA.

Many individuals interviewed by BKD commented that they would talk with Mr. Thornton
regarding a funding opportunity and he would make statements or promises indicating that some
specific action would be taken by KBA. He would then “go dark” and would not communicate
with them or follow-up on the promised actions. When they would next speak with Thornton
about the issue, he would act as if the previous conversations never took place or asif he had no
recollection of them. This created confusion and distrust among some of the entities attempting
to work with KBA.

Furthermore, Mr. Thornton’s management style and work practices reportedly created a difficult
work environment for some KBA staff members. Both Thornton’s former and current Executive
Assistants commented that at times Thornton would be “missing in action.” They would not be
able to reach him on his cell phone and would have no idea where he was. They also both
commented that at times he would be evasive about his whereabouts, indicating that he was at
one location when his calendar or other information would indicate he was somewhere el se.
They described him as “ secretive.” These observations were shared by other current and former
KBA employees aswell.

Mr. Thornton was described by some KBA staff members as intimidating. BKD was told of
several instances in which some KBA staff members were uncomfortable with Thornton’s
actions, but none were comfortable speaking with Thornton about them or with reporting any of
the actionsto KBA’s BOD for fear of retaliation by Thornton. Specific allegations recounted
include a mischaracterization of expenses discussed later in this report; alleged favoritism shown
by Thornton and Jan Katterhenry, former CFO/COO, to Thornton’ s then girlfriend, now wife,
Lindsay Holwick Thornton; and alleged instances of intimate encounters between Thornton and
Lindsay Holwick Thornton in Thornton’s office. These issues, whether real or perceived, had a
significant impact on the morale of some KBA employees.

BKD notes that not all KBA employees shared these observations and perceptions. KBA staff
membersinvolved directly in dealing with the investment side of KBA'’ s business were generally
laudatory of Mr. Thornton’s tenure with KBA and none shared with BKD a belief that
inappropriate activities had taken place in KBA’s offices. These staff members consistently
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described Thornton as an effective leader and generally credited him with garnering support for
KBA'’s mission throughout the state. Even Thornton’s detractors credited him with alargerole
in the successful pursuit of NBAF.

The culture of the office was further impacted for some employees by the reportedly demanding
and difficult manner in which Jan Katterhenry managed her direct reports.

BKD learned of instances in which Mr. Thornton made the decision to keep information from the
BOD that most BOD membersindicated in their interviews with BKD they should have been
told. Most BOD members learned of the personal relationship between Mr. Thornton and
Lindsay Holwick Thornton, who was KBA'’ s Director of Specia Projects, when they received
the Thornton’ s wedding invitation in December 2010. However, Thornton and Lindsay Holwick
Thornton had been involved in a personal relationship since October 2009. Governor Carlin
asked KBA’s external legal counsel, Lathrop & Gage, to research applicable nepotism laws and
regulations to seeif any action needed to be taken because of the relationship.* However, the
BOD should have been given the necessary information to have made those investigations much
earlier in the Thornton’ s relationship.

A second instance involved Jan Katterhenry being named as a defendant in two 2008 lawsuits
against her former employer, Epiq Systems, Inc.,? related to stock option backdating allegations.
Ms. Katterhenry indicated she told Mr. Thornton about the lawsuits as soon as she was notified
and inquired if they should tell the BOD. Thornton indicated there was no reason to do so. BOD
members interviewed by BKD indicated that this was something they should have been told. As
Katterhenry was KBA’s CFO/COO, they would have liked to have had the opportunity to ask
guestions of her regarding the allegations.

Based on the totality of comments shared with BKD by current and former employees and many
individuals interacting with KBA from outside the organization, it appears that Mr. Thornton’s
leadership style was problematic and overall did not garner the type and level of respect that is
necessary for someone leading KBA. Tom Thornton resigned as CEO of KBA on April 13,
2011, as discussed later in this report.

Milestones of the Operational Phase
The major milestones in the Operational Phase are as follows:

e KBA'’ssignificant involvement in the NBAF project commenced — December 2006

e Announcement of NBAF siting in Kansas — December 2008

e Heartland BioVentures (“HBV”) initiated with the formation of the Advisory Board —
January 2009

e KBA initiated the Cancer Cures Project — July 2009

e KBA approved $50 million investment in Kansas Bioscience Growth Fund — October
2009

24 |athrop & Gage determined that no action was required as Lindsay Holwick Thornton’s direct line of reporting
had already been taken from Tom Thornton and given to Jan Katterhenry.

% The July 2008 suit settled in April 2010 and resulted in amonetary payment by Epiq Systems, but included the
denial of any liability, wrongdoing or improper conduct. The September 2008 suit was voluntarily dismissed in
November 2008.
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e KBA investment in three venture capital funds under the Kansas Bioscience Growth
Fund — March 2010 through October 2010

e Tom Thornton resigned — April 2011

e KBA headquarters moved to the Venture Accelerator building — May 2011

INVESTMENT PROCESS

Thereview of KBA’s investment process was one focus of BKD’ s procedures, as was the review
of specific investments.

KBA has an established, standardized investment process for all potential grants or investments
that are considered under a KBA program. Each program managed by KBA hasits own unique
program guidelines and application materials, however, the review process detailed below isthe
same regardless of the funding program, with the exception of Proof of Concept Investments less
than $75,000.

Application Assessment

Initial assessments of all application submissions are made by an HBV staff member applying
program guidelines and eligibility and investment criteria, and is based on areview of written
submissions provided by the entity seeking investment. KBA rejects many opportunities at this
assessment stage with an email or telephone call. The basis for rejection varies, but includes the
perceived lack of viability, the existence of other established and accepted competing products or
services, alack of conformance with KBA’s then current strategic direction for investments, and
the lack of budgeted funds for the specific program under which the application is submitted.
Theaim isto qualify submissions quickly before either party allocates and uses significant
resources. The submitter of each rejected investment has the opportunity to request a debriefing
session with the HBV staff member and is given the opportunity to reapply with a modified
submission.

Scientific and Financial Due Diligence

All eligible applications are subjected to scientific and financia due diligence, among other
evaluation criteriarequired by the program’s guidelines. HBV staff members conduct due
diligence on most investment opportunities but may also choose to contract with outside parties
to provide additional capabilities in unique circumstances, such as the review of specialized
science and technology for the Eminent Scholars program.

During the scientific and financial due diligence, HBV staff discuss the opportunity in weekly
deal flow meetings. If it isdetermined that an opportunity is potentially suitable for investment,
aninitial Investment Recommendation is prepared for presentation to KBA’s Investment
Committee, a standing committee of the BOD. The Investment Recommendation is forwarded
to Investment Committee members five to seven days prior to the scheduled Investment
Committee meeting to give directors sufficient time to review the Investment Recommendation
and formulate their questions.

David Vranicar, President of HBV, and other members of HBV staff indicated that Mr. Thornton

rarely attended deal flow meetings and would often first become aware of an investment
opportunity through hisreview of the Investment Recommendation prior to its submission to the
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Investment Committee. All current HBV staff indicated that at no time did they recall Thornton
inappropriately championing any particular investment.

However, one former employee told BKD that on at |east one occasion, during a deal flow
meeting, he was instructed to write an Investment Recommendation in a particular manner so
that it would make it past the Investment Committee.

Investment Committee Review

During the Investment Committee meeting, the nature of each opportunity is discussed along
with due diligence findings and recommendations provided by HBV staff members or outside
contractors. The committee then votes whether to recommend the investment to the BOD for
approval.

Review of Investment Committee minutes and memoranda indicates that this review processis
detailed. Committee members often return the investment to HBV staff for additional due
diligence or to make specific inquiries of potential client company management. At times,
potential client company management attend Investment Committee meetings and answer
guestions about their projects. Not al investments presented by HBV staff receive Investment
Committee approval.

Individual interviews with HBV staff resulted in the consensus opinion that the Investment
Committee review process is quite thorough.?> Committee members receive the written
Investment Recommendations for review and study days before the meeting. Based on
information available to BKD through interviews and the review of the Investment Committee
minutes, it appears that opportunities that are presented to the Investment Committee receive
adequate consideration.

Executive Committee or BOD Review/Approval

Final investment approval is based on areview of the Investment Recommendation by the
Executive Committee or BOD. The Executive Committee or BOD have the right to reject an
investment opportunity, change terms, funding level and other financing parameters, and have
done so.

Investment Monitoring and Tracking

In July 2007, KBA initiated the collection of economic impact data related to every investment
KBA had made up to that time. The information requested included job creation, project
progress, wages, patents, revenue and other financial and commercial information. The data
request has been carried forward for all investments with some modifications made to the
information requests for clarity and desired underlying support for submitted metrics. The data
collected is intended to validate investment projections and milestones and is compiled in KBA’s
annual report. KBA requests this information each time a milestone payment is requested, as
well as annually for the funding period and the subsequent 10 years.

% More than one HBV staff likened presenting an investment opportunity to the Investment Committee to being put
through the gauntlet.
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In December 2007, KBA went live with an investment tracking database, Biztrakker, in which
relevant information related to investments is warehoused and made available for tracking and
reporting purposes. Biztrakker contains information related to each client company and its
awards. It contains alog of significant communications with the company, including relevant
email correspondence. Furthermore, all documents related to the awards are contained in
Biztrakker, including applications, Investment Recommendations, relevant committee or BOD
approval minutes, the executed grant agreement and all reporting and payment information.
KBA is continuing to refine its investment monitoring and tracking processes.

Post-Award Reporting Requirements

Investments are very rarely made in lump-sum payments. Investment payments usually require
the attainment of various milestones staged throughout the awarding of the investment. A report
on milestonesis required before each staged award payment is made, in addition to afinal report
on project success and progress against milestones and objectives. The reports are to provide a
clear statement of work, including objectives, tasks and expected Outcomes.

In addition, the client company’s CFO is responsible for reporting on the economic impact
created by grant project activities. KBA tracks specific economic impacts, including:

full-time jobs created and/or jobs retained and the associated wages;

part-time jobs created and/or jobs retained and total associated wages;

increased revenues;

number of strategic partners;

number of patents applied for or granted;

federal funds acquired,;

capital expenditures (purchase of new equipment or construction/rehabilitation of
facilities at the company);

new start-up companies created;

e number of commercia products or services (e.g., patents) and associated income; and
e third-party funding:

o Venture capital

o Other investments (such as from strategic partners).

OVERVIEW OF KBA FUNDING PROGRAMS

Over its existence, KBA has had various programs through which it has made grants or direct
equity investments available. The descriptions of those programs are detailed below.

Kansas Bioscience Eminent Scholars

K.S.A. 74-99b09 created and established the Kansas Bioscience Eminent Scholars program
designed to recruit distinguished bioscience researchers to conduct their research and
commercialization activities at Kansas research institutions. An Eminent Scholar isaworld-
class, distinguished and established investigator recognized nationally for research, achievements
and ability to attract significant federal funding on an annual basis. Eminent Scholars are either
members of or likely candidates for the National Academy of Sciences or other prominent
national academic science organizations.
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The program goals are to: 1) recruit world-class, distinguished bioscientists to Kansas PhD-
granting institutions; 2) increase current and federal research funding to Kansas; 3) stimulate and
enhance innovative research that will lead to economic gains through product development,
commercialization, company start-ups and licensing and other intellectual property agreements;
and 4) build already excellent academic programs through increased visibility, training of new
scholars and attraction of outside funding.

