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TAX POLICY DIVISION
DAWN CAsH, DIRECTOR

May 26, 2010

Re: LR-10-090

Dear .

This letter ruling is in response to your letter ruling request dated
wherein you posed a ruling request relating to the Rural Venture Capital Formation
Incentive Act (68 O.S. §2357.70 et seq.). Following a verbatim restatement of the facts as
outlined in your letter, are the specific rulings requested and our responses thereto.

This letter is to request an opinion on whether funding of a new film production
company(-ies) in Oklahoma will meet the requirements of an Oklahoma Rural Small
Business Venture under the Rural Venture Capital Formation Incentive Act, 68 O.S. §
2357.71 et seq ("Act"). an Oklahoma Rural Small Business Capital
Company ("Capital Company"), has previously received a favorable ruling from your
office on its business operation under the Act for the benefit of motion picture production
within the state. A film production company has expressed an interest in Oklahoma for an -
upcoming feature film production. The availability of investment from the Capital
Company is a substantial reason to locate the film production in Oklahoma. Before
committing to bring the film production to Oklahoma, the company requests a letter
ruling from the Tax Commission that the investment will qualify under the Act.

In support of the request, we offer the following facts.
STATEMENT OF FACTS:
i The film production will form an Oklahoma limited liability company that intends
to qualify as an Oklahoma Rural Small Business Venture (the "Venture"). The Venture

will be engaged in a lawful business under SIC Division I Major Group 78, Motion
Picture Production. The Venture requires the use of the Capital Company investment in
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order to come to Oklahoma and begin its operation and is therefore in need of financing.
The Venture will have a physical office address located outside of a county with a
population of 100,000 or more according to the latest decennial census count. The
Venture will conduct activity, including periods of pre-production and production,
resulting in at least seventy-—five percent (75%) of its gross annual revenue, determined
by the license fee for the asset created, from a nonmetropolitan area of the state. The
Venture will, within 18 months of any investment made by the Capital Company, have
more than 50% of its employees or assets located in Oklahoma. The Venture will expend
within 18 months of any investment made by the Capital Company 50% of its investment
on both tangible and intangible assets, as those terms are defined under the Act, for the
purchase or lease of equipment, services, goods, locations, accommodations, rentals, IP
rights, and working capital. The purpose of the Venture will be to film a motion picture
(the "Project”) in Oklahoma, conducting business for that purpose as the Oklahoma
entity. The Venture will form an Investment Fund (the "Fund") to collect investments for
the Venture to fund the Project.

2. The Fund will be formed as a limited liability company under Oklahoma law. The
Fund will raise capital for the purpose of making venture capital investments in the
Venture. Investments will be made through a designated series in the Capital Company,

3 The Fund intends to invest all or a portion of the capital it raises in an Capital
Company in return for at least 99.99% of all outstanding units of the Capital Company's
Series X (the "Equity Investment™).

4. The investments in Fund will be in the form of both equity and debt from lenders.
The debt from Ienders will be in an amount equal to approximately 8 times the amount of
the Investments and will serve as the initial loan for the Project and will be guaranteed by
the Investors in the Fund. Initial loans will have a maturity date of not less than five years
with a repayment schedule that is not faster than a level amortization over five years. The
initial loans will allow for prepayment which may or may not result in premium or
penalty. The Fund anticipates refinancing the initial loans with the same or different
lenders once funds for the Project are ready and available to cash flow the motion picture
(the “Project loans"). The Project loans will be secured by a pledge of the assets of and a
guarantee from the Venture to which the loan relates in relation to the investment from
the Capital Company. The Fund will refinance the loan no sooner than after investment
from Fund to Capital Company and subsequently from Capital Company to Venture. All
Project loans made directly to company will be equal to or in excess of the amount of the
Initial loans. As a result of the refinance, the proceeds of the Project loan will be used for
the investment by the Fund into the Capital Company and subsequently by the Capital
Company into the Venture.

. ¥ The Fund may also replace the Initial loans with equity investments for the
Project (the "Project equity") once the investments are available and ready to cash flow
the Project. The Project equity will be used to fund the Project and would therefore allow
for prepayment of the Initial loan to Fund to which the Project equity relates in relation to
the investment from the Capital Company. The Project equity would be available to




replace the Initial loan no sooner than after investment from Fund to Capital Company
and subsequently from Capital Company to Venture. All Project equity made directly to
company will be equal to or in excess of the amount of the Initial loan. The proceeds of
the Project equity will be used for the investment by the Fund into the Capital Company
and subsequently by the Capital Company into the Venture.

