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TAX POLICY DIVISION
DAWN CASH, DIRECTOR

April 17, 2008

MMISSION
PHONE ( 405) 521 -3133

FACSIMILE ( 405) 522-0063

Re: LR -07 -136

Income Tax - Oklahoma Credit for Direct Investment in Agriculture

Dear

This is in response to your inquiry of August 29, 2007 wherein you requested a ruling for
your clients an Oklahoma limited liability company ( the

Agricultural Company "), and its wholly owned subsidiary, the
Dairy Company") and on behalf of any investors who invest directly or indirectly, 
through flow - through entities, in the Agricultural Company, regarding the application of
the Oklahoma Credit for Direct Investment in Agriculture, Okla, Stat. 68 § 2357.25 ( the

Act "), to the transactions described below. What follows is verbatim your facts and
requested ruling and our response thereto. 

Summary of Transaction: 

A. Background Information

The Agricultural Company is a newly formed entity which intends to purchase
approximately 40 acres of farmland in Oklahoma with an estimated
value of approximately $200,000 for the purpose of raising grass hay to custom raise
dairy heifers and/or steers. This entity will he operated by and

who will hold all of the outstanding voting membership interests, and will
serve as the sole managers of the Agricultural Company. The Agricultural Company
is seeking accredited private investors to make equity investments of approximately

1, 500,000 in the Company which the Agricultural Company will invest in an
Oklahoma producer -owned agricultural processing venture" ( an " Agricultural

Processing Venture "). In addition to equity investments from private investors, the
Agricultural Company will seek debt financing of approximately $ 8, 700,000 from a

commercial lender. Once the desired funds have been raised through equity and debt
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financing, the Agricultural Company will contribute all of the funds invested in the
Agricultural Company to the Dairy Company; provided that the Agricultural

Company will reserve approximately $200,000 for the purchase and operation of the
farmland in Oklahoma. The Dairy Company will form two new
Oklahoma limited liability companies to handle its dairy operations: 

the " Properties Company ") and the
Dairy Operator "). The Dairy Company will invest approximately $ 6,200,000 in the

Properties Company with the funds earmarked for the purchase of land and a dairy
facility located in Oklahoma. The dairy facility that the Properties
Company intends to purchase was shut down in April 2007, and has not been in
operation since that date. The Properties Company will hold title to the land and dairy
processing facility which it will then lease to the Dairy Operator. The Properties
Company will be 100% owned by the Dairy Company and will be managed by

and The Dairy Operator will receive a capital contribution
of approximately $ 3, 800,000 from the Dairy Company which will be used to
purchase a herd of dairy cattle. The Dairy Operator will lease the dairy facility from
the Properties Company and will produce milk from the dairy cattle. The Dairy
Company will initially own 100% of the Dairy Operator, but will grant

the onsite manger of the facility, the right to acquire a 3% membership

interest in the Dairy Operator in exchange for his capital contribution of
approximately $ 115, 000. and will also be offered the

opportunity to obtain membership interests in the Dairy Operator in exchange for a
contribution of approximately 200 Holstein and/ or Jersey bred heifers with an
approximate value of $360,000 to the Dairy Operator. 

and ownership percentage will be determined based
on the fair market value on the date of contribution, but based on current estimates

they will acquire approximately 10% of the Dairy Operator. Dairy Operator will be
managed by and

B. Step by Step Summary of Transaction Structure. 

Following is a step -by -step summary of the transaction structure described on Exhibit
A hereto ( step numbers indicated below correspond to the step numbers displayed on
Exhibit A). 

Step 1: 

Certain individuals or entities ( the " Investors ") will purchase limited liability
company interests in the Agricultural Company at the closing in exchange for an
approximate aggregate purchase price of $ 1. 5 million, and, in return, will be

issued 100% of the Preferred ( non- voting) Units of the Agricultural Company. 
and will each contribute $ 10,000 to the Agricultural

Company in exchange for 100% of the Common ( voting) Units of the

Agricultural Company. and and the Investors will
grant to each other overlapping put and call options for the Preferred Units in the



Agricultural Company exercisable in January 2008. The aggregate value of the
Preferred Unit put and call options is $ 30,000. It is anticipated that

and will exercise their call options to acquire all of the Preferred

Units in the Agricultural Company during 2008

Step 2: 

The Agricultural Company will borrow approximately $ 8. 7 million from a bank

lender on commercially reasonable terms and issues a promissory note to the bank
lender which will ultimately be secured by a pledge of all assets of the
Agricultural Company, including the equity interests in the Dairy Company held
by the Agricultural Company ( see " Step 3," below). The parties anticipate that the

bank lender will also require ( i) the Dairy Company to pledge the membership
interest in the Properties Company and. the Dairy Operator; and ( ii) the Properties
Company and the Dairy Operator to pledge all of the underlying assets owned by
the Properties Company and the Dairy Operator. 

