PHONE (405) 521-3133

Tax PoLicY DivISION
FACSIMILE (405) 522-0063

DAWN CASH, DIRECTOR

September 13, 2006

REDACTED LETTER RULING
Re: Our File No. LR-06-131

Dear

This letter ruling is in response to your inquiry of — wherein you posed a
series of ruling requests relating to the Rural Venture Capital Formation Incentive Act (68 O.S.
§2357.70 et seq.). Following a restatement of the facts outlined in your letter, are the specific rulings

requested and our responses thereto.

Statement of Facts:

A. The Fund, The Fund is an Oklahoma limited liability company that was formed for the
purpose of raising equity capital from film production companies and other investors interested in
investing in the production of motion picture projects but which do not seek Oklahoma Tax Credits
("Class A Investors") and other investors seeking Oklahoma tax credits ("Class B Investors") for
investment in the Capital Company. The Fund will establish one or more series of members and
membership interests as authorized by 18 0.S. §2054.4(A) All distributions and assets associated
with such investment in a series will be allocated to only those members subseribing to that series
as authorized by 18 O.S. 2054.4(H). The Fund expects that in many, if not all, cases, the sole
economic return to the Class B Investors will be the receipt of Oklahoma income tax credits.
Generally, the Fund will make distributions with respect to the members of each series only with

respect to the Class A Investors in such series.

The Fund expects that Class A Investors will desire to invest in the Fund for purposes of
aggregating their funds with the funds of Class B Investors for the purpose of providing sufficient
funds to produce and film a specific motion picture in Cklahoma. The Fund will make capital
contributions into separate series of the Capital Company on an ongoing basis as the Capital
Company calls such funds for the purpose of making irwvestments into Oklahoma rural small
business ventures that have been formed for specific film production projects. It is anticipated that a
separate Oklahoma limited liability company will be formed to conduct each separate motion
picture project (each a "Film Production Company"). The Fund will not elect to be treated as an

association taxable as a corporation for federal income tax purposes.

The Fund will have an interest in both the Capital Company and also any "Oklahoma rural
small business venture" into which the fund makes a qualified investment in conjunction with a
qualified investment by the Capital Company pursuant to 68 0.S. §2357.74. Distributions will be
made from the Capital Company, to the particular series of the Fund that made the investment in the
corresponding series of the Capital Company. The Fund will make distributions to the Class A
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Investors of the applicable series of the Fund, to the extent such distributions are made from a
particular series of the Capital Company, in proportion to the capital contributions of the Class A
Investors (and not the Class B Investors) in that series. All of the Oklahoma tax credits arising from
a qualified investment will flow through to the Fund, will be specially allocated by the Fund to the
Class B Investors and are anticipated to result in a return on investment to the Class B Investors at a
rate of 60% to 100% of the amount invested in the Fund (e.g., $1.60 to $2.00 of tax credits for
every $1.00 of capital contribution by the Class B Investor).

B. The Capital Company. The Capital Company is an Oklahoma limited liability company
that was formed for the purpose of making "qualified investments" in film production companies
that are formed for the purpose of producing and filming motion pictures primarily in the State of
Oklahoma. The Capital Company will establish one or more series of members and membership
interests as authorized by 18 O.S. §2054.4(A). All distributions and assets associated with such
investment in a series will be allocated to only members of the series of the Fund subscribing to that
series as authorized by 18 0.S. 2054.4(H). The Fund and LLC will be the sole members of the
Capital Company. The Capital Company will not elect to be treated as an association taxable as a
corporation for federal income tax purposes.

