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INTRODUCTION

The CONNECT Innovation Report [CIR] is the first comprehensive quarterly report in the country
to provide an economic indicator of the strength and impact of the innovation economy.
Published by CONNECT, San Diego’s technology and life sciences accelerator, the Report

compares San Diego, California and selected regions, and includes:

e The number of new innovation start-ups in key regions across California;

e Technology start-up new job creation figures across California;

e Technology sector wages and employment in San Diego;

e Public policy brief focused on the innovation economy;

e Venture capital investment across the U.S., California and San Diego;

e Merger and acquisition activity across California and San Diego;

e Private placement investment in California and San Diego;

e Initial and follow-on public equity offerings in California and San Diego;

e Patent activity in San Diego, California and Boston Metro region;

e Federal research grants in San Diego and California; and,

» Private research organization employment and wages in San Diego, California and Boston Metro region.

The CONNECT Innovation Report tracks the health of the San Diego innovation economy by comparing data year-on-
year and quarter-to-quarter, providing a comparison across tech industry clusters to selected regions and
monitoring availability of various types of capital. The data helps policymakers and trade organizations plan and
advocate effectively for our innovation economy including availability of visas and workforce training for talent in high
growth clusters, building an attractive environment for capital investment, allocation of grant funding, reform of the
patent system, and zoning. The Report also highlights San Diego as a world leader in innovation with world-class
research, leadership and management talent
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EXECUTIVE SUMMARY | i pe

New Start-ups and Employment / Tech Employment and Wages / VC Investment / M&A Activity / New Patents / Research Grants

START-UPS DOWN 13% IN 2010; ATTRACT ONLY 1% OF NATIONAL VC DOLLARS;
M&A DEAL VALUE DOUBLES; SAN DIEGO LEADS STATE IN PATENT ACTIVITY
GROWTH AND FEDERAL RESEARCH FUNDING PER CAPITA

CONNECT's newly released Fourth
Quarter 2010 Innovation Report shows 84 Oceanside

new t.echnf)logy sjtart—ups were formed i_n %égHD}%%%ggxm\f
San Diego in the final quarter of 2010. This o Start-ups Q4 2010
was a decrease of almost 11% from the o Start-ups Q3 2010
third quarter of 2010 and an increase of o Start-ups 02 2010
more than 13% year-on-year. The overall Start-ups Q12010
number of start-ups in 2010 totaled 277, Del Mar |

down 13% from 319 in 2009, and up more :

than 15% from 240 in 2008. “The rally in Sorrento Valey, ;

tech firm start-ups apparent in the Torrey Mesa

previous quarters of 2010 appeared to La Jolla .
have sputtered somewhat in the final
quarter. Nevertheless the 84 start-ups
during the fourth quarter were above the San Diego
quarterly average observed over the past
six years,” said Kelly Cunningham, Chula Vista
Economist and Senior Fellow at the
National University System Institute for
Policy Research. “As the U.S. economy is
anticipated to slowly grow in 2011, tech start-ups in San Diego can be expected to increase so long as funding
Investment and growth opportunities are made apparent.”

New data in the Report shows San Diego is a California leader in terms of new patents activity. Federal research
grants to San Diego’s 80+ local research institutes and innovation companies totaled almost $1.4 billion in 2010. The
Department of Defense (DoD) Small Business Innovation Research [SBIR] funding to San Diego in 2010 exceeded that
awarded to Silicon Valley for the first time in more than three years totaling $32 million. Venture capital (VC)
investment in San Diego companies decreased 13% to $193 million in the fourth quarter of 2010. In 2010, the number
of San Diego VC investment deals was up 5%, but the dollars invested decreased 11% compared to 2009.

Although the national unemployment rate finally dipped under 9%, the American recovery remains fragile as global
events that Congress can't control impact oil prices and global supply chains. What Congress can control is its focus
on removing barriers that prevent job growth and small business formation. Those issues are at the core of
CONNECT's public policy advocacy. The top three innovation issues CONNECT has been focusing on in the past
three months are: Small Business Innovation Research (SBIR)/Small Business Technology Transfer (STTR]
Reauthorization, Patent Reform and directing repatriation of foreign capital into the “Valley of Death” - the period of
time from when a start-up company receives an initial capital investment to when it establishes customer traction in
the market begins generating significant sales revenues. During this period, additional financing is usually scarce,
leaving the firm vulnerable to cash flow requirements.

San Diego Congressman Brian Bilbray has introduced bill H.R. 1036 - The Job Creation and Innovation Investment
Act of 2011. The goal of the bill is to temporarily reduce the corporate tax on foreign assets in order to draw capital
back to the U.S. to help the economy and start-up companies searching for capital to make it through the Valley of
Death.

- CONNECT Innovation Report Q4.10 , - , — — , 5
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The bill would reduce the tax rate from 35% to 0% if repatriated funds are directed to R&D, proof of concept centers,
early stage venture capital investment or manufacturing start-up costs including contract manufacturing. Because
funds designated for such purposes will help companies in the proverbial Valley of Death, CONNECT formally
endorses H.R. 1036. ;

Southern California now leads the state in the number of jobs for private research organizations. Southern California
private research organizations had slightly more than 56,000 employees in the second quarter compared to 54,963
employees in the northern California region. San Diego private research organizations employed 30,000 employees
in the second quarter of 2010 - 54% of the total for the Southern California region. San Diego’s average weekly wage
was $2,163 in the second quarter of 2010, up more than 14% from the second quarter of 2009. The average weekly
wage for San Diego’s private research organizations was 11% lower than the average in northern California, partially
closing the gap between San Diego and the Bay Area, which historically sees higher wages for researchers.

Statewide, the number of tech start-ups totaled 660 in the fourth quarter, down 10% from the third guarter. San
Diego accounted for 13% of the new technology businesses started in the fourth quarter of 2010, ranking third after
Los Angeles (LA] and Santa Clara Counties. In the fourth quarter, San Diego had 84 start-ups, down almost 11% from
94 in the previous quarter, while LA had 128 new companies and Santa Clara had 88. Orange County ranked fourth
with 76.

Start-up activity in California was down slightly (7%) for the year with 2,350 new companies in 2010 compared to
2,522 in 2009. San Diego saw a similar decrease with 277 new companies in 2010 compared to 319 in 2009. The five
year average for San Diego is 290 tech start-ups per year.

San Diego tech start-ups created 195 new jobs in the fourth quarter and more than 930 jobs for the full year 2010.

SAN DIEGO INNOVATION START-UPS BY QUARTER
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SAN DIEGO START-UPS BY INDUSTRY - 4™ Quarter 2010

Software
2%
—— Environmental

Technology
3%

Defense &
Transportation
7%

Pharma / Bio/
Medical
18%

Communications
18%

Recreational Goods

Compute.r & Manufacturing
Electronics 13%

17%

Saurce: CONNECT; Natianal University System Institute of Palicy Research

“Life sciences start-ups declined the most in the
fourth quarter and over the entire year of 2010. The
relatively high costs of starting these businesses
and current challenges in obtaining financing
undoubtedly lessened their formations in 2010.
Biotech and medical devices, nevertheless,
accounted for nearly two out of every three venture
capital dollars (62%) raised in San Diego during
2010,” Cunningham commented.

“Surprisingly, both software and environmental
technology start-ups were similarly down during
the year. Computers and electronics,
defense/transportation and recreational goods
manufacturing showed the highest gains for start-
ups the past year. Communication start-ups also
saw slight gains.”

SAN DIEGO’S KEY TRADED CLUSTERS DRIVE OVERALL ECONOMY

The San Diego economy can be divided into five large clusters comprising the “traded” and “local services”
economies. The four traded clusters include technology innovation/manufacturing, defense/military, research
institutes/education and conventions/tourism/gaming. The four clusters of the traded economy, which represent
almost half a million jobs, attract and compete with other regions and countries for money (such as federal research
grants, procurement contracts and tourism) and resources (such as skilled personnel, new companies and research
organizations). These four clusters drive the rest of the local economy, which itself represents over 60% of all
workers employed in San Diego County — more than 770,000 jobs in the fourth quarter of 2010.

ESTIMATED EMPLOYMENT IN SAN DIEGO - 4™ QUARTER 2010

1.24 Million Jobs
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CONNECT CEQ, Duane Roth, comments, “The strength of the local economy ultimately depends on the growth and
development of the traded economy. When the four clusters of the traded economy are functioning well, money flows
from those four into the fifth - the local commerce cluster of goods and services. People buy homes, cars and dine
out. It's a feedback loop that recycles money in the community. The local economy is the beneficiary of the traded
economy.

The tech sector represented 11% of all jobs in San Diego County in the fourth quarter of 2010 with almost 138,000
workers employed. Communications equipment manufacturing was again the largest employment sector with
almost 28,000 jobs. The life sciences sector [pharma / bio / medical devices) and software each represented 27,400
Jjobs. Defense and transportation represented almost 25,000 jobs. The average annual tech sector wage was $91,800
- almost double San Diego’s overall average annual wage of $47,400.

“It's encouraging for the local economy to have the continued flow of venture capital dollars into the region. The
funds flow and the tech start-ups provide the impetus for the growth of knowledge based jobs, with wages that are
double the local average annual wage, and are critical to the economic health of the region,” said Gary Moss, Labor
Market Specialist with the San Diego Workforce Partnership.

SAN DIEGO TECH EMPLOYMENT BY INDUSTRY - 4th Quarter 2010
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SAN DIEGO START-UPS RECEIVE ONLY 1% OF VC INVESTMENT IN 4™ QUARTER 2010

Venture capital investment in the San Diego region continued to decline throughout 2010 to the lowest annual total
since Z003. Venture investment in the fourth quarter of 2010 was down 13% frorn the third quarter, with 26 local
companies recewing $1°93 million, according to the most recent PricewaterhouseCoopars/National Venture Capital
Association MoneyTree™ quarterly report. Venture capitalists invested $847 mullion in 115 deals in San Diego in
2010, a five percent increase in the number of companies receiving funding but an 11% decrease in dollars investad
compared to 2009,

Start-ups recenad only 1Y5 of the total VC investrent in San Diego in the fourth quarter, same as in the previous
quarter, and =arly stage companies received 26% of VC investment. The fourth quarter saw a substantial shift of
investnment dollars from expansion stage companies to financing of later stage companies, which received 59% of the
total VC investment in San Diego, up from 31% in the third quarter. For the full year 2010, the breakdown of VC
Investments by company development stage was: 11% to start-ups, 29% to early stage, 26% to expansion stage and
34% to later stage.

When using a moving average of three quarters data, San Diego shows a more substantial decline in venture
investment relative to the other top five regions over the past three years. [A moving average smoothes quarter-to-
quarter fluctuations to better enable trend analysis.] The San Diego 04 2010 VC investment moving average was
down more than 50% from Q4 2007 - a substantially larger decrease than seen in other key innovation economies
such as Silicon Valley and New England Metro. LA/Orange County VC investment has almost returned to pre-
recession levels.

VC INVESTMENT MOVING AVERAGE BY REGION - 2007 to 2010
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REGIONAL VENTURE CAPITAL LEVELS 3R QUARTER 2010 VS. 4™ QUARTER 2010

| 5
5
Silicon Valley 1 1 $1,833 $2.001 +9% %
New England 2 2 $526 $536 +2% =
New York City Metro 4 3 $341 $513 +50% 22
Midwest 7 4 $258 $378 +47% ?, =
LA / Orange County 8 5 $229 $305 +33% =5
Colorado 12 6 $88 $254 +189% 35
SAN DIEGO 9 7 $223 $193 -13% <8
Southeast 5 8 $265 $191 -28% sS4
Northwest 10 9 $194 $160 -18% @ 2
Wash. DC / Metroplex 6 10 $259 $143 -45% . §
Top 10 Regions $4,216 $4,674 +11% 58
UNITED STATES $4,945 $5,017 +1% @ e
SUMMARY OF NATIONAL & REGIONAL VENTURE CAPITAL
States # of Deals 4,027 3,985
Average (in Millions] $7.6 $7.0 $6.2 [BNSEINN $73 | $63 [NS6EE
California | Total (in Billions) $14.6 $14.0 $9.1
# of Deals 1,663 1,626 1,185
Average (in Millions) $8.8 $8.6 $7.7
Northern | Total [in Billions) $11.0 $10.8 $7.2
CA # of Deals 1,273 1,251 871
Average [in Millions) $8.6 $8.6 $8.3
Southern [ Total [in Billions) $3.6 $3.2 $1.9 |
# of Deals

VALUE OF SAN DIEGO M&A DEALS DOUBLES; CALIFORNIA SEES SIMILAR RISE

Association based on data from Thomson Financial

Source: The MoneyTree™ Report by PricewaterhouseCoopers
and the National Venture Capital Association based on data

from Thomson Financial

Company merger and acquisition activity jumped substantially across California in 2010 compared to the previous
year. The value of reported San Diego deals closed in the fourth quarter of 2010 was almost $1.7 billion, and almost
$4 billion for the year — more than double the value and number of deals reported in 2009. In Southern California, the
M&A market in 2010 totaled more than $40 billion - almost seven times more than reported in 2009 and up almost
60% in the fourth quarter of 2010 compared to the previous quarter.

g
1
1
L

$17.134

REGIONAL M&A DEALS - 4™ QUARTER and FULL YEAR 2010

Northern | Total Reported Value (in Millions) $20,803 | $21,834 |§

CA # of Closed Deals 136 337 187 |

Southern | Total Reported Value (in Millions) | $3,181 | $6,608 | $8,441 |8

CA # of Closed Deals 131 314 142 |IN224° 788
San Total Reported Value (in Millions)| $1,250 | $1,655 | $1,017 L |

Diego # of Closed Deals 29 79 29 [L 41T

Note: Not all M&A deals re'gort a disclosed $ value. Total deal values are in fact higher than those shown in the table

above. Source: Capital IQ; Roth Capital Partners
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CONNECT INNOVATION REPORT EXECUTIVE SUMMARY (coNT D)

TWO SAN DIEGO COMPANIES RAISED $140 MILLION THROUGH IPOs IN FOURTH QUARTER 2010

Nine California companies went public raising $1.35 billion through Initial Public Offerings (IPOs) in the fourth
quarter of 2010. This was more than double the $519 million raised by five California companies in the third
quarter of 2010. Two San Diego companies, REVA Medical, Inc. and Zogenix, Inc., raised almost $84 million and
$56 million, respectively, in the fourth quarter. San Diego |IPOs represented almost 12% of total California IPO
deal value.

A Los Angeles-based energy fund raised $475 million, bringing the southern California region to $615 million for
the quarter. Six companies in Northern California raised $736 million, or 54% of the total California IPO deal value
in the fourth quarter of 2010.

CALIFORNIA IPOs BY REGION - 4™ QUARTER 2010

g
. e W E——re— e ~ %
San Diego $140 2 3
S
Southern CA [incl. San Diegol $615 3 1t
=
Northern CA $736 6 =
S
(&)
$Z
Fourth Quarter 2010 Total - California IPOs $1,351M 9 SiZ
wn O

CALIFORNIA IPOs BY COMPANY - 4™ QUARTER 2010

sayneanuarsuiit-tEamiEneEa ghunalnes Energy Investment Fund $475.0 Los Angeles Southern CA
(NYSE:KMF) S
First Republic Bank . . . . %J
(NYSE-FRC) Financial Services $280.5 San Francisco Northern CA <23
Pacific Biosciences of California, Inc. . =
NasdaqBS:PACB) Biotechnology $200.0 Menlo Park Northern CA g
. (o
R iericaLlInE Medical Device $83.7 San Diego San Diego T
(ASX:RVAI o
InphilGarparation Semiconductors $81.6 Santa Clara Northern CA ‘g
(NYSE:IPHI) ©
. T (&)
LniecStetesCaminedivipde SRUNCSIGLSE Investment Trust $60.0 Alameda Northern CA =
[ARCA:USCI) (o)
r o
fAnacar Pharmaceuticals, Inc. Pharmaceuticals $60.0 Palo Alto Northern CA =]
(NasdagGM:ANAC) =
@
Zogenix, Inc. . ] =
(NasdagGM:ZGNX] Pharmaceuticals $56.0 San Diego San Diego S
G Pl e s it ce ] Biotechnology $54.0 Mountain View Northern CA S
[NasdagGM:GNOM) S
(=]
Fourth Quarter 2010 California IPOs 9 Deals $1,351M i

Thirty-one companies went public with IPOs in California in 2010 with a reported combined deal value of $5.4
billion. Five companies were based in San Diego County and had a reported combined deal value of $427 million.
Southern California accounted for almost one third of the IPO deal value in California for the year with 12
companies raising $1.6 billion. Northern California saw 19 companies close $3.8 billion in IPO deals for the year.
The Southern California companies that went public in 2010 are listed in the Full Report. In addition, two San
Diego companies, Peregrine Semiconductor and Fallbrook Technologies, were on file to go public on U.S.
exchanges at the end of December 2010.
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CONNECT INNOVATION REPORT EXECUTIVE SUMMARY (conT'D)

SAN DIEGO IS GROWTH LEADER IN PATENT INNOVATION PER CAPITA

San Diego continued to lead the Southern California region in the fourth quarter of 2010 measured by the number
of patents published and granted per 100,000 residents over the past three years. San Diego also shows higher
year-to-year growth in the number of patents published and granted between 2008 and 2010, compared to other
California regions and the East Coast innovation hub Boston. Over. the past three years in San Diego, the number
of patents published increased by more than 12% and the number of patents grants jumped by more than 45%.
“This kind of patent density and growth serves as a good barometer of the level and pace of innovation in the
region, said Steve Hoey, CONNECT Innovation Report project leader.

