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

BUSI NESS CORPORATI ON TAX

REGULATI ON CT 02-11

RHCDE | SLAND JOBS DEVELOPMENT ACT

Chapter 42-64.5 grants increnmental income tax rate reductions
to conpanies that create new enploynent in this state.

| . DEFI NI TI ONS:

For purposes of this regulation, the followi ng definitions
apply:

"Adj usted Current Enploynment”, nmeans for any taxable year
ending on or after July 1, 1995, the aggregate of the average
daily nunber of full-tinme equival ent active enpl oyees enpl oyed
within the state by an eligible conpany and its eligible
subsidi ari es during such taxabl e year.

"Affiliated entity" neans any corporati on owned or controlled
by the same persons or sharehol ders who own or control an eligible

conpany.

"Base enploynment" means the aggregate nunmber of full-tine
equi val ent active enpl oyees enployed within the State by an
eligible conpany and its eligible subsidiaries on July 1, 1994, or
at the election of the eligible conpany, an alternative date
provided by R 1.G L. 42-64.5-5, provided, however, that an
eligible conpany that is a tel econmuni cati ons conmpany may only
determne its base enploynent on either July 1, 2001 or July 1,
2002.

"Eligi bl e subsidiary" neans each corporation 80% or nore of
t he outstandi ng common stock of which is owned by an eligible

conpany.

"Eli gi bl e conmpany” neans any corporation, state bank, federal
savi ngs bank, trust conpany, national banking association, bank
hol di ng conpany, |oan and investnent conpany, nutual savings bank,
credit union, building and | oan associ ation, insurance conpany,

i nvest ment conpany, broker-deal er conpany or surety conpany or an
eligible subsidiary of any of the foregoing. An eligible conpany



does not have to be qualified to do business in the state or have
any enployees in this state at the tine its base enploynent is
det er m ned.

"Full tinme equival ent active enpl oyees" neans any enpl oyee of
an eligible conmpany who (1) works a m ninum of 30 hours per week
within the State, or two or nore part-tine enpl oyees whose
conmbi ned weekly hours equal or exceed 30 hours per week within the
State and (2) earns no less than 150% of the hourly m ni nrum wage
prescri bed by Rhode Island | aw.

"New enpl oynent" neans for each taxable year the anount of
adj usted current enploynent for such taxable year m nus the anount
of base enploynent, but in no event |ess than zero, provided
however, no eligible conpany is permtted to transfer, assign or
hire enpl oyees who are already enployed within the State by such
eligible conpany fromitself or any affiliated entity or utilize
any other artifice or device for the purpose of artificially
creating new enployees in order to qualify for the rate reduction
provided for in this chapter. New enploynent shall not include
enpl oyees already enployed in this state who becone enpl oyees of
an eligible conpany as a result of an acquisition of an existing
conpany by purchase, nerger, or otherwise, if the existing conpany
was eligible for a rate reduction.

"Smal | busi ness concern” neans any eligi ble conpany which has
a base enploynent |evel of |ess than one hundred (100); provided,
however, that a telecomunication conpany nay not qualify as a
smal | busi ness concern.

"Tel econmuni cati ons conpany” neans any public service conpany
or corporation whose rate of taxation is determ ned under
subsection 44-13-4(4).

"Units of new enploynent” neans (i) for eligible conpanies,
whi ch are not small business concerns, the anmount of new
enpl oynent divided by fifty (50) rounded down to the nearest
multiple of fifty (50), and (ii) for eligible conmpanies which are
smal | busi ness concerns, the anount of new enpl oynent divided by
ten (10), rounded down to the nearest nmultiple of ten (10);
provi ded, however, that an eligible conpany (other than an
eligible conpany that is a tel econmuni cati ons conmpany) with
adj usted current enpl oynent of one hundred (100) or nore enpl oyees
inits first year of operation or in any other period follow ng
the date its base enploynent is determ ned shall determine its
units of new enploynment by dividing the first one hundred (100)
enpl oyees |l ess its base enpl oynent by ten (10), rounded down to



the nearest nmultiple of ten (10), and by dividing the nunber of
addi ti onal enpl oyees in excess of one hundred (100) by fifty (50),
rounded down to the nearest nultiple of fifty (50).

"Average daily nunmber of full tinme equivalent active enpl oyees
enployed wthin this state" shall be cal culated as foll ows:

# of full time equival ent enpl oyees
T bt e SR Y G S SR Y =S
# of business days

"Busi ness days" shall be determ ned by the nunber of days the
enpl oyer is operating as a nornmal day whereby all full tinme
equi val ent enpl oyees are eligible to work.

1. TAX RATE REDUCTI ON

EXAMPLE of rate reduction for conmpany with over 100 full tine
equi val ent active enpl oyees:

Adj usted Current Enpl oynment 1, 000

Less Base Enpl oynent 560
New Enpl oynent 440
Rounded Down to Nearest (50) 400/50 = 8

8 x .0025 = .02
A 2% reduction in rate is in order

EXAMPLE for conpanies with |l ess than 100 full time equival ent
active enpl oyees:

Adj usted Current Enpl oynent 90

Less Base Enpl oynent 64
New Enpl oynent 26
Rounded Down to Nearest (10) 20/10 = 2

2 x .0025 = .005
A 0.5%reduction inrate is in order

11, MAXI MUM RATE REDUCTI ON

No rate reduction shall exceed six (6) percent, or in the case
of a tel ecommuni cations conpany, one percent (1% .

V. RATE REDUCTI ON APPLI ED TO NET | NCOVE OR GROSS EARNI NGS



Credit unions and insurance conpanies do not qualify for a
rate reduction since they do not pay a tax based upon incone,
however, they will be able to pass the rate reduction on to an
"eligible subsidiary."

In the case of a Subchapter S Corporation, there is no pass
t hrough to the sharehol der since there is no provision for a rate
reducti on under Chapter 30 of Title 44 of the CGeneral Laws of
Rhode | sl and.

The amount of rate reduction for any eligible conpany that is
a tel ecommuni cati ons conpany shall be determ ned by nmultiplying
t he nunerical equival ent of one-hundredth of one percent (.01% by
t he nunber of units of new enploynent and the anount of each rate
reduction shall in no event be greater than one percent (1%.

Where an eligible tel ecormuni cati ons conpany has one or nore
affiliated entities that is an eligible conpany, the eligible
conpany entitled to a rate reduction may assign its rate
reduction, determned in the manner set forth in the prior
par agraph, to the eligible tel econmunications conpany. An entity
that assigns the rate reduction shall not be eligible for the rate
reducti on.

V. EXPI RATI ON OF RATE REDUCTI ON

A rate reduction cal culation nmust be made for each year after
a base enploynent period is elected in accordance with section
42-64.5-5. The reduction in place at the end of the third taxable
year follow ng the base enpl oynment period el ection shall be
per manent unless the |evel of enploynent drops below the level in
place at the end of the third taxable year. |If the level is not
mai ntai ned the rate reduction provided for shall expire
permanently. Only one base enpl oynent period can be el ected for
purposes of rate reduction by an eligible conmpany.
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