The Fund and LLC will both contribute to the capitalization of the Capital Company by
entering into a contractual commitment to provide funds to the Capital Company on demand and
subject to an economic penalty equal to 5% of the requested capital for breach of the commitment to
provide such funds on demand. Tt is anticipated that LLC's contractual commitment to provide funds
will allow the Capital Company to meet the requirement that it have a minimum $500,000 of
capitalization until such time as Class A Investors with motion picture projects and Class B
Investors have made actual cash contributions of $500,000 or more to the Fund and the Fund has
further contributed such amounts to the Capital Company. However, it is not expected that these
contractually committed funds will actually be called or invested in an Oklahoma rural small
business venture because investments will only occur when there are Class A Investors and Class B
Investors willing to invest in an Oklahoma rural small business venture that has been formed for a
specific film production project. LLC expects that its initial contractual commitment to provide
funds will allow the Capital Company to attract to the State of Oklahoma multiple motion picture
projects which will result in actual contributions of cash to the Capital Company in excess of
$500,000. LLC, or other parties providing contractual commitments, may also increase their
respective contractual commitments from time to time to allow the Capital Company to continue to
meet the requirements that it not invest more than 25% of its capitalization in any one Oklahoma
rural small business venture.

The Capital Company intends to qualify as a "qualified rural small business capital
company" under the Rural Small Business Act. The Capital Company will be an Oklahoma limited
liability company with its headquarters located within the State of Oklahoma. The Capital Company
will be capitalized as described in this letter with a contractual commitment from LLC, and possibly
others, to provide capital contributions in an amount equal to or greater than $500,000, subject to
increase from time to time to allow the Capital Company to meet the diversity of investment
requirement, and with direct, ongoing investments from the Fund.

The Capital Company intends to make qualified investments, in the form of equity, near
equity and subordinated debt into Oklahoma rural small business ventures. Measured at the time
each investment is made, the Capital Company will not invest more than 25% of its capitalization in
any one Oklahoma rural small business venture. The Capital Company may, depending on the
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amount of capital required to commence the business of an Oklahoma rural small business venture,
require the Fund or the Class A Investor(s) funding that project to contract with the Capital
Company to provide for an amount greater than the amount of cash actually invested in the Capital
Company, it not being anticipated that this additional amount will be called upon for payment. This
additional capitalization may be required so that the Capital Company can obtain an investment
from the Fund sufficient to fund, together with and in conjunction with qualified investment made
by the Fund, the full budget of the project, and generate tax credits on the full budget. Any such
contractual commitment to provide additional capital will be subject to an economic penalty equal
to 5% of the amount called in the event the funds are not provided within the specific time frame
demanded. When the Capital Company makes a qualified investment in a Film Production
Company, the Capital Company will include a requirement in its investment documents that the
Film Production Company must issue its equity securities or subordinated debt instruments in
exchange for the qualified investment within 30 days of the date the qualified investment occurs.
The Capital Company will reflect any qualified investment made in a Film Production Company as
an asset on its accounting system. The Capital Company will not enter into any agreement other
than equity, near equity or subordinated debt instruments allowed by the Rural Small Business Act,
the purpose of which is to control the return of a specific amount of qualified investment by a Film
Production Company to the Capital Company or the purpose of which is to cause or require the
transfer of such specific amount of qualified investment to any other entity within 5 years from the
date the qualified investment is made. The offering materials utilized by the Capital Company will
include the statement required by Section 2357.74A(F) of the Rural Small Business Act.

C. LLC. LLC will have a membership interest in the Capital Company and will also serve as
the manager of the Capital Company. LLC will also serve as the manager of the Fund. In exchange
for its management services, LLC will receive a management fee, on a project-by project basis,
from each Film Production Company in an amount not to exceed 10% of the amount of the
qualified investment from the Capital Company and the Fund, if an in conjunction with investment
is made, to the Film Production Company. LLC's management fee may vary from project to project
depending upon the extent of LLC' s involvement with each project.

D. Film Production Companies. Each of the Film Production Companies invested in by the
Capital Company will be an Oklahoma limited liability company formed for the purpose of
producing a feature length motion picture primarily within the State of Oklahoma. Each of the Film
Production Companies formed will be formed with the intention of qualifying as an Oklahoma rural
small business venture. Each Film Production Company will have, within 180 days after the Capital
Company makes the investment, at least 50% of its employees or assets located in Oklahoma and
will need financial assistance in order to commence its business of producing a feature length
motion picture. Each Film Production Company will be engaged in a lawful business under SIC
Division I/Major Group 78, and each Film Production Company will be a small business, as defined
by the Federal Small Business Administration ("SBA"), having less than $27,000,000 in annual
receipts on a stand-alone basis, not including any affiliation with investors in the Fund.