All PhD-granting institutions in Kansas conducting bioscience research are eligible to apply for
funding under this program. To qualify for funding, the proposing institution must match KBA
funds dollar for dollar.”’

To apply, the ingtitution is required to submit a Letter of Intent describing the Eminent Scholar’s
stature, qualifications and future potential and the qualifications of the applicable area of
research according to four guidelines:

e the presence of bioscience faculty members with the funding potential and stature to
attract a scholar-leader;

e the presence of academically outstanding bioscience graduate students in the applicable
area of research;

o the presence of adequate research and academic support services; and

e the existence of an appropriate academic environment, infrastructure, specialized
equipment, etc., that is conducive to the applicable area of research.

KBA staff screen the submitted information for completeness and general appropriateness for the
Eminent Scholar program and request the institution submit a full proposal, if appropriate. The
full proposal more specifically and completely outlines the Eminent Scholar’ s qualifications,
based on previous research and funding, the institution’ s financial and other support for the
applicable area of research and the anticipated economic benefit. The proposal is then subjected
to a peer review by a panel of nationally recognized experts in the appropriate area of bioscience
who live and work outside of Kansas. Each panelist provides a recommendation for acceptance
or denia of the proposal and ajustification for their recommendation.

When a proposal receives a positive external review, an Investment Recommendation is
considered by the Investment Committee. The Investment Committee then makes a
recommendation to the BOD for final action. A representative of the institution isinvited to
attend each meeting where the proposal is considered and may be asked to make a presentation
or address specific questions. Institutions whose Eminent Scholar applications are approved by
KBA BOD are expected to secure a signed employment agreement with the candidate within 30
days of the approval date. If the institution fails to secure the signed agreement, KBA’s
commitment may be terminated.

The funds awarded under the Eminent Scholar program are tied to specific milestones that must
be met and documented prior to the payment of funds. Reporting related to jobs created or
retained, commercialization or increased revenues, strategic partners, number of patents applied
for and granted, federal or third-party funding, capital expenditures and new start-up companies
created are periodically made to KBA and are tracked as Outcomes of the investment.

' K BA website: http:// www.kansasbioauthority.org/lhow_we can_help/Scholars.aspx.
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Through June 30, 2011, nine Eminent Scholars have been approved for funding in the amount of
$20,670,639. Through June 30, 2011, $9,519,342 had been paid. Please refer to Exhibit 3 for a
listing of the Eminent Scholar awards.

Results of the Eminent Scholar Program
In response to a specific request for a discussion of the results of the Eminent Scholar program,
KBA supplied the following narrative.

“Among the most significant Outcomes of these investments have been new external
research funding and the creation of high paying jobsin Kansas. Asof June 30, 2011, the
nine Eminent Scholars had attracted almost $52 million in new external research grantsto
Kansas. Fifty-three jobs have been created in Kansas as aresult of Eminent Scholar
grants, and those jobs have an average annual salary of approximately $86,000.

More than half of these grants were approved in 2010, so the scholars are very early in
their tenure in Kansas. Asthey establish their research programs, Kansas can reasonably
expect them to generate significant new Outcomes.

Notably, seven of the nine grants have been for scholars that the KUCC needed to recruit
in order to build an enterprise worthy of designation by the National Cancer Institute.
One benchmark for the designation application was the requirement that the cancer center
be winning at least $11 million ayear in NCI funding; the nine scholars recruited under
the Eminent Scholars program brought about $2.3 million ayear in NCI funding. These
recruits also filled a number of key leadership positions that the NCI had said had to be
filled by the time of the designation application.”

BKD has not independently verified KBA’s assertions.

Kansas Bioscience Rising Stars

K.S.A. 74-99b09 created and established the Kansas Bioscience Rising Star program designed to
help attract world-class bioscience scholars to Kansas and to retain and advance the best and
brightest bioscience scholars aready working in the state. Researchers must have a proven track
record of grant productivity and team leadership in aresearch environment. Rising Star scholars
would be likely candidates for the National Academy of Sciences or other prominent national
academic science organizations in the future.

All PhD-granting institutions in Kansas conducting bioscience research are eligible to apply for
funding under this program. To qualify for funding, the proposing institution must match KBA
funds dollar for dollar.”®

The application, evaluation, review and award processis exactly as that described above for the
Eminent Scholar program. The post-award monitoring and reporting process also mirrors that of
the Eminent Scholar program.

% KBA website: http:// www.kansasbioauthority.org/lhow_we _can_hel p/Stars.aspx.
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Through June 30, 2011, three Rising Stars have been approved for funding in the amount of
$1,857,500. Through June 30, 2011, $992,500 had been paid. Five additiona Rising Stars were
originally approved for funding, but the awards were cancelled due to the Rising Star candidates’
decision not to accept employment with the research institution that applied for the grant. Please
refer to Exhibit 4 for alisting of the Rising Star awards.

Kansas Bioscience R&D Voucher Program

K.S.A 74-99b61-68 created and established KBA Bioscience R& D Voucher program to provide
funding to Kansas bioscience companies to partner with a Kansas research university, company
or institution to conduct early-stage applied research and development activities intended to
commercialize bioscience technologies. The program is designed to provide early-stage
financing and commercialization support for high-potential, but high-risk innovations.

The program goals are to: 1) grow successful technology businesses in Kansas, 2) grow jobsin
Kansas; 3) increase the value of intellectual property owned by Kansas bioscience companies; 4)
promote collaboration between Kansas bioscience companies and Kansas research institutions;
5) provide early-stage financing and commercialization support for Kansas bioscience
companies; 6) advance companies to the point that they are eligible for lower-risk financing and
loans; and 7) increase corporate and venture capital investment in bioscience companiesin
Kansas.

The maximum amount of voucher funds awarded to alead company shall not exceed $1 million
each year for two years, equal to a maximum investment of $2 million and shall not exceed 50%
of the cost of the research.

An application must be submitted by the company and the partnering organization which details
the project, and includes any third-party evidence that the project is technically sound and
commercialy viable, abusiness plan, financia statements, capitalization chart, budget, any
required patents or licenses and evidence of the availability of matching funds to meet the
anticipated budget.

R&D Voucher applications are reviewed by KBA staff and, if appropriate, an Investment
Recommendation is forwarded to the Investment Committee for review. If the Investment
Committee approves the recommendation, it is sent to the BOD for final action.

The funds awarded under the R&D Voucher program are tied to specific milestones that must be
met and documented prior to the payment of funds. Reporting related to jobs created or retained,
commercialization or increased revenues, strategic partners, number of patents applied for and
granted, federal or third-party funding, capital expenditures and new start-up companies created
are periodically reported to KBA and are tracked as Outcomes of the investment.

Through June 30, 2011, 12 R& D Voucher awards have been approved for funding in the amount

of $4,238,377. Through June 30, 2011, $2,819,755 had been paid. Please refer to Exhibit 5 for
alisting of the R&D Voucher awards.
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Kansas Bioscience Matching Fund Program

K.S.A. 74-99b84 created and established the Kansas Bioscience Matching Fund program to build
research excellence at Kansas' universities, research institutions and bioscience companies by
matching research dollars from federal, private and other sources of funding. This matching
program is intended to leverage federal technology development grants, such as those available
through the Small Business Innovation Research program and the Small Business Technology
Transfer program to Kansas-based bioscience entities.

The program goals are to: 1) increase federal peer-reviewed research dollars and investmentsin
Kansas research ingtitutions; 2) create academic centers of excellence in line with federal
opportunities and the existing Kansas high tech industrial base; and 3) increase research at
Kansas universities in areas critical to supporting a bioscience economy.

Funding is available to match large-scale federal R& D projects at academic institutions, such as
federally designated research centers that require matching funds. Technology development
awards may be granted to encourage commercialization of new products and technologies. The
matching program may match up to 50% of such awards. The 50% match is based on the
portion of the work being performed in Kansas.?®

An application must be submitted by the company which details the project and how it meets the
goals of the program, and includes a business plan, financial statements, capitalization chart,
budget, resumes of all principals, details of any partnerships with industry or institutions,
proposed budget for federal application and an economic impact statement.

Matching Fund applications are reviewed by KBA staff and, if appropriate, Investment
Recommendations are forwarded to the Investment Committee for review. If the Investment
Committee approves the recommendation, it is sent to the BOD for final action.

The funds awarded under the Matching Fund program are tied to specific milestones that must be
met and documented prior to the payment of funds. Reporting related to jobs created or retained,
commercialization or increased revenues, strategic partners, number of patents applied for and
granted, federal or third-party funding, capital expenditures and new start-up companies created
are periodically reported to KBA and are tracked as Outcomes of the investment.

Through June 30, 2011, 22 Matching Fund awards have been approved for funding in the
amount of $12,590,591. Through June 30, 2011, $5,108,332 had been paid. Pleaserefer to
Exhibit 6 for alisting of the Matching Fund awards.

Kansas Bioscience Expansion and Attraction Program

KBA works closely with partners on the attraction, expansion and retention of bioscience
opportunities for Kansas. KBA has, at times, partnered with the Kansas Department of
Commerce, KTEC and regiona economic development organizations on these projects. KBA
may offer qualifying companies direct financial assistance in the form of low-interest loans,

# KBA website: http:// www.kansasbioauthority.org/how_we_can_help/Matching.aspx.
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grants or bonds. KBA also works with partners at the state and local levelsto facilitate the
offering of tax incentives and job training grants.*

The program goals are to attract, expand or retain bioscience companies with the potential to add
high-quality jobs, develop or recruit bioscience researchers and partner with Kansas research
institutions on bioscience research and commercialization incentives.

An application must be submitted which details the project and how it meets the goals of the
program, and includes a business plan, financial statements, capitalization chart, budget and
resumes of all principals. In addition, the applicant must complete a detailed questionnaire and
economic impact statement detailing the number of jobs to be created, projected research dollars,
projected capital investment and projected capital expenditures.

Expansion & Attraction applications are reviewed by KBA staff and, if appropriate, an
Investment Recommendation is forwarded to the Investment Committee for review. If the
Investment Committee approves the recommendation, it is sent to the BOD for final action.

The funds awarded under the Expansion & Attraction program are tied to specific milestones that
must be met and documented prior to the payment of funds. Reporting related to jobs created or
retained, commercialization or increased revenues, strategic partners, number of patents applied
for and granted, federal or third-party funding, capital expenditures and new start-up companies
created are periodically reported to KBA and are tracked as Outcomes of the investment.

Through June 30, 2011, 23 Expansion & Attraction awards have been approved for funding in
the amount of $16,210,388. Through June 30, 2011, $8,930,388 had been paid. Please refer to
Exhibit 7 for alisting of the Expansion & Attraction awards.

Bioscience Tax Investment Incentive Program

K.S.A. 74-99b53 created and established the Bioscience Tax Investment Incentive program
(“BTHP"), which allowed direct payments to a bioscience company in the amount of 50% of its
Kansas net operating loss. Upon receipt of the completed BTIIP form and required materials,
KBA determined whether it approved the application. 1f KBA determined to proceed with the
applicant, KBA requested that the Kansas Department of Revenue certify that the applicant had
filed for anet operating loss claim and the amount of net operating loss. KBA may thereafter
make the payment to the bioscience company. The BTIIP awards had an aggregate limit of $1
million annually.

The goal of this program was to encourage the expansion and attraction of bioscience companies
in Kansas.

