B. Quality Jobs and Business Expansion Credits (Article 3A of Chapter 105)
1. General Information
a. Purpose
This section sets out guidelinesfor the tax creditsin Article 3A of Chapter 105 of the
General Statutes, also known as the William S. Lee Quality Jobs and Business
Expansion Act. The section applies to tax years beginning on or after January 1,
2003. Article 3A has been amended each year since its enactment. This section does
not attempt to review the law in effect prior to January 1, 2003.

These guidelinesare published by the Department on itswebsite at www.dor.state.nc.us
and are updated periodically asissues arise that require clarification. The publication
date of the document is set out at the bottom of each page. The first publication date
of the document was June 2002. That publication applied to tax years beginning on
or after January 1, 2001 and before January 1, 2002. The second publication of the
document was dated April 2003 and applied to tax years beginning on or after January
1, 2002 and before January 1, 2003. The updated guidelines may be accessed through
the “Business’ portal of the DOR web page.

b. Overview

TheArticle 3A tax credits are designed to attract certain types of new businesses to
North Carolina and to foster expansions of certain types of businesses in North
Carolina. The credits are based on a system that divides the State into five enterprise
tiers, with tier one being the most economically distressed and tier five being the
least economically distressed. Eligibility requirements are easier to meet and credits
are increased for business expansion occurring in the lower tiers. Each county is
assigned atier designation by the Secretary of Commerce on or before December
31st of each year. Generally, adesignation appliesonly to the calendar year following
the designation. A tier one or tier two area, however, may not be redesignated as a
higher-numbered enterprisetier areauntil it hasbeen inits designated enterprisetier
areafor at least two consecutive years. The Department of Commerce publishesalist
of the counties and their respective tier designations.

Within each tier, there may be designated development zones. These designations
recognize defined areas of economic need within a tier. For purposes of the wage
standard requirement, the credit for investing in machinery and equipment, and the
credit for worker training, a development zone is considered an enterprise tier one
area. Additionally, credits for creating jobs are increased by $4,000 per job for jobs
located within a development zone. Upon the request of a taxpayer or a local
government, the Secretary of Commerce will determine whether an area isin a
development zone. The determination is based on various economic factors. If an
areais designated as a devel opment zone, the designation is effective for 24 months
following the date of the designation. The Department of Commerce publishesannually
alist of all development zones with a description of their boundaries.

For tax years beginning on or after January 1, 2003, aparcel of property that ispartially
in adevelopment zoneis considered to be entirely within the development zoneiif all
of the following conditions are met:

I. Atleast fifty percent of the parcel islocated within the devel opment zone.
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ii. The parcel was in existence and under common ownership prior to the most
recent federal decennia census.

iii.  The parcel isaportion of land made up of one or more tracts or tax parcels of
land that is surrounded by a continuous perimeter boundary.

CreditsAvailable
For tax years beginning on or after January 1, 2003, credits are available for:

I Creating jobs

I. Investing in machinery and equipment

iii.  Technology commercialization

iv.  Research and development

V. Worker training

vi. Investingin central office or aircraft facility property

vii.  Development zone project

viii.  Substantial investment in other property
Substantiation (G.S. 105-129.7)
To claim a credit, the taxpayer must provide any information considered necessary
by the Secretary of Revenue to determine and verify the amount of the credit to
which the taxpayer isentitled. The burden of proving eligibility for the credit and the
amount of the credit rests upon the taxpayer. The taxpayer must submit a portion of
the qualifying information with the tax return. That information is reported on the
Department of Revenue NC-478 form series. The taxpayer must maintain additional

documentation needed to substantiate the credit and make it available for inspection
by the Secretary of Revenue.

General Eligibility Requirements (G.S. 105-129.4)

The taxpayer must satisfy all genera eligibility requirements in order to qualify for
any of the creditslisted in Section I11, except the credit for development zone projects.
If ataxpayer is uncertain about its eligibility for a credit, the taxpayer may request
specific advice in writing from the Secretary of Revenue.

Thegeneral eligibility requirementsarelisted bel ow, followed by adescription of each
specific requirement:

I Be an eligible businesstype

I. Meet the wage standard specified for the credit

iii. Provide health insurance for employees as specified for the credit

IV. Have a good environmental record

V. Have agood Occupational Safety and Health Act (OSHA) record

Vi. Have no overdue tax debts

Eligible Business Types (G.S. 105-129.4(a))

Types

Article 3A alowstax creditsonly to certain types of businesses. Under theArticle,
the taxpayer must meet one of the following descriptionsto be eligible for a credit.
For definitions of the business types described below, see G.S. 105-129.2.



a. Central Officeor Aircraft Facility

Thetaxpayer operatesacentral office or aircraft facility tht creates at least 40 new
jobsand the jobs, investment, and activity with respect to which acredit isclaimed
areused inthat office or facility. Generaly, 40 new jobsare created if the taxpayer
hires at least 40 additional full-time employeesto fill new positions at the office
within 12 months after the taxpayer first uses the property as a central office or
aircraft facility. 1f ataxpayer usestemporary space, however, for the central office
or aircraft facility functions during completion of the central office or aircraft
facility property, the jobs must be created during the period starting 24 months
before and ending 12 months after the completion of the property.

b. Air Courier Servicesor Data Processing
The primary business of the taxpayer is one of the following and the jobs,
investment, and activity with respect to which acredit is claimed are used in that
business:
i. Aircourier services

ii. Dataprocessing

c. Manufacturing, Warehousing, or Wholesale Trade
The primary business of the taxpayer is one of the following and the jobs,
investment, and activity with respect to which a credit is claimed are used in any
of the listed businesses:

i.  Manufacturing
ii. Warehousing
iii. Wholesaletrade
d. Computer Servicesor Electronic Mail Order House
The primary business of the taxpayer or the primary activity of an establishment

of the taxpayer is one of the following and the jobs, investment, and activity with
respect to which a credit is claimed are used in that business:

i. Computer services

ii. An electronic mail order house that creates at least 250 new jobs and is
located in an enterprisetier one, tier two, or tier three area.

e. Customer Service Center
The taxpayer operates a customer service center and meets all of the following
conditions:

i. Thetaxpayer’'sprimary businessisatelecommunicationsor financial services
company as defined by the North American Industry Classification System
(NAICS).

ii. Theprimary activity of an establishment of the taxpayer isacustomer service
center located in an enterprise tier one, tier two, or tier three area.

iii. The jobs, investment, and activity with respect to which a credit is claimed
are used in the operation of the customer service center.



f.

Warehousing at Establishment
The primary activity of an establishment of the taxpayer is warehousing and the
taxpayer meets both of the following conditions:

i. Thewarehousing establishment islocated in an enterprisetier one, tier two,
or tier three area and serves 25 or more establishments of the taxpayer in at
least five different counties in one or more states

ii. Thejobs, investment, and activity with respect to which a credit is claimed
are used in the warehousing establishment.

Resear ch and Development
For the purpose of determining eligibility under this subsection for the credit for
research and development in G.S. 105-129.10, the following special rules apply:

i. If the primary activity of an establishment of the taxpayer in this State is
computer services, thetaxpayer’squalified research expendituresin this State
are considered to be computer services.

ii. For al other taxpayers, the taxpayer’s qualified research expendituresin this
State are considered to be used in the primary business of the taxpayer.

ii. Determining Primary Business

For most of the eligible businesstypes, the law specifiesthat the taxpayer’s primary
business must be adesignated business. To claim acredit asataxpayer that provides
air courier services or data processing services, for example, the provision of these
services must be the primary business of the taxpayer and not just the taxpayer’s
primary activity at one establishment. Similarly, to clam a credit as a customer
service center, the taxpayer’s primary business must be telecommunications or
financial services.

The determination of whether an activity of a company is its primary business is
based on the principal product or group of products the taxpayer produces or
distributes or the principal servicesthe taxpayer provides. The principal product or
service is determined based on the NAICS guidelines for determining industry
classification. The activities at all the taxpayer’s establishments are considered in
determining the taxpayer’s primary business.