The NAICS code for a Film Production Company is 512110 with a size standard of
$27,000,000 in annual receipts. Whether or not a Film Production Company meets the SBA size
standard regulations is determined by reference to the entity's annual receipts, which is defined as
gross or total income, including cost of goods sold, of the entity as reported on the company's
Federal income tax return and averaged over the latest three completed fiscal years. As a start-up
company, a Film Production Company will not have any historical annual receipts and will not
have annual receipts at the time of the investment in excess of the applicable size standard. In
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addition, it is not expected that at the time of the investment any of the Film Production Companies
will expect to have annual receipts, as determined under the SBA regulations, in excess of the then
applicable size standard.

The terms of the investment documents governing the qualified investment by the Capital
Company in the Film Production Company will require that the Film Production Company expend
within 18 months after the date of the qualified investment at least 50% of the proceeds of the
qualified investment in the active conduct of the business of producing a feature length motion
picture. At least 50% of each Film Production Company's expenditures during this 18 month period
will be expended for some combination of the following items:

+ Rental or lease of office space;

¢ Rental or lease of equipment and vehicles, including services provided with
respect thereto pursuant to the rental or lease agreement;

¢ Rental or lease of real property to be used as Jocations for the purpose of
filming;

¢ Purchase of film or video tape, office supplies and other tangible personal
property;

¢ Rental of hotel rooms or other accommodations for Film Production
Company employees and independent contractors; and

¢ The purchase or license of intellectual property rights such as rights to a
screenplay, rights to music or other similar rights to be used in the
production of the motion picture.

The investment documents will also restrict the Capital Company's ability to elect more than 50%
of the members of the governing board of the Film Production Company. The Capital Company
expects that generally the governing board of the Film Production Company will be appointed by
the Class A Investors. The Film Production Company will not enter into any agreement the purpose
of which is to control the return of a specific amount of qualified investment from the Capital
Company to any other entity within 5 years from the time the qualified investment is made
available to the Film Production Company.

Each Film Production Company will have its principal office in a county in Oklahoma
having a population not in excess of 100,000 persons according to the most recent Federal
Decennial Census. Each Film Production Company will conduct pre-production, photography and
post-production primarily within the State of Oklahoma. Depending on the sophistication and
budget of the Film Production Company, it is expected that each Film Production Company will
operate for a period of up to one (1) year within the State of Oklahoma. Each Film Production
Company will maintain a physical office address within the State during and beyond the time a
portion of their managers, directors or officers, as appropriate, are physically present in the State to
conduct the production activities of the Film Production Company. LLC has informed us that this
time frame for production and the use of a separate entity to conduct a single motion picture is
common practice in the industry with respect to the types of film projects LLC hopes to attract to
Oklahoma.

The business activities conducted by the Film Production Companies will be comprised of
periods of pre-production, photography, and possibly post-production. Preproduction will consist of

each company coordinating schedules, hiring personnel, scouting locations, negotiating and signing
contracts, paying salaries, placing deposits on equipment, signing leases, and conducting all other
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business of the company. The Film Production Companies will then commence principal

photography or the actual filming of the motion picture in a non-metropolitan area, a metropolitan

area, or a combination of the two, continuing the administrative requirements for the company

within the non-metropolitan area of the State of Oklahoma. The locations used for filming will vary
between non-metropolitan areas and metropolitan areas.

Upon completion of the film or before, the Film Production Company will seek to sell or
license the film to one or more third parties. Typically, the rights to a film are bundled by media
(e.g., theatrical, pay television, home video, fre¢ television/cable, etc.) and territory (usually either
nworldwide" or "domestic" and "foreign). Revenues are typically earmed on a film by distributing
the film in one or more transactions using third party dist ibutors. Typically the licenses provide for
a fixed term of between 10 and 25 years. In most license arrangements, all or a substantial portion
of the amounts received by the film production company arc received upon the inception of the

license. In some instances a complete sale of the film will occur, which will include the underlying
copyright, but a complete sale is less common than a license.

