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Resolution No. 21-SM026-01

CALIFORNIA ALTERNATIVE ENERGY AND
ADVANCED TRANSPORTATION FINANCING AUTHORITY

Request to Approve a Time Extension for the
Initial Term of the Regulatory Agreement!

Cepheid
Application No. 21-SM026

Tuesday, February 20, 2024

Prepared By: Stefani Wilde, Program Analyst

SUMMARY

Applicant — Cepheid

Location — Lodi, San Joaquin County; Sunnyvale, Santa Clara County; and Newark, Alameda
County

Industry — Medical Device Manufacturing

Project — Update and Expansion of Existing Medical Device Manufacturing Facilities
(Advanced Manufacturing)

Total Amount Qualified Property Approved — $209,750,000
Estimated Sales and Use Tax Exclusion Amount at Approval — $17,828,750
Amount of Time Requested -
e One (1) year and six (6) months, until September 16, 2025, for the Initial Term of the
Regulatory Agreement (a total of four (4) years and six (6) months from the date of initial

CAEATFA Board approval of March 16, 2021)

Staff Recommendation — Approval

L All capitalized terms not defined in this document are defined in the Sales and Use Tax Exclusion Program’s
statutes and regulations.



Agenda Item — 4.A.7
Resolution No. 21-SM026-01

REQUEST

On March 16, 2021, the CAEATFA Board approved a sales and use tax exclusion (“STE”) for
Cepheid (the “Applicant”) for the purchase of up to $209,750,000 in Qualified Property to
upgrade and expand its existing medical device manufacturing facilities located in Lodi,
Sunnyvale, and Newark (the “Project”). The Regulatory Agreement (“Agreement”) initial term
provided the Applicant with three (3) years from the date of CAEATFA Board approval to
utilize its STE award.?

As of August 2023, the Applicant has used the STE to purchase $79,949,069 of Qualified
Property (38% of the total Qualified Property approved). The Applicant is requesting to extend
the Agreement initial term by one (1) year and (6) six months to accommodate delays related to
the COVID-19 pandemic, which set the Project back unexpectedly.

According to the Applicant, when its award was approved in March 2021, at the height of the
pandemic, there was an unexpected spike in demand for the products it manufactures.
Additionally, the Applicant states although demand increased significantly, the economic
environment was unstable which required plans to be adjusted and modified. It also states it
needed to reallocate funding which caused additional delays to the Project.

The CAEATFA Board can extend the initial term of the Agreement upon a finding that an
extension is in the public interest and advances the purposes of the STE Program.®

THE APPLICANT

Cepheid (the “Applicant”) is a California corporation that formed in 1996 and is a wholly-owned
subsidiary of Danaher Corporation. The Applicant is a medical device manufacturing company
headquartered in Sunnyvale, with additional facilities in Lodi and Newark, specializing in
medical testing systems.

The Applicant received an income tax credit under the California Competes Tax Credit Program®
administered by the Governor’s Office of Business and Economic Development on
November 5, 2020.

The Applicant has also received a number of grants from the state’s Employment Training Panel,
with the most recent grant approved on October 23, 2020, for a training proposal contract in the
amount of $200,000.

2 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)
3 California Code of Regulations Title 4, Division 13, Section 10035(b)(1)(B)
4 California Code of Regulations, Title 10, Chapter 13, Article 1 (commencing with Section 8000).
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The corporate officers of Danaher Corporation are:
Rainer M. Blair - President and CEO
Matt McGrew - EVP & CFO
Brian Ellis — SVP & General Counsel

THE PROJECT

Cepheid requested an STE award to upgrade and expand its existing medical device
manufacturing facilities located in Lodi, Sunnyvale, and Newark. The Applicant plans to build
out an approximately 350,000 square-foot facility and upgrade existing equipment to meet
continued demand and enhance future products.

According to the Applicant, its SmartCycler System simplified a complex, multi-stage process of
nucleic acid testing into a single instrument for detecting and analyzing DNA in blood, urine,
food, and industrial water. The Applicant explains it has since developed and launched the fully
automated and integrated GeneXpert® System, which has received FDA clearance on 20 tests,
including Ebola, HIV, MSRA, Group B Streptococcus, the flu, and SARS-CoV-2 (COVID-19).
The Applicant states its GeneXpert® System is produced primarily for clinical use, including
healthcare-associated infections, sexual health, infectious disease, virology, and oncology, but
has been used for non-clinical purposes, such as mail testing for anthrax by the United States
Postal Service.

