
Legislative Testimony- March. 2016 

My name is James Burgum, I am a co-founder and serve as Managing Partner of Arthur Ventures. Arthur 

Ventures is a venture capital firm based in Fargo, ND with approximately $65M of capital under 

management today and we focus our investments in Seed & Series A (exhibit A) software companies. 

Thank you for the opportunity to provide written testimony regarding the Angel Fund Tax Credit 

legislation. I understand there has been discussion and debate among committee members regarding the 

stipulation that the current policy allows investors to participate in angel funds that may deploy portions 

of that invested capital outside ofNorth Dakota. Ifl'm reading sentiment of the committee accurately, 

the line of thinking is that if ND-based investors receive tax credits for participation in these angel funds, 

(at a cost the state ofND) it makes sense that those dollars contributed to these funds ought to be 

reinvested in the state ofND on a dollar for dollar basis. The logic in this argument makes complete 

sense- but only if the goal of the policy is to encourage investment in North Dakota today. 

My Goal. •• is Goal Alignment 

In preparing for this testimony I reviewed my prior comments submitted to the House Finance and 

Taxation Committee in 2011. As I reviewed my prior testimony from 2011 there was plenty of 

discussion included on the concept of legislative intent. Before making any adjustments to any public 

policy, it's critical that there is agreement among the body oflawmakers on the legislative intent of the 

policy under review. From my perspective, the original goal of this policy has nothing to do with 

investment in North Dakota. The intent of this policy, in my opinion, was to provide one small tool in a 

much broader strategy goal to develop a capital base in North Dakota. Therefore, the gauge for success 

of this policy should NOT be the traditional metrics of economic development policy tools- such as jobs 

created, or direct and indirect economic impact indicators. The only metric that matters for us to gauge 

the success or failure of this policy is; how many dollars has North Dakota aggregated in ND-based 

angel and venture capital funds? In my view, this policy has always been about providing an 

environment to seed a non-existent capital industry in·ND. To my knowledge, we have ZERO private 

capital and professionally managed venture capital or private equity funds in the state ofND, outside of 
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Arthur Ventures. More importantly, according to the National Association ofVenture Capital and PWC 

MoneyTree report ND continues to rank at the very bottom of venture capital investing. For 2015, we 

were 4 71
h of 50 states with one investment for $50,000. That is miserable- out of $58B of private capital 

that was invested into the US economy last year tracked by NVCA, we obtained $50,000 of that (exhibit 

B). The Angel Fund Tax Credit strategy and policy has always been about providing incentives to create 

a capital industry in ND- especially at the seed and angel stage of capital formation. Venture capital 

investing (the business I am in today) cannot exist without the foundation of an active angel investment 

community. I consider Arthur Ventures a "graduate" of this successful policy, these credits should no 

longer apply to funds over a certain size- say $25M. Arthur Ventures' existence in this industry would 

never have been possible without the foundation of the early angel funds in ND. We need dozens more 

angel funds with millions of more private capital dollars allocated to them to keep pouring concrete into 

this fragile foundation. Counterintuitively, if capital aggregation is the goal - it is not how many 

investments take place in ND, how many dollars are invested in ND companies, how many jobs, or how 

quantifiable the near-term ND economic benefit. THAT WILL COME WITH TIME. While that view 

and the traditional metrics associated with it is completely understandable, we must recognize before 

making any decisions around changes to this policy that goal alignment must be in place first. My intent 

in this testimony is to make the case for goal alignment, and then analyze the policy tools in place to 

achieve balance toward the optimal outcome in pursuit of that goal. I fundamentally believe this policy 

goal should be about building our capabilitv to aggregate capital in ND. If we agree that this is the 

goal, then within that context, does restricting angel and seed fund managers to only invest in ND based 

businesses hider, or enhance that effort? 

Why Capital Aggregation as a Goal? 