Rulings Requested.

1. The Capital Company meets the definition of a "qualified rural small business capital
company."

It is the ruling of the Tax Policy Division that the Capital Company meets the definition of a
“qualified rural small business capital company" within the meaning of 68 O.S. $§2357.72(8)
based on the following representations:
a. Capital Company is organized primarily to provide direct investments of equity,
near-equity and debt securities and instruments of companies located in Oklahoma;
b. The principal place of business of Capital Company will be within

Ofklahoma,

& The capitalization of Capital Company is in excess of Five Hundred Thousand
Dollars (8500,000); and

d. At the time of the investment, Capital Company will not have investment of more

than twenty-five percent (25%) of its capitalization in any one company “at any
time during the calendar year of the corporation, limited liability company, or
partnership”.

9 The limit on the amount of investment that the Capital Company may make in any single
Okalahoma rural small business venture to 25% of the Capital Company's capitalization, can
be determined by the aggregate capitalization of the Capital Company including funds
actually invested plus funds contractually committed to the Capital Company under terms
substantially similar to those described in this ruling request. For this purpose the
capitalization of the entire Capital Company will be taken into account and will not be
determined by looking at the individual series.

Yes, the calculation of the capitalization will take into account the entire capitalization of
the Capital Company and not one individual series and can be determined by the aggregate
capitalization of the Capital Company including funds actually invested plus funds
contractually committed.

3. The investment by the Fund in the Capital Company will constitute "equity" or "near-
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equity" and will meet the definition of a "qualified investment".

It is the ruling of the Tax Policy Division that the investment by the Fund in the Capital

Company will meet the definition of a "qualified investment" within the meanings of 68 O.S.

8§62357.72(7), and 2357.73(B) based, in part, on the following representations:

a. The qualified investment will be in the form of equity and near-equity securities; and

b. The funds will be used by the business ventures in pursuit of a legitimate business
purpose consistent with its organizational instrument. It is the ruling of the Tax Policy
Division that the proposed use of the funds is for a legitimate business purpose.

. The investment by the Fund in the Capital Company will qualify for the credits against tax

provided in 68 Okla. Stat. §2357.73 when the Capital Company makes a qualified
investment in an Oklahoma rural small business venture. The amount of the credit is 30% of
‘the lesser of the qualified investment in the Capital Company or the qualified investment by
the Capital Company in the Oklahoma rural small business venture.

Yes, the investment will qualify for the credit under §2357.73 provided that all other

provisions of the Act are met specifically the expenditure of the funds as required in
§2357.72(6)(1).

. A Film Production Company having the characteristics described in this letter and having its
principal office located in a non-metropolitan area will qualify as an Oklahoma rural small
business venture without regard to the percentage of filming or other activities that are
conducted in metropolitan versus non-metropolitan areas of Oklahoma.

Yes, filming activities within a metropolitan area will not cause the Film Production
Company to lose its status as a rural small business venture under §2357.72(6)(c).

. For purpose of making the determination of whether a Film Production Company is a small
business as defined by the Federal Small Business Administration for purposes of the
definitions of Oklahoma rural small business venture, neither the revenues of any Class A
Investor or Class B Investor will be aggregated with the revenues of the Film Production
Company.

Yes, neither the revenues of any Class A Investor or Class B Investor will be aggregated with
the revenues of the Film Production Company.

. For purposes of making the determination of whether a Film Production Company is an
Oklahoma rural small business venture a Film Production Company's expenditure of the
proceeds of a qualified investment for the purposes of (i) rental or lease of office space; (ii)
rental or lease of equipment and vehicles, including services provided with respect thereto
pursuant to the rental or lease agreement; (iii) rental or lease of real property to be used as
locations for the purpose of filming; (iv) purchase of film or video tape, office supplies and
other tangible personal property; (v) rental of hotel rooms or other accommodations for Film
Production Company employees and independent contractors; and (vi) the purchase or
license of intellectual property rights such as rights to a screenplay, rights to music or other
similar rights to be used in the production of the motion picture, will constitute the
"acquisition of tangible or intangible assets which are used in the active conduct of the trade
or business..." as described in Section 2357.72(6)(f) of the Rural Small Business Act.
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Yes.

