L  INTRODUCTION

This Grand Jury conducted an .extensive investigation into a sophisticated scam to steal
Pennsylvania fax credits. We leatned that the Commonwealth operates several programs designed
to encourage economic developmegt by providing tax ctedits to certain new businesses, But —
enabled by nsufficient government ove;'sight ~ dishonest business people were able to exploit the
system to the tune of millions of taxpayer dollars.

We discovered twenty different shell companies that were set up, by the same two
individuals, so as to appear to be conducting research and development. In reality, the companies
were nothing but papet and mail drops, They had no actual employees, ofﬁces, products, or
cuétomers. Yet they qualified for over $10 million dollars of tax credits under the Pennsylvaﬁia

Research and Development (R&D) and Keystone Innovation Zone (KIZ) programs. These tax
credits, we discovered, do not sirnpl.y reduce the téx liability of the qualifying businesses; they can
also be legally sold to other companies, even if those companies would not qualify for the credits
themselves.

The masterminds behind the operation were able to sell over $6 million dollars” worth of
those tax credits before the scam was uncovered., That money was ultimately déposited into bank
accounts in Hong Kong. It was not used to bolster Pennsylvania’s cconomy; instead, it reduced
Pennsylvania tax revenues when the companies who legally purchased the credits 'appﬁed' them
against th;eir own tax liability. We reviewed evidence and it is anticipated.that a presentment will
be issuf;d in the future recommending that criminal charges be filed against those who created the
sham businesses in order to generate the undeserved credits. |

Beyond criminal charges, we also focused on the systemic deficiencies in the

administration of both the R&D and KIZ tax credit programs that enabled the massive deception




to go undetected for years, and that must be addressed in order to prevent such fraud in the future.
We heard testimony and obtained evidence from numerous witnesses, including members of law
enforcement, tax credit brokers, K17 coordinators and past and present staff members from the
Pennsylvania Department of Community and Economic Develqpment (DCED) and the
Pennsylvania Department of Revenue (DOR), The evidence demonstrated that changes must be
made so that the frue purpose-of these programs can be realized, While we were pleased to learn
through our inﬁestigation that some changes have'recently been implemented, we think fln'ther
steps should be taken to protect the investments of Pennsylvania taxpayets. |
We are recommending that the Commonwealth implement the following changes: 1) as in
«other Pennsylvania tax credit programs, apialicants for R&D and K17 credits should be subject to
audit by independent certified accountants; 2) tax credit applications shéuld_be verified through
“such means ‘as in-person interviews, photographic submissions, receipté and other financial
records; ‘3) laws governing the R&D and KIZ tax credif programs should be amended to provide
the agencies sﬁfﬁcient time to put teeth into the review process; 4) local “KIZ coordinators” should
be ’.tréined in their proper role and required to make site ViSi’[S to ensure that applicants are operating
as required by. the program, and such site visits should also be required prior to awarding R&D
credits; 5) tak brokers, who pléy‘ an integral role in the tax credit market by matching buyers a‘nd
sellers, should be required to be licensed, to receive training, and to certify that they will report
any s'uspicious activity rather than participate in it, on pain of petjury, prosecution, or debarment;
and 6) that awardees be required to provide an annuval breakdown of how the tax credit was used
and/or alternatively, if sold, how the funds from such sale were used, and that such inforrﬁation be

provided in making future applications.




Il. PENNSYLVANIA TAX CREDITS

Each year the Commonwealth malkes numerous types of tax credits available to qualified
taxpayers in Pennsylvania in order to fry to help stim;llate the local economy, generate newj'obs,
attract and grow businesses, and increase the underlying tax base, Tax credit programs ate not
unique to Pennsylvania, The federal government and- numerous other stafes offer tax credit
incentive programs as well.