PATENT DENSITY PER QUARTER - PATENT APPLICATIONS PUBLISHED: 2008 TO 2010

==
L
= 60
=}
=] S8 53
= 51 0 51 -
C ) 45 6 45 5
== SAN DIEGO <
Ll o o
S £
w ‘B 40 | 37 38 37 37 <
[aa) s 32 =13
- = 31 31 31 30 B
o 8 30 \29/\ 2 %
v = s 3
c © ORANGE COUNTY oPs.
(eb) — (G g
S 3 20 3%
ol ®
“— = S s S 14 15 15 15 o
= 5
LE 10 LOS ANGELES =
E § s
=] [ Vs}
= = W
0 a5

@1 Q2 Q3 Q4 | Q1 Q2 Q3 Q4 | Q1 Q2 Q3 Q4
2008 2009 2010

PATENT DENSITY PER QUARTER - PATENTS GRANTED: 2008 TO 2010
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In San Diego, 940 patents were granted in the fourth quarter of 2010, down 11% from the 1,054 granted in the
previous quarter. Patent applications published in the fourth quarter were down more than 8% in the fourth
quarter with 1,492 patents published compared to 1,629 in the third quarter of 2010. San Diego accounted for 17%
of the patent applications published in California in the second quarter and 12% of the patents granted. Patent
activity was down across California in the second half of 2010.
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CONNECT INNOVATION REPORT EXECUTIVE SUMMARY (conT D)

PATENTS PUBLISHED AND GRANTED BY REGION
3R0 QUARTER 2010 VS. 4™ QUARTER 2010
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SAN DIEGO TOP REGION IN STATE RECEIVING FEDERAL RESEARCH FUNDING PER CAPITA

San Diego was among the top innovation economies in the state based on the amount of federal grant funding per
capita received from the National Institutes of Health (NIH) and the National Science Foundation (NSF) over the
past three years. San Diego’s NIH and NSF funding per capita totaled almost $44 million in 2010. Federal grant
funding awarded in San Diego from the NIH totaled almost $1.2 billion in 2010, up 28% from 2009 and more than
70% from 2008.

NSF funding to San Diego research institutions and innovation companies totaled almost $126 million in 2010, up
slightly from the previous year. In the fourth quarter, San Diego received $278 million in NIH funding and more
than $31 million in NSF funding. San Diego also received more than $21 million in federal research funding from
the National Oceanic and Atmospheric Administration (NOAA] and more than $10 million from the National
Aeronautics and Space Administration (NASA] in 2010.

New data from the Department of Defense shows San Diego innovation companies received almost $32 million in
Small Business Innovation Research (SBIR) and Small Business Technology Transfer (STTR] program grants in
2010. Through these' two competitive programs, the U.S. Small Business Administration (SBA] Office of
Technology ensures that the nation's small, high-tech, innovative businesses are a significant part of the federal
government’'s defense technology research and development efforts.
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CONNECT INNOVATION REPORT EXECUTIVE SUMMARY (coNT'D)

NIH AND NSF GRANT FUNDING PER CAPITA - 2008 TO 2010

— $45 E
§ $42.5, SAN DIEGO 5
= 40 3
= 3 E
Z o
5 $35 $34.4 g
= :
©g  $30 :
5 £ $27.0 5
n- (17
-E =z
8 %25 £
Es $21.9 fE
m .
E 8- $20 $12;—_===: $19.4 %
w S $19.6 $21.2 —  Silicon Valley 8
5 $18.9 Northern CA ==
C g 13.6 = 5
R £
E - $108\h§$ $11.0 o= AnelES Tg" 5
= 0 ' 102 Southern CA 5 g
= $5 Orange County o
T =
E @p) =2
= $0
2008 ‘ 2009 ‘ 2010
REGIONAL DoD SBIR/STTR FUNDING - 2008 TO 2010
$180
g $160 $158.2 $158.2
° $146.6 +
Q $140 — Southern CA _,:,,
o $130:8 $125.8 =
= [a e
S $120 T s
= Boston %
£  $100 3
S i
5 $77.7 @
g $80 : $74.3 =
< $67.6 Los Andel 55
I — Los Angeles e 2
5 $60 2 et
L LN
') $49.0 $43.9 - 5
= : 36.8 . 5.9
R e e
= $31.1 $33.5 s28.7 Silicon Valley S
ac $20 . : » D
@
(V]
$0
2008 2009 ’ 2010 ‘

SBIR/STTR funding is only a small portion of total federal Department of Defense [DoD) spending in the San Diego
region. The military comprises a significant part of the region’s economy and provides high-quality middle-class
and upper-middle-class jobs; procurement contracting with local companies; and investing in research and
development of advanced technologies such as autonomous unmanned vehicles, sensors and surveillance. In
addition, the military is shifting a greater portion of its forces to the Pacific area of operations and is building
infrastructure in San Diego accordingly. Expenditures in the area are likely to increase.
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CONNECT INNOVATION REPORT EVALUATION OF OUR

F U L L R E P O R T INNOVATION ECoNoMy IRCLLY
IN SAN DIEGO AND
ACROSS CALIFORNIA

New Start-ups and Employment / Tech Employment and Wages / VC Investment / M&A Activity / New Patents / Research Grants

INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA

SAN DIEGO START-UP ACTIVITY DOWN 13% IN 2010; TECH JOBS PAY ALMOST DOUBLE THE AVERAGE
WAGE; KEY TRADED INDUSTRY CLUSTERS DRIVE LOCAL SAN DIEGO ECONOMY

CONNECT's newly released Fourth Quarter

2010 Innovation Report shows 84 new Oceanside ey

A : : SAN DIEGO COUNTY
technology start-ups were formed in San . TECH TOPOGRAPHY
Diego in the final quarter of 2010. This was e Start-ups Q4 2010
a decrease of about 10% from the third o Start-ups 03 2010
quarter of 2010 and an increase of more s Start-ups G2 2010
than 13% vyear-on-year. The overall \ Sartupg Dl
number of start-ups in 2010 totaled 277, Del Mar
down 13% from 319 in 2009, and up more Sorrento Valley. -

than 15% from 240 in 2008. “The rally in
tech firm start-ups apparent in the
previous quarters of 2010 appeared to have
sputtered somewhat in the final quarter.

Torrey Mesa “
La Jolla

Nevertheless the 84 start-ups during the San Diego
fourth quarter were above the quarterly "y
average observed over the past six years,” Chula Vista

said Kelly Cunningham, Economist and
Senior Fellow at the National University
System Institute for Policy Research. “As
the U.S. economy is anticipated to slowly grow in 2011, tech start-ups in San Diego can be expected to increase so
long as funding investment and growth opportunities are made apparent.”

The drop in the number of start-ups in the fourth quarter was mirrored at the statewide level. Across California,
the number of tech start-ups totaled 660 in the fourth quarter, down 10% from the third quarter. San Diego
accounted for 13% of the new technology businesses started in the fourth quarter of 2010, ranking third after LA
and Santa Clara County. In the fourth quarter, San Diego had 84 start-ups, down almost 11% from 94 in the
previous quarter, while LA had 128 new companies and Santa Clara had 88. Orange County ranked fourth with 76.

Start-up activity in California was down 7% for the year with 2,350 new companies in 2010 compared to 2,522 in
2009 versus San Diego drop of 15%. Over the past five years, San Diego has averaged almost 300 start-ups per
year.

SAN DIEGO INNOVATION START-UPS BY QUARTER
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (coNT'D

SAN DIEGO Q3 2010 - 94 NEW COMPANIES SAN DIEGO Q4 2010 - 84 NEW COMPANIES
Environmental Environmental
Technology Defense and 1echnology
Recreational Goods 3% Transportation 3%

8%

Computer &
Electronics
11%

Software
24%

\

7%
harma/Bio/Medical Recreational Goods
Devices Manufacturing
35% 13%
17% Computer &
Electronics

17% 18%

Software
26%

Communications
18%

Source: CONNECT; National University System Institute of Policy Research

Overall, almost 200 jobs were created by San Diego’s new tech companies in the fourth quarter of 2010 and more
than 930 for the full year 2010. Throughout 2010, the software sector created 243 jobs, while the life sciences
sector led the pack with 303 jobs. In the computer and electronics sector there was a substantial jump year-on-
year to 150 jobs. The communications sector added almost 120 jobs and the environmental tech sector created 64
new jobs during the year. Overall, tech start-up employment was down 13% from 2009.

SAN DIEGO TECH START-UPS: NEW EMPLOYMENT - 4™ QUARTER 2010 AND FULL YEAR 2010

Software
Pharma/Bio/Medical
Environmental Technology
Communications

Computer and Electronics
Defense and Transportation

Recreational Goods 1 5

4 12
T.069

Source: CONNECT; National University System Institute for Policy Research

CALIFORNIA TECH START-UPS BY INDUSTRY SECTOR - 4™ QUARTER 2010 AND FULL YEAR 2010

Overall, California showed a decrease of about 10% in start-up creation in the fourth quarter of 2010 with 660 new
technology companies established compared to 736 in the third quarter. This was up almost 6% from the fourth
quarter of 2009 when 700 companies were started. The state’s software sector again accounted for the highest
number of technology start-ups in the fourth quarter of 2010 with 177 new companies statewide. The life sciences
sector was the second largest sector in the state with 136 start-ups, down more than 30% from the almost 200
companies in the third quarter of 2010. Overall, more than 2,000 new jobs were created in California’s innovation
economy in the fourth quarter and more than 8,000 jobs for the full year in 2010.

CONNECT Innovation Report Q4.10
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (conT'D)

California Q4 2010 - 660 New Companies California Full Year 2010 - 2,350 New Companies
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CALIFORNIA INNOVATION START-UPS BY COUNTY - 4™ QUARTER 2010

In California, the top 13 counties accounted for almost 90% of the 660 tech start-ups in the fourth quarter.
Southern California represented 54% of the tech start-ups established in the fourth quarter of 2010 with 355
technology companies established, down by 8% from the 384 established in the third quarter of 2010. The Silicon
Valley/Sacramento region accounted one third of the start-ups with 218 new technology companies, down almost
16% from 258 in the previous quarter. The remaining counties in the state accounted for 87 new technology
companies, or 13% of the total number of new innovation companies in the fourth quarter of 2010.

CALIFORNIA INNOVATION START-UPS BY COUNTY - 4TH QUARTER 2010
660 COMPANIES STATEWIDE

Other
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (coNT'D)

CALIFORNIA INNOVATION START-UPS BY INDUSTRY SECTOR AND COUNTY

Software and Life Sciences Sectors - 4™ QUARTER 2010

In the fourth quarter of 2010, LA County had the most software start-ups with 30 new companies, followed by
Santa Clara County with 28, San Diego County with 20 and Orange County with 21. The software sector was down
almost 20% from the third quarter of 2010, and down 9% for the year. Los Angeles led the state in the fourth
quarter in the life sciences sector, with 30 new companies, followed by Santa Clara with 19 and San Diego with 15.
The number of life sciences start-ups was down 32% in the fourth quarter of 2010 over the previous quarter and

down 11% for the year compared to 2009.
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Communications and Computers & Electronics Sectors - 4™ QUARTER 2010

Los Angeles led with the most communications start-ups in the third quarter with 22 companies, followed by
Orange County with 17 and San Diego with 15. New company formation in the sector was down almost 20% from
the previous quarter with 113 and up 10% for the full year compared with 2009. The computers and electronics
sector was up 9% in the fourth quarter with 100 new companies compared to the 92 companies formed in the
third quarter of 2010. The sector was down 23% for the year from 2009°s total. Santa Clara County led the state
with 21 new computers and electronics companies in the fourth quarter of 2010 followed by Los Angeles County
with 18 start-ups and San Diego with 14 — an increase of 40%.
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (coNT D)

CALIFORNIA INNOVATION START-UPS BY INDUSTRY SECTOR AND COUNTY
Defense and Transportation and Environmental Technology Sectors - 4™ QUARTER 2010

Los Angeles County had the majority of the defense and transportation start-ups across the state in the fourth
quarter of 2010 with seven new companies, closely followed by San Diego with six and Orange County with five.
Southern California accounted for 72% of the state’s tech start-ups in defense and transportation sector. Thirty-
one start-ups were established - up 48% from third quarter of 2010, and down slightly by 4% for the year. Forty-
eight environmental technology start-ups were formed in the fourth quarter - up 30% from the 37 companies
started in the third quarter of 2010, but down 20% for the year with 156 start-ups compoared to 194 companies in
2009. Orange County led the state with 21% of the environmental technology sector’s start-ups with 10 companies
followed by Los Angeles with 17% and eight start-ups.
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Recreational Goods Manufacturing Sector - 4™ QUARTER 2010

The recreational goods manufacturing sector saw a surge in start-ups in the fourth quarter of 2010. There were
55 recreational goods manufacturing start-ups statewide - up 90% from 29 in the third quarter, and up almost
125% for the year with 114 start-ups compared to 2009 when 51 new companies were formed in the sector.
Southern California accounted for 67% of the state’s start-ups in the sector, led by Los Angeles with 13 start-ups,
followed closely by San Diego with 11 start-ups.
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (conT D)

TOTAL EMPLOYER AND EMPLOYMENT DATA FOR SAN DIEGO'S INNOVATION ECONOMY

The San Diego economy can be divided into five large clusters comprising the ‘traded and al s
economies. The four traded clusters include technology innovation/manufacturing, defense/military
Institutes/education and conventions/tourism/gaming. The four clusters of the traded economy, which rej
almost half a million jobs, attract and compete with other regions and countries for money [such a ral
research grants and procurement contracts, and tourism) and resources [such as skilled personnel and n:
companies and research organizations). These four clusters drive the rest of the local economy, which itseli
represents over 60% of all workers employed in San Diego County — more than 770,000 jobs in the fourth quarter
of 2010. A recent report by the San Diego Association of Governments addresses this economic ecosystem:

Firms in traded clusters compete nationally and globally, hence they must continuously “innovate” their

products or services to remain competitive. In economic terms, innovation can refer to technological

advancement, or to the process by which companies create new economic value by using resources more
effectively.

in Building a Foundation to Achieve Global Competitiveness

San Diego Regional Economic Prosperity Strategy (2008]

San Diego Association of Governments (SANDAG)

CONNECT CEQ, Duane Roth, comments, “The strength of the local economy ultimately depends on the growth
and development of the traded economy. When the four clusters of the traded economy are functioning well,
money flows from those four into the fifth - the local commerce cluster of goods and services. People buy homes,
cars and dine out. It's a feedback loop that recycles money in the community. The local economy is the beneficiary
of the traded economy.”

ESTIMATED EMPLOYMENT IN SAN DIEGO - 4™ QUARTER 2010
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Source: CONNECT ; National University System
Institute for Policy Research, San Diego Convention &
Visitors Bureau, San Diego Military Advisory Council, UC
San Diego Extension.
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (CONT'D)

Based on data from the California Employment Development Department (EDD] quarterly census of employment
and wages, there were almost 5,950 tech companies in San Diego, with more than 137,700 employees and $3.2
billion total payroll per quarter.

To put this in perspective, technology companies represent only 6% of all San Diego employers, but technology
sector employment represents 11% of all jobs and more than one quarter of all payrolls.

TOTAL NUMBER OF SAN DIEGO TECHNOLOGY COMPANIES
BY INDUSTRY SECTOR
5,950 PRIVATE COMPANIES
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Software companies make up 34% of the total San Diego technology sector with more than 2,000 companies,
according to the most recently available EDD census data (@1 2010]. Technical consulting services companies
account for one quarter of the total with more than 1,500 companies, and the communications sector represents
almost 15% with over 875 companies. Life sciences companies (pharma/biotech/biomedical products) companies
make up roughly 9% with nearly 580 companies. The environmental technology sector, which includes many of
the cleantech industry companies, represents approximately 8% of the total technology sector with almost 450
companies.
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (conT'D)

TOTAL EMPLOYER AND EMPLOYMENT DATA FOR SAN DIEGO’'S INNOVATION ECONOMY (con'T)

In the fourth quarter of 2010, four industry sectors employed nearly 80% of San Diego's innovation economy
workforce. San Diego’s tech sector accounted for an estimated 137,700 jobs according to research by the National
University System Institute for Policy Research. Communications equipment manufacturing was the largest
sector with 27,800 jobs in the fourth quarter. The life sciences sector, which includes biotech, pharma and
biomedical device and software companies, tied for the second largest with 27,400 jobs. The defense and
transportation sector employed almost 25,000 workers in the fourth quarter, while the computer and electronics
sector represented 9% of San Diego’'s tech employment with 12,400 jobs. Environmental technology companies
employed 9,700 workers and represented 7% of tech jobs, and technical consulting services companies employed
9,600 workers in the third quarter. Although this sector was the second largest in terms of the number of
companies in San Diego’s innovation economy, these firms are generally smaller companies employing about
four people. Recreational good manufacturing companies employed about 2,500 workers.

SAN DIEGO COUNTY TECHNOLOGY
SECTOR EMPLOYMENT BY CLUSTER
4™ QUARTER 2010
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Total technology employment in the fourth quarter was up by approximately 50 jobs overall from the third quarter
of 2010. Technology sector employment between the first quarter of 2008 (onset of the recession) and the fourth
quarter of 2010 fell 2%, or about 2,800 jobs, while total non-tech employment fell 7.3%, or more than 85,300 jobs.
The pharma/biotech sector showed an 11.4% increase in jobs between the first quarter of 2008 and the fourth
quarter of 2010, while the software sector was up 2.3% over the period. The worst hit has been the region’s
communications sector (shedding 2,800 jobs), the defense/transportation sector (a decline of 1,800 jobs] and the
computers and electronics sector (down 900 jobs) since the first quarter of 2008.