.Determining Primary Activity at an Establishment

For afew of the eligible businesstypes, thelaw only requiresthetaxpayer’s primary
activity at an establishment to be adesignated business. The eligible businesstypes
for providing computer services, operating an electronic mail order house, and
engaging in warehousing, for example, set requirements for the taxpayer’s primary
business activity at an establishment but not the taxpayer’s primary business taken
overall. Thecredit for acustomer service center setsrequirementsfor thetaxpayer’s
primary business activity at an establishment and setsadifferent requirement for the
taxpayer’s primary business.

The determination of whether an activity at an establishment isthe primary business
activity is based on the proper classification of the establishment under the NAICS
Code. If morethan one activity isconducted at the same establishment, the primary
activity of the establishment is determined based on the NAICS guidelines for
determining industry classification.



iv. Deter mining What Jobs, I nvestment, and Activity Qualify for Credits
All the eligible business types require jobs, investment, and activity to beusedin a
specified aspect of the taxpayer’s business. To satisfy this requirement, that aspect
must be the primary activity of the taxpayer at the establishment where the credits
are clamed.

For some eligible business types, the jobs, investment, and activity that qualify for
the credit must be used in thetaxpayer’sprimary business. For these eligible business
types, the taxpayer’s primary business must be one of the eligible business types
and, if the taxpayer has more than one business establishment, the primary activity
at the taxpayer’s establishment where the credits are claimed must be the same as
thetaxpayer’sprimary business. When these conditions are met, thejobs, investment,
and activity at the establishment are considered to be part of the taxpayer’s primary
business and to satisfy the requirement of being used in that business. The eligible
businesstypesfor air courier services, data processing, manufacturing, warehousing,
wholesale trade, computer services, and electronic mail order house fall into this
category. Thelast fiveof theseasofall into other categoriesdueto alternative ways
to qualify for the credits.

Some eligible business types have different requirements for primary business and
primary business activity at an establishment. For these eligible businesstypes, the
taxpayer’s primary business must be the specified type of business, the taxpayer
must have more than one business establishment, the taxpayer’s primary activity at
the establishment where the credits are claimed must be the specified type of activity,
and the taxpayer’s primary business and the primary business activity at the
establishment must bedifferent. When these conditions are met, thejobs, investment,
and activity at the establishment are considered to be part of the taxpayer’s primary
business activity at the establishment and to satisfy the requirement of being used in
that specified business activity. The eligible business types for manufacturing,
warehousing, wholesale trade, computer services, electronic mail order house, and
customer service center fall into this category. The first five of these also fall into
other categories due to alternative ways to qualify for the credits.

Some eligible businesstypes set no requirements on the taxpayer’s primary business
and, instead, set requirements only on the primary business activity at an
establishment. For these credits, the primary business activity at the establishment
where the credits are claimed must be the specified type of activity. This activity
may also be the taxpayer’s primary business, but it does not matter if the primary
business activity at the establishment and the taxpayer’s primary business are the
same or are different. If they are different, however, the taxpayer must have more
than one establishment. At the establishment, if the primary business activity isthe
specified type of activity, then thejobs, investment, and activity at the establishment
areconsidered to be part of the primary businessactivity and to satisfy the requirement
of being used in that primary business activity. The eligible business types for
computer services, electronic mail order house, and warehousing at an establishment
fall intothiscategory. Theeligiblebusinesstypesfor computer servicesand electronic
mail order house also fall into another category dueto alternative waysto qualify for
the credits.



Two eligible business types set requirements for a business function of the taxpayer
rather than for primary business or primary business activity at an establishment.
These two €ligible business types are for a central office or an aircraft facility. For
these eligible business types, the jobs, investment, and activity must be used in the
central officefunction or theaircraft facility function. Inmost cases, the establishment
where the central office or the aircraft facility is located will have a NAICS Code
reflecting a central office or aircraft facility, but a central office or aircraft facility
can be located in abuilding that includes various functions.

In summary, except for the eligible business types for a central office or an aircraft
facility, the determination of whether jobs, investment, and activity qualify turnson
the primary business activity at an establishment plus, for some €eligible business
types, the primary business of the taxpayer. When these conditions are met, all the
jobs, investment, and activity at the establishment are considered to be used in the
qualifying business, even though they may be part of a support function at the
establishment.

The following examples illustrate when jobs, investment, and activity satisfy the
requirement of being used in abusiness:

> ABC Manufacturing Company
ABC’sprimary businessismanufacturing. Inthe 2003 tax year, ABC constructs
and begins operating a North Carolina manufacturing facility. The new jobs,
investment, and activity at the North Carolinamanufacturing facility areeligible
for credits, subject to the other requirements of Article 3A. This is because
ABC's primary business of manufacturing is an eligible business type and its
primary business activity at the North Carolinafacility isthe sameasitsprimary
business. Thejobs, investment, and activity at the North Carolina establishment
therefore satisfy the requirement of being used in the manufacturing business.

> EFG Manufacturing Company

EFG’s primary businessis manufacturing. All of EFG’s manufacturing plants
are located outside North Carolina. In the 2003 tax year, EFG constructs and
beginsoperating aNorth Carolinawarehousefacility. Thenew jobs, investment,
and activity at the North Carolina warehouse facility are eligible for credits,
subject to the other requirements of the Act. Thisis because EFG’s primary
business is manufacturing, and the jobs, investment, and activity are used in
the warehousing business.

> XYZ Manufacturing Company

XY Z’'s primary business is manufacturing. XY Z has one manufacturing plant
located in the State. XY Z has previously qualified for credits for new jobs,
investment, and activity used in the manufacturing business. During the 2003
tax year, XY Z purchases afacility in North Carolinathat conducts marketing,
customer service, and product repairs. Additionally, aretail outlet ison site at
the newly purchased facility. The new jobs investment, and activity at the
newly purchased facility are not eligiblefor credits. Thisisbecausethe primary
business activity at the facility is not manufacturing, wholesale trade, or
warehousing.



b. Wage Sandard
i. Wage Standard Test (G.S. 105-129.4(b))

The taxpayer must satisfy awage standard test with respect to each potential credit
except the worker training credit and the credit for substantial investment in other
property. The test is performed by comparing the applicable wage standard for the
taxpayer to the wage standard for the relevant county. The county wage standard is
obtained from the Department of Commerce. If the taxpayer’stax year isother than
a calendar year, the taxpayer must use the wage standard for the calendar year in
which the taxpayer’s tax year begins. The taxpayer’s wage standard must equal or
exceed 110% of the county wage standard. The wage standard test does not apply to
any credit in atier one or tier two area or in a development zone.

The wage standard test that applies depends on the credit, as explained bel ow.

a. Credit for Creating Jobs

Thetestisatwo-part test. Thefirst part requiresthe combined average weekly
wage of the jobs for which the credit is claimed to meet the wage standard.
The second part requires the combined average weekly wage of al jobs at the
location with respect to which a credit is claimed to meet the wage standard.
The average wage for both parts of the test is determined for the tax year in
which the activity that qualifiesfor the credit occurs, evenif the taxpayer’stax
year is not a calendar year. For part-time employees, afull-time equivalency
factor must beused. However, adl part-timejobsfor which thetaxpayer provides
health insurance, as described in G.S. 105-129.4(b2), are considered to meet
thewage standard, regardless of the actual wagesfor thejob. If therearepotentid
credits at more than one location, both tests must be applied separately at each
location. No credits are allowed with respect to jobs at alocation unless both
tests are met.

The following example demonstrates the cal cul ation of the wage standard test
when new jobs are created during the year at multiple locations. Assume that
the taxpayer meets all the other eligibility requirementsin Article 3A.

Taxpayer creates 75 new jobs at atier four location during the year and 50
new jobs at atier five location. The combined average weekly wage of the
75 jobs created at the tier four location meets the wage standard and the
combined average weekly wage of the 50 jobs created at thetier fivelocation
meets the wage standard. Thejobs at both |ocations therefore meet the first
part of the test.

