STATE OF RHODE | SLAND - DI VI SI ON OF TAXATI ON

TAX CREDI TS/ DEDUCTI ON

REGULATI ON CRO2- 04

Ef fective January 1, 1998 the investnment tax credit statute
(RIG 44-31) was extended to provide a ten percent (10% tax
credit to manufacturers and certain non-manufacturers ("qualified
t axpayers”) which neet statutorily defined criteria. The
investment tax credit was further extended on June 30, 1999 to
provide the ten percent (10% tax credit to property having a
situs in Rhode |Island however acquired by "qualified taxpayers"
whi ch are property and casualty insurance conpani es.

The investnment tax credit was increased fromfour percent (4%
to ten percent (10%9 wth respect to buildings and structural
conponents which are acquired, constructed, reconstructed or
erected after July 1, 2001 for "high performance manufacturers”.

This regulation is set out in tw (2) parts. The first part
of the regulation deals with manufacturers that neet the criteria
for the four percent (4% tax credit. The second part of the
regul ati on deals with manufacturers and non-manufacturers which
nmeet the statutory criteria for the ten percent (10% tax credit.

In general, provisions applicable to manufacturers in Part |
are deened applicable to "qualified taxpayers” in Part Il unless
law or regulations in Part Il mandate ot herw se.

Docunent ati on and I nformati on Required

Taxpayers seeking credit as "manufacturers or qualified
t axpayers” nust conplete the 3468 form and nust attach copi es of
cal cul ati ons and docunents evi denci ng satisfaction of the speci al
criteria required for "qualified taxpayers" including but not
limted to | etters docunenting training expenses fromthe Human
Resource I nvestnment Council, docunenting wage information fromthe
Rl Departnent of Labor and Training, and cal cul ati ons pertaining
t 0 wages or Qgross revenues.

I NVESTMENT TAX CREDI T - PART | " MANUFACTURERS"

. A taxpayer shall be allowed an investnment tax credit
conputed in accordance with 44-31-1 agai nst the business
corporation tax or the personal incone tax as inposed by Chapters
44-11 and 44-30, respectively, on tangi ble personal property and
ot her tangi ble property, including buildings and structural
conponent s of buil dings acquired, constructed, reconstructed or
erected for use principally by the taxpayer in the production of
goods by manufacturing, processing or assenbling. The investnent



tax credit shall be all owed agai nst the business corporation tax
conputed on the basis of net inconme or net worth apportioned to
Rhode Island, provided, however, that an investnent tax credit

will be allowed against the tax of only that corporation, included
in a consolidated state tax return, that qualifies for the credit
and will not be all owed against the tax of other corporations that
may join in the filing of a consolidated state tax return with
such corporation

The investnent tax credit shall be allowed on qualifying
property acquired, constructed, reconstructed or erected after
Decenber 31, 1973 and first placed in service in this state during
a taxabl e year beginning on or after July 1, 1974. A taxpayer
pl aci ng otherwi se qualifying property in service during a taxable
year beginning prior to July 1, 1974 shall not be allowed a credit
in the year placed in service nor shall the taxpayer be allowed a
carryforward to any subsequent year.

In order to qualify for this credit, the property nust:

(a) Be depreciable pursuant to Sec. 167 of the
I nt ernal Revenue Code;

(b) Have a useful |ife of 4 years or nore;

(c) Be acquired by purchase as defined in Sec.
179(d) of the Internal Revenue Code;

(d) Have a situs in this state at the date first
pl aced in service by the taxpayer; and

(e) Be principally used by the taxpayer in the
producti on of goods by manufacturing,
processi ng or assenbling, as hereinafter
descri bed.

I1. For the purpose of this regulation, the business of
manuf act uri ng, processing or assenbling, shall be divided into
three parts as foll ows:

(a) Admi nistration, nmeaning all adm nistrative
wor k such as general office operations,
accounting, purchasing, collection, sales
pronotion, clerical work in production such as
preparation of work records, production
records and tine records, and the transporting
of raw materials to the plant.