“It's encouraging for the local economy to have the continued flow of venture capital dollars into the
region. The funds flow and the tech start-ups provide the impetus for the growth of knowledge-based
jobs, with wages that are double the local average annual wage, and are critical to the economic health

of the region.”
Gary Moss, Labor Market Specialist at San Diego Workforce Partnership
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (coNT'D)

EMPLOYMENT TRENDS AND SECTOR WAGES FOR SAN DIEGO’S INNOVATION ECONOMY

EMPLOYMENT TRENDS IN SAN DIEGO
TECHNOLOGY SECTOR BY CLUSTER VERSUS ALL INDUSTRIES
15T QUARTER 2008 TO 4™ QUARTER 2010
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TOTAL EMPLOYMENT AND TECH SECTOR EMPLOYMENT IN SAN DIEGO
15T QUARTER 2008 TO 4™ QUARTER 2010
_pm e AcTUQTE Sl T S il

]
o
- e = = = - -
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2008 | 2008 | 2009 | | | | 2010

b 12n0RS T p008

T R e iy Hmi el el A St — = A
Total, All Industries 1,316,600{1,330,600(1,311,300{1,312,2001,265,800{1,256,800{1,224,900(1,245,000{1,225,111]1,242,500| 1,228,400 | 1,239,900

Total Private 1,089,700{1,101,400{1,103,200|1,085,700|1,040,0001,028,300|1,019,100{1,020,500 1,000,800 999,700(1,000,400|1,003,400

Total Non-Tech Employment | 1,176,100{1,188,900|1,168,100{1,168,500]1,121,600{1,115,900|1,085,600/1,106,600{1,087,5111,104,635|1,090,754 {1,102,200
TOTAL Tech Employment 140,500| 141,700( 143,200 143,700| 144,200/ 140,900 139,300 138,400 137,600] 137,865 137,646
Communications Equipment Mfg. 30,600 30,700{ 31,200 31,100] 30,400 29,200 29,200 28,900| 28,000 27,965 27,946} 27,800
Pharma/Bio/Medical Device 24,6000 24,900( 25,000{ 25100| 26,200] 26,300{ 26,400] 26,300| 27,100 27,300| 27,400
Software 26,6000  26,900( 27,300] 27,300] 27,300] 26,900] 26,800] 26,800] 27,100f 27,200 27,200{ 27,600
Defense, Transportation 26,700/  27,000] 27,100] 27,100] 27,000 26,500 26,200] 25,800] 25,400] 25300] 24,900
Computer, Electronics 13,300]  13,400) 13,700{ 13,600/ 14,400( 13700/ 12900f 12,400{ 12,300{ 12,300{ 12,400{ 12400
Environmental Technology 10,200/ 10,200/ 10,200{ 10,100f  9,900f  9,600{ 9,300/ 9,300/ 9,600 9,700 9,700
Other Technical Consulting Srvs. 57000 5900 6,100 800/ 6200 4100 4000 4400] 5600 5600 5600 &600!
Recreational Goods 2,800 2,700] 2,600 2,600 2,800 2400/ 2500/ 2,500/ 2,500 2,500f 2500/ 2,500

Derived for CONNECT from California Employment Development Department's Quarterly Census of Employment and Wages (QCEW) program,
and monthly employment estimates. Technology sectors based upon NAICS codes defined, in part, by SANDAG Cluster Analysis and CONNECT
technology definitions, with adjustments and estimates by National University System Institute for Policy Research.

Source: National University System Institute for Policy Research; California Employment Development Department (EDD)
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INNOVATION ECONOMY EMPLOYMENT AND WAGE DATA (coNTD)
TECH SECTOR EMPLOYMENT IN SAN DIEGO - 15T QUARTER 2008 TO 4™ QUARTER 2010
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“Annualized wages based upon quarterly data may fluctuate due to employment and compensation changes, but
the relative scale of pay Is fairly consistent. Wages among technology sectors are much higher, on average, than
other jobs in San Diego. Coming out of the recession, job growth in San Diego is anticipated to be stronger among
technology employers, particularly in biotech/pharmaceutical/biomed, software and environmental sectors,” said
Kelly Cunningham, Economist and Senior Fellow at the National University System Institute for Policy Research.

SAN DIEGO AVERAGE TECH SECTOR WAGE ™ COMPARISON BY INDUSTRY
VERSUS OVERALL AVERAGE WAGE FOR ALL INDUSTRIES
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Source: National University System Institute for Policy Research; California Employment Development Department (EDD)
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CEO CONFIDENCE INDEX

CEO CONFIDENCE SOARS TO HIGHEST LEVEL IN OVER FIVE YEARS ACCORDING TO VISTAGE CEO
CONFIDENCE INDEX

This quarter’s Innovation Report includes the national findings of Vistage International, Inc.’s quarterly CEO
Confidence Index, a compilation of responses from over 1,600 CEOs of small- to medium-sized companies in the
United States. The Index is the nation’s largest and most comprehensive report of these opinions and projections.

Small business CEOs expressed a remarkable resurgence of optimism both in the overall economy and for their
own companies. The Vistage Confidence Index jumped to 106.3 in the fourth quarter of 2010, after reporting 95.1
in the 3rd quarter, 94.4 in the 2nd quarter and 93.7 in the 1st quarter of this year. Of the 1,729 respondents in the
Q4 Vistage CEO Confidence Index, 77% expect increased revenues and 63% foresee higher profits in their own
companies. For the first time in three years, the majority of CEOs planned to expand the number of jobs with 54%
expecting to hire more employees in the coming year. While CEO confidence had been rising incrementally for
seven consecutive quarters, the fourth quarter surge was due in large part to the reduction of economic and
political uncertainties following the mid-term elections and a belief that these CEOs" companies are well
positioned for the future.

According to Vistage International Chairman of the Board and CEO Rafael Pastor, the Q4 results reflect the
commitment and perseverance of our nation’s small business CEOs. “Nearly half the CEOs surveyed pledged
their personal assets to keep their companies running, their people employed and our economy from collapsing.
They are the unsung heroes of our economic recovery and the brighter days ahead,” Pastor said.

o Vistage CEO Confidence Index Compared to E
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Source: Vistage International

The Vistage CEO Confidence Index is a compilation of responses from more than 2,000 CEOs of small- to mid-
sized companies. The Vistage CEO Confidence Index began in Q1 2003 and is the largest and only comprehensive
report of small- and mid-size CEO opinions and projections. U.S. small- and mid-sized businesses represent the
most vital component of the nation's economy. This sector creates 75 percent of all new jobs and generates 50
percent of all national revenue. These insights provide a leading indicator for employment, capital expenditure,
sales, revenue and profit trends.
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CEO CONFIDENCE INDEX (coNT'D)
HIGHLIGHTS

Recovery Expected to Accelerate. The turnaround in
confidence has been significant. At the depths of the recession
in late 2008, 97% of the respondents judged economic
conditions to be in decline; in late 2010, just 7% reported
continued declines. When asked about future prospects for the
economy, 958% in the 4th quarter 2010 survey expected
improvement during the year ahead compared with just 5%
who expected further declines. This was the most favorable
outlook for economic growth since the start of 2004.

More Job Creation Ahead. The majority of firms in the 4th
quarter survey (54%]) planned on adding employees to handle
increased sales. This was the first time the majority planned to
expand the number of jobs in three years. Just 5% of firms
expected to trim their workforce in 2011. The majority of firms
did not expect to hire temporary employees in 2011.

Revenues Expected to Increase. Revenue growth was
expected by 77% of all firms in the 4th quarter survey, up from
5%9% one year ago and 36% two years ago. Just 5% anticipated
declines in revenues, the lowest proportion in five years. Given
that 60% of firms expected no increase in the prices they
charged, most of the revenue gains were expected to be from
increased sales. The relative inability to pass along cost
increases to their customers meant that managing costs was a
top priority for 20% of firms. Another 25% of firms placed
greater emphasis on maintaining or expanding their customer
base.

Profit Rise Anticipated. Increased profits during 2011 were
anticipated by 67% of all firms, up from just 33% of CEOs who
expected rising profits at the low-point two years ago. There
were a number of issues that firms believe will limit their
profitability, including the impact of the new health care
legislation and continued limits on the availability of credit.
However, firms thought that their enhanced profitability in 2011
would mainly stem from greater sales prospects they now
faced due to the upturn in the economy.

58% of CEOs stated that, compared to a year
ago, overall economic conditions of the U.S.
have improved.

46% of CEOs surveyed said they pledged
personal assets or invested cash to help their
‘companies weather the economic downturn.

Only 20% of CEOs stated that it's easier to
obtain credit today than six months ago, while
38% responded that it's not easier.

39% of CEOs stated that they are currently
marketing their sustainability or “green practices”
to their clients or customers.

Only 15% of CEOs believe that current
immigration laws are hampering their ability to
hire skilled workers.

Vistage CEO Confidence Index
2009-2010

106.3
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The Q4 Vistage CEO Confidence Index of 106.3
is up significantly from the 87.9 posted in the 4th
quarter of 2009. The Vistage CEO Confidence
Index reflects a surge in CEO optimism after
seven quarters of incremental increases.

Source: Vistage International

Investment Plans Improve. Planned investments in new plant and equipment continued to grow in the 4
quarter 2010 survey. Among all firms, 46% planned to increase their investment spending, up from 34% one year
ago. Just 10% of firms expected no increase in their fixed investments in 2011, down from a peak of 44% two
years ago. While there remains some uncertainty about whether the strength in their future sales would be long
lasting, the investments now planned by CEQs have increasingly reflected the likelihood that growth in their
firm’s sales would justify those investments over the foreseeable horizon.
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CONNECT Public Policy Brief - March 2011

Although the national unemployment rate finally dipped under 9%, the American recovery remains fragile as
global events that Congress can't control impact oil prices and global supply chains. What Congress can control
Is its focus on removing barriers that prevent job growth and small business formation. Those issues are at the
core of CONNECT's public policy advocacy. The top three innovation issues CONNECT has been focusing on in the
past three months are: Small Business Innovation Research (SBIR]/Small Business Technology Transfer (STTR]
Reauthorization, Patent Reform and directing repatriation of foreign capital into the “Valley of Death” - the period
of time from when a start-up company receives an initial capital investment to when it establishes customer
traction in the market begins generating significant sales revenues. During this period, additional financing is
usually scarce, leaving the firm vulnerable to cash flow requirements.

Research Support - SBIR/STTR Reauthorization

As this report demonstrates, San Diego was awarded more Department of Defense (DoD} SBIR funding than
Silicon Valley, highlighting the major role SBIR funding plays in the region. Recently, the U.S. Senate Small
Business and Entrepreneurship Committee passed S. 493 - The SBIR/STTR Reauthorization Act of 2011. Acting
quickly on the Senate Committee’s action, Senate Majority Leader Harry Reid put S. 493 on the Senate floor.

The major issue of contention that has prevented a SBIR/STTR reauthorization bill to advance in previous
Congresses was the issue of whether venture-capital backed companies could participate in the SBIR/STTR
programs. S. 493 has been heralded as a strategic compromise that allows some funding to go to VC-backed
firms. The bill allows up to 25% of the SBIR funds at NIH, NSF and DOE and up to 15% of the funds at the other
eight SBIR agencies to be used for grants to venture-backed applicants. The bill would extend the programs for
eight years and allows the percentage of federal agency funds to be used on SBIR to increase from 2.5 to 3.5
percent over 10 years with the STTR program allocation increasing to 0.6% from 0.3% over six years. Award
amounts would increase from $100,000 to $150,000 for Phase | and from $750,000 to $1 million for Phase II.

Before the Senate Committee took up the bill, CONNECT sent an endorsement letter to Committee Chair Mary
Landrieu (Louisiana) and Ranking Member Olympia Snowe (Maine] thanking them for their efforts to move the bill
to the Senate floor and for the compromise reached to allow some VC-backed applicants to participate in
SBIR/STTR programs. However, the letter urged the Committee “to explore a more robust approach that would
increase the percentage of funds available to VC-backed applicants because such applicants provide extra value
to the American taxpayer.” The SBIR/STTR programs have shown that new companies grow from grant awards,
which means those companies will pay corporate taxes and payroll taxes, driving new revenue to the U.S.
Treasury that could reduce the deficit. The letter also suggested that the Senate should explore allowing some
Phase 1 SBIR funds to be used for intellectual property acquisition “because IP is indispensable for a start-up's
growth.”

The current SBIR/STTR authorization expires on May 31, 2011. The House of Representatives Small Business
Committee has indicated a push to get a House bill done that can hopefully be quickly melded with whatever
Senate bill passes to beat that deadline.

Intellectual Property - Patent Reform

As with SBIR, patent reform is receiving much attention on Capitol Hill with the Senate already passing a bill and
the House carefully crafting its own version. After six long years, the U.S. Senate finally passed the Patent Reform
Act, S. 23 - The America Invents Act, by a strong vote. The most notable change in the bill from current law will
be the permanent end to Congress’ ability to divert Patent & Trademark Office [PTO] fees to other general
revenue purposes. The end to Congressional diversion will finally allow the PTO to develop a long-term plan for
hiring and IT infrastructure replacement which should assist the agency in reducing the backlog of over 700,000
patent applications and reducing patent pending.
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CONNECT Public Policy Brief - March 2011 (contD)

The bill also changes the current inter-partes re-exam system and replaces it with a new re-exam system which
will be conducted by administrative law judges and not examiners. The proceeding will be more adversarial and
akin to district court. The new inter-partes re-exam will require a higher entry threshold than the current
“substantial new question of patentability” while expanding post-procedure estoppel. In addition, a new post-
grant review proceeding will be instituted to encourage immediate review and challenge after patent issuance.

One of the more debated changes was moving America away from the traditional first-to-invent system to the new
first-to-file system that is accepted in the rest of the world. The bill would restrict the current American grace
period by requiring inventors and start-up companies to either file their patent application immediately or publicly
disclose their invention and receive the benefit of the new grace period. Should conflicts occur under the new
filing system, a new procedure called a Derivation Proceeding will be created to resolve disputes. Some of the
mechanics of the first-to-file transition are still being reviewed by Senate staffers and discussed by Senators on
the Senate floor to clarify ambiguity. As with the two new post-grant opposition proceedings that were created,
PTO will also have to promulgate regulations on the first-to-file system and on the new derivation proceedings.

The contentious issue came to a head as California Senator Dianne Feinstein offered an amendment to strike the
provision thus retaining America’s current filing system. Senator Barbara Boxer joined Senator Feinstein’s
argument that California’s high-tech, independent inventor and tech start-up communities had all expressed
their concerns that S. 23's first-to-file transition weakens the current American grace period and forces
innovators to disclose their creations in ways that could upset the inventive process. Despite Senator Feinstein
and Boxer's vigorous defense of their amendment, and the help of Senator Maria Cantwell (Washington] and
Senator Jim Risch (Idaho], the Senate rejected the amendment and kept S. 23 on a path toward patent application
first-to-file harmonization.

It is a significant accomplishment that the Senate finally resolved the chronic challenge of Congress diverting
user fees from the IP community to other purposes. The one proposal in the patent reform debate that produced
absolute harmony was the proposal to permanently end Congress’ ability to take PTO's funds, paid by the IP
community, and go spend it however Congress wanted. After two decades of Congressional fee diversion, the
Senate took the first step to finally allowing PTO to be able to have a sustainable funding model that will allow
them to undertake long-term efforts to reduce the backlog and pendency. The IP community is advocating that
the House of Representatives’ bill should use as its cornerstone the proposal to permanently end diversion. It is
anticipated that House Judiciary Committee Chairman Lamar Smith (Texas) and Ranking Member John Conyers
(Michigan) might introduce their own version of a bill by the end of March or early April.

Investment Capital - Repatriation

This Report shows that the news in the venture capital world is not improving, at least not in San Diego. Although
Congress is hoping to tackle tax reform, no clear plan has materialized on what Congress will do to help the
economy's persistent capital and credit problems. However, San Diego Congressman Brian Bilbray has
introduced a bill that will begin to move some capital into the “Valley of Death”.

H.R. 1036 - The Job Creation and Innovation Investment Act of 2011, has the goal of temporarily reducing the
corporate tax on foreign assets in order to draw capital back to the U.S. to help the economy and start-up
companies searching for capital. The current tax rate is an onerous 35% which has resulted in over $1 trillion of
corporate profits sitting overseas and being used to expand foreign operations instead of those funds being used
for domestic operations. The bill reduces the tax rate to 0% if repatriated funds are directed to R&D, proof of
concept centers, early stage venture capital investment or manufacturing start-up costs including contract
manufacturing. Because funds designated for such purposes will help companies in the proverbial Valley of
Death, CONNECT formally endorsed H.R. 1036.
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CONNECT Public Policy Brief - March 2011 (conT'D)

The endorsement letter points out that although the economy is showing signs of improvement, tech start-ups
are still finding it difficult to navigate their way out of the Valley of Death. The letter notes further that the bill's
incentives for new capital to flow to tech start-ups “will stimulate the economy without any federal government
deficit spending or new federal programs while creating new jobs and growing companies in such a way that will
generate new payroll and corporate tax revenue.” The bill gets capital off the sidelines and into the game helping
start-ups.

The bill will be sent to the House Ways and Means Committee that handles tax issues and may be rolled up into
broader tax reform efforts the Committee is undertaking.

While it is still early in the 112t Congress, early actions by the House and Senate have signified their commitment
to taking a hard look at the health of America’s innovation economy, and demonstrated their focus on rebuilding
many of the pieces that make up our fragile innovation ecosystem. The data in CONNECT's 4" Quarter Innovation
Report shows we have a lot of work ahead of us, but also confirms that San Diego is uniquely positioned to help
educate government officials on responsible innovation policy that will encourage entrepreneurship and spur
commercialization.