Through June 30, 2011, two BTIIP awards have been approved for funding in the amount of
$451,670. Through June 30, 2011, $451,670 had been paid. Please refer to Exhibit 8 for a
listing of the BTIIP awards. During the FY 2009 Annual Operating Plan development, the
program was reviewed and it was determined that it would no longer be offered.

% KBA website: http:// www.kansasbioauthority.org/lhow_we _can_hel p/Retention.aspx.
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Direct Equity Investments

The objective of the Direct Equity Investment program is to collaborate with private investors,
accredited investors and others to provide direct equity investments into high growth potential
bi oscience start-ups and companies.

Equity investments in bioscience companies in Kansas made by KBA are on a syndicated basis.
KBA will co-invest equity capital alongside professional investors on the same terms and
conditions as experienced investors. Professional investors are defined as angel (SEC accredited
investor standards), venture capital, private equity or strategic partner investors. This approach
allows KBA to leverage professional market and technical due diligence, participate in terms set
by experienced investors and to share risk with professionals experienced in the management of
seed, early-stage investments.

Through June 30, 2011, KBA has invested in nine client companies with commitments totaling
$8,986,693 of which $8,086,693 had been paid. Please refer to Exhibit 9 for alisting of the
Direct Equity Investment awards. All investmentsin client companies are carried on KBA’s
financial statementsat cost. Animpairment anaysisis conducted on a quarterly basis, and
reviewed by the Audit Committee, to determine if any investment should be written down. The
impairment analysisis reviewed by the external auditors as part of the annual audit of the
financial statements. One investment, Innovia Medical, LLC, has been determined to be
impaired. InnoviaMedical, LLC isdiscussed later in this report.

Kansas Bioscience Centers of Innovation

The Kansas Bioscience Center of Innovation program is intended to both build world-class
bioscience research centers and “ ...to assist existing and emerging bioscience industriesin
capturing new knowledge and research findings for their product and production functions.” The
goal of the program isto focus on core technology areas to build national and international
research excellence and lead to the commercialization of new products and processes. These
centers are intended to be consortia that will leverage university, private company and federal
resources.

The Center for Animal Health Innovation islinking technology developers with industry, with
the goal of bringing new products to market faster and more efficiently. The center will bring
nine area animal health companies, plus regional universities and government agencies together
to accelerate job creation, research, development and commercialization of the next generation of
animal health and nutrition products. The center islocated at KSU’s new Olathe campus.

The Kansas Alliance for Bioener gy and Bior efining is uniting key industry players such as
Archer Daniels Midland with the world-class research and development efforts at KU and KSU.
The center of innovation will use commercial biorefining to develop alternative fuels and
chemicals, commercialize efficient biomass resources for cost-effective quality power and
improve carbon capture. The focus of this center is commercial viability, which requires the
confluence of economic viability with technical feasibility and marketplace acceptance.

Heartland Plant Innovationsis developing advanced technologies for gene discovery, trait
validation and crop improvement in order to deliver new products and production platforms.
The global research team associated with the center will focus on emerging commercial
opportunities for wheat and sorghum, crops in which Kansas has |eadership and expertise. The
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center is apublic and private collaboration of Kansas Wheat Commission, KSU, KU and many
private investors.

The Center of Innovation for Biomaterialsin Orthopaedic Resear ch is creating medical
instruments, medical devices and composite implants that will improve the practice of orthopedic
medicine. The center focuses on commercial viability, conducting research requested by
industry to meet market needs and capitalizing on the concentration of composites expertise
found in Wichita due to the state’ s longstanding aviation industry leadership. Together with
KBA, CIBOR isjointly sponsored by Via Christi, one of the largest health systemsin the
Midwestern U.S. and Wichita State University, home of the National Institute of Aviation
Research.

Thereis acost sharing requirement between the centers and KBA. The centers must at |east
match dollar for dollar the investment by KBA for the construction and operation of the project
in accordance with a budget included as part of the application process. Each center’s cost
sharing participation must be reported to KBA on a quarterly basis and the report must be
certified by the center director.

Through June 30, 2011, four Center of Innovation awards have been approved for funding in the
amount of $16,296,667. Through June 30, 2011, $11,957,756 had been paid. Please refer to
Exhibit 10 for alisting of the Center of Innovation awards.

Collaborative Biosecurity Research Initiative

The Collaborative Biosecurity Research Initiative (“CBRI") was a$2.5 million initiative
designed to bring together researchers nationwide to create products that protect Americans from
the intentional use of animal-borne diseases to infect humans or to disrupt the national economy.
Thisinitiative is separate from, but supported the effortsto attract NBAF. It wasinitiated in

FY 2008 during the NBAF site selection competition as a mechanism to engage academic
research institutions as partners for the Kansas bid.

The CBRI supported inter-institutional research to: 1) develop countermeasures for foreign-
animal diseases; 2) provide advanced test and evaluation capability for threat detection,
vulnerability and countermeasure assessment for animal and zoonotic diseases; 3) support
licensure of vaccine countermeasures through essential animal-model testing and evaluation; and
4) strengthen biosecurity capabilities of institutions serving certain regions and populations, such
as students underrepresented in biosecurity research.

The goal of the CBRI was to bring the nation’ s brightest researchers together to protect the
public health and safeguard the agriculture economy, using the unique biosecurity research
capabilities and facilitiesat KSU. The initiative allowed academic, federal-agency and nonprofit
researchers to collaborate with KSU scientists to perform research not possible at their home
ingtitutions.

The CBRI provided awards to investigators conducting projects in partnership with researchers

at KSU Biosecurity Research Institute, building on Kansas' international leadership in plant- and
animal-health research.
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Through June 30, 2011, three CBRI awards had been approved for funding in the amount of
$2,546,917. Through June 30, 2011, $1,723,000 had been paid. Please refer to Exhibit 11 for a
listing of the CBRI awards.

Kansas Bioscience Drug Development Program

The Kansas Bioscience Drug Development program supports relatively late-stage drug
development projects that have a clear focus on commercialization (as opposed to early-stage
research). The program funds only projects to advance products that are close to aregulatory
filing.

Kansas universities with pharmaceutical research programs are eligible to apply. Because the
state has strong assets in drug research and development, projects that involve collaborations to
combine those assets in new ways likely to drive innovation will be strongly preferred. Projects
that promote interactions among academic institutions, other nonprofit enterprises and industry
will be preferred, as will projects that attract collaborators from outside Kansas who bring
expertise or other resources not now available in Kansas or from whom KBA'’ s investment will
leverage additional project funding.

Individual awards under this program shall not exceed $500,000 a year nor have durations longer
than two years.

Through June 30, 2011, one Drug Development award has been approved for funding in the
amount of $500,000. Through June 30, 2011, no funds have been paid. Please refer to Exhibit
12 for alisting of the Drug Development award.

Proof of Concept Investment Program

The Proof of Concept Investment program (“POCI”) is a by invitation only program structured to
provide early stage “seed” financing to selected HBV clients. The purpose of the POCI program
isto allow HBV to further assist its clients in the development of their technology and business
concepts in order to reduce the uncertainty and risk of the technology, and to help bridge the gap
between basic research funding and the next stage of outside investment.

POCI awards are restricted to HBV clients and range from $25,000 to $200,000. Investment
Recommendations for funding greater than $75,000 are evaluated and approved by KBA’s
Investment Committee. POCI awards less than $75,000 must be approved by each of 1) the
President of HBV, 2) the CFO and 3) the CEO/President of KBA, and aformal written
Investment Recommendation must be sent to the Investment Committee. If any Investment
Committee member objects to a proposal approved by KBA management within five days of
receipt of the written recommendation, the proposal must go to the Investment Committee for
approval before an award can be made. Investments over $75,000 must be approved by the
Investment Committee and BOD under the normal investment approval process, as must all
follow-on investments.

Through June 30, 2011, 13 POCI awards have been approved for funding in the amount of
$1,500,000. Through June 30, 2011, $716,198 had been paid. Please refer to Exhibit 13 for a
listing of the POCI awards. The POCI program has been budgeted for an additional $1,000,000
in commitmentsin FY 2012.
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Some individuals BKD interviewed objected to the idea of a“by invitation only” program
funded with taxpayer money. David Vranicar stated that the purpose of the POCI, particularly
the POCI less than $75,000, which requires less formal approval and, therefore, can be made on
asomewhat expedited basis, isto be able to give avery early-stage company money it needsto
determine if it actually has a product or idea worth pursuing. These companies are too early-
stage to fit into other KBA funding programs. However, not every early-stage company or idea
isinvited to participate for anumber of reasons. HBV turns many opportunities away because
they are not well thought out or do not have a sustainable market. Therefore, HBV staff is
selective regarding the opportunities that are awarded POCIs. Mr. Vranicar indicated thisis why
the POCI programis not listed on KBA’s website.

Bioscience Research Facilities Program

K.S.A. 74-99b09(16) allows for the funding for the construction and on-going maintenance of
bioscience research facilities. These facilities can be developed in collaboration with
communities and universities with the goal of providing for sufficient state-of-the-art bioscience
research space. This program has supported the development of incubators, laboratories, the
Kansas Bioscience Park and the Venture Accelerator.

Through June 30, 2011, seven Bioscience Research Facilities awards have been approved for
funding in the amount of $30,768,968. Through June 30, 2011, $8,925,186 had been paid.
Please refer to Exhibit 14 for alisting of the Bioscience Research Facilities awards. The two
largest commitments, the Kansas Bioscience Park and the Venture Accelerator are discussed in
more detail later in this report.

Kansas Bioscience Growth Fund

K.S.A.74-99b09(27f) states that KBA may invest the funds received from gifts, grants, donations
and other operations of the authority in such investments as would be lawful for a private
corporation having purposes similar to the authority including pre-seed, seed capital and venture
capital funds whose purpose isto commercialize bioscience intellectual property, and in any
obligations or securities as authorized by the BOD. Please refer to the Kansas Bioscience
Growth Fund section later in this report for further discussion.

As of June 30, 2011, eight Growth Fund awards have been approved for funding in the amount
of $50 million. Through June 30, 2011, $6,841,382 had been paid. Please refer to Exhibit 15 for
alisting of the Growth Fund awards.

Companies can receive funding under more than one of the above detailed programs at atime. A
listing of companies receiving funding under multiple funding programsis detailed in
Exhibit 16.

OTHER KBA INITIATIVES AND PROJECTS

NBAF

On January 25, 2007, Governor Sebelius issued Executive Order 07-01, which created the
Kansas National Bio and Agrodefense Facility Task Force to lead Kansas' pursuit of NBAF.
Governor Sebelius gave KBA the responsibility of providing primary support and assistance to
the task force. Therefore, Mr. Thornton stepped into a leadership role with regard to NBAF. In
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January of 2007, the BOD committed $250,000 to support the consortium pursuing bringing
NBAF to Kansas. KBA subsequently committed in excess of $3.6 million for legal, consulting
and other servicesin support of the pursuit.

In March 2008, the BOD moved to approve a development plan to pursue bringing the NBAF
project to Kansas, including a commitment by KBA to support a significant portion of the costs
incurred by this effort. Support could include the acquisition of real estate, the acquisition or
construction of buildings, research grants and exercise by KBA of its power to cause the issuance
of bonds.