The combined average weekly wage of all the jobs at the tier four location
meets the wage standard. However, the combined average weekly wage of
al the jobs at the tier five location does not meet the wage standard.
Consequently, thetaxpayer iseligibleto claim acredit for the 75 jobs created
at the tier four location, but not the 50 jobs created at the tier five location.
Thisis because the jobs at the tier four location meet the second part of the
test and the jobs at the tier five location do not.

b. Credit for Worker Training
The credit for worker training is not subject to a wage standard test.



c. Credit for Substantial Investment in Other Property
The credit for substantial investment in other property is not subject to awage
standard test.

d. All Other Credits

Only the second part of the wage standard test for the jobs credit and the worker
training credit apply to the other credits. The other credits are the credit for
investing in machinery and equipment, the credit for research and devel opment,
and the credit for investing in real property for a central office or an aircraft
facility. Thetaxpayer isdligiblefor these creditsif the combined average weekly
wage of all jobs at the location with respect to which the credit is claimed
meets the wage standard. The average wages of the jobs at the location are
determined for the tax year in which the activity that qualifies for the credit
occurs, even if the taxpayer’s tax year is not a calendar year. For part-time
employees, afull-time equivalency factor must be used.

Ii. Wage Standard Calculations

a. One of the wage testsisto determine if the average wage of all jobs at a business
location meets the wage standard. To make that determination, complete the
following steps:

I. For each month in the tax year, identify the number of employees for the
location who were included on line 1 of the Employer’s Quarterly Tax and
Wage Report (NCUI 101) asfiled with the Employment Security Commission.

Ii. Add the number of employees identified in a.i above for each month and
divide that amount by 12.

iii. Divide the total wagesinclude on line 2 of Form NCUI 101 for each month
for thislocation for the tax year by the number calculated in a.ii above.

iv. Dividethe amount calculated in a.iii above by 52.

v. Compare the amount calculated in a.iv above to the applicable wage standard
for the county where the jobs were located.

b. Theother wagetestisto determineif the average wage of jobsfor which apotential
credit may be clamed meets the wage standard. To make that determination,
complete the following steps:

I. For each employee, dividethe number of hoursworked, not including overtime,
by 2080. Hours worked included all regular hours for which the employee
received pay including vacation and sick time.

ii. Divide each employee'stotal wagesfor the tax year by the amount calcul ated
in b.i above.
iii. Divide each amount calculated in b.ii above by 52.

iv. Sum the amounts calculated in b.iii for each employee and divide by the
number of employees.

v. Compare the amount calculated in b.iv above to the applicable wage standard
for the county where the jobs were located.

The above calculations are to be used if the taxpayer isin business at the location
with respect to which credits are claimed for itsentire tax year. If the taxpayer is



in business at the location for only a portion of the year, the calculations must be
adjusted accordingly. For example, Company X is an existing North Carolina
taxpayer that files on a calendar year basis. On April 1, 2004, it expands its
operations by opening a new manufacturing plant in North Carolina. Subsection
3 below shows how Company X would determine if the average wage of all jobs
at the new location meets the wage standard. Subsection 4 below shows how
Company X would determine if the average wage of jobs at the new |ocation for
which a potential credit may be claimed meets the wage standard.

c. Todetermineif jobsat the Company X New Location meet the wage standard in
the 2004 tax year, complete the following steps:

i. For the months April through December, identify the number of employees
for the location who were included on Line 1 of the Employer’s Quarterly
Tax and Wage Report (NCUI 101) as filed with the Employment Security
Commission.

ii. Add the number of employeesidentified in c.i for each month and divide that
amount by 9.

iii. Dividethetotal wagesincluded on Line 2 of form NCUI 101 for thislocation
for April through December by the number calculated in c.ii.

iv. Divide the amount calculated in c.iii by 39.

v. Comparethe amount calculated in c.iv to the applicable wage standard for the
county where the jobs are located.

d. Todetermineif jobsat the Company X New Location for which apotential credit
may be claimed meet thewage standard in the 2004 tax year, complete thefollowing
steps:

i. For each employee, dividethe number of hoursworked, not including overtime,
by 1,560 (2,080 times .75). Hours worked includes all regular hours for
which the employee received pay including vacation and sick time.

ii. Divide each employee’stotal wages for the months April through December
by the amount calculated in d.i.

iii. Divide each amount calculated in d.ii by 39.

iv. Sum the amounts calculated in d.iii for each employee and divide by the
number of employees.

v. Compare the amount calculated in d.iv to the applicable wage standard for
the count where the jobs are |ocated.

c. Health Insurance (G.S. 105-129.4(b2))
Article 3A makesthe provision of health insurance acondition for qualifying for the
credits. The reason for thisisto ensure that the credits are allowed only for quality
jobs.

A taxpayer provides hedlth insurance if it pays at least fifty percent (50%) of the
premiumsfor health care coverage that equal s or exceeds the minimum provisions of
the basic health care plan of coverage recommended by the Small Employer Carrier
Committee pursuant to G.S. 58-50-125. The specific health insurance requirements
for each credit are described bel ow.



I. Credit for Creating Jobs and Credit for Worker Training

A taxpayer iseligible for acredit for creating jobs or for worker training if the
taxpayer provides health insurance for the jobs for which a credit is claimed.
The insurance must be provided at the time the jobs are created or the workers
aretrained and must be maintained in each year thetaxpayer clamsaninstallment
or a carryforward of the credit. To ensure that a taxpayer satisfies this
requirement, the taxpayer must provide with the tax return a certification that
the taxpayer provides health insurance for the affected jobs. Thisappliesto the
return on which the taxpayer qualifies for the credit, a return claiming an
installment of the credit, and areturn claiming a carryforward of the credit.

ii. All Other Credits

The health insurance requirement for the jobs credit and the worker training
credit differs from the requirement for all the other credits. The other credits
arethe credit for investing in machinery and equipment, the credit for research
and development, the credit for investing in real property for acentral office or
an aircraft facility, and, the credit for substantial investment in other property.
Thetaxpayer iseligiblefor these creditsif the taxpayer provides health insurance
for al of the full-time positions at the location with respect to which acredit is
clamed. Theinsurance must be provided at thetime of the activity that qualifies
for the credit and must be maintained. The taxpayer must provide with the tax
return acertification that the taxpayer provides health insurance for all the full-
time positions at the location. This applies to the return on which a taxpayer
qualifies for the credit and a return claiming an installment or carryforward of
the credit.

d. Environmental Impact (G.S. 105-129.4(b3))
Article 3A requires recipients of credits to have good environmental records. The
environmental requirements are the samefor all credits. A taxpayer iseligiblefor a
credit only if thetaxpayer certifiesthat, at thetimethe taxpayer first claimsthe credit,
the taxpayer has no pending administrative, civil, or criminal enforcement action
based on alleged significant violations of any program implemented by an agency of
the Department of Environment and Natural Resources, and has had no final
determination of responsibility for any significant administrative, civil, or criminal
violation of any program implemented by an agency of the Department of Environment
and Natural Resourceswithinthelast fiveyears. A significant violationisaviolation
or an aleged violation that doesnot satisfy any of the conditionsof G.S. 143-215.6B(d).

The Department of Revenue receives notification from the Department of
Environment and Natural Resources annually of every person that currently hasany
of these pending actions and every person that has had any of these final
determinations within the last five years. The Department of Revenue uses this
information when reviewing eligibility for the credits.

The time the taxpayer first claims a credit is the date the taxpayer first files a tax
return concerning the credit. The first tax return concerning the credit is the tax
return for the year in which the taxpayer engaged in the qualifying activity.

e. Occupational Safety and Health Programs (OSHA) (G.S. 105-129.4(b4))
Article 3A requiresrecipients of creditsto have good occupational safety and health
(OSHA) records. The OSHA requirements are the samefor all credits. A taxpayer is



eligible for a credit only if the taxpayer certifies that, at the business location with
respect to which the credit is claimed, the taxpayer has had no citations under the
Occupational Safety and Health Act that have become afina order within the past
threeyearsfor willful seriousviolationsor for failing to abate seriousviolations. The
certification must be made at the time the taxpayer first clamsthe credit. A “serious
violation” isdefined in GS. 95-127.

The Department of Revenue receives notification from the Department of Labor
annually of all employerswith citationsthat have becomefinal orderswithin the past
three years. The Department of Revenue uses this information when reviewing
eligibility for the credits.