Tax credit programs are designed to incentivize faxpayers (companies or individuals) to
participate in certain industries, practices and/or activities by reducing the faxpayer’s tax liability
for engaging in that pasticular qualifying work. While the Commonwealth does not pay the
taxpayer in cash for engaging in such work, the Commonwealth rewards the taxpayer by giving it
a credit égainst its state tax liability, Thus, the revenue generated for tﬁe Commonwealth through
its taxing system is reduced at least in the s:hort term. Although they cost millions of dollars in tax N
revenue, tax credit programs are viewed as beneficial to Pennsylvania’s economy because they
~ draw new businesses and enierprises into the comnmunity, which should increase the tax revenues
and the local economy in the long tetm. These programs are a definitive and caléulated trade~off

made by the Commonwealth in hopes of providing a greater long term economic benefit to its

-

citizens,

Importantly, with certain tax credit programs there is an additional benefit to the applicant
because the credits are actually “transferrable” or “sellable” by the awardee to third parties in
exchange fc;r money. Thus, these types of credits are commodities which can lawfully be sold to
third parties at a discounted price, thereby providing the original companies with an almost
immediate infusion of cash to put back into the business, Theoretically, this is especially beneficial

for newex bompanies trying to get off the ground or obtain stability. We learned that there are at




least six sellable tax credit progtams offered by the Commonwealth ann-ually. Three of the six tax
credit programs fequire independent certified publio accout;tants {o audit the information pf{ivided
with credit application$ before credits can be awarded, but the R&D and KIZ programs do not
require any such review,

The two different Pennsylvania tax credit programs cenfral to the Grand Jury’s
investigation are: 1) the R&D tax ‘credi;t program, and 2) the KIZ tax credit program, Importantly, -
a qualifying taxpayer can apply for and be awarded both typeé at the same time, All of the
companies at issue in our investigation were réceiving R&D credits and many of them were
receiving KIZ credits as well, |

Between the two programs, the Commonwealtﬂ of Pennsylvania sets aside a total of $70
million dollats in annual tax revenue which the Commonwealth' willingly foregoes‘ in hopes o’f
spurting greater long term econoniic development within its borders. |

| As noted above, both the R&D and I<';IZ tax credit programs share the same special benefit:
these two particular tax credits are “transferable” or “sc;,llable” to third paﬁieé in exchange for
actual money. Therefore, it can be extremely lucrative to be awarded these types of tax credits as
any amount of the credits which ate not used against a taxpayer’s state tax liability can be sold for
cash.- Frequently, tax credit “brokers” handle the sale of the credits for both the sellers and the
buyers. The brokers receive a sizable commission for advising tax credit applicants, advocating
to the departments for credits to be granted, and finding purchasers willing to pay. But these
brokers receive no training from the state, nor ar;‘e they required to be licensed or to report any

misconduct they may observe in their dealings.




I THER&D TAX CREDIT PROGRAM

The R&D credit program was adopted in Pennsylvania in 1997 and has been in effect ever
since. The governing statutes require DOR. to admidster the award of tax credits under this
program. Betweon 20_()3 and 2017, Pennsylvania set asideA$618 million in tax credits for the R&D
credit program. Since 2011, the Commonwealth has been allocating $55 million in R&D tax
credits to qualifying applicants annually; of that sum, $11 million dollars in credit has also been_L
allotted each year specifically for qualifying small businesses. “Small businesses” are .Ideﬁned as
companies that have assets of less than $5 million. Small businesses are entitled to 20% tax credits
rather than the 10% for large businesses.! All of the 20 fraudulent companies at issue in our
investigation were designated as small businesses on their ciedit applications as a means of
enabling them to qualify for a larger tax credit.