In September of 2008, the Executive Committee approved a recommendation to retain the law
firm Dickstein Shapiro, specifically Dennis Hastert, former Speaker of the U.S. House of
Representatives, to represent Kansas before the Administration as it presented its final case for
siting NBAF in Kansas. The scope of this engagement was to include: representing Kansasin
NBAF-related matters before senior officials of departments directing the NBAF site selection
process (the Department of Homeland Security and the Department of Agriculture); representing
Kansas in NBAF-related matters before senior officials of the Bush White House and providing
key intelligence related to other states' advocacy activities. During the Executive Committee's
consideration of the contract, Tom Thornton disclosed that he had previously worked for Dennis
Hastert. Payments under this contract totaled $123,150.52.

It was announced on December 5, 2008 that Kansas had been selected as the NBAF site. In
April 2009, Texasfiled abid protest against the USA before the Federal Court of Claims
alleging that the Department of Homeland Security (“DHS”) failed to adequately analyze
tornado risk, improperly rated the Kansas site higher than the Texas site and improperly rejected
Texas cost share proposal. Plaintiffs also claimed that Kansas officials improperly influenced
DHS and that DHS violated procurement rules by failing to properly evaluate sites per the site
selection process. However, no Kansas entities were named in the suit. Because of its stakein
the outcome, KBA requested to intervene in the lawsuit and to participate in the defense of the
DHS site selection decision. Intervening in the matter did not subject Kansas to any monetary
damages or liability. The Executive Committee unanimously authorized the retention of the law
firm Akin Gump to represent KBA, authorized expenditures as necessary and authorized Akin
Gump to intervene on KBA'’ s behalf. Akin Gump was chosen as they knew the history of the
entire application process and could rapidly bring legal resourcesto bear. It was known to the
BOD that Governor Carlin’s son was employed by Akin Gump.

The Texas lawsuit contained an allegation that Tom Thornton had a previous relationship with
then Navy Admiral Jay Cohen while Thornton served on the staff of Representative Dennis
Hastert, and that the relationship was used to lobby Admiral Cohen when he later became DHS
Undersecretary with responsibility for the NBAF site selection. Thornton stated that he never
met with Admiral Cohen prior to hisvisit to Manhattan and had no contact with Admiral Cohen
while a member of Hastert’ s staff.

On July 17, 2010, the federal judge dismissed the Texas Consortium’s lawsuit. The Court sided
with legal arguments by DHS that the suit by the Texas Consortium was based on hypothetical or
contingent claims and, thus, not suitable for judicial review. Indismissing the case, the judge did
not prohibit the Texas Consortium from re-filing at alater date. KBA spent $440,478.04 with
Akin Gump to intervenein the case.
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The Texas Consortium also requested areview by the DHS Inspector General into the
appropriateness of the site selection process. The DHS Inspector General concluded that DHS
carried out the site selection process fairly and did not identify any bias in the decision to build
NBAF in Kansas.

Congress directly appropriated $40 million for NBAF construction in FY 2011, despite the on-
going debates regarding budget deficits. The President’ s budget request for FY 2012 included
$150 million for NBAF construction. On-going debates at the federal level regarding deficits
and debt ceilings place funding for large projects such as NBAF at considerable risk, making the
FY 2012 budget process a crucia point in the life of this project. KBA management indicated
that it is essential that NBAF receive alarge FY 2012 appropriation to begin construction on the
main lab and maintain positive momentum.

Kansas has committed $105 million of matching State funds to the NBAF project and $35
million of research funding, both of which require active management. Therefore, on July 15,
2011, Governor Brownback issued Executive Order 11-22 creating the National Bio and Agro
Defense Facility in Kansas Steering Committee, of which the COB of KBA isamember. The
goal of the Steering Committee will be continued coordination of actions on behalf of the State
of Kansas with federal, state and private sector actors regarding funding, site planning, risk
mitigation, resource allocation, transition research, legidative activity, etc.

The remaining significant commitment by KBA for NBAF is the $35 million in research funding
over an eight-year period to establish an R& D program to enhance national biosecurity research
during NBAF construction and expedite the transition of such research to the KSU Manhattan
campus.

Through June 30, 2011, $39,190,000 had been committed for NBAF of which $2,785,444 has
been paid. Please refer to Exhibit 17 for alisting of NBAF awards.

Cancer Cures Project

The Cancer Cures project is focused on statewide efforts to improve the quality of cancer-related
research and care in Kansas and the region. The goals of the project are to leverage existing
excellence in pharmaceutical research to spur the commercialization of cancer fighting drugs and
boost Kansans' access to the most advanced cancer fighting therapies. KBA’srolesin this
project are to:
¢ coordinate the development and implementation of an integrated and statewide cancer
research strategy;
e work with cancer research ingtitutions to implement afederal advocacy agendato
enhance the institutions' abilities to garner federal research and development funding;
e build theregional and national reputation of the KUCC and position it as the leader in
cancer drug discovery, development, and delivery; and
e expand cancer research expertise and infrastructure in Kansas by nurturing collaborations
among research and health care institutions statewide through investments in basic and
clinical research; drug discovery, delivery and development; and facilities for cancer
research programs.
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Asthe goals of the program align with the desire of KUCC to attain the NCI designation, the
awards under this program, as well as some under the Eminent Scholar program, are being
specifically awarded to assist KUCC in achieving its goal.

The largest investment under this project is the Wahl/Hixon renovation approved in the amount
of $26.4 million in March 2009. KUCC requires space to advance its cancer research program
for NCI designation and to recruit cancer-related Eminent, Rising Star and emerging scholars.
KUCC hasidentified 170,000 gross square feet in the Wahl/Hixon Research Complex to meet
the near-term, state-of-the-art space needs for basic and trandational cancer research. The total
estimated renovation cost is $50 million, of which $34 million is for design and construction and
$16 million isfor equipment. KBA investment will support 10 years of bond payments for
construction costs.

In May 2009, the BOD authorized a budget of $600,000 to assist the advancement and support of
KUCC' s pursuit of the NCI designation. The support included hiring a project director at KBA
to work with KUCC to support comprehensive cancer care; invest in a peer review process to get
additional federal funding; retain a consulting group to provide eyes and ears in Washington
D.C. to monitor federal funding of research projects related to comprehensive cancer care; and
facilitate communication and marketing of the Comprehensive Cancer Care effort and the NClI
designation application. On July 1, 2009, KBA hired Brad Kemp as the Director of the Cancer
Cures project. Mr. Kemp serves as the liaison to KUCC.

In May 2010, the BOD authorized a budget of $693,000 to assist KUCC. The support wasto
include the funding for three years of salary for a KU BioCenter Director, direct project support
and the continued retention of a consulting group.

In May 2011, the BOD authorized an additional budget of $316,000 to assist KUCC. The
support isto include direct project support and the continued retention of a consulting group.

KUCC submitted its NCI designation application in September 2011. Mr. Kemp indicated that
there is every reason to be optimistic that KUCC’ s application will be successful.

As of June 30, 2011, ten Cancer Cures awards have been approved for funding in the amount of
$30,508,975. Through June 30, 2011, $10,305,123 had been paid. Please refer to Exhibit 18 for
alisting of the Cancer Cures awards.

Other Investments

Other investments, not fitting into the af orementioned categories are discussed below. Much of
the investment in this category isrelated to efforts to partner with other organizations to grow the
bioscience industry in Kansas, such as the investments in the annual BIO conventions discussed
in the KansasBio section later in this report.

Wichita Center for Graduate Medical Education

The largest grant in the Other Investment category is for the Wichita Center for Graduate
Medical Education (“WCGME”"). WCGME is anot-for-profit consortium consisting of the KU
School of Medicine-Wichita, Via Christi Regional Medical Center and Wesley Medical Center.
WCGME employs the medical residents that work at the member hospitals and is seeking to
increase scholarly research activity by residents in response to increased requirements of the
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Accreditation Council for Graduate Medical Education. WCGME must fulfill accreditation
standards by funding a centers-based infrastructure that will enhance clinical and translational
research of faculty and resident physiciansin the KU School of Medicine at Wichita. The new
environment fostered by thisinitiative will prepare physicians to participate in and lead research
projects that will improve health care delivery and patient outcomes, and potentially lead to new
drugs, medical products and intellectual property. The $6.13 million grant consists of $250,000
for plan development and $2.94 million for research in year one; $1.96 million using KBA
programsin year two and $979,200 using KBA programsin year three.

Through June 30, 2011, funding of $7,369,200 had been committed for Other Investments and
$4,429,200 has been paid. Please refer to Exhibit 19 for alisting of investments.

Arthropod-Borne Animal Research Laboratory

The U.S. Department of Agriculture Arthropod-Borne Animal Disease Research Laboratory
(“ABADRL") was located in Laramie, Wyoming, but due to the lack of re-certifiable BSL-
3/BSL-3Ag facilities, the USDA Agriculture Research Service approved the relocation of the lab
to the Biosecurity Research Ingtitute — a state-of -the-art BSL-3/BSL-3Ag facility —at KSU. The
mission of the laboratory isto solve major emerging and/or exotic arthropod-borne disease
problems that affect the U.S. livestock industry and wildlife. Many of these arthropod-borne
diseases also have an effect on human health. KBA’s BOD approved a grant of $1.5 million to
the City of Manhattan to facilitate ABADRL’s near-term laboratory and office needs by
building-out shell space in the new City of Manhattan incubator facility.

Through June 30, 2011, $1,022,000 of the grant had been paid. Please refer to Exhibit 20.

KBA FUNDING CAP COMPARISON

As previoudly stated, KBA was created in April 2004 and was originally projected to be a 15
year, $581.8 million initiative. However, due to annual funding capsin place since 2008, it is
now projected that KBA will not reach its maximum funding of $581.8 million prior to its sunset
date of 2019.

The State of Kansas has paid $175.1 million to KBA as of June 30, 2011. An additional $21.6
million is receivable from the State of Kansas as of that date. Therefore, atotal of $196.7
million has been committed by the State of Kansas to KBA as of June 30, 2011. Assuming the
$35 million annual cap remainsin place through 2019, an additional $280 million would be
committed by the State of Kansasto KBA through the sunset date. The total of the $196.7
million committed by the State of Kansas to KBA through June 30, 2011 and the $280 million
projected commitments from the State of Kansasto KBA is $476.7 million, well below the
initially anticipated $581.8 million.

Through June 30, 2011, KBA has made total Investment Commitments of $250.5 million and
total Other Operating Expense Commitments of $14.6 million, for total commitments of $265.1
million. Thisleaves $316.7 million in funds not yet committed, of the originally anticipated
$581.8 million, as displayed below.
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$581.8 Million Funding Cap Breakdown — Commitments
(in Millions)

Other Operating
Expense
Commitments,
$14.60

Investment
Commitments,
$250.50
Not Yet
Committed,
$316.70

Of the $250.5 million investment commitments, $87.5 million has been paid by KBA. Of the
$14.6 million operating expense commitments, $14.2 million has been paid by KBA. Therefore,
atotal of $101.7 million has been paid by KBA on commitments. Assuming all funds used to
pay for commitments are State funds and not internally generated funds, this means that of the
$175.1 million paid to KBA by the State of Kansas, $73.4 million has not yet been paid out on
Investment and Other Operating Expense Commitments by KBA. After considering the
additional $21.6 million receivable due to KBA from the State of Kansas, total commitments
exceed total cash received and receivable from the State of Kansas by $68.4 million. KBA
indicated that these commitments take into consideration projections of future funding when the
commitments are established. A graphical representation of the payment status of these
commitmentsis below.
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$581.8 Million Funding Cap Breakdown — Payment Status of Commitments
(in Millions)
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KBA isaudited by the firm Allen, Gibbs & Houlik, L.C. KBA’s audited statements as of

June 30, 2011 are included as Exhibit 21. BKD performed no procedures with regard to the

audited financial statements and presents them for informational purposes only.
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REQUESTED AREAS OF INVESTIGATION

In conjunction with the original and expanded scopes, Secretary Rodman requested that specific
issues be investigated and explained in the report.