The time the taxpayer first claims a credit is the date the taxpayer first files a tax
return concerning the credit. The first tax return concerning the credit is the tax
return for the year in which the taxpayer engaged in the qualifying activity.

f. Largelnvestment Enhancements (G.S. 105-129.4(b1))

A taxpayer who isotherwise eligiblefor atax credit under thisArticle becomeseligible
for the large investment enhancements provided for credits under thisArticleif the
Secretary of Commerce makes awritten determination that the taxpayer is expected
to purchase or lease, and place in service in connection with the eligible business
within atwo-year period, at least one hundred fifty million dollars ($150,000,000)
worth of one or more of the following: real property, machinery and equipment, or
central office or aircraft facility property. Inthe case of an interstate air courier that
has or is constructing ahub in this State and, effective for taxable years beginning on
or after January 1, 2004, inthe case of an eligible major industry, thisinvestment may
be placed in service in connection with the eligible business within a seven-year
period. To be an eligible major industry, the taxpayer must be primarily engaged in
bioprocessing or pharmaceutical and medicine manufacturing, asdefined in GS. 105-
164.14(j)(3), and be certified by the Secretary of Commerce as planning to invest at
least one hundred million dollars ($100,000,000) of private fundsto acquire, construct,
and equip afacility in this State to engage in one or more of those industries.

g. No Overdue Tax

A taxpayer isineligiblefor an Article 3A tax credit if the taxpayer has an overdue tax
debt at the time the taxpayer claims an installment or carryforward of a credit. An
overdue tax debt isdefined in GS. 105-243.1(a)(1) as“[a]ny part of atax debit that
remainsunpaid 90 days or more after the notice of final assessment was mailed to the
taxpayer. Theterm does not include atax debt, however, if the taxpayer entered into
an installment agreement for the tax debt under G.S. 105-237 within 90 days after the
notice of final assessment was mailed and has not failed to make any payments due
under the installment agreement.”

3. General Administration
a. Sunset (G.S. 105-129.2A(a), (al), and (a2))
Article 3A isrepeaed for business activities that occur on or after January 1, 2006,
with these exceptions:

i. Inthe case of an interstate air courier that entersinto area estate lease on or
before January 1, 2006, with an airport authority that providesfor the lease of at
least 100 acres of real property with a lease term in excess of 15 years, this



Articleisrepealed effectivefor business activitiesthat occur on or after January
1, 2010.

Ii. Inthe case of ataxpayer that qualifies as an eligible major industry on or before
January 1, 2006, this Article is repealed effective for business activities that
occur on or after January 1, 2010. (Effective for taxable years beginning on or
after January 1, 2004.)

b. Expiration (G.S. 105-129.4(a2) and (b2))
This section addresses general expiration provisions applying to all credits based on
failure to continue to meet general eligibility requirements. In addition, there are
expiration provisions that apply specifically to each credit. The specific provisions
arediscussed in the sections devoted to each credit. The general expiration provisions
are listed below. When a credit expires, the taxpayer may not take any remaining
installments of the credit.

The expiration of acredit may also affect the taxpayer’s ability to take carryforwards
of acredit. Under the first two circumstances described below, the taxpayer may
continueto claim carryforwards of previousinstallmentswhen acredit expires. Under
the third circumstance, the carryforwards as well asthe installments expire. Seethe
section on Carryforwards of Unused Credits for additional information.

The following are circumstances that result in expiration of a credit:

i. During the period that installments of a credit accrue, the taxpayer no longer
meets one of the conditions for an eligible business type.

Ii. During the period that installments of a credit accrue, the number of jobs of an
eligible businessfallsbel ow the minimum number required. When thishappens,
any credit associated with that business expires; the expiration is not limited to
the jobs tax credit.

iii. The taxpayer ceases to provide health insurance for its employees.

c. Forfeiture(G.S. 105-129.4(d))
A taxpayer that forfeits a credit is liable for all past taxes avoided as a result of the
credit plusinterest at therate established under G.S. 105-241.1(i), computed from the
date the taxeswould have been dueif the credit had not been allowed. The past taxes
and interest are due 30 days after the date the credit isforfeited. A taxpayer that fails
to pay the past taxes and interest by the due date is subject to the penalties provided
in GS. 105-236. Forfeiture provisions are listed below.

i. All Credits
A taxpayer forfeitsacredit allowed if the taxpayer was not eligiblefor the credit
for the calendar year in which the taxpayer engaged in the activity for which the
credit was claimed.

ii. Worker Training
If ataxpayer forfeitsthe credit for creating jobs, thetechnology commercialization
credit, or the credit for investing in machinery and equipment, it also forfeits
any credit for worker training claimed for thejobsfor which the credit for creating
jobswas claimed or thejobs at the location with respect to which the technol ogy
commercialization credit or the credit for investing in machinery and equipment
was claimed.



iii. Substantial Investment in Other Property
A taxpayer forfeits the credit for substantial investment in other property if it
failsto timely maketherequired level of investment or failsto timely create the
required number of new jobs.

iv. Technology Commer cialization Credit

A taxpayer forfeits the technology commercialization credit if it failsto timely
maketherequired level of investment or if it failsto meet thetermsof itslicensing
agreement with a research university. If ataxpayer claimed a twenty percent
(20%) technology commercialization credit and failsto maketherequired level
of investment for the twenty percent (20%) credit, but does make the required
level of investment for the fifteen percent (15%) credit, the taxpayer forfeits
one-fourth of the twenty percent (20%) credit.

v. LargelInvestment Enhancements
A taxpayer forfeits alarge investment enhancement of atax credit if it failsto
timely make the required level of investment.

d. Changein Ownership of Business (G.S. 105-129.4(€))

The sale, merger, consolidation, conversion, acquisition, or bankruptcy of abusiness,
or any transaction by which an existing businessreformul atesitself asanother business
does not create new eligibility in a succeeding business with respect to credits for
which the predecessor was not eligible. A successor business may, however, take any
installment of or carried-over portion of acredit that its predecessor could have taken
if it had atax liability. The acquisition of abusinessisanew investment that creates
new eligibility in the acquiring taxpayer under Article 3A if any of the following
conditions are met:

i. The business closed before it was acquired.

ii. The business was required to file a notice of plant closing or mass layoff under
thefederal Worker Adjustment and Retraining Notification Act, 29 U.S.C. §2102,
before it was acquired.

iii. The business was acquired by its employees through an employee stock option
transaction or another similar transaction.

The term “business’ means a taxpayer or establishment. For example, a taxpayer
that purchases one of five plants from an unrelated entity has acquired a business,
and must meet one of the three conditions described above in order to create new
eligibility for itsinvestment.

e. Tax Election (G.S. 105-129.5)
Thecreditsareallowed against thefranchisetax, theincometax, or the grosspremiums
tax. Thetaxpayer electsthetax against which acredit will be claimed whenfiling the
return on which the first installment of the credit isclaimed. Thiselectionisbinding
onall futureinstallmentsand carryforwards of that credit. A special electionisprovided
for the technology commercialization credit. A genera election appliesto all other
credits.

i. Technology commercialization credit
The technology commercialization credit may be divided between the taxes
against whichitisallowed. Thetaxpayer electsthe percentage of the credit that



f.

will be taken against each tax when filing the return on which the credit isfirst
taken. Thiselectionisbinding. The percentage of the credit elected to be taken
against each tax may be carried forward only against the same tax.

ii. All Other Credits
Thetaxpayer must take acredit against only one of the taxes against whichitis
alowed.

Fifty Percent (50%) Cap on Credits (G.S. 105-129.5(b))

The total of all credits may not exceed fifty percent (50%) of the tax against which
they are claimed for the taxable year, reduced by the sum of all other credits allowed
against that tax, except tax payments made by or on behalf of the taxpayer.

Carryforward of Unused Credit (G.S. 105-129.5(c))

Generally, any unused portion of acredit may be carried forward for the succeeding
fiveyears. Severa creditshavelonger carryforward periods, however. Thosecredits
and their carryforward periods are listed below.

i. 20-Year Carryforward
Any unused portion of thefollowing credits may be carried forward for 20 years:

a. Technology commercialization.
b. Substantial investment in other property.

c. Credits concerning a“large investment” ($150,000,000).

