State of Rhode I dand - Division of Taxation
Tax CreditsyDeductions
Regulation CR 99-05

Credit for Small Business L oan Guaranty Fee

In General:

Every small business formed under the laws of the State of Rhode Island and operating within
this state is entitled to claim the amount paid as a guaranty fee to the United States Small
Business Administration (SBA) as a credit against the business' tax as levied under R.1.G.L. 44-
11 (Business Corporation Tax); 44-17 (Gross Premiums Tax on Insurance Companies); or 44-30
(Personal Income Tax).

|. Definition:

A "small business' means any corporation, partnership, sole proprietorship or other business
entity qualifying as "small" under the standards contained in Title 13, Code of Federa
Regulations, Section 121. The fact that a taxpayer was the primary obligor, obtained SBA
guaranteed financing and paid the guaranty fee on which this credit is based shall be prima facie
evidence that the taxpayer is considered a"small business'.

I. Qualification:
To qualify, the small business must:
1. beformed under Rhode Island law; and
2. be operating in this state; and
3. bethe primary obligor in the financing; and
4. be the entity that actually paid the fee.
[11. Guaranty Fee:

If the guaranty fee is deducted from the loan proceeds paid to an otherwise qualifying small
business, it is considered "paid” by that small business. The guaranty fee is that amount paid to
the U.S. Small Business Administration solely as the fee for obtaining SBA guaranteed financing
and does not include other costs or fees attendant to such financing.

V. Calculation and Limitations:

1. Thecredit isequa to the fee paid and is claimed in the tax year in which the guaranty fee
was actually paid.

2. If the small businessis a corporation filing a consolidated return (Title 44, Chapter 11),



4.
S.

the credit is allowed against the tax of only that corporation which qualifies for the credit
and will not be allowed against the tax of other corporations that may join the filing of a
consolidated state tax return.

In the event that the small businessis a partnership or 1120S corporation, the credit shall
be divided according to ownership share.

The credit cannot reduce the tax below the minimum.

For tax years beginning after December 31, 1997, amounts of unused credit may be
carried forward for four (4) subsequent tax years.

V. Documentation

Copies of documents such as, but not limited to, the SBA credit letter from the Providence SBA
office, loan documents or canceled checks evidencing that the small business is the primary
obligor and that it paid the guaranty must be attached to its form RI 2642.

Examples:

1.

A company (a corporation) has atax year which begins 01/01/98 and on 08/01/98 it paid
$3,100 of qualifying SBA loan guaranty fees. A's tax for caendar year 1998 was $2,300.
A is entitled to reduce its tax to the minimum $250 and A has $1,050 of credit which it
may carry forward for a maximum of four (4) subsequent tax years.

B Company (a corporation) has atax year which began 07/01/97 and on 03/01/98 it paid
$5,500 in qualifying SBA loan guaranty fees. B's tax for fiscal year ended 06/30/98 is
$2,400. B is entitled to use $2,150 of credit to reduce its tax to the minimum $250 but the
remaining $3,350 may not be carried forward. The carry forward provisions apply to tax
years beginning after December 31, 1997 regardless of when the fees were paid.

In 1998 C Company is a calendar year, 1120 S corporation which has three shareholders;
John, Maria and Susan. The corporation ownership shares are divided as follows: John
50%, Maria 30% and Susan 20%. The corporation paid a Small Business Guaranty Fee of
$3,000 and is entitled to claim a credit of $3,000. For Rhode Island personal income tax
purposes, all three shareholders are calendar year filers. Before application of their share
of the credit, John's personal income tax liability is $500; Marias tax liability is zero; and
Susan's personal income tax liability is $1,200. The $3,000 credit would be divided
among the shareholders and flow through according to ownership as follows: John -
$1,500; Maria - $900; Susan - $600. Since C Corporation's tax year began after
December 31, 1997, the carry forward provisions apply to the credit distributed to the
shareholders (see below for example #4). John may apply his credit to the personal
income tax to reduce it to zero and carry forward $900 to the four subsequent tax years.
Maria can carry forward the $900 credit to the four subsequent tax years. Susan may
apply the $600 credit to her income tax liability, which would result in a personal income
tax balance due of $600.

D Company isan 1120 S corporation with atax year beginning June 1, 1997. D has two
shareholders--Sam and Anne of which each own 50%. On February 14, 1998, D paid



$2,400 in qualifying SBA loan guaranty fees. On May 31, 1998 D's tax year ended and,
since it was an 1120 S corporation, it passed $1,700 to each shareholder. Each
shareholder is entitled to use the credit against his’her Rhode Island personal income tax
but cannot reduce the tax below zero. Amounts of unused credit may not be carried
forward since D Company was the taxpayer who actually paid the fee and generated the
credit. D's tax year began June 1, 1997 and the carry forward provisions apply to tax
years beginning after December 31, 1997.
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