HIRING OF TOM THORNTON

In early 2006, the BOD undertook a search for a CEO/President for KBA, as well as a president
for Kansas BioEnterprise (now HBV). The executive search consulting firm of Brill Neumann
was hired on March 24, 2006 at the recommendation of Bill Sanford. Mr. Nick Brill indicated
that Brill Neumann had previously done a number of economic development searchesin Ohio
and Mr. Sanford was on some of the search committees for those projects. Brill Neumann
focuses on recruiting leaders to institutions of higher education, academic medical centers and
research institutes.® Fees for Brill Neumann'’s services totaled $60,000.

Early in the process, Mr. Brill met with the KBA Search Committee as a whole and individually
on at least two occasions to discuss the position descriptions for the two positions. Search
Committee members included Clay Blair, Bill Sanford and Dolph Simons.* Mr. Brill indicated
that he also participated in a number of telephone calls related to the position descriptions. The
formal position descriptions enumerate the responsibilities of the job aswell as the qualifications
of desired candidates. Please refer to Exhibit 22 for copies of the position descriptions.

The candidate pool was then created by Brill Neumann using three paths to identify candidates
for both positions. Brill Neumann reached out to its contacts in the venture community to
identify potential candidates who had experience investing in and/or starting and building

bi oscience companies and whose interests might be appropriate for the Kansas BioEnterprise
position. Brill Neumann also spoke with sources in the economic development arenato identify
potential candidates who had both commercial sector experience and strong track records in
technology based economic development. And third, Brill Neumann sought candidates who had
private sector experience and proven ability to commercialize intellectual property developed at
research ingtitutions. The contact list provided by Brill Neumann indicates that 75 individuals
were contacted. Mr. Brill indicated that he did not recall from whom Brill Neumann received
Mr. Thornton’s name. However, he believes it would have been through one of the economic
development contacts.

The information provided by Brill Neumann indicates that seven candidates were identified for
the KBA CEO/President position, four of whom were pursued. Of the four pursued by Brill
Neumann, the KBA Search Committee chose to interview:
¢ Bill Duncan — President and Chief Executive Officer, Kansas City Area Life Sciences
Institute
e Tom Thornton — President, Illinois Technology Development Alliance

Brill Neumann identified 27 candidates for the Kansas BioEnterprise President position, seven of
whom were pursued. Of the seven pursued, the KBA Search Committee chose to interview:

e Terry Crabtree — Former President, Inoveon Corporation

e Vineet Kapur — Chief Financial Officer, Touchstone Asset Management

3 http://brillneumann.com.
32 Available minutes do not detail the members of the Search Committee.

35



e Tom Thornton — President, Illinois Technology Development Alliance
e Mark Wdowik — Executive Director, Office of Technology Transfer, University of North
Carolina

Although the documentation provided by Brill Neumann indicates the individuals were
interviewed for two separate positions, Mr. Brill indicated that all five were interviewed for the
KBA CEO/President position. Mr. Brill indicated that the goal was to hire the KBA
CEO/President position first and then fill the Kansas BioEnterprise position at a later date. That
is, in fact, what occurred.

Interviews of these five candidates were conducted in Kansas City on May 1 — 3, 2006 by KBA
Directors Clay Blair, Dolph Simons, Jr. and Bill Sanford, all members of the Search Committee
aswell asthe Executive Committee. Messrs. Blair, Simons and Sanford narrowed the five
candidates to the final two, Tom Thornton and Mark Wdowik. Additional interviews of
Thornton and Wdowik took place on May 25, 2006 in Washington, D.C. with Directors

David Franz, Dan Glickman and Clay Blair. Mr. Blair indicated that Director Jim Barone
interviewed Thornton during the process as well.

Mr. Blair stated that the BOD was interested in attracting federal research funding to Kansas.
Therefore, the BOD was interested in a candidate with experience in Washington who knew how
Washington worked. Mr. Thornton’s experience in Washington was viewed very favorably, and
set him apart from other candidates. Mr. Nick Brill of Brill Neumann stated that Thornton’s
Washington experience was afactor in his hiring. However, another significant factor was that it
was perceived that Mr. Wdowik would be difficult to successfully recruit. Mr. Brill indicated
that Mr. Wdowik’s wife was a professor and the KBA Search Committee discussed that it was
likely aposition would need to be located for her in order for Mr. Wdowik to accept an offer
from KBA. Ultimately, Thornton was recommended to the full BOD.*®

In the July 13, 2006 BOD meeting, Mr. Blair stated that he expected the announcement of the
new CEO/President of KBA to be forthcoming in a matter of weeks if not days. At the
October 12, 2006 BOD meeting, Tom Thornton was introduced as the President/CEO of KBA.

Allegations Related to Tom Thornton’s Employment History

Allegations have been made with regard to Mr. Thornton’s employment history, specifically
related to his employment on Representative Dennis Hastert’ s staff and his employment by
divineinterVentures. The allegations related to Thornton’s employment by Hastert are that
Thornton misrepresented that he was employed by Hastert while Hastert was Speaker of the
House, and that Thornton inflated the importance of his responsibilities on Hastert’s staff. The
allegations related to Thornton’s employment by divine interVentures are that he was directly
involved in that company’ s financial downfall and ultimate demise. Therefore, BKD reviewed
Thornton’ s employment history based on his resume as received from Brill Neumann, publicly
available information and an interview with Jude Sullivan, the former General Counsel of divine
interVentures.

3 The BOD and Executive Committee minutes do not reflect the recommendation or a vote.
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Mr. Brill indicated that a background and reference check were performed on Mr. Thornton.
Brill Neumann hired an outside firm to verify employment dates and run credit history, driving
record and criminal conviction reports. The reference check involved Brill Neumann calling
references provided by Thornton, as well as people who were “off-list” (not listed as a reference
by Thornton) who may have known Thornton. Mr. Brill believes the information was relayed
verbally to the KBA Search Committee, likely through Mr. Blair, and that the information was
sent to Mr. Blair aswell. Brill Neumann no longer has record of thisinformation in its database.
Mr. Blair indicated that Brill Neumann did inform him that it had performed a background
check, but he did not recall receiving any written information related to the background check.

The copy of Mr. Thornton’s resume provided by Brill Neumann, Exhibit 23, lists Thornton’s
employment history from most recent to most historical. The resume lists his employment with
Hastert as “ Senior Policy Analyst, Congressman J. Dennis Hastert, U.S. House of
Representatives. January 1991 — December 1993.” Mr. Hastert was Speaker of the House from
January 6, 1999 through January 3, 2007. Thornton included his period of employment with
Hastert on his resume, which does not overlap Hastert’s position as Speaker. In the description
of hisduties, Thornton identifies Hastert as Representative J. Dennis Hastert, currently Speaker
of the House. At the time of the submission of Thornton’s resume, Hastert was Speaker of the
House. Therefore, it appears that the description of Thornton’s employment by Hastert on the
resume is accurate.

With regard to Mr. Thornton’s employment by former Speaker Hastert, Mr. Brill indicated his
firm did speak to someone in Hastert’ s office who spoke highly of Thornton. Mr. Brill does not
recall Thornton indicating that he was with Hastert’ s office while Hastert was Speaker of the
House. Mr. Brill offered that many people will list their employment by date order and if the
person they are referring to being employed by has since gained a new title, they may use that
title. Brill indicated that he has seen many resumes and thisis not unusual. However, Mr. Blair
indicated that during the interview process Thornton indicated that he had been with Hastert
when Hastert was Speaker of the House. Blair recalled that Thornton stated he was involved in
putting together the charges against Clinton related to Monica Lewinsky. Mr. Brill indicated that
he did not remember ever hearing Thornton say that, and it is the kind of thing he thinks he
would remember if he heard it. However, he indicated that there were many interviews of
Thornton that he did not take part in. To the extent it has been written or stated that Thornton
was a member of Hastert’ s staff while Hastert was the Speaker of the House, that is inaccurate.

Questions have a so been raised regarding Mr. Thornton’ stitle and responsibilities while
employed by Representative Hastert’ s office. On his resume, Thornton’s description of his
responsibilities stated, “As Senior Policy Analyst, Mr. Thornton served as principal policy
advisor and managed affiliated policy staff for Representative J. Dennis Hastert, currently
Speaker of the U.S. House of Representatives.” BKD emailed Speaker Hastert, now employed
by the law firm Dickstein Shapiro, LLP and asked Speaker Hastert to verify Thornton’s dates of
employment and to provide a description of Thornton’s responsibilities. Speaker Hastert verified
the dates of employment listed on Thornton’s resume and indicated that Thornton’ s title was
Leg. Director. Thornton’s primary responsibility was to make sure policy and funding for Fermi
Lab (in lllinois) was in place. However, Speaker Hastert indicated that in a small legidative
office, staffers cross discipline whenever needed. Please refer to Exhibit 24 for Speaker
Hastert’s email response.

37



divine interVentures’ Bankruptcy

An additional allegation related to Mr. Thornton’s employment revolves around histenure as a
Managing Partner of divine interVentures from October 1999 through May 2001. Thornton's
resume, as provided by Brill Neumann, indicates that “Mr. Thornton led divine s business-to-
business e-commerce investment team, managing $120 million in investmentsin 15 portfolio
companies. Chicago-based divineisapublicly held operating company that partners with
entrepreneurs and brick-and-mortar businesses to build market leaders in business-to-business e-
commerce, Internet infrastructure and Internet-based related business services.” The resume also
noted that Thornton assisted in the development and marketing of divine sinitia public offering
(“1PO") that rose over $400 million.** divine went public in July 2000 and declared bankruptcy
in February 2003. Allegations have been made that Thornton was integrally involved in the
financial decline of divine interVentures.

BKD reviewed thisissue by examining filings associated with Enivid, Inc. (formerly known as
Divine, Inc. and divine interVentures) and Sabine, Inc. (formerly known as RoweCom, Inc.)
bankruptcies and through an interview with Jude Sullivan, former Secretary and General Counsel
of divine interVentures and former President of RoweCom, Inc.

Bankruptcy filings®™ indicate that divine interVentures was founded in 1999 as an Internet-
holding company known as an incubator company, engaged in busi ness-to-business e-commerce
through a group of associated companies. divine interVentures provided management and other
resources with the goal of taking companiesin its portfolio public. divine interVentures rose
over $100 million inits IPO in July 2000. However, the IPO market for dot-com companies
evaporated in 2000 and divine interVentures failed to produce a single 1PO for its incubated
association of companies.

Toward the end of 2000, many members of management believed that the incubator concept had
failed and that divine interVentures should pursue a new business strategy. In February 2001,
divine interVentures, then known as Divine, announced that it would acquire companies engaged
in the “Enterprise Web Solutions’ business and then integrate the acquired companies and their
products and services into the portfolio of existing Divine products. Divine actively
implemented its strategy in the remainder of 2001 during which it acquired 20 companies.
Divine focused on acquiring financially distressed companies with operational concerns. The
new business strategy contributed to Divine's cumulative operating loss for the first three
quarters of 2001 in excess of $175 million. By this time, many members of management
guestioned the new business plan due to its cost, negative effect on cash flow and operational
challenges associated with the acquisitions. However, the CEO would not be dissuaded and the
dissident members of management failed to alert the BOD of their concerns.