The Applicant states its medical devices comprise of vertically integrated testing systems and
reagent test cartridges that can be modified to meet customer requirements, and that its scientists
and engineers have designed the majority of its production line in-house, incorporating robotic
machinery capable of performing highly precise actions. For example, the Applicant describes a
proprietary system capable of injecting either liquid or dry reagents into test cartridges and
equipment that can organize and individually dispense tiny, lyophilized reagent beads into test
cartridges. For further efficiency, the Applicant explains it often uses polymer-based 3D printing,
a form of additive manufacturing, rather than traditional computer numerical control (subtractive)
machining to expedite and reduce waste related to its prototyping efforts, and has automated its
packaging, labeling, and shipping processes.

The Applicant also has an environmental sustainability plan that it states will help reduce energy
consumption, greenhouse gases, and non-hazardous/non-regulated waste over a five-year period.
The Applicant anticipates the Project will reduce energy consumption by replacing existing
lighting with light-emitting diode (“LED”) lighting and will reduce the solid waste it generates
by improving the recycling and diversion of its packaging materials and other non-hazardous
waste.
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AGREEMENT INITIAL TERM EXTENSION REQUEST

The Applicant has requested that the initial term of the Agreement be extended from March 16,
2024, to September 16, 2025, in order to accommodate delays related to the COVID-19
pandemic, which set the Project back unexpectedly.

Staff Evaluation

The Applicant states that due an increase in demand for its products during the height of the
COVID pandemic, it became necessary to deviate from its original plan to purchase the qualified
property within the three (3)-year initial term. Additionally, it became essential for the Applicant
to reallocate purchases for its advanced production systems to include newer technology, which
created additional delays. According to the Applicant, it continues to see significant growth and
increased demand for its products and anticipates being able to exhaust its award by the fall of
2025.

Based on this information, Staff believes extending the initial term of the Agreement will allow
for the Project to be completed, and is, therefore, in the public interest and advances the purposes
of the STE Program.

LEGAL QUESTIONNAIRE

Staff has reviewed the Applicant’s responses to the questions contained in the Legal Status
portion of the Application. The Executive Director, in consultation with legal counsel, has
determined that the legal issues disclosed do not affect the financial viability or legal integrity of
the Applicant.

CAEATFA FEES

In accordance with STE Program regulations,® the Applicant has paid an additional fee of $2,000
because extending the initial term qualifies as a modification to the Applicant’s Agreement.

RECOMMENDATION

Staff recommends that the Board approve the Applicant’s request to extend the initial term of the
Agreement by one (1) year and six (6) months to September 16, 2025, as it is in the public
interest and advances the purposes of the STE Program.

Attachments

Attachment A: Cepheid’s letter requesting waiver (November 3, 2023)
Attachment B: Cepheid’s staff summary at the time of approval

> California Code of Regulations Title 4, Division 13, Section 10036(c)(1)(B)
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RESOLUTION APPROVING A TIME EXTENSION FOR
CEPHEID’S INITIAL TERM FOR
THE REGULATORY AGREEMENT

February 20, 2024

WHEREAS, on March 16, 2021, the California Alternative Energy and Advanced
Transportation Financing Authority (the “Authority”), a public instrumentality of the State of
California, approved a Sales Tax Exclusion (“STE”) in the amount of $209,750,000 of Qualified
Property for Cepheid (the “Applicant”); and

WHEREAS, within three (3) years of approval by the Authority, the Applicant must
make all Qualified Property purchases (STE Program regulations Section 10035(b)(1)); and

WHEREAS, upon a finding that it is in the public interest and advances the purposes of
the Program, the Authority may waive the requirement that all purchases of Qualified Property
be made within three (3) years of Application approval (STE Program regulations Section
10035(b)(1)(B)); and

WHEREAS, the Applicant has requested a waiver of the requirement to purchase all of
the Qualified Property by September 16, 2025, due to unexpected delays in the Project timeline,
extending the term by one (1) year and six (6) months to September 16, 2025; and

WHEREAS, granting the waiver will allow the Project to proceed and the state to receive
the anticipated environmental and economic benefits that justified the initial approval of the
Project in accordance with the law, thereby advancing both the public interest and the purposes
of the Program.

