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October 29, 2004

Re: Our file number LR 04-115; Income Tax Rural Venture Capital Formation Credits

Dea

This 1s in response to your inquiry of June 17, 2004 whetein you requested a ruling request
concerning ~and the availability of the Oklahoma Rural Venture Capital
Formaton Credit as provided for in 68 O.S. § 2357.71. seq. Following ate the facts as outlined in your
letter, the ruling you requested, and our response thereto.

FACTS

The Fund and the Capital Company

i ‘the "Fund"") is an Oklahoma limited lability mmpa@/ (the "Fzmd ")
to be formed by ‘15 an
Oklahoma linnted liability company owned by and - ey . The purpose
of the Fund is to raise capital to be invested in gualified rural small business capital companzef qualzfying under
68 O.8. § 2357.72. The venture capital raised by the Fund may also be used for direct investments in
Oklaboma riral small business ventures under 68 O.S. § 2357.74. To raise capital, the Fund intends to offer
ts common units ("'Common Units") to private accredited investors and to obtain a loan (the "'V enture Loan”)

Jrom a financial institution.

The Fund will become a member of the previously formed o

(the "Capital Company”) which is a Delaware series limited liability company. The Capital Company
was formed for the purpose of making qualifying investments in Oklahoma small business ventures under 68
0.5. §2357.61 and Oklahoma rural small business ventures as provided by 68 O.5. § 2357.72.

The Fund will reserve a portion of the proceeds from the sale of Common Units and the Venture Loan, to cover
excpenses, including interest costs and management fees. Net proceeds will be used to make ""Qualified
Investments” under 68 O.S. § 2357.72 in the Capital Company and direct investments in pursuant
to 68 O.5. § 2357.74. A portion of the Fund's investment in the Capital Company will be in Capital
Company equity securities and the remaining amonunts will be in collateralized subordinated debentures ("'Capital
Company Debentures”). The Capital Company is intended to qualify as a "qualified rural small business
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capital company" as defined in 68 O.5. § 2357.72.

The Fund and the Capital Company will not elect to be treated as corporations for Federal income tax purposes.
Therefore, they will both be treated as partnerships for both Federal and State income tax purposes.

The Rural Act requires that not more than twenty-five percent (25%) of the funds of the Capital Company be
tnvested in anyone Oklaboma rural small business venture. 68 O.5. §2357.72. In order to ensure that the
amount tnvested in each Oklahoma rural small business venture does not excceed twenty-five (25%), the Capital
Company will review the sum of amonnts previously invested by the Capital Company in other investments plus
cash on hand. To the extent necessary, cash on hand may be enbanced by funds borrowed from lending institutions
and invested in certificates of deposit.

In addition, the Rural Act provides that capitalization includes a contractual commitment to provide funds with
substantial economic penalties for breach of the commitment 1o provide such funds. The Operating Agreement of
the Capital Company will provide for substantial economic penalties for failure of a member o pay any part of
his or her committed capital.

The Caputal Company's Operating Agreement also provides that net income and gain will be allocated ten pervent
(10%) to and ninety percent (90%) 1o the Fund.

As a result of the transactions outlined above, it is anticipated that the Fund will become entitled to a thirty
percent (30%) tax: credit on its investment in the Capital Company used to fund an Oklaboma rural small
business venture under 68 O.5. §2357.73.

s tntended fo gualify as an "Oklaboma rural small business venture' as defined in 68 O.5. §
2357.72. 25 a Nevada corporation engaged in the business of manufacturing airplanes in .
Oklahoma. tntends to maintain its principal place of business in and will continue to have at
least fifty percent (50%) of its employees located in Oklaboma. The manufaciuring activities conducted by

will result in its realization of at least seventy-five (75%) of its gross annual revenue from non-
metropolitan areas of Oklahoma.

15 11 need of capital to expand its manufacturing business in Oklahoma. To raise such capital,

intends 1o offer its Series A and Series B Debentures along with warrants to purchase equity interests
in The Capital Company will use the proceeds from the Fund's investment
to invest in the

The Capital Company will use the net proceeds from the Fund's investment in the Capital Company, which are
attributable to the Fund's offering of Common Units to purchase Series A Debentures. Series A Debentures
will be secured by a cash reserve account equal to approximately fifteen percent (15%) of the proceeds from the
issuance of such debentures. The Series A Debentures will be convertible into equity interests in and
will be subordinated to any other indebtedness of  that has been or will be issued to a financial lending
wnsittuton.
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The Capital Company will use the proceeds from the Fund's invesiment in the Capital Company, which are
attributable to the Venture Loan to purchase Series B Debentures. The Series B Debentures will be secured by
cash collateral until completed airplanes are either leased or sold to end users, at which tinse Security interests in
the completed airplanes or airplane leases will be substituted as collateral and the cash collateral will be released.
The Series B Debentures (and the collateral securing such debentures) held by the Capital Company will also
be pledged 1o the Fund 1o secure the Capital Company Debentures which will be pledged to secure the Venture
Loan. The Series B Debentures will be convertible into equity interests in and will be subordinated
to any other indebiedness of that has been or will be issued to a financial lending institution.