% Publicly available information indicates that divine raised approximately $120 million through its IPO. However,
there were simultaneous private placements that approximated $259 million. “divine interVentures Announces
Second Quarter 2000 Results and Provides Post-1PO Update,”

http://www.thefreelibrary.com/divine+interV entures+Announces+Second+Quarter+2000+Results...

*Inre ENIVID, Inc., et a. Debtors, JAMES B. BOLES, LIQUIDATION TRUST REPRESENTATIVE OF THE
LIQUIDATING TRUST OF ENIVID, INC., Plaintiff, v. ANDREW J. FILIPOWSKI, PAUL HUMANSKY,
MICHAEL CULLINANE AND JUDE SULLIVAN, Defendants. Chapter 11, Case No. 03-11472-INF, Adv. P. No.
04-1439-INF, UNITED STATES BANKRUPTCY COURT FOR THE DISTRICT OF MASSACHUSETTS.
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One of the companies targeted for acquisition by Divine was RoweCom, Inc. RoweCom was a
financially distressed company, having operated at aloss for several years. Based on
RoweCom'’ s business model, vendor paymentsin the fourth quarter were routinely in excess of
customer payments, and would require funding by Divine. Divine's on-going cash flow
problems and alack of synergy between RoweCom and Divine's business, led some within
Divine to question the acquisition of RoweCom. However, Divine completed the transaction on
November 6, 2001 and arguably entered the “zone of insolvency”* on November 30, 2001.
Nevertheless, Divine's CEO remained steadfast in his acquisition strategy, acquiring eight
additional companies.

Divine continued to suffer from severe cash flow problems and in July 2002 disbanded its
Merger and Acquisitions unit. By the third quarter of 2002, Divine' s cumulative operating |osses
totaled $683.7 million since its PO in July 2000. In the fourth quarter of 2002, RoweCom’s
usual, fourth quarter cash need arose. However, Divine did not have sufficient cash or available
financing to meet RoweCom’ s cash needs. Furthermore, Divine had used cash paid to
RoweCom by customers throughout the first three quarters of the year to fund its own operations
rather than accumulating those payments to meet the large payments due RoweCom’ s vendors in
the fourth quarter for services provided RoweCom’ s customers throughout the year. Through the
fourth quarter of 2002, Divine unsuccessfully attempted to sell RoweCom. By mid-December
2002, Divine determined that it was not able to continue to support RoweCom and was not in a
position to finance the RoweCom year-end vendor payments. On January 27, 2003, RoweCom
filed bankruptcy.

Once in bankruptcy, RoweCom filed an adversary proceeding against Divine seeking $73
million in damages, for, among other things, “looting” RoweCom. Thereafter, the United States
Department of Justice and the Securities and Exchange Commission began investigating the
management of RoweCom and Divine. In addition, prior to RoweCom’s bankruptcy, Divine's
auditors informed the company that it would issue a*“going concern” qualification in the absence
of a definite operating plan for 2003. Divine explored severa strategic alternatives, including
the sale of its entire business or various divisions, but could not secure abuyer. Divinefiled
bankruptcy on February 25, 2003.

BKD interviewed Jude Sullivan and his recounting of what led to the downfall of divine
interVentures closely approximated that detailed in the bankruptcy filings. Sullivan indicated
that divine interVentures was an incubator and early-stage venture capital fund that focused on
Internet-enabled businesses. Sullivan was originally the legal director of the Partner
Development Group of which Mr. Thornton was one of three managing partners. In April 2000,
the Internet bubble burst and divine interVentures subsequently restructured its business model
to be less of an Internet-enabled company incubator and more of an acquisition company to buy
Internet and software companies that could not get funding elsewhere. In the restructuring of
Divine, Sullivan became General Counsel. During this process, Divine significantly dismissed
the Partner Development Group. Thornton took over the Skyscraper Fund, which was basically
avery early stage venture capital fund. It wasthe “garage fund” for Divine, making investments
of $300,000 to $500,000. Thornton left Divinein May 2001 and Sullivan indicated his
recollection was that the Skyscraper Fund only made a few investments before Thornton left.

% Zone of Insolvency is alegal term used when acompany isin danger of going bankrupt.
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Sullivan indicated that everything that Divine did that mattered, as far as its demise, happened
long after Thornton left. Sullivan indicated that most of the responsibility lies with the
RoweCom matter previously described.

Mr. Sullivan indicated that Mr. Thornton was never a defendant in any of the resulting lawsuits.
The defendants were Andrew Filipowski, the CEO; Paul Humenansky, the President and COO;
Michael Cullinane, the CFO; and Jude Sullivan as Secretary and General Counsel of Divine and
President of RoweCom. Sullivan was not a director of either Divine or RoweCom and indicated
that he was named in the suit largely due to the fact that he was General Counsel. However, the
bankruptcy documents indicate that Sullivan voiced his concern regarding the RoweCom and
other investments to management, but not to the outside directors, which contributed to the deals
being approved and was a breach of hisfiduciary duty. The various bankruptcy cases
consolidated and settled in May 2005. Sullivan was a party to the Settlement Agreement, which
was funded by the insurance companies. Sullivan indicated that there were no resulting
ramifications to his law license or his ability to practice law. Sullivan indicated that he was not
an individual party to any sort of investigation, including those by the Securities and Exchange
Commission or the Department of Justice.

Other previous employment listed on Thornton’s resume included positions with The Illinois
Coalition, Convergent Technology Group, Inc. and Illinois Technology Development Alliance.
A review of publicly available information indicates that Thornton was employed by those
entities. In addition, Thornton became a director of Advanced Life Science (“ALS’) in June
2001. ALSwas abiopharmaceutical company engaged in the discovery, development and
commercialization of drugsto treat the areas of infection, oncology and respiratory disease. On
May 5, 2011, AL S suspended operations and terminated its staff due to a severe lack of liquidity.
Thornton’s annual BOD fees from ALS were $50,000. BKD found no evidence of any
interactions between KBA and ALS.

TOM THORNTON'S RECRUITMENT BY CLEVELAND CLINIC
INNOVATIONS

In early 2011, allegations began to surface that KBA was not appropriately funding some grants
to client companies. Shortly thereafter, the Senate Commerce Committee began to question the
operations of KBA and its spending of taxpayer funds. To attempt to address concerns being
raised by members of Kansas government regarding KBA'’ s spending and potential conflicts of
interest in the grant and investment award process and contracting, the BOD initiated this
Forensic Audit in early April 2011. A few daysinto the Forensic Audit, on April 13, 2011,
Tom Thornton resigned and accepted the position of General Manager of Alliances with
Cleveland Clinic Innovations, a start-up incubator of The Cleveland Clinic®” in Cleveland, Ohio.

3" Director Bill Sanford is amember of the BOD of Cleveland Clinic and the Advisory Board of Cleveland Clinic
Innovations. Mr. Sanford stated that he had no knowledge of or involvement in Thornton’s employment at
Cleveland Clinic Innovations. Mr. Thornton indicated that he was frequently approached with potential
employment opportunities and pursued the position with Cleveland Clinic Innovations. He indicated that the timing
of the offer was right given the allegations being directed at KBA.

40



Allegations have been made that Mr. Thornton called in afew favors to obtain the job with
Cleveland Clinic Innovations after announcement of the Forensic Audit. It has been alleged that
Director Bill Sanford and/or Mr. Baiju Shah®® assisted Thornton in obtaining his new
employment. Mr. Sanford isan Advisory Board member of Cleveland Clinic Innovations and a
Board member of Cleveland Clinic and Mr. Shah isthe CEO of BioEnterprise, of which
Cleveland Clinic is one of the founding members. Both Messrs. Sanford and Shah deny assisting
Thornton in his move to Cleveland Clinic Innovations. The forensic review of Thornton’s email
from the email server and computer forensics performed on Thornton’s KBA computer indicates
the following chain of events. Please refer to Exhibit 25 for the relevant emails described below.

Thereview of Mr. Thornton’s email indicates that he was first contacted by Chris Coburn, the
Executive Director of Cleveland Clinic Innovations, regarding a possible employment
opportunity on December 7, 2010. The email reads “ Thomas-we might be brewing something in
Cleveland that (would) be of interest to you. Do you want to chat more? If so, what (would)
your target (compensation) be?’ Thornton replied that same date that he was “intrigued” and
agreed to talk more. On December 8, 2010, Thornton’s KBA cell phone records indicate a 21
minute call was placed to the phone number associated with Chris Coburn at Cleveland Clinic
Innovations.

On December 12, 2010, Mr. Coburn again contacted Mr. Thornton and stated that he had
mentioned Thornton to one of their key people and there was real interest. Thornton replied on
December 13, 2010 that he was absolutely interested and would forward his bio, which he did on
December 14, 2010.

On December 19, 2010, Mr. Coburn asked Mr. Thornton when he would be available to come to
Cleveland for an interview. On December 21, 2010, Thornton confirmed that he would be in
Cleveland on January 6, 2011 and asked for a position description and a listing of who he would
be meeting with.

On January 5, 2011, Mr. Thornton verified that the meeting the next day was still on schedule
and again asked for more information on the position and who he would be meeting with. That
same day, Thornton received a schedule of meetings from 11:30 a.m. through dinner, with a
breakfast meeting with the Chairman of Cleveland Clinic Innovations the following morning.
Thornton placed a one minute phone call on his KBA cell phone to the phone number associated
with Linda Ludrosky, Chris Coburn’s Administrative Assistant.

BKD noted that the plane ticket purchased for Mr. Thornton to fly to Cleveland for the

January 6, 2011 interviews was paid for by KBA as discussed in more detail later in this report.
BKD asked Thornton in his August 24, 2011 interview if the January trip was an interview for a
job. Thornton replied that it was not; that Cleveland Clinic Innovations was just interested in
hearing about KBA’s successful business mode!.

On January 11, 2011, Mr. Coburn sent Mr. Thornton an article entitled “ Cleveland Clinic,
MedStar join forces to move medical technologies to market.” Thornton replied, “Great
news...let me (know) what the next steps are.”

% Baiju Shah and BioEnterprises were consultants to HBV as discussed later in this report.
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On January 11, 2011, Mr. Coburn indicated he got Mr. Thornton’s voicemail, and stated,
“Assuming you are seriously interested, along the lines of what we discussed a few weeks ago
(in terms of scope and comp), | am going to float your name confidentially (with) the MedStar
folks tomorrow when | have my kick-off meeting with them.” Thornton replied, “ Sure thing.
Have you put any thought into bonus opportunity?’

On January 12, 2011, Mr. Thornton sent a blog to Mr. Coburn entitled “Fixing Biotech’s Broken
Business Model” along with the message “Chris, avery timely blog that emphasizes the critical
importance of the innovation alliance. The aliance will be a national model for health care
commercialization. I'd look forward to being a part of it.”

On January 20, 2011, Mr. Coburn’s assistant sent Mr. Thornton an email to check his availability
for ameeting with MedStar on February 8"

On February 15, 2011, Mr. Thornton placed a one minute call on his KBA cell phone to the
phone number associated with Chris Coburn.

On February 22, 2011, Mr. Thornton placed atwo minute call on his KBA cell phone to the
phone number associated with Debra Cunningham, Department Coordinator at Cleveland Clinic
Innovations.