(b) Production, meaning all operations perforned
i n producing or processing room shop or
pl ant, including the production line starting
with the handling and storage of raw materials



at the plant and continuing through the | ast
step of production where the product is

fini shed, packaged for sale and stored.
Production shall also include machi nery,

equi pnent or other tangible property which is
principally used in the repair and service of
ot her machi nery, equi pnent or other tangible
property used principally in the production of
goods.

(c) Distribution, nmeaning all operations
subsequent to production such as selling,
di spl ayi ng, |oading and transporting the
manuf act ur ed products.

The investnent tax credit does apply to property used in the
produci ng or processing room shop, or plant if such property is
principally used in production as defined above. The investnent
tax credit does not apply to property principally used in
adm nistration and distribution as defined above.

I11. Section 44-31-1(b) states:

" manuf acturi ng shall nean the process
of working raw materials into wares suitable
for use or which gives new shapes, new
quality or new conbinations to matter which
al ready has gone through sone artificial
process by the use of machinery, tools,
appl i ances, and other simlar equipnent.
Property used in the production of goods
shal | include machi nery, equipnent or other
tangi bl e property which is principally used
in the repair and service of other machinery,
equi pnment or other tangi ble property used
principally in the production of goods and
shall include all facilities used in the
producti on operation, including storage of
materials to be used in production and of the
products that are produced.”

Wthin the neaning of the precedi ng paragraph a taxpayer is
deened to be a manufacturer within a city or town within this
state if it uses any prem ses, roomor place therein primrily for
t he purpose of transformng raw materials into a finished product
for trade through any or all of the follow ng operations:
adapting, altering, finishing, making and ornamenting; provided,
however, that public utilities, building and construction
contractors, warehousing operations, including distribution bases
or outlets of out-of-state nanufacturers, fabricating processes
i ncidental to warehousing or distribution of raw materials such as
alteration of stock for the conveni ence of a custoner, shall be
excluded fromthis definition.



A manufacturer is a taxpayer whose principal business in this
state consists of transformng raw materials into a finished
product for trade through any or all of the operations described
in the precedi ng paragraph. A taxpayer will be deened to be thus
principally engaged if the gross receipts derived from such
manuf acturing operations in this state during the taxable year
anounted to nore than fifty percent (50% of the total gross
recei pts derived fromall the taxpayer's business activities in
this state during the sane taxable year. For the purpose of
conmputing this percentage, gross receipts derived by a
manufacturer fromthe sale, |ease or rental of finished products
manuf act ured by the taxpayer in Rhode |Island should be deened to
have been from manufacturing even though the taxpayer's store or
ot her sales place in Rhode Island may be at a different Rhode
| sl and | ocation fromthe Rhode |sland manufacturing plant.

The term "manufacturer™ shall al so include taxpayers who are
principally engaged in any of the general activities respectively
coded and listed as establishnments engaged in manufacturing in the
Standard | ndustrial Cassification Manual prepared by the
Technical Conmmittee on Industrial Cassification, Ofice of
Statistical Standards, Executive Ofice of the President, United
States Bureau of the Budget, as revised fromtine to tine, but
el imnating as manufacturers those taxpayers, who, because of
their limted type of manufacturing activities, are classified in
the manual as falling within a trade rather than an industri al
classification of manufacturers. Anong those thus elimnated
(and accordingly al so excluded as manufacturers within the meaning
of this subsection), are taxpayers primarily engaged in selling,
to the general public products produced on the same prem ses from
whi ch they are sold, such as nei ghborhood bakeries, candy stores,
ice cream parlors, shade shops and customtailors. However, a
person who manufactures bakery products for sale primarily for
home delivery, or through one or nore nonbaking retail outlets
(whether or not the retail outlets are operated by the taxpayer)
shal | be a manufacturer.

IV. The credit is 2% of the cost or other basis for federal
tax purposes and is only allowable in the year the property is
first placed in service by the taxpayer for the production of
goods by manufacturing, processing or assenbling provided,
however, that only the portion of expenditures that is properly
attributable to acquisition, construction, reconstruction or
erection after Decenber 31, 1973 is taken into account, provided
however the anobunt of credit shall be 4% of the cost or other
basis for federal tax purposes for expenditures after Decenber 31,
1993. If property is principally used in manufacturing,
processing or assenbling and is partially rented or |eased, etc.,
the basis of the property nust be adjusted for that proportionate
share of nonqualifying use. Property is considered first placed
in service by the taxpayer in the tax year in which under the



t axpayer's depreciation practice, the period for depreciation for
the property begins or the year in which the property is placed in
a condition or state of readiness and availability for a

specifically assigned function, whichever is earlier. 1f, for the
federal tax purposes of the taxpayer, qualifying property has a
useful life of a range of three to five years, such property wll
be considered to have a useful |ife of four years. The credit may

not reduce the tax for any year to less than the mninumtax. Any
unused investnent tax credit nay be carried forward for seven
years.