The Capital Company will hold the warrants for the benefit of, and eventual distribution to, the Fund and,
through i, to the investors in the Common Units and The warrants issued 1o the Capital Company
Jor the eventnal benefit of the Common Unit investors ("'Common Investor Warrants") will be excercisable at a
segnficant multiple, probably ten (10), of the price per share at which the shares are valued at the time
of the transaction, afler adjustment for any stock splits, stock dividends or recapitalizations. The warrants issued
to the Capital Company for the eventual benefit of will entitle o
purchase approximately twenty-five percent (25%) of . equity Securities on a fully diluted basis in the
event of (a) change in control of ror (b) any defanlt by . with regard to the Series A
Debentures or Series B Debentures. The Warrants will be exercisable for a nominal price, during or
after the second year of the Capital Company's investment in If the Warrants are exercised
Jor Preferred Stock, the Preferred Stock may be redeemed by « immediately.

In conjunction with the Capital Company's investment ir the Fund will also mafke a direct investment
in the Series B Debentures of on the same terms and condition as the Capital Company. The Fund's
direct investment in 1s intended to qualify for tax credits under 68 O.S. § 2357.74. The Fund will
be a partner of the Capital Company and the investment by the Fund in . will be limited to the lesser
of two hundred percent (200%) of the Fund's investment in the Capital Company or two hundred percent
(200%) of the Capital Company's investment in

The Operating Agreement of the Fund provides that O klaboma tax credits earned by investment in the Capital
Company or directly into Luscombe will be allocated to the holders of the Common Units.

RULINGS REQUESTED AND RESPONSES THERETO:

Ruling 1 - will qualify as an Oklahoma rural small business venture under 68 O.S. §
2357.72.

Response - Under 68 O.5. § 2357.72, in order to qualify as an Oklahoma rural small business venture, a

business must:

() have at least 50 Yo of its assets or employees located in O klahoma;
(22) need financial assistance to commence or expand its business;

(t1z)  have its principal place of business within a non-metropolitan area of the state and conduct
activities resulting in at least 75 Yo of its gross annual revenue from a non-metropolitan area
of the state;
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‘ (i) engage in a lawful business activity under any SIC Major Group Number A, C, D, B, F
, or 1, except Major Group 1 of Division A and Major Group 2 of Division A, and
) qualify as a "small business'" as defined by the federal Small Business Administration.

Based on the facts outlined above, Luscombe appears to meet the gnalifications as an Oklaboma rural
small business venture under 68 O.5. §2357.72.

Ruling 2 - The Capital Company will qualify as a qualified rural small business capital company
under 68 O.S. § 2357.72.

Response - Based on the facts outlined above, the Capital Company appears to meet the gualifications as an
Oklaboma rural small business capital company under 68 O.S. §2357.72.

Ruling 3 - The investment by the Fund in the Capital Company followed by an investment by
the Capital Company in will qualify for the tax credits desctibed in 68 O.S. § 2357.73.

Response - Based on the facts outlined above, the investment by the fund in the Capital Company followed by
an invesiment by the Capital Company in will qualify for the tax credit described in 68 O. S. §
2357.73.

Ruling 4 - The Capital Company will be considered to have invested not more than twenty-five
petcent (25%) of its funds, including committed capital, in - on the date of investment
under 68 O.S.§ 2357.72.

Response - Yes

Ruling 5 - The direct investment by the Fund in will qualify for the tax credits
described under 68 O.S.§ 2357.74.

Response - Yes

Ruling 6 - The tax credits earned by the Fund will pass through to the Common Unit investots.
Rejpome - Yes

Ruling 7 - The tax credits earned by the Common Unit investors can be immediately used to
offset taxes, including income taxes, bank privilege taxes and insurance company premium
taxes, when due.

Response - Yes

This response applies only to the circumstances set out in your request of June 17, 2004.
Pursuant to Commission Rule 710:1-3-73(e), this Letter Ruling may be generally relied upon only by
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the entity to whom it is issued, assuming that all pertinent facts have been accurately and completely
stated, and that there has been no change in applicable law.

I£ I can be of further assistance, please feel free to call me at (405) 521-3133.

Smecerely,

FOR THE OKLAHQMA TAX COMMISSION

-

e CS T
Michael C. Kaufmahn
Tax Policy Analyst