6. The Initial loans will be repaid when Project loans or Project equity are obtained
and the Initial loan guarantees will be released. The Initial loans will be made to the
Fund, and not the Capital Company or the Venture. The loan or equity-investment from
Capital Company to Venture under the Initial loan will at all times remain in tact upon
the same terms or in the same proportion of interest after obtaining Project loans or
Project equity.

Supplemental Ruling Requested
The ruling requested is as follows:

, & The Venture seeking to film its motion picture in Oklahoma will meet the
requirements of an Oklahoma Rural Smail Business Venture under the Act according to
the facts above.

It is the ruling of the Tax Policy Division that the Venture meets the definition of an
"Oklahoma rural small business venture" within the meaning of § 2357.72(6), (provided
the Venture qualifies as a small business as defined by the federal Small Business
Administration), based on the following representations:
1) The Venture will have at least 50% of its assets or employees located in
Oklahoma within 180 days after a qualified investment is made;
2) The Venture needs financial assistance in order to commence its business as
described in the letter ruling request;
3) The Venture is engaged in a lawful business activity under Division I of the
Standard Industrial Classification Manual;
4) At least seventy-five percent (75%) of the Venture's gross annual revenues will be
a result of activities conducted in areas deemed to be non-metropolitan areas within
the state of Oklahoma,; and
5) The Venture will expend within eighteen (18) months after the date of the
qualified investment at least 50% of the investment for the acquisition of tangible or
intangible assets which are used in the active conduct of the trade or business, and
for working capital.

2 The refinancing or repayment of the Initial loans made to the Fund will not result
in a recapture event under the Act. ;

Yes. The refinancing or repayment of the Initial loans made to the Fund will not result in
a recapture event under the Act.




3 The release of guarantees of the investors of the Fund upon successful refinance
or equity investments in the amount of the Initial loan will not constitute a recapture
under the Act.

Yes. The release of guarantees of the investors of the Fund upon successful refinance or
equity investments in the amount of the Initial loan will not constitute a recapture under
the Act.

4. The Fund will be entitled to the 30% tax credit described in 68 O.S. § 2357.73
resulting from its investment in the Capital Company to the extent of the Capital
Company's investment in Venture.

Yes. The credit in 68 O.8. § 2357.73 is 30% of the qualified investment which is actually
invested in an Oklahoma rural small business venture and used in pursuit of a legitimate
business purpose.

o The Fund will be entitled to the 30% tax credit descnbed in 68 O.S. § 2357.74
resulting from its direct investment in Venture.

Yes. A shareholder or partner of a qualified rural small business capital company that
has made a qualified investment in an Oklahoma rural small business venture may make
a direct investment in an Oklahoma rural small business venture to the extent allowable
under the provisions of Section 2357.74 of Title 68.

6. Tax credits generated will be based on 100% of the investment proceeds received
by Venture from investments made directly from Fund and investment from the Capital
Company.

Yes. The credit in 68 O.S. §§ 2357.73 and 2357.74 is 30% of the qualified investment
which is actually invested in an Oklahoma rural small business venture and used in
pursuit of a legitimate business purpose.

7 Upon the statutory requirements being met, the tax credits generated may be
immediately used by investors against any tax then due for the investor's current tax year
as well as future tax years under the carry- forward provisions of the statute.

Shareholders, partners or members of pass-through entities that are entitled to a credit
under §§2357.73 and 2357.74 of Title 68 may receive an allocation of the credits from
the pass-through entity provided the legal obligation to repay any borrowed funds must
be equal to or greater than the member's pro rata equity share of the pass-through entity
and the allocation may not exceed the member's pro-rata equity share of the pass-
through entity. Once allocated to the shareholders, partners or members, the credits may
immediately be used to offset various Oklahoma tax liability for the same year in which
the investment was made, including Oklahoma income taxes, bank privilege taxes and
insurance company premium taxes when due. The credit may also be used to offset
estimated income taxes; however, if the credit exceeds the amount of taxes due, the




amount of the claim not used may be carried forward to a future taxable year but may not
be used 1o offset estimated tax liabilities to generate a refund of the credits.

This response applies only to the circumstances set out in the request dated May
16, 2010. 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 and its 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 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.

Sincerely,

OKLAHOMA TAX COMMISSION

Dawn Elizabeth Cash, Director
Tax Policy & Research Division

Letter rulings are binding on the Commission only with respect to the individual taxpayer being
addressed in the ruling. This presentation of the ruling in a redacted form is informational

only. Rulings are made in response to particular facts presented and are not intended necessarily
as statements of Commission policy.