V. "Principally used" means used nore than 50% A buil ding
or addition is principally used in production where nore than 50%
of its useabl e business floor space is used in storage and
production. Floor space used for bathroons, cafeterias and
| ounges is not useabl e business floor space. Floor space used for
adm ni stration and distribution is not used in production.
Machinery is principally used in production when it is used in
production nore than 50% of its normal operating tine.

EXAMPLE: ABC Corp., a cal endar year corporation, acquires
a five story building, including structural conponents, (each
story of equal square footage) on 1/1/75, the basis of which is
$100, 000.

(a) Taxpayer rents or |eases out three floors and
uses the remaining two floors in the production
of goods by manufacturing, processing or
assenbl i ng.

Since less than 50% of the building is used in
production, there is no investnent tax credit
al l owed on any portion of the building.

(b) Taxpayer rents or |eases out two floors and
uses the remaining three floors in the
producti on of goods by manufacturing,
processi ng or assenbling.

Since nore than 50% of the building is used in
production, there will be allowed an investnent
tax credit on that portion of the building not
| eased.

(c) Taxpayer uses three floors for production and
two floors for adm nistration and distribution.

Since nore than 50% of the building is used in
production and none of the building is |eased
out, there will be allowed an investnment credit
on the whol e buil di ng.



VI. A taxpayer shall not be allowed a credit with respect to
tangi bl e personal property and other tangible property, including
bui | di ngs and structural conponents of buildings, which it |eases
to any other person or corporation or |eases fromany other person
or corporation. For purposes of the precedi ng sentence, any
contract or agreenent to |lease or rent or for a license to use
such property shall be considered a | ease, unless such contract or
agreenent is treated for federal inconme tax purposes as an
i nstall ment purchase rather than a lease. 1In order to be
consi dered the owner of the production property, a taxpayer nust
be all owed federal depreciation on such property. Since property
rented to others does not qualify for credit, the credit shall not
be all owed where the purchaser is not the user of production
property, even where the purchaser and the user may be included in
a consolidated federal and/or a consolidated state tax return.

VII. At the election of the taxpayer, an investnent credit
may be all owed on otherw se qualifying property in |ieu of
el ective deductions on facilities qualifying as:

(a) Air and water pollution control facilities
(Sec. 44-11-11(a) and 44-30-7);

(b) Research and devel opnent facilities (Sec.
44-32-1).

The el ection nay be nade even though the qualifying property
is not depreciable under Sec. 167 of the Internal Revenue Code and
is anortized under Sec. 169 or 174 of the Internal Revenue Code.

Where anortization of air and water pollution control
facilities was deducted from apportioned net inconme or where
expenditures for research and devel opnent facilities were deducted
fromallocated entire net incone, an investnent tax credit wl]l
not be allowed on the sane facilities.

VIII. A recapture of a portion of the investnent tax credit
is required where property on which a credit has been allowed is
di sposed or ceases to be in qualified use except:

(a) Where property was in qualified use for its
entire useful life, or

(b) Where property was in qualified use for nore
t han twel ve consecutive years.

| X.  Conputation of the recapture.
Recapture = Tax credit taken on property ceasing to qualify x

(useful life of property in nonths - qualified use in nonths)
(useful life of property in nonths)



EXAMPLE: XYZ Corp., a calendar year corporation, acquires a
five story building, including structural conponents, (each story
of equal square footage) on January 1, 1975, and the building's
basis is $100,000. The building has a 20 year life. Taxpayer
rents or | eases out one floor and uses the remaining four floors
as three in production and one in adm nistration and distribution.
| nvest ment Tax Credit = 2% x ($100, 000 - $20, 000) = $1, 600.