NOW, THEREFORE, BE IT RESOLVED by the California Alternative Energy and
Advanced Transportation Financing Authority, as follows:

Section 1. The Authority finds that it is in the public interest and advances the purposes
of the Program to extend the Applicant’s initial term of the Regulatory Agreement to
September 16, 2025.

Section 2. This resolution shall take effect immediately upon its passage.
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Attachment A: Cepheid’s Letter Requesting Waiver (November 3, 2023)
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Attachment B: Cepheid’s Staff Summary at the Time of Approval
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administered by the Governor’s Office of Business and Economic Development on
November 5, 2020.

The Applicant has also received a number of grants from the state’s Employment Training Panel,
with the most recent grant approved on October 23, 2020, for a training proposal contract in the
amount of $200,000.

The corporate officers of Danaher Corporation are:
Rainer M. Blair, President and Chief Executive Officer
Matt McGrew, Executive Vice President and Chief Financial Officer
Brian Ellis, Senior Vice President and General Counsel
Robert S. Lutz, Senior Vice President and Chief Accounting Officer

nas peen used TOT NON-Clinical PUrposes, SUCh as mail Tesing 10T aninrax py e united States
Postal Service.

The Applicant states its medical devices comprise of vertically integrated testing systems and
reagent test cartridges that can be modified to meet customer requirements, and that its scientists
and engineers have designed the majority of its production line in-house, incorporating robotic
machinery capable of performing highly precise actions. For example, the Applicant describes a

S California Code of Regulations, Title 10, Chapter 13, Article 1 (commencing with Section 8000).

B-2



B-3

Agenda Item — 4.A.7
Resolution No. 21-SM026-01



Agenda Item — 4.A.7
Resolution No. 21-SM026-01

COMPETITVE CRITERIA SCORE

For Applicants wishing to exceed the $10 million in STE cap, $15 million in STE will be
available to award to Applicants in addition to the $10 million in STE cap at the first Board
meeting of the calendar year. The Applications will be reviewed and presented to the CAEATFA
Board for approval in the order in which they are ranked based on Competitive Criteria.

The Applicant received 90 Competitive Criteria points as follows:

1. Environmental Benefits (0 of 100 points). The Applicant’s Project did not earn any

environmental benefits points, as calculated pursuant to the method for calculating
points for environmental benefits for Advanced Transportation, Alternative Source,
and Recycled Resource Extraction Applications in Section 10033(c)(4). Therefore, no
points are awarded.
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Unemployment (15 of S0 points). The Applicant’s primary Facility is located
in San Joaquin County, which has an average annual unemployment rate of
10.5%.% When compared to the statewide average annual unemployment rate
0f 9.1%, the Project location earned the Applicant 15 points.

Research and Development Facilities (25 of 25 points). The Applicant has
verified that it has a facility located in California that performs research and
development functions related to medical device manufacturing.

Benefits and Fringe Benefits (25 of 25 Points). The Applicant states it
provides medical, health, dental, vision, bonuses, retirement contributions,
dependent care and assistance reimbursements, education reimbursements,
employee discounts, and paid leave to its employees, earning the Applicant 25
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$209,750,000 over a period of three years; and

WHEREAS, the Applicant asserts that this form of financial assistance will enable it to
avail itself of the benefits of an exclusion from sales and use taxes relative to the Project
pursuant to Revenue and Taxation Code Section 6010.8; and

WHEREAS, the approval of the terms of the Regulatory Agreement and authority for the
Executive Director or Chair of the Authority to execute the necessary documents to effectuate
the Regulatory Agreement is now sought;

NOW, THEREFORE, BE IT RESOLVED by the California Alternative Energy and
Advanced Transportation Financing Authority, as follows:

Section 1. The Regulatory Agreement includes a Project within the meaning of Public
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consummate the Regulatory Agreement and otherwise effectuate the purposes of this Resolution.

Section 7. The Applicant shall ensure that all of the qualifying tangible personal property
acquired as part of the Project that is listed in the semi-annual reports provided to the Authority
pursuant to the Regulatory Agreement will be installed, maintained and operated in compliance
with all applicable local, state and federal laws.

Section 8. The Regulatory Agreement shall only apply to qualifying tangible personal
property acquired as part of the Project that the Applicant certifies will be installed, maintained
and operated at facilities physically located within the State of California.

Section 9. Neither the adoption by the Authority of this Resolution for the Applicant nor
the Regulatory Agreement may be referred to in any application before any governmental agency
as evidence of the feasibility, practicality or suitability of the Project and may not be referred to
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