Finally, I'd like to share with you why I believe capital aggregation is such an important strategy for our 

state. Over time if North Dakota is able to build as one of our "strategic pillars," a private capital industry 

- the economic benefits to ND will be tremendous. A system of angel funds, venture funds, and private 

equity capital can have exponential net returns because of its capacity to provide our economy with the 
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abilitv to recvcle private capital. Growth requires capital. If you want to grow your business today and 

create more jobs, where do you go to get capital- the bank? Banks today are overregulated bureaucratic 

institutions (more-and-more are becoming extensions of failed federal policies), that can only lend to 

those individuals who already have money or to companies that already have assets. Essentially, today 

our economy in North Dakota has no lubricant; or more appropriately stated- we have no means with 

which to efficiently deliver the lubricant. There is private capital in our state - we just need to create the 

proper financial intermediaries such that it can flow efficiently to fund growth. Without a lubricant, our 

economic engines of growth will sputter, fit, and start- just as they always have. We'll never have the 

fluidity, flexibility, adaptability that other parts of the country have leaving us deeply susceptible to our 

economic cycles, and most importantly handicap our ability to realize our full economic potential. As 

you all know our economy is heavily dependent on commodity-based industries; and our efforts to 

diversify around targeted industries in advanced manufacturing, technology, tourism, value-added 

agriculture, and energy have yielded success - but could yield even greater success if we can attract 

capital to North Dakota over time. If we invest as much as we do in education and human capital 

formation (Fiscal Year 2016 has budgeted ~$1B for human capital formation), we can't ignore the fact 

that to realize returns on these incredible public investments we need to couple that with investments in 

capital (ormation. The two go hand-in-hand. Without access to capital, we'll never be able to fully 

realize our investments on the tremendous talent, creativity, brainpower that we cultivate in our education 

systems. Those investments will continue to get exported to other areas of the country where economies 

have the lubricant to accelerate their ability to drive growth and wealth creation. Capital formation is the 

metric we need to measure in this policy pillar, NOT jobs. If we can attract capital to ND today, even if 

fund managers are not investing in the state today, they will over time. Capital acts as gravity in the 

free-market economic system and jobs, just as water does in nature, will flow downhill. Having a 

capital base in ND will continually attract talent and companies to the state that we would never be able to 

do otherwise under any economic development plan. For those that say we have plenty of private capital 

in the state, we do! But what we don't have the means with which to aggregate this capital in 
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professional intermediaries such that it can flow efficiently into our economic system. So, in conclusion: 

if we believe that capital formation is the goal - I would not require fund managers to only invest in ND-

based companies. I would keep the current policy in place to continue our efforts in planting seeds to 

build early-stage capital access, and most importantly plant seeds of success for future capital aggregation 

in North Dakota. Thank you for the opportunity to present this testimony. 

Respectfully submitted, 

James Burgum. 
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See attached PricewaterhouseCoopers/National Venture Capital Association MoneyTree Report. 
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PricewaterhouseCoopers/National Venture Capital Association 
MoneyTree™ Report, Data: Thomson Reuters 

Investments by State QI - Q4 2015 
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23 I 01,218,300 22 320,022, 100 16 89,635 ,600 26 27 1,746,600 

14 57,646,100 15 116,709,900 16 97,234,000 12 175,077,100 

33,546,100 8 59 ,702,200 7 64,200,100 3 14,528,800 

4 31 ,276,000 5,000,000 4 61 ,879,000 

19 85,566,000 16 148,691 ,900 13 194,887,100 10 31,624,200 

22 189,349,600 18 206,876,000 13 75,8 19,900 18 364,032,300 

4,000,000 2 8,276,000 
40,000,000 8,000, 100 15,000,000 

28 189,485,200 23 145,849,800 19 2 15,889,300 26 567,8 11 ,300 

4 17,533,000 4 3,135,100 28,580,000 4 5,694,000 

3,000,000 2 43 ,699,800 2 9,500,000 
14,382,000 8,200,000 

1,1 00,000 9,000,000 

102 1,293,098,600 122 1,433,453 ,600 108 1,935,043,700 94 1,052,027,800 

13 91,207,800 20 137,258,200 24 140,227,000 14 451,319,600 
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Source: PricewaterhouseCoopers/National Venture Capital Association MoneyTreeT" Report, Data: Thomson Reuters 

rtallman
Rectangle