Timothy Tardibono Jessie Womble

Director of Public Policy State & Local Policy Manager
CONNECT Washington D.C. Office CONNECT San Diego Office
University of California 8950 Villa La Jolla Drive, A-124
Washington Center La Jolla, CA 92037

1608 Rhode Island Avenue, N.W. jwomble(dconnect.org

Washington, D.C. 20036
timothy(@connect.org

Follow Us
Website: www.connect.org/programs/policy — Twitter: /connectpolicy — Facebook: Connect-Public-Policy
Sign-up for Policy eNewsletter: http://www.connect.org/programs/policy/enews-archive/
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VENTURE CAPITAL INVESTMENT

2010 SAN DIEGO VC INVESTMENT DOLLARS FALL TO SEVEN-YEAR LOW

Venture capital investment in the San Diego region continued to decline throughout 2010 to the lowest annual
total since 2003. Venture investment in the fourth quarter of 2010 was down 13% from the third quarter with 26
local companies receiving $193 million, according to the most recent PricewaterhouseCoopers/National Venture
Capital Association MoneyTree™ quarterly report. Venture capitalists invested $847 million in 115 deals in San
Diego in 2010, a five percent increase in the number of companies receiving funding, but an 11% decrease in
dollars invested compared to 2009. Nationally, venture capitalists invested $21.8 billion in 3,277 deals in 2010, an
increase of 19% in dollars invested and a 12% increase in the number of deals over the prior year.

Start-ups received only 1% of the total VC investment in San Diego in the fourth quarter, same as in the previous
quarter, and early stage companies received 26% of VC investment. The fourth quarter saw a substantial shift of
investment dollars from expansion stage companies to financing of later stage companies, which received 59% of
the total VC investment in San Diego, up from 31% in the third quarter. For the full year 2010, the breakdown of
VC investments by company development stage was: start-ups: 11%; early stage: 29%; expansion stage: 26%; and
later stage: 34%.

When compared using a moving average of three quarters’ data, San Diego shows a more substantial decline in
venture investment relative to the other top five regions over the past three years. [A moving average smoothes
quarter-to-quarter fluctuations to better enable trend analysis.] The San Diego fourth quarter 2010 VC investment
moving average was down more than 50% from the further quarter of 2007 - a substantially larger decrease than
seen in other key innovation economies such as Silicon Valley and New England Metro. LA/Orange County VC
investment has almost returned to pre-recession levels.

VC INVESTMENT DOLLARS MOVING AVERAGE BY REGION - 2007 to 2010
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Venture capital is an important part of the innovation ecosystem. A recent study carried out by Justus-Liebig-
University Giessen and commissioned by the European Private Equity and Venture Capital Association (EVCA)
showed venture capital-backed companies that are floated on the stock exchange significantly outperform other
IPOs (Initial Public Offerings of company equity). The study looked at the post-IPO performance of 384 large
venture-backed companies on five stock markets: NYSE/Euronext, the London Stock Exchange, Nasdag/OMX, SIX
Swiss Exchange and Deutsche Borse. Venture-backed companies outperformed the market by 4.2% over 500
trading days. The difference was more pronounced in the first year after IPO, with venture-backed companies
outperforming by 9.6% in the first 250 trading days and by 11.7% in the first 125 days.

“There is a clear and consistent trend that when institutional-grade venture capitalists bring companies to public
markets, they perform significantly better than other equivalent companies over a course of years,” said Hendrik
Brandis, chairman of EVCA's venture platform.
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VENTURE CAPITAL INVESTMENT (CONT D]

In San Diego, the life sciences sector (pharma/bio/medical device] maintained its top sector position in San Diego
during the fourth quarter of 2010 with 16 companies receiving almost $104.3 million or 54% of the total funds
invested, down 18% from the $127 million, or 57%, of the funds invested in the third quarter of 2010. Compared to
the fourth quarter of 2009, VC investment in life sciences companies was down 46% when $193 million was
invested locally. In the fourth quarter of 2010, San Diego’s life sciences sector experienced a slight decrease in
the average deal size of $6.5 million compared to $10.4 million in the previous quarter. For the year, the total
amount invested in the life sciences sector was $545 million.

San Diego’s industrial/energy sector received the second largest VC investment with one company, Fallbrook
Technologies, a company dedicated to improving the performance and flexibility of transmissions for engine and
human-powered devices, received $39 million during the fourth quarter. This was a substantial increase
compared to the third quarter of 2010 when two companies received $5.2 million in VC investment. The software
sector received the third largest investment with five deals totaling $32.5 million.

SAN DIEGO VC INVESTMENTS BY INDUSTRY SAN DIEGO VC INVESTMENTS BY INDUSTRY
4™ QUARTER 2010 FULL YEAR 2010
$233 MILLION $846 MILLION
IT Services Telecommunications semiconductors " i:?;ﬂces Tel i Electronics_&
$10M $2M $19M _\ 2% e ecomsr?z;lca ions !nstrusr:?]::ahun
Financial Services 2k 2% 1%
Semiconductors $1M Computers & _ Financial Services
$3M Feripheral.s..\‘_‘ $2M

2% $40M <1%
5% e

industrial & Energy

$50M

6%

Media &
Entertainment !
$64M Biotechnology
Biotechnology 8% $414M
$96M 49%

50%

Industrial & Energy
$39M
20%

Al

Software
$103M
12%
Software
$33M

17%

Medical Devices
$8M $111M
4% 13%

Medical Devices

Source: The MoneyTree™ Report by PricewaterhouseCoopers and the National
Venture Capital Association based on data from Thomsen Financial

THE TOP 10 VC INVESTMENTS IN SAN DIEGO COMPANIES - 4™ QUARTER 2010

The three largest investments the fourth quarter of 2010 accounted for 43% of the total VC funding in San Diego,
with the top 10 deals accounting for 84% of total funding.

Fallbrook Technologies $39 million Ceregene, Inc. $12 million
aTyr Pharma, Inc. $23 million Kyriba Corporation $11 million
Genomatica, Inc. $21 million Nirvanix, Inc. $10million
Aires Pharmaceuticals, Inc. $20 million Ortiva Wireless, Inc. $8million
EMNS, Inc. $12 million Verdezyne, Inc. $6 million
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VENTURE CAPITAL INVESTMENT (CONT'D]

During 2010, 122 venture capital firms across the nation invested in San Diego companies. In 2010, Silicon Valley
VCs invested more than $230 million or almost 40% of total venture investment in San Diego. The regional
breakdown of investment dollars by venture capital firms investing in San Diego

WHERE THE VC FUNDING CAME FROM IN 2010 - LOCATION OF VC FIRMS INVESTING IN SAN DIEGO

Northwest
$9.5M ;’:x']a; Sacramento/N.Cal
Midwest 1.5% 0 .8°/ $3.8M
$25.3M =4 0.6%

\

4% Southeast
LA/Orange County $0.3M
$27.7M .\ <1%%

New England
$29.3M
5%
Silicon Valley
$233.3M
38%

North Central
$34.8M
6%

Washington DC/Metro -
$48.4M
8%

NY Metro
$53.6M
9%

San Diego Philadelphia Metro
$71.6M $75.5M
1% 12%

NOTE: excludes overseas firms, other US, and unknown sources of venture investment

Source: The MoneyTree™ Report by PricewaterhouseCoopers and the National
Venture Capital Association based on data from Thomson Financial

Domain Associates LLC 12 $42.7 Princeton, NJ o
Alta Partners 8 $15.9] SanFrancisco,CA | ¢ 2
RiverVest Venture Partners & $5.8 St. Louis, MO a3
ProQuest Investments 5 $15.1 Princeton, NJ ?; é:
Avalon Ventures 5 $25.5 San Diego, CA o=
Mission Ventures 5 $7.4 San Diego, CA 5% _
TPG Growth 5 $31.1 Silicon Valley Eze
Alloy Ventures 5 $5.3 Silicon Valley i
Tech Coast Angels 4 $0.9| Southern California E s 5
Qualcomm Ventures 4 $17.0 San Diego, CA : % E
Sanderling Ventures 4 $6.7 Silicon Valley Bl %
Montreux Equity Partners A $0.8 Silicon Valley @& E
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VENTURE CAPITAL INVESTMENT (CONT'D]
SOUTHERN CALIFORNIA VC INVESTMENT REBOUNDS IN 2010

Venture investment in the Southern California region (Los Angeles, Orange County and San Diego) totaled more
than $2.4 billion in 2010, up almost 30% from $1.9 billion in 2009. The increase was seen in the LA/Orange
County region, which received $1.59 billion in 2010 as compared to $956 million the previous year. Part of this
increase can be attributed to a spike in VC investment in the second quarter. Los Angeles/Orange County saw a
68% jump in VC investment in the second quarter of 2010 to $659 million invested in 68 companies - the largest
quarterly investment for the region since the first quarter of 2001 when $789 million was invested in 75
companies.

Life sciences companies (biotech and medical devices) also received the largest share of venture investment in
Southern California in 2010 with $782 million invested in almost 100 deals. Industrial & energy was the next
largest sector receiving $620 million in 30 deals. Traditional information technology (IT), software and online
services led the other investment categories for the region.

SOUTHERN CALIFORNIAVC INVESTMENTS BY INDUSTRY

FULL YEAR 2010
$2.43 BILLION
Electronics & Retailing/Distribution
Instrumentation $15M Networking &
0.6% ;
$2° Business Products & v Equipment
1% $10M Other
Computers & Services
P Financial Services <0.4% $2M
Perlpherals $34M $2°2M 0.08%
$42M 1.4% %
2% Healthcare Services
Telecommunications $1M
$60M 0.04%
) 11, | Biotechnology
Wi L $L6TM
Semlconductors . 19% \.
$85M \
3% “Life Sciences"
Consumer $782M
Products/Services 32%

$104M
4% /
IT Services

$144M /
6% Medical Devices
$315M
Media & Entertainment 13%
$176M
7%

Software
$31;IM Industrial & Energy
13% $620M
25%

Source: The MoneyTree™ Report by PricewaterhouseCoopers and the National
Venture Capital Association based on data from Thomson Financial
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VENTURE CAPITAL INVESTMENT (CONT'D)

VC FUNDING BY STAGE OF COMPANY DEVELOPMENT - 4™ QUARTER 2010
SAN DIEGO'S START-UPS ATTRACTED ONLY 1% OF VC FUNDING; EARLY STAGE RECEIVED 25%

Of the total VC investment in San Diego in the fourth quarter, 27% or over $52 million went to start-up/early stage
companies — down 10% from $58 million in the previous quarter., VC funding to San Diego start-ups totaled only
$2 million or 1% of the total amount invested in San Diego in the fourth quarter. “The fourth quarter of 2010 saw a
shift in investment dollars going to later stage companies with 59% of total dollars invested,” said Bill Molloie,
partner at PricewaterhouseCoopers and leader of the San Diego Pharma/Life Sciences practice. Financing of
expansion stage companies decreased to 14% of the total ($27 million) compared to 43% in the third quarter of
2010. There were 26 later stage deals receiving $113 million in San Diego in the fourth quarter.

San Diego 4™ Quarter 2010
VC Investments By Stage of Development

$193 million -- 26 companies = ,
The STAGE OF DEVELOPMENT classifications used in

Start-up Stage the PWC/NVCA MoneyTree™ Report are as follows:
1% START-UP STAGE
2 deals The initial stage. The company has a concept or product
Y Early Stage under development, but is probably not fully

26% operational. Usually in existence less than 18 months.
6 deals EARLY STAGE
$50M The company has a product or service in testing or pilot
production. In some cases, the product may be
commercially available. May or may not be generating
revenues. Usually in business less than three years.
EXPANSION STAGE
Product or service is in production and commercially

Lat;n;::;tage available. The company demonstrates significant
(4] -
10 deals rev?.nul:eJ gr(l)lwt.h,bbuf[ may or msy ngt be showing a
$113M WV Exoansion Stage profit. Usually in business more than three years.
am LATER STAGE
8 deals Product or service is widely available. Company is
- $27M generating on-going revenue; probably positive cash
., flow. Is more likely to be, but not necessarily profitable.
Solirce: May include spin-offs of operating divisions of existing
Note: Percentages refer to the The MoneyTree™ Report by private companies and established private companies.
$ value of investment PricewaterhouseCoopers and the

National Venture Capital Association
VC INVESTMENT IN SAN DIEGO COMPANIES BY STAGE OF DEVELOPMENT BY QUARTER AND YEAR

70%
B Start-Up Stage B Early Stage ® Expansion Later

Stage Stage

60% Sk

| ‘i r Later Stage

50% -
43% 70%
41% 42% 42%

40% - 60% -

B Expansion Stage

32% 50% -

30% - 28%

26%

40% -

W Early Stage

20% - 30% |

Percent of Total VC Investment in San Diego Companies

20%
10% - 9%

10% |

Percent of VC Investment by Stage of Funded Companies’ Development

1% M Start-up Stage

1%

0% ! 0% -

Q4 2009 Q1 2010 Q2 2010 Q3 2010 Q4 2010 2009 2010
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VENTURE CAPITAL INVESTMENT (CONT'D)

Nationally, the U S. also saw a decrease in the percentage of VC investment that went to start-up and early stage
companies in the fourth quarter of 2010 compared to the previous quarter. During the fourth quarter, 5% of
investments went to start-up stage companies and 28% went to early stage companies. Investments in expansion
stage increased to 43% from 32% while later stage investments decreased compared to the preceding quarter.
The percentages for the full year 2010 were similar. California accounted for $2.5 billion, or 50%, of the total U.S.
venture investment in the fourth quarter and for the full year 2010. The majority (~70%)] of the investments went

to expansion and later stage companies.

Total Value of National Q4 2010

VC Investments by Stage of Development
$5.0 billion
765 companies

Start-up Stage
5%

Later Stage 8;)2114%1:5
24%
155 deals
$1,219M
Early Stage
28%

285 deals
$1,393M

Expansion Stage
43%
245 deals
$2,162M

Total Value of California Q4 2010

VC Investments by Stage of Development
$2.5 billion
305companies

Start-up Stage
2%
20 deals
Later Stage $61M
27%
70 deals
$666M

Early Stage
28%

111 deals

$705M

Expansion Stage
43%
104 deals
$1,065M

_— Note: Percentages
refer to the $ value
of investment

Total Value of National Full Year 2010

VC Investments by Stage of Development
$21.8 billion
3,277 companies

Start-up Stage
8%

363 deals
Later Stage $1,713M
29%
746 deals
$6,314M

Early Stage
24%
1,147 deals
$5,304M

Expansion Stage
39%
1,021 deals
$8,493M

Total Value of California Full Year 2010

VC Investments by Stage of Development
$11 billion
765 companies

Start-up Stage
7%

118 deals
$738M
Later Stage
30%
311 deals Early Stage
$3,306M 21%

423 deals
$2,286M

Expansion Stage
42%
437 deals
$4,648M

Source; The MoneyTree™ Report by PricewaterhouseCoopers

and the National Venture Capital Association
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In Silicon Valley, 30% of the investment in the fourth quarter went to start-up and early stage companies totaling
$610 million invested in 95 deals. For the full year 2010 more than $2.1 billion went to start-ups and early stage
companies. Half of the investment in Silicon Valley went to expansion stage companies. Southern California saw a
higher percentage of VC investment going to earlier stage companies in 2010 - 32% in the fourth quarter and 35%
for the year. As in the third quarter, the majority of VC investments went to later stage companies in the fourth
quarter and 2010 overall. In 2010, 320 Southern California companiés received $2.4 billion in VC investment.

Total Value of Silicon Valley Q4 2010
VC Investments by Stage of Development

$2.0 billion
231 companies

Start-up Stage
2%

Later Stage 15 deals
20% $42M
51 deals
$396M Early Stage

28%
80 deals
$568M

Expansion Stage
50%
85 deals
$994M

Total Value of Southern California Q4 2010

VC Investments by Stage of Development
$497 million
74 companies

Start-up Stage
4%
5 deals
$19M

Early Stage
28%
31 deals
$137M

Later Stage
54%
19 deals
$270M

Expansion Stage
14%
19 deals
$71M

CONNECT Innovation Report G4.10

Note: Percentages
refer to the $ value
of investment

Total Value of Silicon Valley Full Year 2010

VC Investments by Stage of Development
$8.5 billion '
961 companies

Start-up Stage
6%

89 deals
Later Stage $509M
26%
222 deals Earlzyof;age
(4]
$2,240M 311 deals

$1,655M

Expansion Stage
48%
339 deals
$4,109M

Total Value of Southern California Full Year 2010

VC Investments by Stage of Development

$2.4 billion
320 companies

Start-up Stage
9%
29 deals
$230M

Later Stage Early Stage
46% 26%
89 deals 110 deals
$1,065 $629M

Expansion Stage
21%
92 deals
$508M

Source: The ManeyTree™ Report by PricewaterhouseCoopers and

the National Venture Capital Association

36



TH
(Cj}CONNECT’ 4™ Quarter 2010

VENTURE CAPITAL INVESTMENT (conT'D)

4™ QUARTER 2010: SAN DIEGO MOVES UP TO 7™ IN NATION, SOUTHERN CALIFORNIA RANKS 4TH

San Diego’s regional ranking went up from ninth to seventh in the nation in the fourth quarter of 2010 even though
the amount invested decreased from the third to the fourth quarter. The region received four percent of total
nationwide investments, down from five percent in the third quarter. Southern California (San Diego and
LA/Orange Counties) ranked fourth nationally with VC investments of $498 million for the quarter, down 46% from
$857 million in the second quarter of 2010 and down nearly 8% from the $507 million in the third quarter of 2009.
Silicon Valley led the nation with $2 billion in VC investment in the fourth quarter, up 9% from the investment
level of the previous quarter. LA/Orange County was up 33% in the fourth quarter compared to the third quarter
of 2010. Colorado saw a surge of VC dollars in the fourth quarter increasing almost 190% from the third quarter
to reach $254 million. The New York City Metro and Midwest regions also showed substantial increases in VC
investment in the fourth quarter, whereas the Washington DC Metro and Southeast regions saw significant
declines. The top 10 regions accounted for 93% of the total U.S. VC investment in the fourth quarter.