(a) On January 1, 1976 taxpayer rents another floor
that it had previously been using in
adm ni stration and distribution. At that point
taxpayer is renting two floors and using the
remai ning three floors in production.

Conmput ati on of the recapture would be as
foll ows:

R = $1,600 x 1/4 (240 nonths - 12 nonths)
240 nont hs

Py
I

$400 x 95%

)
I

$380

(b) On January 1, 1976 taxpayer rents two nore
floors used in production before. At this
poi nt the taxpayer is renting three floors and
using the remaining two floors as one in
producti on and one in adm nistration and
distribution. Since the entire building is not
used nore than 50%in production, there is a
recapture of the entire remaining investnent
credit conputed as foll ows:

R = $1,600 x 4/4 (240 nonths - 12 nonths)
240 nont hs

)
I

$1, 600 x 95%

Py
I

$1, 510

(c) On February 1, 1987 taxpayer converts the
entire building to | eased property. Since the
bui Il ding was held nore than twelve years, there
is no recapture of investnment tax credit.

X. Wiere property is disposed of or ceased to be in qualified
use during the initial taxable year, the tax credit on that
property shoul d be reduced by the recapture on that property.

Xl. \Where property is disposed of or ceases to be in
qualified use during other than the initial taxable year, the



t axpayer may not reduce the anount of tax liability created by a
recapture of investnent tax credits by investnent tax credits
all owed for the year in which the asset is disposed of, nor can
that liability be reduced by any carryovers of investnent tax
credits to that year. The anount of recapture shall be added to
the taxpayer's tax in that year. The anount of recapture required
to be added to the tax in that year may not be offset or reduced
by application of any other credit otherw se available to the

t axpayer for the sane tax year. For exanple, a taxpayer nmay not
of fset a recapture of investnent credit by applying daycare
credits.

Xll. The followng rules apply to transactions between
t axpayers:

A recapture of investnent tax credit is required unless all of
the following elenents are present in the transaction:

(a) The property is transferred from one taxpayer
to another by a transaction in which the basis
of the property in the hands of the transferee
is determned in whole or in part by reference
to the basis in the hands of the transferor, or
a nere change in the formof the taxpayer's
busi ness, and

(b) the acquiring taxpayer is taxable under
Chapters 44-11 or 44-30 of the Rhode Island
CGeneral Laws, and

(c) the property continues to be in qualified use.

If all of the preceding elements are present in the
transaction, the transfer will not require a recapture of
i nvestnment tax credit and any unused investnent tax credit on the
transferred property may be passed through to and carried forward
by the acquiring taxpayer.

If the property in the hands of the acquiring taxpayer is not
in qualified use for its entire life or for nore than twelve
years, a recapture by the acquiring taxpayer is required. 1In
nmeasuring the period of qualified use, the period during which the
property was held by the transferor taxpayer and the acquiring
t axpayer shall be taken into account.

The above rules do not strictly conformto federal treatnent.
For exanple, a recapture is required where a transfer is made
other than to an acquiring taxpayer taxable under Chapters 44-11
or 44-30 (on the theory that the property is no longer in
qgual i fied use).

XIll. The follow ng are exanples of incidents which require



recapture:
(a) A legal dissolution;
(b) A trade-in;
(c) Foreclosure of a security interest;

(d) Retirenent before expiration of its useful
life.

(e) Destruction or damage by fire, storm or other
casualty or by reason of its theft or other
i nvol untary conversi on;

(f) Where property is |leased to others;

(g) Renoval of property fromthe state

(h) Cease to own property

(i) Cease to otherwise be in qualified use.

XIV. In order to qualify as property used in the production
of goods, inventoriable goods nust be produced and the property
nmust be used principally in the production of such goods. Since
the | aw i ncl udes property and equi pnment used to store raw
materials and finished goods in the definition of manufacturing,
property and equi pnent at the raw material warehouse and at the
fini shed goods warehouse woul d qualify provided that the property
and equi pnent are principally used in handling or storing the raw
materials or finished goods. Property used to transport raw
materials to the raw materi al s warehouse or finished goods to
custonmers would not qualify. Property used for in-plant handling
of materials during the manufacturing process would qualify.
Property used for transporting materials between plants over
public roads would not qualify.