A qualified investment by the Fund in an “Oklahoma rural small business venture" in
conjunction with a qualified investment by the Company will qualify for the credits against
tax provided in 68 Okla. Stat. §2357.74.

Yes.

The use by a Film Production Company of the funds received upon a qualified investment
in the manner described in this letter are for a legitimate business purpose of the Film
Production Company and not for the primary purpose of obtaining the tax credits authorized
by the Rural Small Business Act, and the activities described have substantial economic
profit based potential.

Yes. See response to Question #3.

The tax credits resulting from the Fund's qualified investment in the Company will be
available to offset the Oklahoma tax liabilities, as defined in the Rural Small Business Act,
of the member(s) of the Fund and may be specially allocated among the members of the
Fund such that the Class B Investors receive an allocation of all of the Oklahoma tax credits
and the Class A Investors do not receive any allocations of Oklahoma tax credits. The
Oklahoma tax credits may be specially allocated to the Class B Investors pursuant to the
Fund's operating agreement without regard to the manner in which other tax items are
allocated for either Federal or Oklahoma income tax purposes; provided the total of all
credits allocated shall not exceed the amount of the credits to which the Fund is entitled.

Yes, under authority of §2357.73(G).

The tax credits arising from the qualified investments by the Company will be immediately
usable, upon the statutory requirements being met, by the Class B Investors in the Fund, or
the ultimate taxpayers if the Class B Investors are pass-through entities, against any tax
liability arising in the taxable year of the taxpayer in which the qualified investment is made
in the Oklahoma rural small business venture or any subsequent year under 68 Okla. Stat.
§2355 (the "Oklahoma Income Tax") or 68 Okla. Stat. § 2370 (the "Bank Privilege Tax")
and 36 Okla. Stat. §§624 and 628 (the "Insurance Premium Tax"), including estimated tax

payments.
Yes.

If the Company makes a qualified investment in an "Oklahoma rural small business venture"
in the form of "equity" or "near equity" the Company may receive payments or distributions
of revenues of the Oklahoma rural small business venture provided such payments or
distributions do not reduce the Company's ownership interest in the Oklahoma rural small
business venture, and such payments or distributions shall not result in a "recapture event"
under the Rural Small Business Act.

Yes.
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13. The distribution of proceeds received by a Film Production Company upon the sale or
license of a feature length motion picture as described in this letter within 5 years following
the date of the qualified investment pursuant to the terms of an equity or near equity security
held by the Company will not be a recapture event or result in a recapture of the tax credits

to the Class B Investors.

Yes, the distribution of proceeds will not constitute a recapture event.

14. A Film Production Company's sale or license of a motion picture film to one or more third
parties as described in this letter will meet the definition of "market-based liquidity event" as
described in the Rural Small Business Act.

Yes.

15. The rulings request herein may be relied upon by the Company, the Fund and the Investors
in the Fund, including any indirect investors through pass-through entities.

Yes.

This response applies only to the circumstances set out in your request of
Bl Pursuant to Commission Rule 710:1-3-73(e), this Letter Ruling may be generally relied
upon only by LLC Films, LLC, LLC Investment Fund, LLC, LLC Films Management, LLC, and
their investors, assuming that all pertinent facts have been accurately and completely stated, and
that there has been no change in applicable law.

Please be advised that the issuance of this ruling does not preclude the Oklahoma Tax
Commission from conducting an audit or examination under Sections 206, 2357.63B or
2357.74B of Title 68 of any report or return claiming a credit for the transactions outlined in this
letter ruling. The Commission reserves the right to issue any assessment, correction, or
adjustment authorized under 68 O.S. §221.

Sincerely,

Oklahoma Tax Commission

Tony Mastin, Director
Tax Policy & Research Division _