REGIONAL VC INVESTMENT LEVELS - 3% QUARTER 2010 VS. 4™ QUARTER 2010
{ e = _T—";_f";i_____—-'—:!"—' : = = 3} —

e e e e T e T T T e

S

2w

=)0 1)

e S5

Silicon Valley 1 1 $1,833 $2 001 +9% §_ rzo =
New England 2 2 $526 $536 +2% g5¢s
New York City Metro 4 3 $341 $513 +50% 32§
Midwest 7 4 $258 $378 +47% =2 'E
LA/ Orange County 8 g $229 $305 +33% S EE
Colorado 12 6 $88 $254 +189% = o =
SAN DIEGO 9 7 $223 $193 -13% = ET
Southeast 5 8 $265 $191 -28% LBU ‘;’:1 =
Northwest 10 9 $194 $160 -18% =
Wash. DC / Metroplex 4 10 $259 $143 -45% 855
Top 10 Regions $4,.216 $4,674 +11% 238

UNITED STATES $4,945 $5,017 1% SR D

Nationally, VC investments in the fourth quarter were up two percent in dollar value compared to the third
quarter of 2010 though the number of deals fell 3%. In the fourth quarter of 2010, $5 billion was invested in 765
companies. The full year 2010 total for the U.S. was almost $22 billion invested in 3,277 deals. This was a 20%
increase over the $18 billion invested in 2009.

SUMMARY OF NATIONAL AND REGIONAL VC INVESTMENTS

[ Total (in Billions)
States # of Deals 4,027 3,985 2,893
Average (in Millions) $7.6 $7.0 $6.2
California | Total (in Billions) $14.6 $14.0 $9.1

# of Deals 1,663 1,626 1,185

Average (in Millions) $8.8 $8.6 $7.7
Northern | Total (in Billions) $11.0 $10.8 $7.2
CA # of Deals 1,273 1,251 871

Average [in Millions) $8.6 $8.6 $8.3
Southern | Total (in Billions) $3.6 $3.2 $1.9

CA # of Deals 390 375 266
Average (in Millions] |  $9.

PricewaterhouseCoopers and the National Venture Capital

Source: CONNECT; The MoneyTree™ Report by
Association based on data from Thomson Financial.
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M&A AND OTHER INVESTMENT ACTIVITY

VALUE OF SAN DIEGO M&A DEALS DOUBLES; CALIFORNIA SEES SIMILAR RISE

Company merger and acquisition activity jumped substantially across California in 2010 compared to the previous
year. The value of reported San Diego deals closed in the fourth quarter of 2010 was almost $1.7 billion, and
almost $4 billion for the year - more than double the value and number of deals reported in 2009. In Southern
California, the M&A market in 2010 totaled more than $40 billion - almost seven times more than reported in
2009 and up almost 60% in the fourth quarter of 2010 compared to the previous quarter.

REGIONAL M&A DEALS - 4™ QUARTER and FULL YEAR 2010

Total Reported Value (in Millions) | 1$20.803

Northern $21,834 |8

CA # of Closed Deals 136 337 | 187 |
Southern [ Total Reported Value [in Millions) | $3,181 | $6,608 | $8,441

CA # of Closed Deals 131 314 142 [
San Total Reported Value (in Millions)| $1,250 | $1,655 | $1,017 |i§:
Diego # of Closed Deals 29 79 29 [

Note: Notall M&A deals relgort a disclosed $ value. Total deal values are in fact higher than those shown in the table
above. Source: Capital IQ;

TOP TEN SAN DIEGO REPORTED M&A DEALS - FULL YEAR 2010

Sempra Energy Solutions LLC Energy $581.9

TargeGen, Inc. Biotechnology $560.0
Alphatec Holdings, Inc. Healthcare Equipment $507.4
DivX, Inc. C°';Z:hmneorli?dia $328.1
Vantage Pointe in San Diego Real Estate $200.0
Neurocrine Biosciences Inc. Biotechnology $176.2

Military Shelter Design &

Gichner Systems Group, Inc. intagation $133.0
Portfolio of Five Properties in San Diego Real Estate $132.9
43 Acre Nobel Research Center Real Estate $128.0
PacketVideo Corporation Wireless Multimedia $111.6
Total 2010 Top 10 San Diego Reported M&A Deal Value $2,859.2

Total 2010 San Diego Reported M&A Deal Value $3,857.4

Source: Capital 1Q; ROTH Capital Partners; CONNECT

CONNECT Innovation Report Q4.10




@ CONNECT

4™ Quarter 2010

M&A AND OTHER INVESTMENT ACTIVITY (conTD)

TOP TEN SOUTHERN CALIFORNIA M&A DEALS -

FULL YEAR 2010

Live Nation Entertainment, Inc. Movies & Entertainment $4,419.1

Valeant Pharmaceuticals Int’L. Pharmaceuticals $3,831.4

Abraxis BioScience, Inc. Biotechnology $3,659.6

McKechnie Aerospace DE, Inc. Aerospace $1,864.2

Ticketmaster Entertainment, LLC Internet Retail $1,431.3 -

CKE Restaurants, Inc. Restaurant $1,046.9 g

3M Cogent Inc. Biometrics Security 593513 é
a

LensX Lasers, Inc. Healthcare/Medical Device $744.0 %
S

United Fuel & Energy Corporation Energy $692.2 %

Internet Brands, Inc. Internet Media $645.7 %_u

Total 2010 Top 10 Southern California Reported M&A Deal Value $19,270M i

o oo s peoeomaaveee | smaon | -

SAN DIEGO PRIVATE PLACEMENT DEALS INCREASE IN 4™ QUARTER 2010

The value of San Diego PIPE deals increased by 30% in the fourth quarter of 2010
compared to the previous quarter with 13 San Diego companies closing deals
totaling $90 million through private placement investments. One financial
services company, First Pactrust Bancorp Inc., accounted for $60 million of San
Diego’s PIPE investment total in the fourth quarter.

Southern California [including San Diego) companies issued 43 PIPE private
placements statewide totaling $482 million in the fourth quarter, a 41% decrease
from the $814 million in deals in the third quarter of 2010. In northern California,
22 companies closed private placement deals totaling over $458 million down
from the third quarter’s spike of $2.7 billion due to one deal, Gilead Sciences,
Inc., a pharmaceutical company, which represented over 90% of the northern
California total with $2.46 billion. Overall, in the final quarter of 2010 quarter, the
number of PIPE deals in California totaled 65 deals totaling $940 million.

Private placements (often structured as PIPE transactions [see sidebar) are an
alternative way for public companies to raise capital, and are usually considered
a good sign for a public company. They convey that the private placement
investors believe in a company’s prospects for the long term and are willing to
take on market risk with their investment.

CONNECT Innovation Report Q4.10

PIPE stands for Private
Investment in Public Equities.
PIPE transactions are also
referred to as private
placements or direct
placements in public
companies. PIPE transactions
are privately negotiated sales of
companies’ securities to
individual accredited investors or
institutional funds. Small and
mid-size public companies often
use PIPE financing because they
can obtain capital from a PIPE
transaction faster and more
cheaply than in a public offering.
Particularly over the past couple
of years, as the markets have
remained relatively closed to
secondary financing, PIPEs have
emerged as a stable and
sustained source of equity
capital for public companies of
all sizes.
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M&A AND OTHER INVESTMENT ACTIVITY (coNTD)

PRIVATE PLACEMENTS BY REGION - PIPE DEALS BY QUARTER

Northern |Total Reported Value (in $ Millions) $352 $522 | $627 | $2,733 | $458
CA # of Closed Deals 17 24 22 26 22 94
Southern |Total Reported Value (in $ Millions) $639 $740 | $860 $814 $482 $2,896
CA # of Closed Deals 23 13 25 36 43 117
San Total Reported Value (in $ Millions) $61 $132 | $174 $69 $90 $465
Diego # of Closed Deals 9 6 2 8 13 29
N T Total Reported Value (in $ Millions) $1,052 | $1,393 | $1,487 | $3,647 | $940 || $7,368
# of Closed Deals 49 43 47 62 65 217

Source: Capital IQ; ROTH Capital Partners; CONNECT

SAN DIEGO PRIVATE PLACEMENTS - PIPE DEALS: 15T QUARTER 2007 TO 4™ QUARTER 2010

$500 - o
13 deals 13 deals
$450 -
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= 1 $197 L6 &
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M&A AND OTHER INVESTMENT ACTIVITY (conT'D)

CALIFORNIA PRIVATE PLACEMENTS - PIPE DEALS: 15T QUARTER 2007 TO 4™ QUARTER 2010

$4,500 - e
64 deals 65 deals 65 deals

$4,000 - : ‘ ‘ =
|59 deals - 60 =
: 54 deals 55 deals £

— $3.500 -
2] 33, 56 deals - g
o - 50 |<:z
= $3,000 - <
. 2
2 ¥ 41 deals | =
o $2,500 - £d 40 =
3 o
“ e
> $2.000 - =
o o)
2 $1,621 :
o $1,500 g
1,118 - 20
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Source: Capital 1Q; ROTH Capital
Partners; CONNECT

SAN DIEGO PRIVATE PLACEMENTS - PIPE INVESTMENTS: 4™ QUARTER 2010

s B T RS L a8 o T Ryehdedbea)

) 3@??']@'.‘%‘. PRI THE 1 gt _I_Ilhdqs;‘ry-'_ ) alue 4‘
ot S BERI e 0 R 0 S ¥ ; | (nSM)
First Pactrust Bancorp Inc. Eraneiaicearicas $60.0
[NasdagGM:FPTB]
Apricus Biosciences, Inc. Biotechnology $9.3
(NasdagCM:APRI]
Lpath Inc. Biotechnology $4.9
(OTCBB:LPTN)
Overland Storage Inc. Data Mgmt/Protection $4.2
(NasdagCM:0VRL)
Socialwise, Inc. Online Payment Platform $3.5
(0TCBB:SCLW)
Pure Bioscience Biotechnology $2.4
(NasdagCM:PURE]
ImageWare Systems Inc. SoIrvArS $2.0
(OTCPK:IWSY)
ImageWare Systems Inc. TR $1.5
(OTCPK:IWSY]
USD Energy Corp. Precious Metals Exploration & Mining $1.1
(OTCPK:UEGY]
Nexaira Wireless, Inc. I G T e $0.9
(OTCBB:NXWI)
GreenHouse Holdings, Inc. BiosElels $0.3
(OTCBB:GRHU)
PepperBall Technologies, Inc.  |Security Surveillance & Personnel $0.2
(0OTCPK:PBAL) Deterrent i
Entest Biomedical, Inc.
HOICBBENTR Source: Capital IQ; ROTH Capital
Total - SAN DIEGO Partners; CONNECT
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TWO SAN DIEGO COMPANIES RAISED $140 MILLION THROUGH IPOs IN FOURTH QUARTER 2010

Nine California companies went public raising $1.35 billion through Initial Public Offerings [IPOs] in the fourth
quarter of 2010. This was more than double the $519 million raised by five California companies in the third
quarter of 2010. Two San Diego companies, REVA Medical, Inc. and Zogenix, Inc., raised almost $84 million and

$56 million, respectively, in the fourth quarter. San Diego IPOs représented almost 12% of total California IPO
deal value.

A Los Angeles based energy fund raised $475 million, bringing the southern California region to $615 million for
the quarter. Six companies in Northern California raised $736 million, or 54% of the total California IPO deal value
in the fourth quarter of 2010.

CALIFORNIA IPOs BY REGION - 4™ QUARTER 2010

San Diego $140 2
Southern CA (incl. San Diego) $615 3
Northern CA $736 6

g%{

Fourth Quarter 2010 Total - California IPOs $1,351M 9 SoehceGaRItaUE:

ROTH Capital
Partners; CONNECT

CALIFORNIA IPOs BY COMPANY - 4™ QUARTER 2010

LEVTIE - C IR I LA BT M A I O, Energy Investment Fund $475.0 Los Angeles Southern CA o
[NYSE:KMF) %
First Republic Bank . - . : =
INYSE-FRC Financial Services $280.5 San Francisco Northern CA 3
Pacific Biosciences of California, Inc. ; g
(NasdaqGS-PACBI Biotechnology $200.0 Menlo Park Northern CA ‘E
REVA Medical, Inc. : ; ’ : o
(ASX:RVA] Medical Device $83.7 San Diego San Diego s
Inphi Corporation . =
Semiconductors $81.6 Santa Clara Northern CA O
[NYSE:IPHI) -
. . '—
United States Commodity Index Funds Trust InvestrenteTrust $60.0 N NorthernGA =)
[ARCA:USCI) K=
AUgEoRRRRumaEsUticalsiinc Pharmaceuticals $60.0 Palo Alto Northern CA %
[NasdaqGM:ANAC) s ul
Qo
Zogenix, Inc. . ) " 3
(NasdaqGM:ZGNX) Pharmaceuticals $56.0 San Diego San Diego 2.
S
Complete Genomics, Inc. . . AR =
(NasdagGM:GNOM) Biotechnology $54.0 Mountain View Northern CA §
Fourth Quarter 2010 California IPOs 9 Deals $1,351M

Thirty-one companies went public with IPOs in California in 2010 with a reported combined deal value of $5.4
billion. Five companies were based in San Diego County and had a reported combined deal value of $427 million.
Southern California accounted for almost one third of the IPO deal value in California for the year with 12
companies raising $1.6 billion. Northern California saw 19 companies close $3.8 billion in IPO deals for the year
The Southern California companies that went public in 2010 are listed below. In addition, two San Diego

companies, Peregrine Semiconductor and Fallbrook Technologies, were on file to go public on U.S. exchanges at
the end of December 2010.
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M&A AND OTHER INVESTMENT ACTIVITY (coNT'D)

TWELVE SOUTHERN CALIFORNIA COMPANIES GO PUBLIC IN 2010, RAISE $1.6 BILLION

CALIFORNIA IPOs BY REGION - FULL YEAR 2010

’—-

(&)

e T

. s Lin M) ::C_c) Z
San Diego $427 & °
Southern CA (incl. San Diego) $1,558 12 ‘% é
O U

Northern CA $3,806 19 =
2010 Total - California IPOs $5,364 31 3 S

Kayne Anderson Midstream Energy Fund, Inc. Energy Investment Fund $475.0 Los Angeles Southern CA
[NYSE:KMF)

First Republic Bank Financial Services $280.5 San Francisco | Northern CA
(NYSE:FRC)

Pacific Biosciences of California, Inc. Biotechnology $200.0 Menlo Park Northern CA
(NasdaqGS:PACBI

REVA Medical, Inc. Medical Device $83.7 San Diego San Diego
[ASX:RVAI

Inphi Corporation Semiconductors $81.4 Santa Clara Northern CA
(NYSE:IPHI}

United States Commodity Index Funds Trust Investment Trust $60.0 Alameda Northern CA
[ARCA:USCI)

Anacor Pharmaceuticals, Inc. Pharmaceuticals $60.0 Palo Alto Southern CA
(NasdagGM:ANAC)

Zogenix, Inc. Pharmaceuticals $56.0 San Diego San Diego
[NasdaqGM:ZGNX)

Complete Genomics, Inc. | i (VS

S eegaaeNE ROk Bnotec:nology $54.0 Mountain View Northern CA
Fourth Quarter 2010 California IPOs 9 Deals $1,351M

FOLLOW-ON PUBLIC OFFERINGS DEALS - EIGHT SAN DIEGO COMPANIES RAISE CAPITAL IN Q4

In the fourth quarter of 2010 the underwritten follow-on public offering market (FPOs) saw 32 California
companies raise $4.5 billion in proceeds from the sale of additional share offerings to investors. Southern
California (including San Diego) accounted for 86% of the California deal value in the fourth quarter with almost
$3.9 billion in follow-on deals. This was an increase of almost 50% from the $2.6 billion raised in the third quarter
by 12 southern California companies. Eight San Diego companies raised $513 million in follow-on equity capital in
the fourth quarter. This was a decrease of almost 21% from the $649 million raised by six companies in the third
quarter of 2070. See the list of the 2010 Southern California deals with values larger than $50 million below.

CALIFORNIA UNDERWRITTEN FOLLOW-ON EQUITY OFFERINGS - 4™ QUARTER 2010

-
|
\
|

San Diego $513.0 8

Southern CA ([incl. San Diego) $3,876.6 22
Northern CA $657.9 10
Total Fourth 2010 Quarter California FPOs | $4,534M 32 S R AN Tt (A e
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M&A AND OTHER INVESTMENT ACTIVITY (coNT'D)

SAN DIEGO COMPANIES RAISED ALMOST $2 BILLION IN FOLLOW ON EQUITY DEALS IN 2010

SAN DIEGO UNDERWRITTEN FOLLOW-ON EQUITY OFFERINGS
FOURTH QUARTER 2010

(NYSE:0)
Cadence Pharmaceuticals Inc. $92.0 =
(NasdagGM:CADX] o
Sequenom Inc. $84.0 g
[NasdagGM:SQNM) e
DexCom $28.9 §
[NasdagGM:DXCM] 5
Somaxon Pharmaceuticals, Inc. $26.0 %
(NasdagCM:SOMX] o
Anadys Pharmaceuticals $25.0 2
[NasdagGM:ANDS) =
Kratos Defense & Security Solutions $23.5 S
(NasdagGS:KT0S) =
Cytori Therapeutics, Inc. $18.0 8
Total Fourth Quarter 2010 - San Diego FPOs $513M 3
_— ]

SOUTHERN CALIFORNIA UNDERWRITTEN FOLLOW-ON EQUITY OFFERINGS
FOURTH QUARTER 2010

!
]
]
! Deal Value (in 4‘

HCP, Inc. $1,280.0

(NYSE:HCP) - :

Watson Pharmaceuticals Inc. $522.5 E
(NYSE:WPI) Z
HCP, Inc. $423.0 8
(NYSE:HCP) o
Green Dot Corporation $260.0 =
(NYSE:GDOT] g
RealD Inc. $216.9 %
(NYSE:RLD) &
Sunstone Hotel Investors Inc. $199.9 %
(NYSE:SHO) o«
Avanir Pharmaceuticals $88.0 ‘gu
(NasdagGM:AVNR] =
Tutor Perini Corporation $87.8 &
(NYSE:TPC) o
Pacific Capital Bancorp $76.4 2
(NasdaqGS:PCBC)

Mission Community Bancorp $75.9

[OTCBRB:MISSI Note:
Top 10 Deals - Southern California $3,230.3 fg;t;:;?egiﬂi;rgf
Total Fourth Quarter 2010 - Southern California FPOs $3,364M >an Diego County
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M&A AND OTHER INVESTMENT ACTIVITY (conT'D)

SAN DIEGO COMPANIES RAISED ALMOST $2 BILLION IN FOLLOW ON EQUITY DEALS IN 2010

SOUTHERN CALIFORNIA UNDERWRITTEN FOLLOW-ON EQUITY OFFERINGS >$50M IN DEAL VALUE

FULL YEAR 2010

San Diego County based deals shown in orange type

-_—
:
.
Cc .

