Dear

TAX POLICY'AND RESEARCH DIVISION

PHONE (405) 521-3133
TONY MASTIN, DIRECTOR

FACSIMILE (405) 522-0063

December 22, 2004

Re: Our file number LR 04-208; Income Tax - Small Business Capital and Rural Small Business
Capital Credits.

This is in response to your inquiry of October 7, 2004 whetein you requested a letter ruling

concerning Oklahoma tax credits authorized under the Small Business Capital Formation Incentive (68
O.S. § 2357.60 et seq.) and the Rural Venture Capital Formation Incentive Act (68 O.S. § 2357.71 et.
seq.) Following are the facts as outlined in your letter, your rulings requested and our response thereto.

Facts:

(the "Fund") is a limited liability company formed under

the laws of the State of Oklahoma on October 5, 2004. _ )
-an Oklahoma limited liability company, is the Fund's manager.

The Fund's purpose is to raise venture capital from private accredited investors for investment
in a qualified small business capital company as defined by the Small Business Capital Formation
Incentive Act. The Fund may also invest its capital in a qualified rural small business capital
company as defined by the Rural Venture Capital Formation Incentive Act. The capital raised by
the Fund may also be used to make direct investments of its capital in one or more Oklahoma
small business ventures as defined in title 68 O.S. § 2357.61, or one or more Oklahoma rural
small business ventures as defined in 68 0.S. § 2357.72 (all such Oklahoma small business
ventures being collectively referred to herein as "Qualified SBVs" or “QSBVs", and in the
singular as a "QSBV").

The precise amount of equity and debt capital to be raised by the Fund is not known at this
time. The Fund intends to issue equity securities in the form of common units and preferred
units. It is estimated that between 10% and 100% of the Fund's total capital will be equity

capital from investors, with the remaining capital being from the Fund's issuance of
subordinated debt and/or other loans to the Fund.

2501 NORTH LINCOLN BOULEVARD  OKLAHOMA CITY » OKLAHOMA 73194
1715 OUR MISSION TO SERVE THE PEOPLE OF OKLAHOMA BY PROMOTING TAX CONPLIANCE THROUGH QUALITY SERVICE AND FAIR ADMINISTRATION




LR 04-208
12/22/04
Page 2

("Capital Company") is a limited liability company formed
under the laws of the State of Oklahoma on October 5, 2004. The Capital Company is
organized to raise capital from private accredited investors and direct such capital for
investment in certain qualified companies within Oklahoma. The Capital Company's principal
place of business is located in Oklahoma City, Oklahoma. The Capital Company, at the time
such investments are made, is intended to be a "qualified small business capital company as
defined in title 68 O.S. § 2357.61, and a "qualified rural small business capital company” as
defined in title 68 O.S. § 2357.72.

It is anticipated that the Fund will invest its capital less organizational expenses, in the Capital
Company in exchange for the Capital Company’s units (the "Units") and/or subordinated
debentures ("CC Subordinated Debentures"). Such Units and/ or CC Subordinated Debentures
may be pledged by The Fund as security for loans, if any, made to the by a lender.

The Capital Company intends to invest amounts received from the Fund to one or more
QSBVs. The Capital Company's investments in a QSBV are anticipated to be in the form of
equity interests or subordinated debentures in accordance with the Small Business Capital
Formation Incentive Act and the Rural Venture Capital Formation Incentive Act.
Contemporaneous with such transactions, the Capital Company may use proceeds from
issuance of its debentures or other borrowings to invest in subordinated debentures of the
SBVs. The Capital Company may then pledge such debentures to secure its debt obligations. It
is anticipated that one or more members of the Capital Company may own an equity interest in
the QSBV. A lender to the Capital Company may require such member to pledge its equity
interest in the Capital Company and its equity interest in the QSBV to secure the Capital
Company's debt obligations to the lender.