A taxpayer iseligiblefor thelargeinvestment enhancement if the Secretary
of Commerce makes awritten determination that the taxpayer is expected
to purchase or lease, and place in service in connection with the eligible
business within a two-year period (seven years for interstate air couriers
and, effective for taxable years beginning on or after January 1, 2004,
eligible major industries), at least $150,000,000 worth of one or more of
thefollowing: rea property, machinery and equipment, or central office or
aircraft facility property. If thetaxpayer failsto maketherequired level of
investment within thetwo-year period (sevenyearsfor interstate air couriers
and, effective for taxable years beginning on or after January 1, 2004,
eligible magjor industries), the taxpayer forfeits the longer carryforward
period.

li. 15-Year Carryforward for Research and Development
Any unused portion of aresearch and devel opment credit may be carried forward
for the succeeding 15 years.

iii. 10-Year Carryforward for $50,000,000 | nvestment
Any unused portion of a credit may be carried forward for the succeeding 10
years if the taxpayer is expected to purchase or lease, and place in service in
connection with the eligible business within atwo-year period (seven yearsfor
interstateair couriersand, effectivefor taxable yearsbeginning on or after January
1, 2004, eligible mgjor industries), at least $50,000,000 worth of one or more
of the following: real property, machinery and equipment, or central office or
aircraft facility property. The Secretary of Commerce must issue a written
determination that the required investment is expected to be made in order for
this extended carryforward period to apply. If the taxpayer fails to make the



required level of investment within thetwo-year period (seven yearsfor interstate
air couriers and, effective for taxable years beginning on or after January 1,
2004, eligible mgjor industries), the taxpayer forfeits the longer carryforward
period.

h. Advisory Ruling (G.S. 105-129.4(g))
A taxpayer may request in writing from the Secretary of Revenue specific advice
regarding eligibility for acredit. GS. 105-264 governsthe effect of this advice.

i. Statute of Limitations (G.S. 105-129.4(d))
A taxpayer must claim a credit within six months after the date set by statute for the
filing of the return that coincides with the year that the taxpayer qualified for the
credit, including any extensions of that date. The following exampleillustrates this
requirement:

A calendar year taxpayer creates 10 new qualifying jobsin 2003. Thetaxpayer files
atimely extension on March 15, 2004, which extends the due date of the tax return
to October 15, 2004. Applying the six-month statute of limitations, the taxpayer
has until April 15, 2005 to file the NC-478A and report the 2003 credit for creating
jobs. If the taxpayer had not filed atimely extension by March 15, 2004, the NC-
478A would have had to be filed by September 15, 2004.

j. Fees(G.S. 105-129.6)

A fee of $500.00 isrequired for each credit the taxpayer intendsto claim with respect
to alocation that isin an enterprise tier three, tier four, or tier five area, subject to a
maximum fee of $1,500.00. Thereisno fee for a credit in an enterprise tier one or
tier two area. Thereisalso no fee for a credit with respect to alocation that isin a
development zone. If thetaxpayer intendsto claim acredit that relatesto locationsin
morethan one enterprisetier area, thefeeisbased on the highest-numbered enterprise
tier area. Thefeeisdue at the same time as the tax return and the credit will not be
allowed until the feeis paid.

k. Forms

The Form NC-478 series is used to calculate and report tax credits, including the
Article 3A tax credits, that arelimited to fifty percent (50%) of the taxpayer’stax less
the sum of all other credits that the taxpayer claims. Forms NC-478A through NC-
478H are used to calculate the specific credits without regard to the fifty percent
(50%) limitation. Form NC-478 is used to total the specific credits, to determine if
the fifty percent (50%) limitation applies, and, if so, to allocate the limited total
credit among the specific credits.

The table below lists the tax credits that are subject to the fifty percent (50%) of tax
limitation and the Form NC-478 series form on which the credit is reported. The
table also indicatesif the credit is an Article 3A credit.



Credit FileForm NC-478 Article3A?
plus Form:
Creating Jobs NC-478A Yes
Investing in Machinery and
Equipment NC-478B Yes
Research and Devel opment NC-478C Yes
Worker Training NC-478D Yes
Investing in Central Office or
Aircraft Facility Property NC-478E Yes
Investing in Business Property NC-478F No; inArt. 3B.
(SEE NOTE BELOW)
Investing in Renewable NC-478G No; inArt. 3B.
Energy Property
L ow-income Housing NC-478H No; inArt. 3B.
Contributing to Devel opment No additional form. Yes
Zone Projects Use NC-478, line 11
Technology Commercialization No additional form. Yes
Use NC-478. 1ine 9
Investing in Non-hazardous No additional form. No; inArt. 3B.
Dry-cleaning Equipment Use NC-478, line 10
Use of North Carolina Ports No additional form. No; inArt. 4.
Use NC-478, linell
Renewable Energy Equipment No additional form. No; inArt. 4.
Facility —Article 4 Use NC-478, line, 11
Manufacturing Cigarettes for Export | No additional form. No; inArt. 4.
Use NC-478, line, 11

Note: The Investing in Business Property credit expired for investments made after
December 31, 2001; remaining installments and carryforwards may still be taken.

Both Form NC-478 and any applicable Form NC-478 series form must be filed for
any taxableyear in which thetaxpayer iseligibleto claim acredit or an installment of
a credit against the taxpayer’s tax liability for that year. This requirement applies
even if thetaxpayer’stax liability for that year isnot large enough for the taxpayer to
benefit from the credit. If thetaxpayer engagesin activitiesthat qualify for the credit
for creating jobs, the credit for investing in machinery and equipment, or the credit
for investing in central officeor aircraft facility property, the taxpayer must complete
Part 1 of Form NC-478A, Form NC-478B, or Form NC-478E and file the form with
thetaxpayer’sreturn for the taxabl e year in which the taxpayer engagesin the activity,
even though thefirst installment of the credit will not be claimed until the following
year.

For further information about the Form NC-478 series, see Form NC-478 INST,
Instructions for 2003 Form NC-478 Series.

Overdue Tax Debts

Ataxpayer isineligiblefor an Article 3A tax credit if the taxpayer has an overdue tax
debt at the time the taxpayer claims an installment or carryforward of a credit. An
overdue tax debt is defined in G.S. 105-243.1(a)(1) as “[a]ny part of atax debit that
remains unpaid 90 days or more after the notice of final assessment was mailed to the
taxpayer. Theterm does not include atax debt, however, if the taxpayer entered into



an installment agreement for the tax debt under G.S. 105-237 within 90 days after the
notice of final assessment was mailed and has not failed to make any payments due
under the installment agreement.”

4. Credit for Creating Jobs (G.S. 105-129.8)

a. Eligibility
To be €eligible for a credit for creating jobs, a taxpayer must meet the following
conditions:
i. Meet al genera €ligibility requirements described in “General Eligibility
Reguirements.”

ii. Havefive or more full-time employees.

iii. Hirean additional full-time employee during the year tofill apositionlocatedin
this State.

b. TermsUsed

i. Creating a new full-timejob
A taxpayer creates anew full-timejob if the taxpayer has an additional full-time
employeeinthis State at the end of the current tax year when compared to the end
of the previous year.

ii. Full-timejob
A position that requires at least 1,600 hours of work per year and isintended to be
held by one employee during the entire year.

iii. Location of ajob
A job is located in an area if more than fifty percent (50%) of the employee’'s
duties are performed in the area.

c. Credit Amount
The amount of credit allowed is based upon the enterprise tier of the areain which
the position is located as shown below:

AreaEnterprise Tier Amount of Credit for Each job
Tier One $ 12,500
Tier Two $ 4,000
Tier Three $ 3,000
Tier Four $ 1,000
Tier Five $ 500

Development Zonein Any Tier $4,000 plus the amount for the Tier

d. Takingthe Credit
The credit istaken in four equal installments over the four-year period beginning the
year after the taxpayer qualifies for the credit. If ataxpayer isrequired to file more
than onetax return during ayear, each return constitutesayear for purposes of taking
installments of the credit.

e. Expiration
If, inoneof thefour yearsinwhich an installment accrues, the number of thetaxpayer’s
full-time employeesfalls below the number of full-time employees the taxpayer had
in the year in which the taxpayer qualified for the credit, the credit expires and the
taxpayer may not take any remaining installments of the credit. This calculationis
illustrated by the following example:



Taxpayer is claiming a credit for forty jobs in tier four at $1,000 per job. The
installments are $10,000 each over four years. During the year that the third
installment of the credit accrues, the taxpayer loses twelve jobs. The third and
fourth installments must be recal culated to recognize the loss of thejobs. After the
recalculation, the third and fourth installments that remain to be taken are $7,000
each, rather than $10,000 each, computed as follows:

(40—12) x $1,000
4

If thetaxpayer has carryforwardsfrom thefirst and second installments attributable
tothetwelvelost jobs, the taxpayer can continueto take the carryforwardsfor these
even though the installments have expired. When acredit expires, the taxpayer can
still takethe portion of aninstallment that accrued in apreviousyear and was carried
forward.

f. Movement of Jobs
Jobs transferred from one area in the State to another area are not considered new
jobs. If ajob qualifies for the credit in one tier, but is moved to another enterprise
tier, the credit is recomputed as if the job had been created initially in the area to
which it was moved.

g. Planned Expansion

A taxpayer that signs a letter of commitment with the Department of Commerce to
create at least 20 new full-time jobs in a specific areawithin two years (seven years
for interstate air couriersand, effective for taxable years beginning on or after January
1, 2004, eligible major industries), of the date the letter is signed qualifies for the
credit in the amount allowed based on the area's enterprise tier and development
zone designation for that year even though the employeesare not hired that year. The
credit is available in the taxable year after at least 20 employees have been hired if
thehiringsarewithin thetwo-year (seven yearsfor interstateair couriersand, effective
for taxable years beginning on or after January 1, 2004, eligible magjor industries),
commitment period. If the taxpayer does not hire the employees within the two-year
period (sevenyearsfor interstate air couriersand, effectivefor taxable yearsbeginning
on or after January 1, 2004, eligible major industries), the taxpayer does not get the
benefit of the letter of commitment.

Note: Any taxpayer who signed a letter of commitment by February 28, 2002 is
entitled to the 2001 tier designation instead of the 2002 designation.

5. Credit for Investing in Machinery and Equipment (G.S. 105-129.9)
a. Eligibility
Tobeeligiblefor acredit for investing in machinery and equipment, ataxpayer must:

I. Meet al general eligibility requirements described in “General Eligibility
Requirements.”

Ii. Purchase or lease eligible machinery and equipment.
iii. Place the eligible machinery and equipment in service during the taxable year.



b. TermsUsed

i. Cost
In the case of property owned by the taxpayer, cost is determined pursuant to
regulations adopted under section 1012 of the Internal Revenue Code. Inthe case of
property thetaxpayer |easesfrom another, cost isvalued at eight timesthe net annual
rental rate as described in GS. 105-130.4(j)(2).

ii. Eligible machinery and equipment (G.S. 105-129.2(10))
Machinery and equipment are eligibleif they are capitalized by the taxpayer for tax
purposes under the Internal Revenue Code and are not leased to another party.
Property expensed under section 179 of the Code is not ligible. In the case of a
qualifying large investment, machinery and equipment that are not capitalized by
the taxpayer are eligibleif the taxpayer |eases them from another party.

iii.Machinery and equipment
Engines, machinery, equipment, tools, and implements used or designed to be used
in the business for which the credit is clamed. The term does not include real

property as defined in GS. 105-273 or rolling stock as defined in G.S. 105-333.

c. Credit Amount
The credit is seven percent (7%) of the excess of the eligibleinvestment amount over
the applicable threshold if theinvestment isplaced in servicein atier one or tier two
area, Six percent (6%) for tier three, five percent (5%) for tier four, and four percent
(4%) for tier five. Business activities subject to aletter of commitmetn applied for
before January 1, 2003, qualify for a seven percent (7%) credit regardless of the tier
in which the investment is placed.

The eligible investment amount is the lesser of the following:
i. The cost of the machinery and equipment.

ii. Theamount by which the cost of al of the taxpayer’s machinery and equipment
that isin service in North Carolina on the last day of the taxable year exceeds
the cost of all of the taxpayer’s machinery and equipment that wasin servicein
North Carolinaonthelast day of the base year. The baseyear isthat year, of the
three immediately preceding taxable years, in which the taxpayer had the most
machinery and equipment in service in North Carolina.

The threshold is based on the enterprise tier of the area where the machinery and
equipment are placed in service during the taxable year. Thresholds for tier one
through tier five are asfollows:

EnterpriseTier Area Threshold
Tier One $ -0-
Tier Two 100,000
Tier Three 200,000
Tier Four 1,000,000
Tier Five 2,000,000

For business activities subject to aletter of commitment applied for before January 1,
2003, thethreshold intier four is$500,000 and the threshold in tier five is$1,000,000.
If the taxpayer places eligible machinery and equipment in servicein an areaover the



course of atwo-year period, the applicable threshold for the second taxable year is
reduced by the eligible investment amount for the previous taxable year.

If machinery and equipment are placed in service at two or more establishments
within the same tier during the taxable year, the threshold must be applied to each
establishment.

. Taking the Credit

The credit is taken in seven equal installments beginning the year after the taxpayer
qualifies for the credit. If ataxpayer is required to file more than one tax return
during ayear, each return constitutes ayear for purposes of taking installments of the
credit.

Expiration

Generally, if machinery and equipment are disposed of, taken out of service, or moved
out of North Carolina prior to the end of the seven-year period in which the credit is
claimed, the amount of credit that relates to the machinery and equipment no longer
in service expires and a taxpayer may not take any remaining installment related to
thismachinery and equipment. However, ataxpayer that replaces or otherwise disposes
of machinery and equipment for which acredit was claimed can continue to take the
remaining installments of the credit that relate to the machinery and equipment no
longer in service if the net reduction in the cost of the taxpayer’s eligible machinery
and equipment in the enterprise tier does not exceed 20% of the cost of the disposed
property. If the net reduction exceeds 20%, the remaining installments of the credit
expire. If during asingletax year the taxpayer disposes of machinery and equipment
with respect to two or more credits in the sametier, costs are calculated based on all
credits affected.

The “net investment reduction” calculation isillustrated by the following example:
» Taxpayer has $10,000,000 of eligible machinery and equipment in service in

Tier 1.

» During thetax year, apiece of equipment with a cost of $2,500,000 istaken out
of service.

» Thereareremaining installments of acredit related to the equipment taken out
of service.

* Replacement equipment is placed into service during the sametax year at acost
of $1,500,000.
» Total cost of eligible equipment at the end of the tax year is $9,000,000.

The net investment reduction in Tier 1 is $1,000,000 ($10 million - $9 million).
Twenty percent of the cost of the equipment taken out of service is $500,000
($2,500,000 x .20). The net reduction in total eligible equipment ($1 million) is
greater than 20% of the cost of the equipment taken out of service ($500,000).
Therefore, the installments related to the $2,500,000 piece of equipment expire.

If ataxpayer disposes of aportion of the machinery and equipment for which acredit
is claimed, and the taxpayer is not entitled to continue taking the installments of the
credit in accordance with the* net investment reduction” calculationillustrated above,
the amount of the credit associated with the machinery and equipment no longer in
service expires. Thiscalculationisillustrated by the following example:



» Taxpayer has $10,000,000 of eligible machinery and equipment in service in
tier 1 where the threshold is $0.

» Taxpayer isclaiming acredit of $700,000 at $100,000 per installment based on
its $10,000,000 investment.

* During the year that the third installment of the credit accrues, a piece of
equipment for which the credit is claimed with acost of $2,500,000 istaken out
of service.

The remaining installments beginning in year three are $75,000 each, computed as
follows:
$10,000,000 - $2,500,000 x .07
7

When a credit expires, a taxpayer can still take a portion of an installment that is
related to the machinery and equipment no longer in service and accrued in aprevious
year and was carried forward.

f. Movement to Higher Tier (G.S. 105-129.9(d))
If machinery and equipment for which a credit has been claimed is later moved to a
higher-numbered tier, the credit is recomputed as if the machinery and equipment
had been placed originally in the areato which it was moved.

g. Planned Expansion (G.S. 105-129.9(e))

A taxpayer that signs a letter of commitment with the Department of Commerce to
place specific eligible machinery and equipment in service in an area within two
years(sevenyearsfor interstate air couriersand, effectivefor taxable years beginning
on or after January 1, 2004, eligible mgjor industries) after the date theletter issigned
may, in the year the eligible machinery and equipment are placed in service in that
area, calculatethe credit for which thetaxpayer qualifiesbased on the area’ senterprise
tier and devel opment zone designation for the year theletter wassigned. If thetaxpayer
doesnot place part or all of the specified eligible machinery and equipment in service
within the two-year period (seven years for interstate air couriers and, effective for
taxable years beginning on or after January 1, 2004, eligible mgor industries), the
taxpayer does not qualify for the benefit of the letter of commitment with respect to
the machinery and equipment not placed in service within the two-year period (seven
yearsfor interstate air couriers and, effective for taxable years beginning on or after
January 1, 2004, eligible major industries).