HCP, Inc.

Real Estate Investment Trust

Macerich Co. Real Estate Investment Trust $1,230.0
Hyundai Auto Receivables Trust 2010-B Automotive Finance $1,171.2
Watson Pharmaceuticals Inc. Pharmaceuticals $522.5
HCP, Inc. Real Estate Investment Trust $445.5
HCP, Inc. Real Estate Investment Trust $423.0
Alexandria Real Estate Equities Inc. Real Estate Investment Trust $311.6
Kilroy Realty Corp. Real Estate Investment Trust $272.0
BioMed Realty Trust Inc. Real Estate Investment Trust $262.5
Green Dot Corporation Consumer and Business Services $260.4
ViaSat Inc. Wireless Communications $231.2
RealD Inc. 3D Cinema Technology $216.9
Realty Income Corp. Real Estate Investment Fund $215.7
Sun Healthcare Group Inc. Healthcare $207.3
Sunstone Hotel Investors Inc. Real Estate Investment Trust $199.9
BioMed Realty Trust Inc. Real Estate Investment Fund $198.4
Realty income Corp. Real Estate Investment Fund $180.0
Kayne Anderson MLP Investment Co. Energy-Related Investment $148.5
Cathay General Bancorp Financial Services $132.2
Hanmi Financial Corporation Financial Services $120.0
Molina Healthcare Inc. Healthcare $108.0
Entropic Communications, Inc. Semiconductors $104.3
Cadence Pharmaceuticals Inc. Pharmaceuticals $92.0
Avanir Pharmaceuticals Pharmaceuticals $88.0
Tutor Perini Corporation General Contracting/Construction $87.8
Sequenom Inc. Biotechnology $84.0
Alphatec Holdings, Inc. Medical Device $80.0
Pacific Capital Bancorp Financial Services $76.4
Mission Community Bancorp Financial Services $75.9
Ardea Biosciences, Inc. Biotechnology $70.0
Conexant Systems Inc. Semiconductors $64.4
Kaiser Federal Financial Group, Inc. Financial Services $63.8
Halozyme Therapeutics, Inc. Pharmaceuticals $62.3
Somaxon Pharmaceuticals Inc. Pharmaceuticals $56.9
Optimer Pharmaceuticals Inc. Pharmaceuticals $53.8
Tejon Ranch Co. Real Estate $50.0
2010 San Diego Deals > $50M 13 Deals $913M
2010 Total - San Diego Follow On Public Equity Offerings $1,960M
2010 Southern California Deals > $50M 26 Deals $9.246M
2010 Total - Southern California Follow On Public Equity Offerings $9.821M
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PATENT ACTIVITY

SAN DIEGO SHOWS STRONG GROWTH IN PATENT ACTIVITY

San Diego shows higher growth in the average number of patents published and granted per quarter in
comparison to other regions of California and Boston. Over the past two years, the average number of patent
applications published per quarter in San Diego increased by more than 8%, and the average number of patents
granted per quarter increased substantially by 40%. Southern California showed similar growth year-to-year for
patents granted but showed a larger increase in the number of patent applications published from 2009 through
2010.

INCREASE IN REGIONAL PATENT ACTIVITY PER QUARTER - 2009 to 2010
45% -

40% - ‘ SAN DIEGO

’ San Francisco

359, - ’ San Mateo

Q BOSTON METRO
SILICON VALLEY avg. 0 Contra Costa

‘ Ventura ’ ’ et SOUTHERN
CALIFORNIA

259, 4 SantaClara ‘avg. ‘ Santa Cruz

’ Los Angeles
15% -

10% -

5% -

AVERAGE INCREASE IN PATENTS GRANTED PER QUARTER

i T U /0 ! I 1 I 1

-4.0% -2.0% 0.0% 2.0% 4.0% 6.0% 8.0% 10.0%

AVERAGE INCREASE IN PATENT APPLICATIONS PUBLISHED PER QUARTER

Source: United States Patent and Trademark Office;
UC San Diego Extension; CONNECT

“Overall, these statistics are a clear indication that San Diego is a leading hub of innovation. That is something we
In the San Diego community must continue to nurture and support,” said Richard Campbell, partner at Procopio,
Cory, Hargreaves & Savitch LLP.

It takes on average 18 months for a patent application to be published after it is initially filed and on average three
years before a determination is finalized and the patent is granted or abandoned. The chart above shows the
average percent change (growth] in patent applications published versus the average percent change in patents
granted between the first quarter of 2009 and the last quarter of 2010. The vertical position of a region on the
chart reflects patent activity that was initiated on average three years ago while the horizontal position of each
region reflects patent application activity that was initiated about 18-20 months ago.
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PATENT ACTIVITY (CoNT'D)
SAN DIEGO LEADS SOUTHERN CALIFORNIA IN PATENT ACTIVITY PER CAPITA

San Diego continued to lead the Southern California region in the fourth quarter of 2010 measured by the number
of patents published and granted per 100,000 residents over the past three years [patent density). San Diego also
shows higher year-to-year growth in the number of patents published and granted between 2008 and 2010
compared to other California regions and the East Coast innovation hub Boston. Over the past three years in San
Diego, the number of patents published increased by more than 12% and the number of patents granted jumped
by more than 45%. Patent density and growth serve as a good barometer of innovation in the region.

PATENT DENSITY PER QUARTER - PATENT APPLICATIONS PUBLISHED: 2008 TO 2010
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PATENT ACTIVITY (conT'D)

YEAR-TO-YEAR PATENT GROWTH - PATENT APPLICATIONS PUBLISHED: 2008 TO 2010
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YEAR-TO-YEAR PATENT GROWTH - PATENTS GRANTED: 2008 TO 2010
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PATENT ACTIVITY (coNT D)

In San Diego, 240 patents were granted in the fourth quarter of 2010, down 11% from the 1,054 granted in the
previous quarter. Patent applications published in the fourth quarter were down more than 8% in the fourth
quarter with 1,492 patents published compared to 1,629 in the third quarter of 2010. San Diego accounted for 17%
of the patent applications published in California in the second quarter and 12% of the patents granted. Patent
activity was down across California in the second half of 2010.

PATENTS PUBLISHED AND GRANTED BY REGION - 3Ro QUARTER 2010 VS. 4™ QUARTER 2010
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PATENT ACTIVITY (coNT' D)

AVERAGE TIME TO ISSUANCE AND APPLICATION BACKLOG

Patent applications are generally published 18 months after the earliest priority date of the application. Prior to
that publication the application is confidential to the patent office. The average time it often takes for a patent to
be issued (granted) or abandoned (denied) is almost three years. The average time it takes for a patent to be
issued has been gradually increasing. '

AVERAGE NUMBER OF MONTHS FROM PATENT APPLICATION FILING DATETO
FINAL DETERMINATION BY U.S. PATENT OFFICE (ISSUED OR ABANDONED)]

36.0 -

As of the close of the fourth quarter of
2010, the USPTO had a backlog of
almost 722,000 patent applications.
The USPTO receives almost 500,000

35.4
35.2
35.1
34.7 34.6
e 34.3 applications a year. The substantial
=0y 23l backlog slows the pace of new patent
33.6 approval.
33.5 -
33.1
33.0
32700
32.0
Source: United States Patent and Trademark Office

31.5 T T T T T T 7 T

(pkc n4

2008 2009 2010

USPTO PATENT APPLICATION BACKLOG - 4™ QUARTER 2008 TO 4™ QUARTER 2010

35.5 -

35.0

Number of Months From Patent Application Date to Date of Issuane

800,000 - «\‘0“‘\‘\ o e % o 0 W
R P i ° “"'\‘b The patent backlog problem is in

= 700,000 fact improving. “The pendency

.g*a el rate has definitely trended up

g over the past few years,”

2 N ean ool commented Richard Campbell,

g partner at Procopio, Cory,

E 400000 - Hargreaves & Savitch LLP.

g “However, that upward trend

E S was from a historically low

5 550000 pendency rate. The USPTO is

E taking its substantial backlog

2 100,000 - and pendency rate (how long it
takes to process an application)

3 very seriously. The USPTO has
introduced a number of
2008 2009 2010

programs, including the Patent
Prosecution Highway which allows the USPTO to use searches performed by other jurisdictions, to exam
applications more quickly. The USPTO has also undertaken massive hiring in the recent past to address the
backlog. The current USPTO pendency rate is still better that the European Patent Office and the Japanese
patent office. Rather than the U.S. patent system being near the breaking point and stifling innovation, as some
have claimed, from a longer term perspective, it is operating better than its longer term averages and is taking
significant steps to further improve.”
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FEDERAL RESEARCH GRANTS: SAN DIEGO

2010 FEDERAL RESEARCH GRANT FUNDING FROM NIH,NSF, NASA and NOAA TOTALS $1.3 B

Federal grant funding awarded in San Diego from the National Institutes of Health (NIH), the National Science
Foundation (NSF), National Aeronautics and Space Administration [NASA) and the National Oceanic and
Atmospheric Administration [NOAA] dipped 9% to $317 million in the fourth quarter of 2010 from $350 million in
the third quarter of 2010. Federal research grant funding from the NIH, NSF, NASA and NOAA to San Diego
totaled 1,336 million in 2010, up 45% from the $919 million awarded to San Diego researchers and innovation
companies in 2009. These grant award totals include SBIR/STTR funding from the four agencies (NIH, NSF, NASA
and NOAA].

FEDERAL RESEARCH GRANTS RECEIVED IN SAN DIEGO IN 2010 - NIH, NSF, NASA AND NOAA
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FEDERAL RESEARCH GRANTS: SAN DIEGO and CALIFORNIA (coNT D)

FEDERAL RESEARCH GRANTS RECEIVED IN SAN DIEGO - NSF, NOAA AND NASA Q12008 TO Q4 2010
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SAN DIEGO LEADS CALIFORNIA IN NIH AND NSF FUNDING PER CAPITA

NIH GRANT FUNDING PER CAPITA - 2008 TO 2010
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FEDERAL RESEARCH GRANTS: SAN DIEGO and CALIFORNIA (coNT D)

NSF GRANT FUNDING PER CAPITA - 2008 TO 2010
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San Diego was among the top innovation economies in the state based on the amount of federal grant funding per
capita received from the National Institutes of Health (NIH) and the National Science Foundation (NSF) over the
past three years. San Diego’s NIH and NSF funding per capita totaled almost $44 million in 2010.

Federal grant funding awarded in San Diego from the NIH totaled almost $1.2 billion in 2010, up 28% from 2009
and more than 70% from 2008. NSF funding to San Diego research institutions and innovation companies totaled
almost $126 million in 2010, up slightly from the previous year. In the fourth quarter, San Diego received $278
million in.NIH funding and more than $31 million in NSF funding.

San Diego also received more than $21 million in federal research funding from the National Oceanic and
Atmospheric Administration [NOAA) and more than $10 million from the National Aeronautics and Space
Administration (NASA) in 2010.

San Diego received a quarter of the total amount of NIH funding awarded in California and 16% of the state’s NSF
awards during 2010 of the year. San Diego received $1,180 million in NIH funding and $126 million in NSF funding
in 2010. Southern California received almost $1,875 million in NIH funding and $470 million in NSF funding, while
northern California received $1.3 billion in NIH funding and $301 million from the NSF, 60% of which went to
Silicon Valley.
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FEDERAL RESEARCH GRANTS: SAN DIEGO and CALIFORNIA (conT'D]

NIH FUNDING RECEIVED - SAN DIEGO AND SELECTED REGIONS
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FEDERAL RESEARCH GRANTS: SAN DIEGO and CALIFORNIA (CONT'D]

NIH FUNDING RECEIVED - TOP TEN CALIFORNIA COUNTIES
FULL YEAR 2010
CALIFORNIA TOTAL: $3.5B
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FEDERAL RESEARCH GRANTS: SAN DIEGO and CALIFORNIA (conT'D]

DEFENSE SPENDING IN SAN DIEGO, CALIFORNIA and BOSTON - 2008 to 2010

New in this quarter’'s Report is data from the Department of Defense that shows San Diego innovation companies
received almost $32 million in Small Business Innovation Research (SBIR) and Small Business Technology
Transfer (STTR) Program grants in 2010. Through these two competitive programs, the U.S. Small Business
Administration (SBA] Office of Technology ensures that the nation’s small, high-tech, innovative businesses are a
significant part of the federal government’'s defense technology research and development efforts. Southern
California led the state with almost $147 in SBIR/STTR funding in 2010, down slightly (7%] from the previous year.

REGIONAL DoD SBIR/STTR FUNDING - 2008 to 2010
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SBIR/STTR funding is only a small portion of total federal Department of Defense (DoD] spending in the San Diego
region. The military comprises a significant part of the region’s economy and provides high-quality middle-class
and upper-middle-class jobs, procurement contracting with local companies and investing in research and
development of advanced technologies such as autonomous unmanned vehicles, sensors and surveillance. In
addition, the military is shifting a greater portion of its forces to the Pacific area of operations and is building
infrastructure in San Diego accordingly. Expenditures in the area are likely to increase.

PROJECTED ECONGOMIC IMPACT OF DEFENSE SPENDING IN SAN DIEGO COUNTY - 2010*
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* assuming DoD spending growth rate of 3.5%
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According to the San Diego Military Advisory Council (SDMAC) 2010 executive summary report San
Diego Military Economic Impact Studly, direct spending by the DoD is estimated to be more than $17
billion in 2010 with an additional economic output impact of $28 billion and almost $16 billion in
household earnings income. The summary report estimates that the military and its spending within
the San Diego region directly and indirectly support approximately 340,000 jobs in San Diego County.
The two business sectors that gain the most financially are the manufacturing and
professional/technical services sectors. The economic impact for manufacturing is estimated to be
$5.5 billion and $4.3 billion for professional/technical services in 2010. The 2011 SDMAC San Diego
Military Economic Impact Studly is expected to be released in early April 2011,

PROJECTED ECONOMIC IMPACT OF DEFENSE SPENDING IN SAN DIEGO - 2004 TO 2010*
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* assuming DoD spending growth rate of 3.5%

FUTURE ISSUES: NEW DATA ON FEDERAL FUNDING - DoD AND DoE

The CONNECT Innovation Report will release additional DoD data on federal defense spending for this
important sector of the San Diego economy in comparison with the rest of the Southern California region
In future reports. In addition, the Report will also include federal research funding provided by the
Department of Energy (DoE) going forward. These data will complement the federal funding from the NIH,
NSF, NASA and the NOAA that flows into the more than 80 research organizations as wells as innovaton
companies in San Diego. This will show a more complete and rounded look at the value of federal funding
on San Diego’s innovation economy.
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PRIVATE RESEARCH ORGANIZATION WAGES AND EMPLOYMENT

SAN DIEGO PRIVATE RESEARCH ORGANIZATION JOBS JUMP MORE THAN 30%, WAGES UP 14%
FROM 2009 '

Average weekly wages paid by private research organizations in the second quarter of 2010 held even with first
quarter wages in San Diego and Southern California according to the most recently available data from the U.S.
Bureau of Labor Statistics. In northern California, private research organization average weekly wages decreased
almost 17% in the second quarter of 2010 compared to the first quarter, returning to more typical average weekly

earnings levels.

San Diego’s average weekly wage was $2,163 in the second quarter of 2010, up more than 14% from the second
quarter of 2009. The average weekly wage for San Diego’s private research organizations was 11% lower than the
average in northern California, partially closing the gap between San Diego and the Bay Area, which historically
sees higher wages for researchers. San Diego private research organization average weekly wage was somewhat
higher (4%) than in southern California and, for the first time in more than a year, slightly higher than in the
Boston metro region in the second quarter of 2010.

REGIONAL PRIVATE RESEARCH ORGANIZATION AVERAGE WAGES
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PRIVATE RESEARCH ORGANIZATION WAGES AND EMPLOYMENT (coNT'D)

SOUTHERN CALIFORNIA LEADS CALIFORNIA IN NUMBER OF PRIVATE RESEARCH JOBS

Southern California now leads the state in the number of jobs for private research organizations. Southern
California private research organizations had slightly more than 56,000 employees in the second quarter
compared to in the 54,963 employees in the northern California region.

The Southern California region showed a substantial increase in private research organization employment in the
first quarter of 2010. This net increase in Southern California was due to the substantial increase in San Diego
research organization jobs in the first quarter of 2010. This increased number of jobs held steady through the
second quarter. San Diego private research organizations employed 30,000 employees in the second quarter of
2010 - up 30% from almost 23,184 in the second quarter of 2009.

REGIONAL PRIVATE RESEARCH ORGANIZATION EMPLOYMENT
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APPENDIX: SAN DIEGO RESEARCH INSTITUTIONS

SAN DIEGO IS HOME TO MORE THAN 80 LEADING RESEARCH |NSTITUTES

LA JOLLA

. AND MORE THAN 10 CONVERGENCE RESEARCH INSTITUTES

DEL MAR

“What attracted me to move to San Diego was the
most impressive trans-disciplinary life science
talent in the country — from all the research
institutes on the Torrey Pines Mesa to the region’s
rich life science industry. But what | had not
anticipated — and what has turned out to be the
most incredible convergence and unprecedented
brain trust — is bringing together the fields of life
science and wireless to reboot the future of
medicine.”