Neither the Fund nor the Capital Company has elected to be treated as a corporation for federal
income tax purposes. The Fund and the Capital Company are therefore taxed as partnerships
for purposes of federal income tax law and Oklahoma income tax law.

The Fund will pay to an annual management fee. With the exception of the first year of
the Fund's operation, it is anticipated that the annual management fee will be subordinated to a
return to the mvestors in The Fund of their invested capital plus a specified return on such
capital in accordance with the Fund's Operating Agreement. For these purposes, tax credits
eamned under the Small Business Capital Formation Incentive Act and the Rural Venture Capital
Formation Incentive Act are anticipated to be a retumn of capital to each investor at a rate equal
to 100% of the credit amount allocated to the investor.

After (i) repayment of interest and principal on amounts borrowed by the Fund, if any, and (1)
payment of management fees and reimbursement of any expensestothe! | distributions will
generally be made from the Fund to its investors in accordance with their respective capital
mvestments as govemed by the provisions of the Fund's Operating Agreement. After an
investor in the Fund receives a specified retumn under the Fund's Operating Agreement (which
may be through a combination of allocated tax credits and/ or distributions of cash), the Fund
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has the option to redeem all of such investor's units at a fixed price per unit determined under
the Fund's Operating Agreement.

Under the transactions described above, it is anticipated that the Fund will become entitled to a
30% tax credit under title 68 O.S. § 2357.73 when the Fund’s investment in the Capital
Company is used to invest in one or more rural QSBVs. It is also anticipated that the Fund will
become entitled to a 20% tax credit under title 68 O.S. § 2357.62 when the Fund's investment in
the Capital Company is used to invest in one or more QSBV s (provided such investment is not
otherwise eligible for the 30% tax credit).

The Capital Company intends to invest its capital in a QSBV simultaneous with its receipt of the
Fund's investment in the Capital Company. The Capital Company will be required to notify the
Fund when an investment is made in the QSBY. On receipt of that notice, the fund will be
required to immediately notify the Investors of theirallocable shares of the Oklahoma tax credit
eamed by such investment.

Persons other than the Fund may from time to time invest in the Capital Company and qualify
for tax credits under the Small Business Capital Formation Incentive Act and the Rural Venture
Capital Formation Incentive Act. In that event, income, gains, losses and deductions from
investments in QSBVs by the Capital Company will be specially allocated to the parties'
providing the capital to the Capital Company for each particular QSBV investment. Such
allocations shall be made in accordance with the parties' economic interests.

Rulings Requested:

1. The 30% tax credit earned by the Fund under title 68 O.S. § 2357.73 (the "30% credit") as a
result of the Fund's investment in the Capital Company called the Capital Company's
investment in a rural QSBV will pass through and be available to the Investors in the Fund
in proportion to their investments in the Fund.

Response - Yes.

2. 'The 20% tax credit earned by the Fund under title 68 O.S. § 2357.62 (the "20% credit") as a
result of the Fund's investment in the Capital Company and the Capital Company’s
mvestment in a QSBV will pass through and be available to the Investors in the Fund in
proportion to their investments in the Fund.

Response - Yes

3. On the statutory requirements being met, the 30% credit and the 20% credit will pass
through to each Investor in the Fund and be immediately usable by such Investor against
any tax liability then due from such Investor under 68 0.S. § 2355 (the "Oklahoma income
tax"), 68 0.5. § 2370 (the "bank privilege tax") and 36 O.S. §§ 624 and 628 (the "insurance
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premium tax"), including estimated income tax payments.
Response — Yes
This response applies only to the circumstances set out in your request of October 7, 2004.
Pursuant to Commission Rule 710:1-3-73(e), this Letter Ruling may be generally relied upon only by 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 T can be of further assistance, please feel free to call me at (405) 521-3133.

Sincerely,

FOR THE OKLAHOMA TAX COMMISSION

Michael C. Kaufmann
Tax Policy Analyst