XV. The investnent tax credit shall apply only in the taxable
year in which the property is first placed in service by the
taxpayer. Acquisitions in a taxable year do not affect simlar
property previously qualifying. For exanple, a manufacturer
builds an addition to a previously qualifying building for use as
of fice space. The investnment in the addition will not qualify for

the credit since it is not used in production, but it will not
trigger a recapture of the credit taken on the previously existing
plant. |If the addition was built for use principally in

production, the credit would apply.

XVI. The term"taxpayer" as used in the regulation shall nean
and i nclude, as appropriate, an individual, a partnership, a
corporation, or other taxable entity.



XVI1. "Structural conponents” neans such separately attached
parts of a building, as walls and built-in partitions, pernmanent
paneling and tiling, doors, stairways, the entire central heating,
pl unbi ng, electrical, and air conditioning systens. Sink and
toilet facilities, sprinkler systens, fire escapes, elevators and
escal ators do not qualify. For the purpose of this regul ation,
the building and all of its structural conponents are treated as a
whol e when the building is acquired, constructed, reconstructed or
erected and first placed in service. The repairs, alterations,

i mprovenents or replacenent of a structural conponent subsequent
to the acquisition, construction, reconstruction or erection of
the building will not be allowed the credit.

XVI11. For the purpose of determ ning the basis of qualifying
property, the carryover of investnent tax credit and of the
recapture of the investnent tax credit, pertinent portions of the
I nternal Revenue Code and regul ations thereunder, including
provi si ons applicable to corporations, Subchapter S corporations,
estates and trusts, and partnerships are deened adopted to the
extent not inconsistent with this regulation and Rhode Island | aw.

| N\VESTMENT TAX CREDIT - PART Il - "QUALI FI ED TAXPAYER(S)"
. Generally

A "qualified taxpayer" shall be allowed a credit conputed in
accordance with section 44-31-1 agai nst the tax inposed by
chapters 11, 14, 17 and 30 of this title. The anount of the
credit shall be ten percent (10% of the cost or other basis for
Federal inconme tax purposes, and the qualified amounts for |eased
assets of tangible personal property and other tangible property
acquired, constructed, reconstructed or erected on or after
January 1, 1998, and provided, further, however, beginning on or
after July 13, 2000 that there shall be allowed a credit in the
anount of twenty-five percent (25% for investnents otherw se
qual i fyi ng under chapter 44-31 for a film production business
neeting the following criteria: (1) located within the State of
Rhode Island; ; (2) whose primary location for the film production
are within the State of Rhode I|Island; and (3) whose total
production budget is a mninmmof three hundred thousand doll ars
($300, 000) but does not exceed five million dollars ($5,000,000).
Fi |l m production shall be defined as the creation of a film
docunentary, direct-to-video or independent television production
sold to conmercial distribution. Total production budget shall be
defined as a pre-production cost including, but not limted to,

t he purchase of the screen play, salaries, equipnent, film
processi ng, sound, editing, and other services related to
production. The budget shall not include costs associated with
the pronotion or marketing of the film video or television
product. Any cost overruns on the project shall also not be
included in the total production budget. The Providence Film



Comm ssion, in conjunction with the Rhode Island Film O fice and
t he Rhode Island State Council on the Arts, wll establish
specific guidelines together with a certification process that
will guide the selection and evaluation of filmprojects that are
eligible for investnent tax credits.

A "qualified taxpayer” neans a taxpayer in any of the
busi nesses described in the najor groups 20 through 39, 50 and 51,
60 through 67, 73, 76, 80 through 82, 87 and 89 of the SIC Code
(or the corresponding industry sectors of the North Anerican
I ndustry Classification System["NAICS'"]) and/or any of the
busi nesses described in the three (3) digit SIC Code 781 (or the
correspondi ng i ndustry sector of the NAICS) which neet certain
wage criteria and with respect to the major groups set forth in
section 44-31-1(b)(3)(d)(2) the additional requirement relating to
gr oss revenues.