6. Credit for Technology Commercialization (G.S. 105-129.9A)

The credit for technology commercialization is similar to the credit for investing in
machinery and equipment, but with higher rates of credit, and with more difficult
eligibility requirements. Consequently, except as providedinthissection, the provisions
that apply to the credit for investing in machinery and equipment also apply to the
technology commercialization credit. A taxpayer cannot take the machinery and
equipment credit and the technology commercialization credit with respect to the same
asset.



a. Eligibility
To be eligible for atechnology commercialization credit, the taxpayer must meet all
of the requirements for the credit for investing in machinery and equipment. In
addition, the taxpayer must meet all of the conditions listed below:

I. The eligible machinery and equipment must be directly related to production
based on technology developed by and licensed from a research university; or
be used to produce resources essential to the taxpayer’s production based on
technology developed by and licensed from aresearch university.

ii. The eligible machinery and equipment must be placed in service in atier one,
two, or three enterprise area.

iii. The eligible investment amount must be at least $10,000,000 for the taxable
year.

iv. If qualifying for atwenty-percent (20%) credit, the taxpayer must invest at | east
$150,000,000 in eligible machinery and equipment by the end of the fourth year
after the year in which eligible machinery and equipment are first placed in
servicein the area.

v. If qualifying for afifteen percent (15%) credit, the taxpayer must invest at least
$100,000,000 in eligible machinery and equipment by the end of the fourth year
after the year in which eligible machinery and equipment are first placed in
servicein the area.

vi. No more than nine years has passed since the first taxable year the taxpayer
claimed atechnology commercialization credit with respect to the samelocation.

b. TermsUsed

i. Eligible machinery and equipment
Unlike the requirement for the credit for investing in machinery and equipment, a
|eased piece of machinery and equipment does not have to be capitalized in order
to be“eligible” for this credit.

ii. Research university
Aningtitution of higher education classified asaResearch | university or aResearch
Il university inthe most recent edition of “ A Classification of Institutions of Higher
Education,” the official report of The Carnegie Foundation for the Advancement
of Teaching.

c. Credit Amount
The credit is a percentage of the excess of the eligible investment amount over the
applicable threshold for the tax year. For ataxpayer whose level of investment is at
least $100,000,000, the percentageisfifteen percent (15%). If thelevel of investment
isat least $150,000,000 the percentage is twenty percent (20%).

In calculating the eligible investment amount, machinery and equipment that were
transferred to another taxpayer or were taken out of service during the three years
preceding the tax year may be considered the taxpayer’s machinery and equipment if
certain conditionsaremet. See GS. 105-129.9A(b) for the conditions. If the taxpayer
wants to include machinery and equipment under that exception in G.S. 105-



d.

129.9A(b)(2), the taxpayer must first request aruling by the Department of Revenue
asto whether the taxpayer meets the conditions.

Taking the Credit
The credit is taken for the taxable year in which the machinery and equipment are
placed in service. The credit is not taken in installments.

7. Credit for Research and Development (G.S. 105-129.10)
a. Eligibility

To be eigiblefor acredit for research and development, a taxpayer must:

i. Meet al general eligibility requirements described in “General Eligibility
Requirements”.
ii. Claim for the taxable year the federal income tax credit for research and

development under section 41(a) or section 41(c)(4) of the Internal Revenue
Code.

Special Rules:

i. If theprimary activity of an establishment of the taxpayer inthis Stateis computer
services, the taxpayer’s qualified research expenditures in this State are
considered to be computer services.

ii. For all other taxpayers, the taxpayer’s qualified research expenditures in this
State are considered to be used in the primary business of the taxpayer.

b. TermsUsed

Base amount and qualified research expenses
Defined under section 41 of the Code.

. Code

The Internal Revenue Code enacted as of January 1, 1999.

c. Credit Amount

General Research and Development Credit

A taxpayer that claimsfor thetaxable year afederal incometax credit under section
41(a) of the Code for increasing research activities is alowed a credit of five
percent (5%) of the State’'s apportioned share of the taxpayer’s expenditures for
increasing research activities. The State’s apportioned share of a taxpayer’s
expenditures for increasing research activities is the excess of the taxpayer’s
qualified research expenses for the taxable year over the base amount, multiplied
by apercentage equal to the ratio of the taxpayer’s qualified research expensesin
this State for the taxable year to the taxpayer’s total qualified research expenses
for the taxable year.

ii. Alternative Research and Development Credit

A taxpayer that claimsthe alternative incremental credit under section 41(c)(4) of
the Codefor increasing research activitiesisalowed acredit equal to twenty-five
percent (25%) of the State’s apportioned share of the federal credit claimed. The
State’s apportioned share of the federal credit claimed is the amount of the
alternative incremental credit the taxpayer claimed under section 41(c)(4) of the
Code for the taxable year multiplied by a percentage equal to the ratio of the
taxpayer’s qualified research expenses in this State for the taxable year to the



taxpayer’s total qualified research expenses for the taxable year. The amount of
the alternative incremental credit claimed by a taxpayer is determined without
regard to any reduction elected under section 280C(c) of the Code.

d. Takingthe Credit
The credit istaken for the taxable year in which the taxpayer qualifies for the credit.
The credit is not taken in installments.

8. Credit for Worker Training (G.S. 105-129.11)
a. Eligibility
To be éligible for acredit for worker training, ataxpayer must:
i. Meet al general eligibility requirements described in “General Eligibility
Requirements” except for the wage standard test.

ii. Provide worker training for five or more of its eligible employees during the
taxable year.

b. TermsUsed
i. Eligibleemployee
An employee who isin afull-time position classified as non-exempt under the Fair
Labor Standards Act and who meets one or more of the following conditions:

a. The employee occupies a job for which the taxpayer is eligible to claim an
installment of the credit for creating jobs.

b. Theemployeeisbeing trained to operate machinery and equipment for which
the taxpayer is eligible to clam an installment of the credit for investing in
machinery and equipment.

ii. Location of ajob
A jobislocated in an areaif morethan fifty percent (50%) of the employee’sduties
are performed in the area.

c. Credit Amount
The credit is equal to the wages paid to the eligible employees during the training.
Wages paid to an employee performing his or her job while being trained are not
eligible for the credit. For positionslocated in an enterprise tier one area, the credit
may not exceed onethousand dollars ($1,000) per employeetrained during the taxable
year. For positions located in other tiers, the credit may not exceed five hundred
dollars ($500) per employee trained during the taxable year.

d. Taking the Credit
The credit istaken during the taxable year thewages are paid to the eligible employees
during training. The credit is not taken in installments.

9. Credit for Investing in Central Office or Aircraft Facility Property (G.S. 105-
129.12)
a. Eligibility
To be eligible for the credit, ataxpayer must:

I. Meetall of thegeneral eligibility requirementsdescribed in“ General Eligibility
Requirements.”

li. Purchase or lease real property in North Carolina.



Iii. Begin to use the property as a central office or an aircraft facility during the
taxable year.

. TermsUsed

Cost

In the case of property owned by the taxpayer, cost is determined pursuant to
regul ations adopted under section 1012 of the Code. Inthe case of |eased property,
cost is considered to be the taxpayer’s lease payments over a seven-year period,
plus any expenditures made by the taxpayer to improve the property beforeit is
used as the taxpayer’s central office or aircraft facility if the expenditures are not
reimbursed or credited by the lessor.