Eric Topol, M.D.
Vice Chairman of the Board and Chief Innovation Officer,

West Wireless Health Institute
Director, Scripps Translational Science Institute
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SAN DIEGO RESEARCH INSTITUTES:

UC SAN DIEGO

UC San Diego

UC San Diego is a powerful magnet for those seeking a fresh, next-generation approach to education and research.
Since its founding over four decades ago, UC San Diego has become one of the 10 campuses in the world-renowned
University of California system. The National Science Foundation (NSF) ranks UC San Diego No. 7 in the nation in
federal R&D expenditures. The university’s faculty and alumni have spun-off at least 200 local companies, including more
than one third of the region’s biotech companies.

BioCircuits Institute (BCI)

BCI focuses on understanding the dynamic properties of biological regulatory circuits that control their homeostasis and
signal responsiveness. The mission of BCI is the development and experimental validation of theoretical and computational
models to understand, predict and control complex biological functions; and the implementation of these functions in
practical engineering solutions.

California Institute for Telecommunications and Information Technology (Calit2)

Calit2 represents a new mechanism to address large-scale societal issues by bringing together multidisciplinary teams of
the best minds in a way that had been impossible earlier. Calit2 is taking ideas beyond theory into practice, accelerating
innovation and shortening the time to product development and job creation. Where the university traditionally has
focused on education and research, Calit2 extends that focus to include development and deployment of prototype
infrastructure for testing new solutions in a real-world context.

Center for Algorithmic and Systems Biology (CASB)

CASB is dedicated to the study of computational approaches in biological sciences. It will serve as a worldwide
bioinformatics conference center and forum for researchers in algorithmic and systems biology. CASB also aims to
promote interactions among different departments at UC San Diego, among different institutions in the San Diego region
and between academia and industry. CASB also supports both original research and educational activities in
bioinformatics.

Center for Astrophysics and Space Sciences (CASS)

CASS is an interdisciplinary research unit for research and graduate study in astronomy, astrophysics and space sciences.
Areas of specialization include high-energy astrophysics, optical and ultraviolet astronomy, infrared astronomy, radio
astronomy, theoretical astrophysics, cosmology, solar physics, space plasma physics, interferometry and astronomical
instrumentation.

Center for Brain and Cognition (CBC)

CBC (previously the Center for Human Information Processing) has the goal of developing new therapeutic approaches
for the treatment of neurological and psychiatric patients, e.g., stroke and childhood autism, and to understand the neural
basis of human behavior.

Center for Chronobiology (CCB)

CCB offers administrative support to improve the effectiveness of chronobiology research programs and to facilitate multi-
investigator interactions. The mission of the CCB is to foster innovative research that reveals the mechanisms. general
principles and applications of biological rhythms in diverse organisms.

Center for Comparative Immigration Studies (CCIS)

CCIS provides a unique institutional home for understanding the challenges and opportunities created by international
migration to California, the United States as a whole and other countries around the world. CCIS focuses on Mexican
migration to California and comparative, cross-national and cross-regional research on international migratory movements,
immigration policy and citizenship policy.

Center for Energy Research (CER)

CER is an organized research unit aimed at coordinating and promoting energy research and education. CER provides a
venue for interdisciplinary interactions among UC San Diego faculty, researchers, students and the public. Members of
CER perform basic and applied research in the fields of fusion energy, solar energy, combustion and related disciplines.
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Center for Human Development (CHD)
CHD is an interdisciplinary research unit designed to meet the growing need for cross-disciplinary exchange on issues
related to human development. The goal of CHD is to provide a forum to enhance dialogue among members from
multiple disciplines, all of whom share common research interests in the developmental sciences, but rarely have the
opportunity to meet and exchange ideas.

Center for Iberian and Latin American Studies (CILAS)

CILAS emphasizes interdisciplinary and comparative approaches to research on Latin America (plus the Iberian
Peninsula). CILAS regularly hosts visiting scholars from Spain and Latin America, and provides research fellowships for
UC San Diego graduate students as well.

Center for Magnetic Recording Research (CMRR)

CMRR is pursuing a dynamic, interdisciplinary program of cutting-edge research defined in cooperation with government
agencies and industry partners. The Center's faculty, researchers and students continue to push the frontiers of scientific
knowledge and engineering technology to meet society's ever-increasing need for high-performance, reliable and secure
information storage systems.

Center for Networked Systems (CNS)

The CNS is a partnership of leading networked system technology providers and operators with leading networking researchers and a
dynamic organization solving critical technical problems and accelerating the rapid growth of networked systems (both applications and
adoption).

Center for NMR Spectroscopy and Imaging of Proteins

The Center's primary focus is to provide UC San Diego researchers and external users with access to NMR services and
state-of-the-art NMR equipment. The facility is subdivided into two centers: the chemistry NMR facility and the
biomolecular NMR facility.

Center for Research in Computing and the Arts (CRCA)

CRCA is an organized research unit that facilitates the creation of vanguard culture via computer science research. Areas
of current activity include next generation digital media, multi-core computing, experimental computer games, future
cinema, networked multimedia, software studies, cultural visualization, science/art collaborations, virtual reality and
computer-spatialized audio.

Center for Research in Language (CRL)
CRL brings together faculty, students and research associates who share an interest in the nature of language, the
processes by which language is acquired and used and the mediation of language in the human brain.

Center for Theoretical Biological Physics (CTBP)

CTBP is one of nine Physics Frontiers Centers established by the Mathematics and Physical Sciences Directorate of the
NSF. CTBP represents a collaboration between UC San Diego and The Salk Institute for Biological Studies, and CTBP
encompasses a broad spectrum of research and training activities at the forefront of the biology-physics interface.

Center for Wireless Communications (CWC)

CWC was established in February 1995, and rapidly became a leader in wireless communications research. With its
preeminent faculty and high-caliber graduate students, the CWC partners with companies in the private sector to address
the emerging needs of the wireless communications industry. CWC faculty and students are engaged in a broad range of
research areas relevant to the wireless industry: wireless applications, networking, digital communication systems and
high-speed integrated circuits.

Charles Lee Powell Structural Research Laboratories

The Powell Labs are multiple-location, muliti-million-dollar facilities dedicated to research at the materials, component,
assembly and systems levels. The Powell Labs feature one of the largest assemblies of reaction-wall, strong floor
systems in the world.

Cymer Center for Control Systems and Dynamics (CCCSD)

The CCCSD maintains the highest international academic profile of UC San Diego's control program; serves as a catalyst
for interaction with industry and federal research sponsors; fosters collaborations with researchers from other fields; and
recruits outstanding undergraduates, graduate students, postdocs and facuity in control systems to UC San Diego.
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Division of Biological Sciences

Ihe cutling-edge research within the Division of Biological Sciences addresses some of the most perplexing and urgent

issues of our time. from cures for cancer and diabetes to understanding neurological disorders such as Alzheimers: from
i=aning up the environment to protecting the world's food supply: from looking for biofuel alternatives to petroleum to

understanding climate change and its effects on all forms of life

Information Theory and Applications Center (ITA)

The ITA s dedicated to the study of information theory fundamentals and their relations to communications, computer and
life sciences, finance, statistics and related disciplines. ITA supports both original research and educational activities in
these areas

Institute for International Comparative and Area Studies (IICAS)

lICAS was created in 2001 to promote research on international, comparative and cross regional topics and foreign area
studies. Building on the substantial existing strengths of UC San Diego in intemational and area studies, IICAS
coordinates and supports the research of faculty in departments, area studies programs and the Graduate School of
International Relations and Pacific Studies (IR/PS).

Institute for Neural Computation (INC)

INC is an organized research unit with 44 members representing 14 research disciplines. Members are devoted to the
research and development of a new generation of massively parallel computers through a cohesive plan of research,
spanning the areas of neuroscience, visual science, cognitive science, artificial intelligence, mathematics, economics and
social science and computer engineering.

Institute of Engineering in Medicine (IEM)

Research at IEM focuses on the convergence of disease, technology and sciences by applying an engineering approach
to medicine. The Institute's four disease focus areas are cancer, cardiovascular diseases, metabolic disorders and
neurodegenerative diseases. The technology areas include imaging, genotyping-phenotyping, bicinformatics and system
biology, medical devices and instrumentation, nanotechnology and nanomedicine and stem cells.

Institute on Global Conflict and Cooperation (IGCC)

IGCC researchers study a wide range of topics involving security, environmental and economic policies that shape our
ability to prevent conflict and promote cooperation across the globe. IGCC’s ongoing work in its core areas is
complemented by the recognition that evolving threats to global stability require exploration of nontraditional connections
between and across disciplines and institutions.

Kavli Institute for Brain and Mind (KIBM)

KIBM researchers bridge disciplinary boundaries to further our understanding of the origins, evolution and mechanisms of
human cognition, from the brain’s physical and biochemical machinery to the experiences and behaviors we call the
mind.

San Diego Center for Algae Biotechnology (SD-CAB)

SD-CAB supports the development of innovative, sustainable and commercially viable algae-based biotechnology
solutions for renewable energy, green chemistry, bio-products, water conservation and CO2 abatement. The Center
incorporates international research scientists from the fields of biology, chemistry, engineering, economics and policy.

San Diego Supercomputer Center (SDSC)

SDSC serves as a critical IT partner to large-scale research projects in life sciences, geosciences, engineering and other
disciplines. SDSC researchers collaborate on projects ranging from cellular signaling to earthquake effects to preserving
large and irreplaceable data.

Whitaker Institute for Biomedical Engineering (WIBE)
The major areas of tissue engineering science pursued in WIBE are the heart, blood vessels, blood, lung, kidney, liver,
pancreas, muscle, bone, cartilage, tendon, ligament, skin, nerve, brain, retina and cochlea.

White Mountain Research Station (WMRS)

The WMRS has a 60-year history of fostering scientific advancement and has played an important role in scientific
milestones including measurement of cosmic background radiation, physiology of breathing, ecophysiology of
hibernation, paleoclimate in ancient bristlecone pines and more. Research in these and diverse other subjects, continues
vigorously today. The station has also hosted thousands of students in field classes and is prominent in the field training
of geologists nationally and worldwide.
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UC SAN DIEGO SCHOOL OF MEDICINE

UC San Diego Medical Center

A cure for a rare form of leukemia, a remarkable clot-busting drug for stroke victims, a technique that freezes heart tissue
to correct irregular heartbeats, that's the power of academic medicine. It's at UC San Diego Medical Center that some of
the brightest medical and scientific minds collaborate to discover breakthroughs that become the standard at hospitals
throughout the country and the worid.

AIDS Research Institute (ARI)
ARI will serve as the nexus for AIDS researchers to share research and ideas and, together, devise new approaches to
the prevention, diagnosis and treatment of AIDS.

Alzheimer's Disease Research Center (ADRC)

The overall objective of ADRC is to maintain research subjects, clinical resources and clinical data to support ongoing
and proposed research and to assist in the development of new clinical and interdisciplinary research. The Center also
focuses on refining and evaluating clinical and neuropsychological assessment procedures for accurate identification of
mild cognitive impairment and the transition to Alzheimer’s disease in very mildly impaired subjects.

Biomedical Genomics Microarray (BIOGEM)

BIOGEM is a genomics facility located in the Department of Medicine. Established in 2000, BIOGEM provides spotted
cDNA microarray technology to the UC San Diego research community. Since then, the scope has been expanded to
include a variety of related services and resources, including several commercial microarray platforms and second
generation sequencing technology.

Center for Academic Research and Training in Anthropogeny (CARTA)

CARTA is a virtual organization formed in order to promote trans-disciplinary research into human origins, drawing on
methods from a number of traditional disciplines spanning the humanities, social, biomedical, biological, computational,
engineering and physical and chemical sciences.

Center for AIDS Research (CFAR)

The mission of the CFAR is to provide administrative and shared research support to synergistically enhance and
coordinate high quality AIDS research projects. CFAR accomplishes this through core facilities that provide expertise,
resources and services not otherwise readily obtained through more traditional funding mechanisms.

Center for Research in Biological Systems (CRBS)

CRBS is an organized research unit that exists to provide human resources, high technology equipment and
administrative services to researchers engaged in fundamental research on cell structure and function relationships. The
Center focuses particularly on those involved in central nervous system processes, cardiovascular networking and
muscular contraction.

Clinical and Translational Research Institute (CTRI)

CTRI advances healthcare through interactions between basic scientists, clinical investigators, community physicians and
patients. The Institute intends to address the barriers that inhibit productivity and rapid translation of research progress
into new therapies.

Glycobiology Research and Training Center (GRTC)
The primary goal of the GRTC is to facilitate and enhance glycobiology research and training by UC faculty with the
minimum possible paperwork and bureaucracy

Institute for Genomic Medicine (IGM)

The IGM aims to link clinical and genomic information to facilitate personalized heaithcare. By combining UC San Diego's
expertise in genetics, disease biology and clinical practice with its strengths in computer science, bioinformatics and
systems biology, the IGM is uniquely positioned to support all activities along the continuum of genomic medicine

Ludwig Institute for Cancer Research

The Ludwig Institute for Cancer Research is located at UC San Diego and is affiliated with the UC San Diego Medical
School and the Moores UC San Diego Cancer Center. The seven groups within the Institute focus mainly on cancer
genetics, cell signaling, gene regulation and mechanisms of cell division. The Institute has made important achievements
investigating the processes that cells use to maintain the integrity of their genome, and how failure in these processes can
lead to cancer.
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Moores Cancer Center

The Moores Cancer Center is one of just 41 centers in the United States to hold a National Cancer Institute (NCI)
designation as a Comprehensive Cancer Center. As such, it ranks among the top centers in the nation conducting basic
and clinical cancer research, providing advanced patient care and serving the community through outreach and education
programs.

The Sam and Rose Stein Institute for Research on Aging

The long-term goal of the Stein Institute is to promote interdisciplinary programs concerning the basic biology of
senescence, the role of free radicals and other environmental toxins in the aging process and the pathophysiology of age-
related illnesses such as Alzheimer's disease, arthritis, atherosclerosis and cancer. In addition, the Institute fosters
training and education in geriatrics and gerontology.

Shiley Eye Center
Built in 1991, the Shiley Eye Center is home to academic and basic research, innovative and unique surgical practices
and patient treatment for a wide variety of ophthalmologic concerns.

The Skaggs School of Pharmacy and Pharmaceutical Sciences (SSPPS)
Hlustrating the interdisciplinary culture, SSPPS pharmacy and medical students develop a foundation in the biomedical
sciences in common classes and shared volunteer community clinical experiences.

Sulpizio Family Cardiovascular Center

The Sulpizio Family Cardiovascular Center is a state-of-the-art facility uniting leaders in cardiovascular medicine,
cardiothoracic surgery, pulmonary vascular medicine, vascular surgery, cardiovascular imaging and cardiovascular
research to battle heart disease and stroke.

SCRIPPS INSTITUTION OF OCEANOGRAPHY (SIO)

SIO

Scientific investigations at SIO span the realms of sea, air, land and life in efforts to determine how Earth systems work and
interact. At SIO, observation, measurement and collection of samples and data are accomplished on a global scale by
extensive shipboard, ground and aerial operations, including remote sensing by satellite and the use of wide-ranging
instrument networks.

Center for Atmospheric Sciences (CAS)

CAS conducts fundamental investigations of the atmosphere related to climate and climate change. The current focus of
CAS researchers is on topics such as the physics and chemistry of the particles in the atmosphere to the role of aerosols,
clouds and water vapor in climate.

Center for Marine Biodiversity and Conservation (CMBC)

The CMBC is a virtual center of interdisciplinary cooperation in research and education that seeks to make SIO the world
leader in the understanding, conservation and management of global marine biodiversity and a model for excellence in
interdisciplinary education and research in marine biodiversity and conservation.

Center for Marine Biotechnology and Biomedicine (CMBB)

CMBB's research programs focus on marine biomedicine and marine drug discovery with an emphasis on cancer and
both infectious and inflammatory diseases. CMBB scientists investigate a wide range of biotechnologies, from the special
properties of deep-sea marine microbes to the genetic engineering of commercially viable marine animals.

Center for Observations, Modeling and Prediction at Scripps (COMPAS)

COMPAS was formed as a concerted and inter-disciplinary effort in numerical modeling and is intended to help lead the
Institution into the future of ocean, land and climate research. COMPAS was intended to couple ocean, atmosphere and land
models with small-scale process studies and observations in order to enhance simulation, hindcast and forecasts of key
processes.

Institute of Geophysics and Planetary Physics (IGPP)

The IGPP promotes and coordinates basic research on the understanding of the origin, structure and evolution of the Earth,
the Solar System and the Universe. The Institute also focuses on the prediction of future changes as they affect human life.
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Joint Institute for Marine Observations (JIMO)

The objective of JIMO is to unify the resources and expertise of a research-oriented university or institution with Oceanic
and Atmospheric Research (OAR) and other National Oceanic and Atmospheric Administration (NOAA) branches in an
effort to develop and maintain a center of excellence in research into understanding the Earth’s oceans and atmosphere.

Scripps Genome Center (SGC)
The SGC, part of the Marine Biology Research Division of SIO, is working to integrate the rapidly expanding world of
marine genomics into mainstream marine biology research. The Center provides guidance, resources and access to
cutting-edge bioinformatics tools.

SCRIPPS HEALTH

Scripps Clinic

In an effort to stay on the leading edge of patient care, at Scripps Clinic physicians conduct groundbreaking clinical and
laboratory research. Hundreds of the Clinic's publications have been presented nationally and internationally and
members of the team have been granted several awards for their innovative research contributions.

Scripps Translational Science Institute (STSI)

The mission of STSI is to innovate, transform and fully integrate clinical and translational research. In conjunction with the
NIH Clinical Translational Science Award (CTSA) Consortium, STSI is transforming how clinical and translational
research is conducted, ultimately enabling researchers to provide new treatments more efficiently and quickly to patients.