Step 3: 

The Agricultural Company will make an investment of approximately

10, 000,000 in the Dairy Company and, in return, is issued equity interests in the
Dairy Company. The Agricultural Company will reserve approximately $200,000
for the purchase and operation of farm land to be used to raise hay to provide feed, 
to the dairy cattle. 

Step 4: 

The Dairy Company will contribute approximately $ 6,200,000 to the Properties

Company, a newly formed Oklahoma limited liability company which is a wholly
owned subsidiary of the Dairy Company. The Properties Company will use these
funds to purchase the land and the dairy facility located in
Oklahoma. 

Step 4a: 

The Dairy Company will contribute approximately $ 3, 800,000 to the Dairy
Operator, a newly formed Oklahoma limited liability company. The Dairy
Operator will use these funds to acquire a herd of dairy cattle. The Dairy Operator
will lease the dairy facility from the Properties Company, and will manage and
operate the dairy facility: 

Step 5: 

The Agricultural Company anticipates that the bank lender described in Step 2
will require that the Dairy Company, the Properties Company and the Dairy
Operator guaranty the loan described in Step 2 and enter into a security agreement



granting the lender a first lien on the land, dairy facility and herd purchased by
these entities. 

Rulings Requested and OTC Responses: 

1. The Agricultural Company meets the definition of an " Oklahoma Agricultural

Producer" within the meaning of 68 Okla. Stat. § 2357.25( I)(5) &( 7). 

Yes, the Agricultural Company appears to meet the definition of an Oklahoma
Agricultural Producer within the meaning of 68 Okla. Stat. § 2357.25( 1)( 5) &( 7). 

2. The Dairy Company will qualify as . a " Oklahoma Producer -Owned Agricultural

Processing Venture within the meaning of 68 Okla. Stat. § 2357.25( 1)( 3). 

Yes, the Dairy Company appears to meet the definition of an Oklahoma Producer - 
Owned Agricultural Processing Venture within the meaning of 68 Okla. Stat. § 
2357.25(l)(3). 

3. The investment by the Agricultural Company in the Dairy Company will qualify for
the credit against tax provided in 68 Okla. Stat. .§ 2357.25( A). The amount of the.credit

is 30% of the funds invested by the Agricultural Company in the Dairy Company. The

amounts described in the letter are approximate amounts only, but assuming the Dairy
Company invests $ 10,000,000 in the Dairy Company the amount of the credits would be

3, 000,000.. 

Yes, investment by the Agricultural Company appears to qualify for the credit
against tax provided for in 68 Okla. Stat. § 2357.25(A). This credit can be used to

offset the tax imposed by 68 Okla. Stat. § 2355. The 30% credit is fixed for tax year

2007. The credit percentage shall be 30% for all funds invested in this venture in

2008, and shall not be adjusted pursuant to 68 Okla. Stat. § 2357.25( B) or (C). 

4. The tax credits resulting from the investment in the Dairy Company will be available
to offset the Oklahoma tax liabilities, as defined in the Act, of the member( s) of the
Agricultural Company and may be specially allocated among the members of the
Agricultural Company such that the Preferred Unit Holders receive an allocation of all of
the Oklahoma tax credits and the Common Unit Holders do not receive any allocation of
Oklahoma tax credits. 

Yes. Since the Agricultural Company is a pass- through entity, in this case a Limited
Liability Company, the tax credits can be allocated to the members of the pass - 
through entity provided that the total amount of credits allocated do not exceed
100% of the credits earned. 

S. The tax credits resulting from the investment in the Dairy Company will be

immediately usable by the members of. the Agricultural Company, or the ultimate
taxpayers if the members are flow - through entities, against any tax liability then due from



such investor under 68 Okla. Stat. § 2355 ( the " Oklahoma income tax "), including
estimated tax payments. 

Yes. These credits become available to offset the tax imposed by 68 Okla. Stat. § 
2355, including estimated tax. See OTC form OW -ES for the application of credits

for estimated tax purposes. 

6. The exercise of a put or call option to acquire the Preferred Units of the Agricultural

Company will not be treated as a sale or other disposition of an ownership interest in the
Agricultural Processing Venture as described in Section 2357.25 ( G)(2) and will not

result in a reduction of the tax credit previously allocated to the Preferred Unit Holder. 

Yes, the exercise of a put or call option to acquire Preferred Units of the

Agricultural Company will not be treated as a sale or other disposition of an
ownership interest in the Agricultural Processing Venture. 

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

Yes. This response applies only to the circumstances set out in your request of
August 29, 2007. 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. 

This letter may also be relied upon by investors in the Agricultural Company for the
transactions outlined in this letter 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 68 Okla. Stat. § 206 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 Okla. Stat. §221. 

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

Sincerely, 

OKLAHOII
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Michael C. 

Tax Policy


