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October 29, 2004
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PHONE ( 405) 521 -3133

FACSIMILE ( 405) 522 -0063

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

Dear

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

FACTS

The Fund and the Capital Compan,X

the " Fund) is an Oklahoma limited liability company ( the " Fund') 
to beformed by is an

Oklahoma limited liability company owned by and The purpose
ofthe Fund is to raise capital to be invested in qualified rural small business capital companies qualfing under
68 O.S. g 2357.72. The venture capital raised by the Fund may also be usedfor direct investments in
Oklahoma mral small business ventures under 68 O.S. g 2357.74. To raise capital, the Fund intends to offer
its common units (" Common Units') toprivate accredited investors and to obtain a loan ( the " Venture Loan' 

from afinancial institution. 

The Fund will become a member of the previously formed
the " Capital Company') which is a Delaware series limited liabiliy company. The Capital Company

wasformedfor the purpose ofmaking qualfing investments in Oklahoma small business ventures under 68
O.S. x'2357.61 and Oklahoma rural small business ventures asprovided by 68 O. S. (f 2357.72. 

The Fund will reserve aportion of the proceedsfrom the sale ofCommon Units and the Venture Loan, to cover
expenses, including interest costs and management fees. Net proceeds will be used to make ' Qualfed
Investments" under 68 O. S. g 2357.72 in the Capital Company and direct investments in pursuant
to 68 O.S. fl 2357.74. A portion of the Fund's ' vestment in the Capital Company will be in Capital
Company equity securities and the remaining amounts will be in collateralized subordinated debentures (" Capital

Company Debentures'). The Capital Company is intended to qualf as a " qualified rural small business
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capital company" as defined in 68 0. S. g 2357.72. 

The Fund and the Capital Company will not elect to be treated as corporationsfor Federal income taxpurposes. 
Therefore, they will both be treated aspartnershipsfor both Federal and State income taxpurposes. 

The RuralAct requires that not more than twenty - -fivepercent (25 %) ofthefunds of the Capital Company be
invested in anyone Oklahoma rural small business venture. 68 O.S. 52357.72. In order to ensure that the

amount invested in each Oklahoma rural small business venture does not exceed twenty -five (25 %), the Capital

Company will review the sum ofamountspreviously invested by the Capital Company in other investmentsplus
cash on hand To the extent necessary, cash on hand may be enhanced byfunds borrowedfrom lending institutions
and invested in certificates ofdeposit. 

In addition, the RuralActprovides that capitali -Zation includes a contractual commitment to providefunds with

substantial economicpenaltiesfor breach of the commitment toprovide such funds. The Operating Agreement of
the Capital Company willprovidefor substantial economicpenaltiesforfailure ofa member to pay anypart of
his or her committed capital. 

The Capital Company's OperatingAgreement also provides that net income andgain will be allocated ten percent
90 %) to and ninetypercent (90 %) to 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 Oklahoma rural small
business venture under 68 O.S. 52357.73. 

is intended to qualf as an " Oklahoma rural small business venture" as defined in 68 O.S. 
2357.72. is a Nevada corporation engaged in the business ofmanufacturing airplanes in
Oklahoma. intends to maintain itsprincipalplace ofbusiness in and will continue to have at
least fifty percent ( 50 %) of its employees located in Oklahoma. The manufacturing activities conducted by

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

is in need of capital to expand its manufacturing business in Oklahoma. To raise such capital, 
intends to offer its Series A and Series B Debentures along with warrants to purchase equity interests

in The Capital Company will use the proceedsfrom the Fund's investment
to invest in the

The Capital Company will use the netproceedsfrom the Fund's investment in the Capital Company, which are
attributable to the Fund's offering ofCommon Units to purchase Series A Debentures. Series A Debentures
will be secured by a cash reserve account equal to approximatelyfifteen percent ( 15 %) of the proceedsfrom the
issuance ofsuch debentures. The Series 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 afinancial lending
institution. 
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The Capital Company will use the proceedsfrom the Fund's investment 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 time 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 pled to the Fund to secure the Capital Company Debentures which will be pledged to secure the Venture
Loan. The Series B Debentures mill be convertible into equity interests in and will be subordinated
to any other indebtedness of that has been or will be issued to afinancial lending institution. 

The Capital Company mill hold the warrantsfor the benefit of, and eventual distribution to, the Fund and, 
through it, to the investors in the Common Units and The warrants issued to the Capital Company
for the eventual benefit ofthe Common Unit investors (' Common Investor Warrants') will be exercisable at a

significant mult le, probably ten ( 10), ofthepriceper share at which the shares are valued at the time
ofthe transaction, after adjustmentfor any stock splits, stock dividends or recapitaA.Zations. The warrants issued
to the Capital Companyfor the eventual benefit of will entitle to

purchase approximately twenty -five percent (25 %) of equity securities on afully diluted basis in the
event of (a) change in control of or ( b) any default by with regard to the Series A
Debentures or Series B Debentures. The Warrants will be exercisablefor a nominalprice, during or
after the secondyear ofthe Capital Company' s investment in Ifthe Warrants are exercised
for Preferred Stock, the Preferred Stock may be redeemed by immediately. 

In conjunction with the Capital Company' s investment in the Fund will also make 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 is intended to quayfor tax credits under 68 O.S. f) 2357.74. The Fund will
be apartner 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 %) ofthe Capital Company' s investment in

The Operating Agreement ofthe Fundprovides that Oklahoma 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. 

Res onse - Under 68 O.S. 2357.72, in order to quay as an Oklahoma rural small business venture, a
business must: 

i) have at least 50 % ofits assets or employees located in Oklahoma; 
ii) needfinancial assistance to commence or expand its business; 

iii) have itsprincipalplace of business within a non - metropolitan area of the state and conduct
activities resulting in at least 75 % ofitsgross annual revenuefrom a non - metropolitan area
of the state; 
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iv) engage in a lawful business activity under any SIC Major Group NumberA, C, D, E, F
or I, except Major Group 1 ofDivision A andMajor Group 2 ofDivision A; and

v) qualij as a " small business" as defined by thefederal Small Business Administration. 

Based on thefacts outlined above, Luscombe appears to meet the qualifications as an Oklahoma rural

small business venture under 68 O.S. x'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 qualifications as an
Oklahoma rural small business capital company under 68 O.S. x'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 described in 68 O.S.  2357.73. 

Response - Based on thefacts outlined above, the investment by thefund in the Capital Company followed by
an investment by the Capital Compaly in will qualiijfor the tax credit described in 68 0. S. 
2357.73. 

Ruling 4 - The Capital Company will be considered to have invested not more than twenty -five
percent (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. 5 2357.74. 

Response - Yes

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

Response - 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. 

Res one - 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. 

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

Sincerely, 

FOR THE OKLAHOMA TAX COMMISSION

Michael C. Kaufmahn

Tax Policy Analyst