Acredit is allowed with respect to buildings and structural
conponents that are acquired, constructed, reconstructed, or
erected after July 1, 2001, which are depreciable pursuant to 26
U S. C section 167, have a useful |ife of four (4) years or nore,
are acquired by purchase as defined in 26 U.S.C. 179(d) or
acquired by lease after July 1, 2001 for a termof twenty (20)
years or nore, excluding renewal periods, have a situs in this
state and to the extent the property is used by a high performance
manuf acturer. The term "hi gh perfornmance nmanufacturer” neans a
t axpayer engaged in any of the businesses described in the major
groups 28, 30, 34 to 36, and 38 of the SIC codes, that pays its
full-tinme equival ent enpl oyees a nedi an annual wage above the
average annual wage paid by all taxpayers in the state which share
the sane two-digit SIC Code, unless the high perfornmance
manuf acturer is the only high performnce manufacturer in the
state conducting business in that two-digit SIC Code, in which
case this requirenent does not apply and whose expenses for
training or retraining its enpl oyees exceeds two percent (2% of
its total payroll costs, or that pays its full-tinme equival ent
enpl oyees a nedi an annual wage equal to or greater than one
hundred twenty-five percent (125% of the average annual wage paid
inthis state by enployers to enpl oyees, or that pays its
full-tinme equival ent enpl oyees classified as production workers by
t he Rhode Island Departnent of Labor and Training an average
annual wage above the average annual wage paid to the production
wor kers of all taxpayers in the state which share the sane
two-digit SIC Code.

1. Leased Property
A. Property leased to the "qualified taxpayer"”
To the extent otherw se allowable, the credit shall be allowed

for conputers, software and tel ecommuni cati ons hardware used by a
"qualified taxpayer” even if the property has a useful life of



| ess than four (4) years.

The credit for property acquired by | ease shall be based on
the fair market value of the property at the inception of the
| ease tinmes the portion of the depreciable |ife of the property
represented by the termof the |ease excluding renewal options.

Exanpl e:

Taxpayer X | eased a conputer froma |essor for a two (2) year
period with a useful |ife of four (4) years. The resulting
gualified cost would be a fraction which represents the two (2)
year | ease divided by the four (4) year life resulting in a fifty
percent (50% qualified cost.

Lease Peri od 2 years
------------ = ------- = 50%x $20,000 = $10, 000
Life of Asset 4 years (Cost) (Basi s)

B. Property leased fromthe "qualified taxpayer" by others

Property | eased (subleased or rented) fromthe "qualified
t axpayer" to others does not qualify for the credit.

C. Property leased to a "high performance manufacturer”

The credit for high performance manufacturers that are | essees
of buildings and their structural conponents for a termof twenty
(20) years or nore, excluding renewal periods, shall be cal cul ated
in the sane manner as for property acquired by purchase.

[, Limtation of Credit

The credit allowed under this subdivision of any taxable year
shall not reduce the tax for the year by nore than fifty percent
(50% of the tax liability that woul d ot herw se be payabl e, and
further cannot reduce the tax to less than the mnimumtax as
appl i cabl e; provided, however, that in the case of the credit
all owed to high performance manufacturers, the fifty percent (50%
[imtation shall not apply. However, if the anmount of credit
al | owabl e under this subdivision of any taxable year is |ess than
t he amount of credit available to the taxpayer any anount of
credit not deductible in the taxable year may be carried over to
the foll ow ng year or years (not to exceed seven (7) years) and
may be deducted fromthe taxpayer's tax for the year or years.

The "tax liability that woul d ot herwi se be payable" is defined
as tax after any other credits are applied unless such credits’
| aws or regul ati ons nmandat e ot herw se.

An exanpl e depicting the limtation of fifty percent (50% of
the tax liability is shown bel ow



A "qualified taxpayer", XYZ Corporation purchases equi pnent
with qualifying costs of $100,000 on February 1, 1998; has
investnent tax credit of $10,000 (10% of $100,000); and a nor nal
tax year of Decenber 31, 1998. The tax as reported on Line 13 of
the RI 1120 is $30,000. The taxpayer has other credits for
enterprise zone wages of $25,000 and a credit for daycare
assi stance of $3,000. What is the maxi mum anount of credit that
can be taken for |ITC?