On February 23, 2011, Mr. Thornton was copied on an internal email between MedStar
personnel, which stated, “Just areminder that Tom Thornton will bein DC 2/28 to 3/2 and asked
through Chrisif we could set up some follow-up meetings for him with us (which isagreat sign
that he is mentally transitioning to join us). Tom thought he could carve out about 4 hours of
time on one of the days to come over for meetings.”

On February 28, 2011, Mr. Thornton placed a two minute call from his KBA cell phone to the
number associated with Chris Coburn.

On March 10, 2011, Mr. Thornton placed a one minute call from his KBA cell phone to the
number associated with Susan Bernat, Director of Operations and Finance at Cleveland Clinic
Innovations. On March 10, 2011, Thornton received an email from Susan Bernat at Cleveland
Clinic Innovations, which stated, “ Tom- just checking to seeif you had a chance to pull together
the numbers we discussed this morning.” On March 11, 2011, Thornton replied, “1 was provided
a$50K moving allowance upon joining KBA. These are the actual data (round figures) from my
move from Chicago to run KBA: $21,000 for move of possessions; $8,000 for temporary
housing in Kansas (4 months); $4,000 for airfare between Chicago and Kansas (pre-job hunting
in Kansas, disposition of Chicago condo); $1,000 for storage.”

Although Mr. Thornton’s KBA computer has been effectively wiped,* there were some
Windows shortcut files with names, but not contents, of folders and files that existed on
Thornton’s computer at one time. The following Windows shortcut files were found to be
relevant to the possible timeline of Thornton’s offer and acceptance of employment from
Cleveland Clinic Innovations.

% Refer to Thornton Computer Section later in this report for a discussion of the removal, deletion and wiping of
information from Thornton’s KBA computer by Thornton.
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Windows Shortcut File Date Created Time Created
C:\Documents and Settings\Thornton\Desktop\Resignation March 10, 2011 8:24 p.m.
C:\Documents and Settings\Thornton\Resignation\K BA March 10, 2011 8:37 p.m.
Resignation.docx

C:\Documents and Settings\Thornton\Desktop\Resignation\K BA March 10, 2011 10:01 p.m.
Situational Analysis.docx

C:\Documents and Settings\Thornton\Desktop\Resignation\K BA March 10, 2011 10:02 p.m.
Resignation Memo.docx

C:\Documents and Settings\Thornton\Desktop\Resignation\Resignation | March 11, 2011 1:48 am.

KBA Board.docx

Furthermore, Mr. Thornton told BKD that he accepted the offer from Cleveland Clinic
Innovationsin March.

On March 28, 2011, Mr. Thornton received an email from Susan Bernat at Cleveland Clinic
Innovations, which stated, “ Tom- Just wanted to reach out to you and see if a start date has been
established. Please let me know if you need any assistance from me in getting everything
together.”

On April 13, 2011, Mr. Thornton sent an email entitled “ Transition Plan” to Governor Carlin
with the message “Per our discussion.” Governor Carlin indicated that Thornton tendered his
resignation to Carlin in a phone conversation on April 13, 2011, shortly prior to sending the
email described above.

Emailsindicated that Mr. Thornton was acquainted with Mr. Coburn at least as far back as
September of 2007. Furthermore, BKD saw no direct indication in Thornton’s emails of any
involvement by Messrs. Sanford or Shah in Thornton’s recruitment by Cleveland Clinic
Innovations. BKD identified no calls to/from Thornton’s KBA cell phone to/from the number
associated with Mr. Shah at BioEnterprise. There were several calls between Thornton and

Mr. Sanford over the period reviewed, but none that clearly indicated Mr. Sanford’ s involvement
in Thornton’ s recruitment process. Furthermore, both Messrs. Sanford and Shah indicated to
BKD that they had not been involved with Thornton’s employment opportunity at Cleveland
Clinic Innovations.

BKD attempted to contact Chris Coburn to speak with him regarding Mr. Thornton’s hiring.
BKD received a call back from Ms. Karen Shanahan, Senior Counsel of Cleveland Clinic
Innovations. Ms. Shanahan indicated that in this instance, she had been given clearance by
Cleveland Clinic Innovations Human Resources Department to provide some information in
response to questions posed by BKD. Ms. Shanahan indicated that Thornton has been known to
the management of Cleveland Clinic Innovations since the mid-1990' s and no one associated
with KBA, inclusive of Mr. Sanford and Mr. Shah, assisted Thornton in securing his
employment with Cleveland Clinic Innovations. She aso confirmed that Thornton is still
employed by Cleveland Clinic Innovations. An additional question posed by BKD was whether
or not Thornton was using any information, documents, intellectual property, contact lists, etc.,
brought with him from KBA. Ms. Shanahan stated that Cleveland Clinic Innovations did not
believe there was an overlap in Thornton’ s responsibilitiesin his current position and his position
at KBA that would result in his continued use of KBA information.
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CHANGE OF EMPLOYMENT STATUS OF CFO/COO DURING
FORENSIC AUDIT

On October 8, 2011, the employment status of CFO/COOQO Jan K atterhenry changed. Because of
the timing of this change in status, BKD evaluated two iSsues:

1. Wasthe change in status motivated by issues related to the Forensic Audit?

2. Didthe changein status interfere with the auditors' ability to perform the Forensic Audit?

Asto thefirst issue, BKD did not find any evidence indicating that the change in status was
motivated by issues related to the Forensic Audit.

Asto the second issue, BKD does not believe that that change in status interfered with the
auditors' ability to perform the Forensic Audit. BKD interviewed Ms. Katterhenry before the
change in status and, accordingly, had access to information pertaining to the Forensic Audit.

Subsequent to her change in status, BKD left word with Ms. Katterhenry, through her legal
counsel, indicating BKD' s ability to receive any additional information, if any, Ms. Katterhenry
wished to provide. We received no indication from Ms. Katterhenry or her counsel of adesire to
provide supplemental information.

ALLEGATIONS RESULTING IN CLAY BLAIR’S RESIGNATION

One of the accomplishments of the Start-up Phase was the siting of the Kansas Bioscience Park.
In July 2006, Chairman Blair announced that the City of Olathe (“ Olathe”) would donate 92
acres of land valued at approximately $9 million to KSU and KBA to be used for the KSU
Olathe campus, a bioscience incubator and a bioscience business park. (Please refer to the
Kansas Bioscience Park section later in this report for further discussion.) This accomplishment
was cited in many interviews with current and former BOD members as a testament to

Mr. Blair’ sentrepreneurial talents. KBA directors interviewed that served on the BOD with
Mr. Blair consistently credited him with bringing KBA’ s operations into existence and quickly
building support for the organization. Many of those BOD members commented that Clay Blair
was the right person to lead KBA initsinaugural phase due to his business talents and ability to
get things done. However, Mr. Blair’s tenure was not without controversy. Please refer to
Exhibit 26 for the emails described below.

Some of Mr. Blair’s business practices raised concerns with some members of the BOD. By
April 2007, Director Sandra Lawrence was expressing concern related to governance issues. In a
letter to BOD members dated April 5, 2007, Ms. Lawrence raised issues related to the timely
submission of Conflict of Interest Disclosure forms; vendor relationships with vendors related to
Mr. Blair, specifically an Administrative Services Agreement*® between Clay Blair Services and
KBA; and other matters. Two versions of the Administrative Services Agreement are attached in
Exhibit 26. Inthe earlier version (transmitted via email dated March 15, 2007), Clay Blair
Services would receive $4,000 a month to assist KBA staff in business attraction, public
appearances, negotiating agreements for benefit of KBA and assisting in the screening of

“0 BK D attempted to conduct a follow-up interview with Mr. Blair regarding the agreement, but was unable to reach
him for comment.

44



possible grants and investments. Thornton objected to this agreement as unnecessary and noted
that these services to be provided by Mr. Blair would not be subject to staff direction, discretion
and/or management. Thornton was also concerned that Blair would not keep KBA informed of
his activities. Inthe latter version (signed by Dave Franz on March 23, 2007), Clay Blair
Services would receive $4,000 a month for administrative support services until such time as
KBA could support itself. However, inthe March 27, 2007 email from Thornton to Sandra
Lawrence, Thornton pointed out that KBA had a staff of four, two of which were administrative
assistants, and again questioned the necessity of the agreement. Ms. Lawrence therefore
withdrew her approval of the agreement, and the agreement was never executed. In her March 5,
2007 email to Mr. Blair and other BOD members, Ms. Lawrence stated that she was aware that
the BOD approved the paymentsto Clay Blair Services before KBA established its own office,
but that she understood it would stop once KBA had its own infrastructure in place. Paymentsto
Clay Blair Servicestotaled $16,000 in FY 2006 and $30,000 in FY 2007.

The primary accusations that led to Mr. Blair’ sresignation related to potential conflicts of
interest caused by Mr. Blair’s hiring of family members to perform work for KBA and the
potential personal financial benefit related to the siting of the Kansas Bioscience Park. Mr. Blair
indicated that he hired the law firm of Stinson Morrison Hecker through his cousin Allen Blair to
perform services on KBA'’s behalf. Stinson Morrison Hecker was paid $27,163.45 in FY 2005,
$55,377.48 in FY 2006, $51,660.44 in FY 2007 and $7,344.00 in FY2008. Mr. Blair indicated
that he hired his son-in-law Dennis Patterson to oversee the Kansas Bioscience Park project as
Patterson was an experienced project manager having successfully worked with Mr. Blair on
various real estate development ventures. Mr. Patterson was paid $7,687.50 in FY 2007.
Furthermore, as previously mentioned, Mr. Blair’s company, Clay Blair Services provided
administrative services for which it received payment. Mr. Blair stated that none of these
payments were made with the purpose of financially benefitting a family member or himself.

Mr. Blair indicated that he hired Allen Blair and Dennis Patterson not because they were family
members, but because he knew them to be competent from previous experience and knew that
they would provide quality work at afair price. With regard to the paymentsto Clay Blair
Services, Mr. Blair indicated that it was reimbursement for overhead and administrative
assistance for the use of Clay Blair Services' space, personnel and supplies. Mr. Blair stated that
he worked many hours on KBA’s behalf, for which he received no personal compensation.

The allegation that Mr. Blair benefitted from the siting of the Kansas Bioscience Park related to
the fact that Mr. Blair owns land near the Kansas Bioscience Park, which he developed into the
residential subdivision Prairie Brooke. The marketing materials for Prairie Brooke reportedly
stated that it is located near the Kansas Bioscience Park. The alegation is that the value of

Mr. Blair’ sland was increased by its proximity to the Kansas Bioscience Park. Mr. Blair
indicated that given hisland holdings in Johnson County, it would be difficult to develop a 100
acre parcel in Johnson County that was not near one or more of hisland holdings. With regard to
the mention of Prairie Brooke' s proximity to the Kansas Bioscience Park in its marketing
material, Mr. Blair indicated that the marketing materials also mentioned that the development is
near a high school, a middle school and an elementary school. Mr. Blair indicated that it is
common in marketing real estate to describe the amenitiesin close proximity to the development.
Mr. Blair indicated that the siting of the Kansas Bioscience Park did not increase the value of lots
or homesin the Prairie Brooke subdivision.
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Ethics Investigation Regarding Clay Blair

Mr. Blair stated that the previously described allegations against him were false, but given the
publicity surrounding them, he believed it was in the best interest of KBA to resign. Mr. Blair
resigned from the BOD of KBA on June 8, 2007. Mr. Blair told BKD that after he resigned, he
hired an attorney, Reid Holbrook, and had Mr. Holbrook contact the Kansas Governmental
Ethics Commission to request an investigation into the allegations against him. Mr. Blair
indicated that the investigation did not find that he had done anything in violation of any laws or
regulations.