The Scripps Research Institute (TSRI)

TSRI, one of the world's largest research organizations, stands at the forefront of basic biomedical science, a vital
segment of medical research that seeks to comprehend the most fundamental processes of life. TSRI has become
internationally recognized for its research into immunology, molecular and cellular biology, chemistry, neurosciences,
autoimmune diseases, cardiovascular diseases, virology and synthetic vaccine development.

SAN DIEGO STATE UNIVERSITY

SDSU

Founded in 1897, SDSU is an urban, public education institution—the oldest and largest in the San Diego region.
Designated as a research university with high activity by the Carnegie Foundation, SDSU offers 81 bachelor's degrees,
72 masters and 16 doctorates.

Laboratory for Language and Cognitive Neuroscience (LLCN)
LLCN is taking the most comprehensive approach to researching signed languages in the country to study how the
human mind processes these languages.

SDSU BioScience Center

The mission of the SDSU BioScience Center is to understand the role of microorganisms in cardiovascular diseases, and
to use these discoveries to improve public health. The Center represents a new approach to heart disease and obesity,
through an emphasis on the underlying processes of infection and inflammation. lts close connection with biotechnology
companies establishes a university model for rapid commercialization of inspired ideas and therapeutic discoveries.

SDSU Coastal Waters Laboratory

SDSU's Coastal Waters Laboratory on San Diego Bay offers interdisciplinary solutions to coastal zone problems in the
San Diego region. The Laboratory focuses on environmental and ecological problems caused by urbanization in the
coastal environment (at the land-water interface).

SDSU Research Foundation

The SDSU Research Foundation is an auxiliary organization chartered to further the educational, research and
community service objectives of SDSU. Faculty and staff have attracted more than $1 billion in grants and contracts for
research and programs ranging from cardiovascular disease to marine biology. SDSU researchers study heart disease,
public health, earthquake science, education issues and marine biology. They are also at the forefront of psychology
sociology and sustainability research.
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INDEPENDENT RESEARCH INSTITUTIONS

Autism Research Institute of San Diego (ARI)

For more than 40 years, ARI has devoted its work to conducting research, and to disseminating the results of research on
the triggers of autism and on methods of diagnosing and treating autism. The Institute provides research-based
information to parents and professionals around the world.

California State University San Marcos (CSUSM)

CSUSM is a technologically sophisticated university dedicated to teaching future generations through a relevant
curriculum with a global perspective. The Office of Graduate Studies and Research supports the campus' values of
intellectual engagement, integrity and innovation by promoting faculty research, scholarly and creative activities.

Genomics Institute of the Novartis Research Foundation (GNF)

GNF applies integrated state-of-the-art technologies in chemistry, biology, automation and information sciences to identify
new biological processes and disease-relevant mechanisms. The Institute also develops new therapeutics in a variety of
areas, including cancer biology, cardiovascular/metabolism, immunology, respiratory disease, neuroscience and infectious
disease.

Hubbs-Sea World Research Institute (HSWRI)

HSWRI is dedicated to providing effective solutions to conflicts that arise between human activity and the natural world.
Its scientists apply sophisticated technologies to seek the solutions that protect and conserve marine animals while
benefiting humans and their reliance on marine resources.

Human Biomolecular Research Institute (HBRI)

HBRI focuses on unlocking biological and chemical principles related to diseases of the human brain. Included in the
Institute’s areas of study are Alzheimer's and Parkinson’s diseases, depression, attention deficit disorder, drug abuse,
pain and smoking cessation.

Interactive Media Institute (IMI)

IMI is working to further the application of advanced technologies for patient care. The Institute is also active in
conducting research and clinical trials and specializes in virtual reality, tele-health, videogame virtual reality and
human-computer interaction research.

J. Craig Venter Institute (JCVI)

JCVI's research groups focus on human genomic medicine, infectious disease, plant, microbial and environmental
genomics, synthetic biology and biological energy, bioinformatics and software engineering. With more than 400
scientists and staff, JCVI is a world leader in genomic research.

La Jolla Bioengineering Institute (LJBI)
The LJBI is a research institution specializing in research on diseases whose origin and treatment are rooted in cell
membrane mechanics. Such diseases include arteriosclerosis, osteoporosis and Alzheimer's.

La Jolla Institute for Allergy and Immunology (LIAI)

Founded in 1988, LIAl is one of only a few biomedical research institutes in the world focused on understanding the
immune response to infectious agents and cancers and on advancing progress toward the prevention, treatment and
cure of immune system diseases.

The Neurosciences Institute

The Neurosciences Institute is a scientific research organization dedicated to learning about the brain for the benefit of
mankind. The Institute focuses its theoretical and experimental work on the principles underlying how we perceive and
act upon the world, how we learn and remember and how consciousness arises.

Proteogenomics Research Institute for Systems Medicine (PRISM)

PRISM is a biomedical research institute focused on the development of innovative treatments for a wide spectrum of
human diseases, including cancer. PRISM employs the principles of systems science, an ordered and interdisciplinary
approach to study the relationships between healthy and diseased tissues.

Rady Children’s Hospital San Diego

Rady Children’s Hospital is dedicated to excellence in care: the latest technology, the best equipment, the most
progressive research and the finest teaching. Research occurs in all medical disciplines such as cardiology,
orthopedics, demmatology and infectious diseases, as well as within specialized research organizations on campus.
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APPENDIX: SAN DIEGO RESEARCH INSTITUTIONS (coNT'D])

INDEPENDENT RESEARCH INSTITUTIONS (coNT D)

Salk Institute for Biological Studies

Salk Institute’s major areas of study focus within three areas: molecular biology and genetics, neurosciences and plant
biology. Knowledge acquired in Salk laboratories provides new understanding and potential new therapies and
treatments for a range of diseases from cancer to AIDS; from Alzheimer's disease to cardiovascular disorders: from
anomalies of the brain to birth defects.

San Diego Cancer Research Institute (SDCRI)
SDCRI is dedicated to accelerating the development and availability of cutting-edge cancer therapies and to
improving, through comprehensive integrative approaches, the quality of life for cancer patients.

San Diego Zoo Institute for Conservation Research
San Diego Zoo's Institute for Conservation Research is one of the largest zoo-based research centers in the world.
Founded in 1975, it is dedicated to preserving and protecting rare and endangered wildlife and habitats.

Sanford-Burnham Medical Research Institute (SBMRI)

SBMRI is dedicated to revealing the fundamental molecular causes of disease and devising the innovative therapies
of tomorrow. SBMRI has five research centers: the NCI-designated Cancer Center; the Del E. Webb Center for
Neurosciences, Aging and Stem Cell Research; the Infectious and Inflammatory Disease Center; the Diabetes and
Obesity Research Center; and the Sanford Children’s Health Research Center.

Spine Research Institute of San Diego (SRISD)
SRISD is committed to providing research and education in the area of spinal health and injury prevention. The
Institute is especially concerned about cervical spine injuries that result from whiplash trauma and monitoring and
synthesizing the world literature on the subject.

Torrey Pines Institute for Molecular Studies (TPIMS)

TPIMS' scientists conduct research in fields associated with a wide variety of major medical conditions, including
multiple sclerosis, cancer, heart disease, Types | and Il diabetes and macular degeneration. The Institute fosters an
innovative research environment, believing that multidisciplinary and collaborative approaches accelerate the
discovery process.

Vaccine Research Institute of San Diego (VRISD)

VRISD consists of a small, highly focused scientific staff interested in studying autoimmunity, tolerance, immune
regulation and vaccine design. VRISD scientists have developed a transgenic mouse model focusing on the immune
response to HBV nucleoproteins, as well as a vaccine platform for developing vaccines to problem diseases.
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APPENDIX: SUMMARY TABLES - TECHNOLOGY START-UP COMPANIES

CALIFORNIA
CONNECT Innovation Report: Summary Table - California Start-up Technology Companies 2007 to 2010
2007 2008 2009 2010 Annual
st 2nd 3rd 4th | 1st 2nd 3rd 4th | 1st 2nd 3rd 4th | 1st  2nd  3rd  4th | 2007 2008 2009 2010| TOTAL
TOTAL 383 423] 866 1,319] 414 473] 730] 580 476 729] 617] 700 357] 597] 736] 60| 2,991 2,197] 2,522] 2,350] 10,040
Pharma/Bio/Medical 58 83] 166] 356 69 78] 166] 128 84| 186 138] 1642 71 102] 199] 136] 663] 441) 570 508| 2,182
Communications 57 62] 133] 132 44 54| 128] 111 86 90] 103 98 62| 100 139 113] 384] 337 377| 414] 1512
Computer & Electronics 54 641 161] 412f 109] 112] 113 90 74) 122 106] 125 53 82 92| 100] &91| 424] 427] 327] 1,869
Defense and Transportation 20 26 16 30 19 25 20 41 29 28 24 31 20 36 21 31 92| 105] 112} 108 417
Environmental Technology 29 18 38 38 25 30 42 23 39 67 48 40 26 45 37 48] 123] 120] 194| 156 593
Recreational Goods Manufacturing 9 15 15 17 14 9 29 18 17 15 6 13 9 21 29 55 56 70 511 114 291
Software 156] 155) 337] 334] 134] 165] 232 19| 147] 221f 192 231] 116] 211 219] 177 982] 700] 791 723] 3,196
Source: CONNECT; National University System Institute for Policy Research.
PERCENT OF TOTAL: 100%] 100%| 100%)] 100%{ 100%} 100%] 100%| 100%| 100%| 100%| 100%| 100%| 100%| 100%| 100%| 100%] 100%]| 100%] 100%[ 100%] 100%
Pharma/Bio/Medical 15%| 20%| 19%] 27%| 17%| 16%| 23%| 22%| 18%| 26%| 22%| 23%| 20%| 17%| 27%| 21%| 22%| 20%| 23%| 22% 22%
Communications 15%| 15%] 15%] 10%] 11%]| 11%| 18%] 19%| 18%| 12%| 17%| 14%| 17%| 17%| 19%| 17%| 13%] 15%] 15%| 18% 15%
Computer & Electronics 16%|  15%| 19%] 31%| 26%| 24%| 15%| 16%| 16%| 17%| 17%| 18%| 15%| 14%| 13%| 15%[ 23%| 19%] 17%| 14% 19%
Defense and Transportation 5% 6% 2%| 2% 5% S%[ 3%] 7% 6%| 4%| 4%| 4% 6%| 6%| 3%| 5% 3%| 5%| 4%] 5% 4%
Environmental Technology B8%| 4%] 4%| 3%| 6%| 6%| &%) 4%] 8% 9%| 8%| &% T%| 8%] 5% 7%| 4%] 5% 8% 7% 6%
Recreational Goods Manufacturing 2% 4%] 2% 1%]  3%| 2%| 4%| 3%| 4%| 2% 1%  2%| 3%| 4%| 4%] 8%| 2%| 3%| 2%| 5% 3%
Software 41%] 37%| 39%| 25%| 32%] 35%| 32%| 29%| 31%| 30%| 31%| 33%| 32%| 35%| 30%| 27%| 33%| 32%| 31%| 31% 32%
1008/ 2008/ 3008/ 4G08/|1Q09/ 2Q09/ 3Q09/ 4Q09/[1Q10/ 210/ 3Q10/ 4Q10/ 2008/ 2009/ 2010/
Annual Change: 1007 2Q07 3Q07 4Q07 | 1008 2008 3Q08 4Q08|1Q09/ 2009 3Q09 4Q09 2007 2008 2009
Number Change 3 50 -136 -739 62 256 -113  120] -119 -132 119 -40 -794} 325| -172
TOTAL 8%| 12%| -16%| -56%| 15%| 54%| -15%| 21%| -25%]| -18%| 19%| -&% -27%| 15%| -7%
Pharma/Bio/Medical 19%] -6%| 0%)] -64%| 22%| 138%| -17%| 27%| -15%| -45%| 44%| -16% -33%| 29%| -11%
Communications -23%]| -13%| -4%| -16%| 95%| 67%| -20%| -12%)| -28%| 11%| 35%| 15% -12%] 12%| 10%
Computer & Electronics 102%)] 75%| -30%| -78%| -32%] 9%| -6%| 39%| -28%)| -33%| -13%| -20% -39%) 1%| -23%
Defense and Transportation -5%)| -4%| 25%| 37%| 53%| 12%| 20%| -24%| -31%| 29%| -13%| 0% 146%] 7%| -4%
Environmental Technology -14%] 67%| 11%| -39%| 56%)| 123%| 14%| 74%| -33%)] -33%| -23%| 20% -2%| 62%| -20%
Recreational Goods Manufacturing 56%| -40%| 93%| 6%| 21%| 67%| -79%| -28%| -47%| 40%| 383%| 323% 25%]| -27%] 124%
Software “14%) &%) -31%| -49%| 10%| 34%| -17%| 37%| -21%| -5%[ 14%| -23% -29%} 13%| -9%
2Q07/ 3Q07/ 4Q07/| 1008/ 208/ 3Q08/ 4Q08/|100%/ 2Q09/ 3Q09/ 4Q09/|1a10/ 2a10/ 3Q10/ 4ato/
Quarter Change: 1Q07/ 2Q07/ 3Q07/]4Q07/ 1Q08/ 2Q08/ 3Q08/| 4008 1009 2009/ 3Q09 ) 409 1Q10 2010 3Q10
Number Change 40 443 453 -905 59 257 -150f -104 253 -112 83| -343 240 139 -74
TOTAL 10%)] 105%] 52%| -69%| 14%| 54%| -21%| -18%| 53%]| -15%| 13%]| -49%| 67%] 23%| -10%
Pharma/Bio/Medical 43%| 100%] 114%) -81%| 13%| 113%| -23%| -34%| 121%]| -26%| 17%| -56%| 4&4%| 95%| -32%
Communications 9%]| 115%] -1%| -67%] 23%| 137%]| -13%| -23% S5%| 14%| -5%| -37%| 61%| 39%| -19%
Computer & Electronics 19%] 152%] 156%} -74%| 3% 1%| -20%| -18%} 65%) -13%| 18%| -58%| 55%| 12%| 9%
Defense and Transportation 30%] -38%] 88%| -37%| 32%| -20%| 105%| -29%| -3%| -14%| 29%| -35%| 80%| -42%| 48%
Environmental Technology -38%| 111%]  0%| -34%| 20%] 40%| -45%) 70%| 72%| -28%| -17%| -35%| 73%]| -18%| 30%
Recreational Goods Manufacturing 67%)  0%| 13%| -18%| -36%| 222%| -38%| -6%| -12%| -60%| 117%| -31%| 133%] 38%| 90%
Software -1%] 117%]  -1%] -60%] 23%| 41%| -27%| -13%| 50%| -13%| 20%| -50%| 82%| 4%| -19%
SAN DIEGO
CONNECT Innovation Report: Summary Table - San Diego Start-up Technology Companies 2005 to 2010
\ __2005° 2006 2007 2008 === = e [ P | = Anniak—— o | W
st 2pd 3rd 4th{4st 2nd 3rd 4th|1st 2nd 3rd 4th|4st 2nd 3rd 4th|1st 2nd 3rd_4th| 1St 2nd 3rd. Ath | 2005 2006 2007 2008 2009 2010/ TOTAL,
TOTAL 48]102) 93| 89| 81| 56| 55| 49| 39| 52|104;137| 46| 67| 97| 72] s&|101| 78| 74| 35| 4] 94| 84| 332] 241] 332[ 282[ 319] 277 1,783
Software 15] 32| 26| 26] 32| 15| 15] 16| 15 13| 37| 34f 15] 21] 25] 23] 22| 22| 28] 30| 11| 25 24 20| 93] 78] 99| 8] 100 80 540
Pharma/Bio/Medical 17) 24| 28] 38] 18] 13 14f 18] 9] 19] 28| 40] 12] 21| 30| 22| 19] 37| 29] 25| 8| 15| 33| 1s] 107] 61| 9e| &5 1101 N 530
Communications 2] 14) 26] 2] 15] 7] 9| 6] & 8 8 14| 48 7| 15| 12] 12| 4] 9 o] 7| o] 18] 15| 4] 37 38| 38| %4l a8 267
Computer & Electronics 6] 14| 4 3] 7] 10) & 4 4f 9 19f 43] 4] 0] 14] 4 4] w2y s| 4] 7| s| o] 14| 37} 271 78] 34| 25 38 234
Recreational Goods Manufacturing 0f o of of 1y of of of 3} 3 2 of 3| 3] 5] 31 2] 4 2 2| 1 3 8] 11 0 1 8 14 10] 23 56
Defense and Transportation 0f 2f 31 11 & 1| 4 4 of of 2| 2| 3} 2 2| 4 4 o] 1 of of 3 0 b 6] 15 4 1N 51D 50
Environmental Technology Bl 16 6 91 20100 70 3] 2f of 8 4] 3| 3] & 4] 3| 12 & 4 1 3 3 3 39) 22] 14 18 25| 10 126

Source: CONNECT: National University System Institute for Policy Research.
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THE CONNECT INNOVATION REPORT: CONTACT INFORMATION

CONNECT INNOVATION REPORT CONTACT:

Steve Hoey, Project Leader and Senior Program Manager
858.964.1308

shoeyfdconnect.org

CONNECT

8950 Villa La Jolla Drive, Suite A-124
La Jolla, California 92037
858.964.1300

858.964.1301 (fax]

www.connect.org

The CONNECT Innovation Report is available online at http://www.connect.org/programs/connect-track/

CONNECT has assisted in the formation and development of more than 2,000 companies and
is widely regarded as the world's most successful regional program linking inventors and
entrepreneurs with the resources they need for commercialization of innovative products in
high technology and life sciences. The program has been modeled in almost 40 regions
around the world - most recently in New York City. Key to our success has been the unique
“culture of collaboration” between industry, capital sources, professional service providers
and research organizations. CONNECT has been recognized by 7ime, /nc. and Entrepreneur
magazines and was recently awarded the 2010 Innovation in Economic Development Award
from the U.S. Department of Commerce for creation of Regional Innovation Clusters.
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