Tax $ 30, 000
Enterpri se Zone Wage Credit (25, 000)
Daycare Assistance Credit (3, 000)
Tax " O herwi se Payabl e" $ 2,000

Maxi mum | nvest nent Credit
50% tax "t herw se Payabl e"
50% x $2, 000 = 1, 000

TAX DUE $ 1,000

The anmobunt of | TC carryforward is $100,000 x 10% = $10, 000
| ess the anmount used of $1,000, |eaving a balance of $9,000 to
be carried forward to 1999.

Only the investnent credit allowed and clained at the ten
percent (10% rate (effective on or after January 1, 1998) is
limted to fifty percent (50% of the tax liability.

Taxpayers are allowed to use one hundred percent (100% of the
credit carried forward fromyears prior to January 1, 1998 and one
hundred percent (100% of the credit clainmed at the four percent
(4% rate on or after January 1, 1998 to the extent of the tax or
mnimmfiling fee.

Exanpl e 1:

ABC Jewelry is a "C Corporation"; files and pays business
corporation tax (RIGL 44-11); and, for cal endar year 1998, has a
tax of $2,750. ABC Jewelry also has an investnment credit carry
forward of $4,000 from 1996. Because ABC s investnent credit is
carried forward froma year prior to January 1, 1998, it can use
$2,500 of the credit to reduce its tax to the mninumfiling fee.
This is cal cul ated as:

Tax $2, 750
M ni mum Fee 250
Credit used $2, 500

ABC Jewelry then has a carry forward avail able for 1999 of
$1,500 and may use one hundred percent (100% of that credit



because it was carried forward froma year prior to January 1
1998.

Exanpl e 2:

Sam and Joanne Taxpayer have a Rhode |sland personal incone
tax of $1,000 for 1998 and an investnent credit carryforward from
1997 of $700. Because the credit has been carried forward froma
year before January 1, 1998, the taxpayers can reduce their tax by
all of the $700 | eaving a bal ance due of $300 as foll ows:

Tax $1, 000
| nvest nent Credit 700
Bal ance Due $ 300

Exanpl e 3:

G na's Pearl Conpany added qualifying assets during the
cal endar year 1998 which generated an investnent credit of $13, 000
at the four percent (4% rate and for 1998 the corporation (a "C'
corporation) has a tax of $11,000. Because the investnent credit
is at the four percent (4% rate on or after January 1, 1998 the
conpany will use $10, 750 of the credit to reduce its tax to the
mnimumfiling fee calculated as foll ows:

Tax $11, 000
M ni rum Fee 250
Credit Used $10, 750

The conpany will have investnent credit carried forward to
1999 of $2,250 and, depending upon its 1999 tax, the conpany can
use one hundred percent (100% of the credit in 1999 because,
al though it cane from 1998, it was calculated at the four percent
(49 rate.

Exanpl e 4:

Steven and Jennifer Smith are shareholders in a subchapter "S"
corporation which clainmed investnent credit for the cal endar year
1998 using the four percent (4% rate and Steven and Jennifer
recei ved $500 of investnment credit. Since the investnment credit
passed through to them was cal cul ated at the four percent (4%
rate they can use their $500 investnment credit to reduce their
1998 personal incone tax to zero (0) but not bel ow.

V. Property and Casualty | nsurance Conpany
Ef fecti ve June 30, 1999 and to the extent otherw se all owabl e,

the credit shall also apply to property having a situs in Rhode
| sl and and used by a property and casualty insurance comnpany,



however acquired. The term "however acquired" shall include
acqui sition by nerger so long as the property had a situs in this
state at the tinme of nerger.

V. Recapture of Investnent Tax Credit by a Qualified Taxpayer

The rules for recapture on qualified taxpayer acquisitions are
the sane as those cited in the law as it pertains to manufacturing
conpani es based upon acquisitions prior to the enactnent of this
| egislation and al so set out in Part | of this regulation. 1In
addition to those requirenents, conparable rules shall be used in
the case of property acquired by |ease to determ ne the anmount of
credit, if any, that will be recaptured if the | ease term nates
prematurely or if the property covered by the | ease ot herw se
fails to be in qualified use.

Recapture does not occur when the taxpayer subsequently fails
to neet the classification as a "qualified taxpayer".
R GARY CLARK
TAX ADM NI STRATOR
EFFECTI VE: FEBRUARY 1, 2002
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