BKD called the Kansas Governmental Ethics Commission to inquire as to the existence and
findings of the investigation of Mr. Blair. A representative of the Kansas Governmental Ethics
Commission indicated that it would confirm or comment on the existence or results of an
investigation only if that investigation had resulted in a public hearing; however, there was no
record of apublic hearing regarding Mr. Blair.

BKD believes an investigation did occur based upon an email from Mr. Thornton to Troy
Findley, dated May 24, 2007 that indicated that Thornton was contacted by an investigator at the
Kansas Governmental Ethics Commission related to an investigation of Mr. Blair. Furthermore
BKD located |etters from Blair' s attorney, Reid Holbrook, requesting information from KBA
under the Kansas Open Records Act as early as June 12, 2007. BKD could locate no public
findings related to the investigation and could not determine if the investigation was initiated by
Mr. Blair, or was on-going when Mr. Blair requested an investigation. Please refer to Exhibit 27
for copies of the described documents.

KBA SELF-REPORTED ETHICS MATTER

In October 2007, Dan Schmisseur, formerly with KTEC, contacted KBA’s Audit Committee Chair,
Angela Kreps, to report possible ethics violations* involving Mr. Blair.* KBA’s Audit Committee
hired the law firm of Polsinelli Shalton Flanigan Suelthaus, PC (“Polsinelli”) to investigate the
October 2007 allegations. The result of the investigation was a March 26, 2008 |etter to the Kansas
Governmental Ethics Commission self-reporting a potential violation related to the possible
acceptance of an inappropriate payment from avendor to KBA for entertainment of KBA
personnel. In addition, the following information has been gathered from the forensic review of
Thornton’s email from the email server. Please refer to Exhibit 28 for the documents described
below.

Based on a February 19, 2008 email from Frank Ross of Polsinelli to Michael Foley of UBS
Financial Services, Inc. (“UBS"), it appears that there were two issues under review: the payment of
expenses associated with a cocktail party and dinner by UBS for KBA BOD in Washington, D.C. in
the late winter/early spring of 2007; and whether KBA’ s relationship with UBS had resulted in any
benefit to Clay Blair in connection with his own personal and related business relationships with
UBS. On February 27, 2008, UBS indicated it would provide information related to the cocktails

“I Ms. Krepsindicated to BKD that the allegations included improprieties related to the siting of the Kansas
Bioscience Park and her recollection was that the siting was included in the investigation conducted by the law firm.
However, available information reviewed by BKD did not indicate that the siting of the Kansas Bioscience Park was
a subject of the investigation by the law firm.

“2 BKD attempted to conduct a follow-up interview with Mr. Blair regarding this issue, but was unable to reach him
for comment.
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and dinner potentially hosted by UBS and further indicated that the UBS Special Investigations
Unit had started an internal investigation, pursuant to their normal protocol, into the allegations that
Blair personally benefitted from KBA’s relationship with UBS. However, UBS did not commit to a
timeline for the internal investigation.

On February 22, 2008, Polsinelli received aletter from Michael Norton of Blackwell Sanders, LLP,
representing Mr. Schmisseur, inquiring about the status of the ethics complaint lodged by
Schmisseur four months earlier. The letter alleged that not only had no meaningful steps been
taken to address the serious ethical breaches identified by Schmisseur, but Schmisseur and others
had been subject to retaliation resulting in financial loss and other harm due to further ethical
breaches after the complaint.

The letter stated that the initial malfeasance reported by Schmisseur, and Ms. Kreps' subsequent
breach of her duty of confidentiality, led directly to the termination of an individual from the KTEC
Pipeline Program and loss of business opportunity, and also led to the termination of Schmisseur
and another individual from the Center for Economic Development, Innovation and
Commercialization (“CEDIC”).

Through his attorney, Mr. Schmisseur requested information regarding what safeguards were taken
to ensure an independent investigation and regarding the level of knowledge Ms. Lawrence and
other KBA BOD members had regarding Schmisseur’s complaint and Ms. Kreps' involvement in
the underlying issue (assumedly, histermination from CEDIC). The letter ended with the comment
that Schmisseur had authorized his attorney to explore other legal avenues to address his concerns
to the extent he was not satisfied with KBA’s diligence in these matters.

On March 19, 2008, Polsinelli replied to the Schmisseur letter. The response indicated that the
issues raised by Schmisseur were highly sensitive as were the related findings. KBA’s Executive
Committee was informed of the information provided by Schmisseur and had identified certain
matters requiring action. However, the letter did not provide any detail and indicated that the letter
would be the last correspondence with regard to the issues raised.

KBA chose to self-report the issue related to the potential payment by UBS for cocktails and dinner
to the Kansas Governmental Ethics Commission in a March 26, 2008 letter with attachments. In
that letter, KBA reported the possibility that all or a substantial part of the costs associated with a
KBA BOD dinner meeting in Washington, D.C. on March 12, 2007 may have been paid for by
UBS. Under Kansas Ethics Laws, directors and officers of KBA are prohibited from either
soliciting or accepting free or special discount meals from a source outside of state government,
except under specific circumstances. KBA'sinternal investigation found that Clay Blair may have
made the arrangements with UBS without the knowledge of any other BOD member. However,
KBA did not interview Blair to attempt to confirm that allegation.

The details of the payment indicate that the $4,326.74 catering invoice for the dinner was paid by
Mr. Thornton on his personal credit card, for which he was reimbursed by KBA. There were
reportedly six UBS employeesin attendance at the dinner. By letter dated February 27, 2008, UBS
indicated that it did not host, sponsor or pay for the event. KBA informed UBS after it had
consulted with its attorneys, that instead of UBS hosting or paying for the dinner, KBA would
organize, host and pay for the dinner itself. However, UBS did make a $6,000 donation to KBA on
February 28, 2007, but that donation was unconditional in terms of how KBA would use the funds.
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As aresult of the possible violation of Kansas Ethics Laws, KBA returned the $6,000 to UBS.
KBA'’s accounting records indicate a $6,000 payment was made to UBS on March 24, 2008.

BKD did not locate any information regarding the outcome of the internal investigation by UBS
into allegations that Mr. Blair personally benefitted from KBA'’ s relationship with UBS.

CURRENT ALLEGATIONS RELATED TO THE SITING OF THE KANSAS
BIOSCIENCE PARK

BKD received information via email to KBAFORENSICINPUT @bkd.com and through a follow-
up interview concerning allegations related to the siting of the Kansas Bioscience Park (“KBP").
The information reiterated the previously published allegation that Mr. Blair personally benefitted
from the siting of the KBP and indicated that there were potentially illegal acts by Clay Blair and
Jon Wefald in negotiating the donation of land by Olathe. The email questioned why no other
municipality in Kansas was given the opportunity to compete with Olathe as the best site for this
major investment and asked why there was no RFP, no public hearing announcing the goal of
finding a suitable location, no independent site selection committee or no independent consultant’s
report on the ideal location in Kansas to optimize economic devel opment outcomes.

In addition, the email indicated that Chancellor Hemenway, a non-voting BOD member, was kept
in the dark regarding the negotiations with Olathe and was informed only afew days prior to the
announcement of the siting of the KBP. The author raised the question of if the state would have
had greater benefit by making the campus ajoint KU/KSU campus.

At the forefront of this complaint is KEGA'’s prohibition to BOD members from engaging in the
authorization of KBA transactions in which they have adirect or indirect financial interest. K.S.A.
74-99b08(a) states that “ Any member of the board and any employees, other agent or advisor of the
authority, who has adirect or indirect interest in any contract or transaction with the authority, shall
disclose thisinterest to the authority in writing. Thisinterest shall be set forth in the minutes of the
authority, and no director, officer, employee, other agent or advisor having such interest shall
participate on behalf of the authority in the authorization of any such contract or transaction; except
that, the provisions of this section shall not be construed to prohibit any employee of bioscience
research ingtitutions, or any public institute or private enterprise engaged in the business of
bioscience who is a member of the board, who has no personal interest, from voting on the
authorization of any such contract or transaction between the authority and such employee’s
employer.”

The allegation regarding Mr. Blair’s personal financial benefit from the siting of the KBP relatesin
part to the previously discussed fact that Mr. Blair owns development property in close proximity to
the KBP. However, the current allegations go further by stating that the fact that Mr. Blair is
personally involved in real estate development is at issue as he would have had “first knowledge” of
bi oscience companies rel ocating to or within the area, and could assumedly have steered them
towards land he owns or alocation that could somehow benefit the value of land he owns. If Mr.
Blair’sreal estate development ties and land holdings created a conflict under K.S.A. 74-99b08(a),
then Mr. Blair wasin violation of that section of KEGA with regard to the authorization of various
agreements entered into by KBA related to the KBP. The first mention of aformal authorization
related to the KBP is the passage of the January 9, 2007 BOD resolution authorizing KBA to enter
into a benefit district with Olathe. The Executive Committee approved the execution of agreements
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with Olathe on September 5, 2007. Neither set of minutes indicated that any BOD member noted a
potential conflict, or recused themselves from voting.

However, BKD did note that from late 2005 through July 2006, based on documentation available
for review, Mr. Blair appeared to have been the only individual negotiating with Olathe and KSU
on KBA’s behalf. Based on the history of the siting of the KBP as described below, the first time
the land donation and potential partnering with KSU is disclosed in the BOD minutesis the day the
press rel ease regarding the donation occurs. Asis alleged, there was no RFP regarding the siting of
the KBP and no public hearings or independent studies were done prior to the announcement of
Olathe' sintent to gift land to KBA and KSU for the KBP. BOD members on the BOD during the
relevant period differ in their recollections of when the BOD became involved in the process.
Some BOD members recall the announcement of the gift of land as being presented as a fait
accompli; however, they do recall that after the announcement, they were kept informed and up-to-
date on the progression of the project. One BOD member stated that the BOD was informed and
involved from avery early stage.

KBA’sinterna documentation regarding the history of the siting the KBP is scant and consists
primarily of information in Executive Committee and BOD minutes. The review of the available
BOD and Executive Committee minutes indicate that the first mention of the KBP or land
donation for the KBP occurred in the BOD minutes on July 13, 2006. Clay Blair stated that one
of the innovations from the April BOD meeting in Chicago was the Community Bioscience
Facility Matching Fund program. He formally announced that as part of that program, Olathe
would donate approximately 100 acres of land valued at $9 million to KSU and KBA to be used
for a bioscience incubator and bioscience industrial park. The press conference to announce the
gift was scheduled for 1:30 p.m. that day.

BKD researched publicly available information regarding the siting of the KBP and interviewed
Clay Blair, Mayor Michael Copeland of Olathe, former President of Kansas State University
Dr. Jon Wefald, Dick Bond and current and former BOD members on the BOD during the
relevant period. Based upon the information gathered, it appears the history of the siting of the
KBPisgeneraly asfollows.

In 2004, Mayor Michael Copeland participated in a Greater Kansas City Chamber of Commerce
L eadership Exchange in San Diego and through listening to various speakers and presentations,
realized how critical aworld-class research institution isto the success of ametro area. He was
particularly struck by how important the presence of University of California San Diego was to
San Diego’ s growing bioscience community. In early 2005, this realization was reaffirmed by
the Greater Kansas City Community Foundation’s“ Time to Get It Right” report. The