Credit Amount
The credit is seven percent (7%) of the eligible investment amount. The eligible
investment amount is the lesser of the following:

i. Thecost of the property.

ii. The amount by which the cost of all the property the taxpayer isusing in North
Carolinaascentral officesor aircraft facilitieson thelast day of thetaxableyear
exceedsthe cost of all the property the taxpayer was using in North Carolinaas
central offices or aircraft facilities on the last day of the base year. The base
year isthat year, of the threeimmediately preceding taxable years, in which the
taxpayer was using the most property in North Carolina as central offices or
aircraft facilities.

The maximum credit is $500,000 per taxpayer. The basis in any real property for
which acredit is allowed must be reduced by the amount of credit allowable.

. Mixed Use Property

If the property is used for more than one purpose, the credit is alowed only with
respect to the portion of the property that isused asacentral office or aircraft facility.
This determination is made using the following fraction:

square footage of the property used as central office or aircraft facility
total square footage of the property

. Taking the Credit

The credit is taken in seven equal installments beginning the year after the taxpayer
qualifies for the credit. If ataxpayer is required to file more than one tax return
during ayear, each return constitutes ayear for purposes of taking installments of the
credit.

Expiration
The credit expiresin the following circumstances:
i. When the property for which the credit is claimed is no longer used as a central
office or an aircraft facility.
ii. When the total number of employees the taxpayer employs at al of its central
offices or aircraft facilities in North Carolina drops below 40.



Iii. When aportion of the property for which the credit is claimed isno longer used
asacentral office or an aircraft facility. In thiscircumstance, the amount of the
credit associated with the portion no longer used asacentral office or an aircraft
facility expires. The remaining installments are computed by multiplying the
total credit times the fraction described above for mixed-use property.

When a credit expires, the taxpayer can still take the portion of an installment that
accrued in aprevious year and was carried forward.

10. Credit for Substantial Investment in Other Property (G.S. 105-129.12A)
a. Eligibility

To be éigible for the credit, the taxpayer must receive awritten determination from
the Secretary of Commerce that the Secretary expects the taxpayer to purchase or
lease and usein an eligible business at a specific location within a three-year period
at least $10,000,000 of real property, and to create 200 new jobs at that location
within two years of the time that the property is first used in an eligible business.
This requirement is set out in G.S. 105-129.4(b5). Additionally, the taxpayer must
meet al of the eligibility requirements listed below:

I. Meet al of the general eligibility requirements described “Genera Eligibility
Requirements”.
ii. Purchase or leasereal property in an enterprise tier one or two area.
Iii. Beginto usethe property in an eligible business during the taxable year.
b. TermsUsed

i. Cost
In the case of property owned by the taxpayer, cost is determined pursuant to
regulations adopted under section 1012 of the Internal Revenue Code. Inthe case
of leased property, cost is considered to be the taxpayer’s lease payments over a
seven-year period, plus any expenditures made by the taxpayer to improve the
property before the taxpayer uses it if the expenditures are not reimbursed or
credited by the lessor.

ii. Property located in an enterprisetier one or two area
Property islocated in an enterprisetier one or two areaif the areais designated as
tier one or two at the time the taxpayer requests the required written determination
from the Secretary of Commerce regarding its expected investment.

c. Credit Amount
The credit is thirty percent (30%) of the eligible investment amount. The eligible
investment amount is the lesser of the following:

I. The cost of the property.

Ii. Theamount by which the cost of all of the real property the taxpayer isusingin
this State in an eligible business on the last day of the taxable year exceeds the
cost of all of the real property the taxpayer wasusing in this Statein an eligible
business on the last day of the base year. The base year isthat year, of the three
immediately preceding taxable years, in which the taxpayer was using the most
real property in this State in an eligible business.

When an investment is phased in over the course of more than one tax year, the
taxpayer may claim acredit in each year based on the eligible investment amount of



the property that isfirst usedin an eligible businessfor the current tax year. Thebasis
in any real property for which a credit is allowed must be reduced by the amount of
credit allowable.

d. Mixed Use Property
If the property is used for more than one purpose, the credit is allowed only with
respect to the portion of the property that isused asacentral office or aircraft facility.
This determination is made using the following fraction:

square footage of the property used as central office or aircraft facility
total square footage of the property

e. Takingthe Credit
The credit istaken in seven equal installments beginning the year after the taxpayer
gualifies for the credit. If ataxpayer is required to file more than one tax return
during ayear, each return constitutesayear for purposes of taking installments of the
credit.

f. Expiration
The credit expires expires in the following circumstances:

I. When the property for which the creditisclaimedisnolonger usedinan eligible
business.

ii. When the total number of employees at the property with respect to which the
credit is claimed drops below 200.

Iii. When aportion of the property for which the credit is claimed isno longer used
in an eligible business. In this circumstance, only the amount of the credit
associated with the portion no longer used in an eligible business expires. The
remaining installments are computed by multiplying the total credit times the
fraction fraction described above for mixed-use property.

When a credit expires, the taxpayer may not take any remaining installments of the
credit. The taxpayer can still take the portion of an installment that accrued in a
previous year and was carried forward.

11. Credit for Development Zone Projects (G.S. 105-129.13)
a. Eligibility
The general eligibility requirements do not apply to this credit. To be eligible for a
credit for a development zone project, the taxpayer must meet the following
requirements:

i. Contribute cash or property to a development zone agency for an improvement
project in a development zone.

ii. Not control, be controlled by, or be under common control with an affiliate of
the development zone agency. Thetaxpayer may not have one of therelationships
defined in section 267(b) of the Internal Revenue Code with the development
Zone agency.

iii. Filean application with the Department of Revenue on or before April 15 of the
year following the calendar year in which the contribution was made. The



Secretary may grant an extension for filing the application if ataxpayer makesa
timely request for an extension. An extension allows the taxpayer to file the
application by the following September 15.

iv. Include with an application submitted a certified appraisal of the value of the

property contributed, if the contribution was of property rather than cash.

b. TermsUsed
i. Control

A person controls an entity if the person owns, directly or indirectly, more than ten
percent (10%) of the voting securities of that entity. The term “voting security”
means a security that confers upon the holder the right to vote for the election of
members of the board of directors or similar governing body of the business or is
convertible into, or entitles the holder to receive upon its exercise, a security that
confers such aright to vote. A general partnership interest isavoting security.

ii. Development zone agency
Any of the following agencies that the Department of Commerce certifies will
undertake an improvement project in adevelopment zone will qualify:

A community-based development organization qualified under 24 C.ER.
section 570.204.

A community action agency that has been officially designated as such pursuant
to section 210 of the Economic Act of 1964, Public Law 88-452, 78 Stat. 508.

A community development corporation.

A community development financial institution certified by the United States
Department of the Treasury under the Community Devel opment Banking and
Financial Institutions Act of 1994, 12 U.S.C. section 4701.

A community housing development organization qualified under the HOME
Investment PartnershipsAct, 42 U.S.C. section 12701 and 12704, and 24 C.F.R.
section 92.2.

A local housing authority created under Article 1 of Chapter 157 of the General
Statutes.

iii. Improvement project
A project to construct or improvereal property for community development purposes
or to acquire real property and convert it for community development purposes.
Construction or improvement includes services provided by a development zone
agency directly related to the construction or improvement, and project devel opment
fees charged by a developer for the construction or improvement.

c. Credit Amount
The credit is equal to twenty five percent (25%) of the value of the contribution of
cash or property to a development zone agency for an improvement project in a
development zone. A contribution is for an improvement project if the agency
receiving the contribution contracts is writing to use the contribution for the project
and agrees in the contract to repay to the taxpayer, with interest, any part of the
contribution not used for the project.



d. Taking the Credit
The credit may not be taken in the year in which the contributionismade. Instead, the
credit must be taken for the taxable year beginning during the calendar year in which
the application to the Department of Revenue for the credit becomes effective.

e. Ceiling
The total amount of all credits for contributions made in a calendar year may not
exceed $4,000,000. If the total amount of credits claimed exceeds $4,000,000, the
Secretary of Revenue must all ocate the $4,000,000 in tax creditsin proportion to the
size of the credit claimed by each taxpayer. If a credit is reduced because of this
ceiling, the Secretary must notify the taxpayer of the amount of the reduction of the
credit on or before December 31 of the year the application was filed.

f. Forfeiture
A taxpayer forfeits the credit to the extent the development zone agency uses the
taxpayer’s contribution for any purpose other than an improvement project.