The evidence reveéled that a single qualifying applicant may be awarded hundreds of
thousands of dollars in R&D tax credits antually. The calculation is based on how R&D
expenditures are reported on the application. However, fhe a;nount of credits awarded must be
protated when there are more ;‘qualiﬁed” applicants than credit dollars available — which means
legitimate applicants received fewer credits than they should have because of the dollars diverted
fo fraudulent companies. |

Over thé years, the Pennsylvania R&D tax credit program has become mote popular, It

was estimated that in 201 3, the program received 747 applications, almost all of which (717) were

172 P.S. 8703-B (b)(2) allows a taxpayer designated as a “small business” that incurs Pennsylvania qualified R&D
expenses to apply for R&D tax credits by the September 15 deadline. The statute provides that a “small business®
taxpayer shall receive a credit for the taxable year in the amount of 20% of the excess of its total Pernsylvania
qualified R&D expense for the taxable year over the taxpayer’s Pennsylvania base amount, but, a large company
would only qualify for 10% of same. ‘




approved. By 2017, the proétam had received 1344 applications, almost all of which (1288) were
approved. '

This particular tax credit is available to businesses and/or individu:;lls per%mming qualified
research and development and making related expenditures in Pennéylvania. At all times material
to this invéstigation, in order to qualify for the R&D tax credit 111 Pernsylvania, applicants Were‘
required fo subrﬁit Form R.EV—.545 R&D, certifying that the taxpayer: 1) was subject to either
Personal Income Tax or Corporate Net Income Tax exposure; 2) incurred expenditqres fcn_' ‘
qualiﬁed research and develépment conduéted within Pennsylvania; 3) was in compliance with
the Common"wealth’s tax laws and regulations as determined by the Department of Revénue; and
4) incurred at least two ﬁrears of prior Pennsylvania R&D expenditures.

The application further required applicants to provide company-specific state and federal
identifiers. Moreover, the application required applicants to submit federal 6765 forms and/or pro
forma 6765 forms and, in the case of small businesses, a balance sheet with a breakdown
articulating the qualified Pennsylvania R&D expenditures,? VFin.ally, the application required a
corporate officer to sign a verification at the bottom of the first page asserting: “[u]nder penalty of
petjury, I declate I have examined this return, including any accompanying schedpies and
statements, and to the best of my knowledge and belief it is true, correct and complete.” A copy
of an application is attached to this report as Exhibit ‘;A.”

An application to apply for R&D tax credits from DOR is due by September 15%, DOR

only has until December 15% of that same year to review all of the applications it receives, identify

2 We learned that the pro forma 6765 form is a document generated by the applicants asserting
what their expenditores would have been had they sought federal R&D tax credits.




the unqualified applicants, identify legitimate applicants, investigate any irregulatities of
potentially legitimate applicants and award ﬁie credits. |

We learned that DOR determined who qualified for It'he credits by relying on the
uncorroborated documentation submitted in and with the application. DOR staff members were
trained on how to process app]icatidns prior to reviewing them. Wheﬁ the applications were
received at DOR, a staff member would input the information into the computer system. Other
team membefs within DOR would then sift through each application and compare the information
contained in the form against the documents supplied by the applicants, including the balance
sheet, the 6765 forms and/ot pro forma 6765 forms, and Pennsylvania tax returns, to make sure
that all the information matched, If s0, nothing more was done, and the applicﬁtion for the tax
credit would be approved.

DOR. staff members also received training on when to reject an application. Staff were
advised to reject an application if 1) the applicant did not provide expenditures from prior years,
2) the company was no longer in business, or 3) the application was submitted after Séptember '
15", We leamed that staff members would contact applicants when pertinent information was
missing or unclear to give-thein an oppottunity to correct the deficiency. If the appiic.ant provided
the additional information, the-credits would be awarded.. Uhfortunately, we also observed
instances in which applications wete granted even when they did not meet even this relatively lax
Standard — when, for example, unsigned applications wete accepted and approved. Based on the
testimony we heard and the evidence we saw, it appeared that DOR staff were working diligently
to approve as many ﬁpplicants as posslible, even though this could work to the detriment of

legitimate applicaﬁts.




Wé Jearned that thete were no requirements that photographic identification be supplied,
that in-petson interviews or site visits be conducted, or that applicants submit expenditure receipts,
account‘statements or actual day-to-day ﬁnaﬁcial records beyond the applicant’s state tax tetutns
aqd the federal 6765 forms.or pro forma 6765 forms. Staff members of DOR who reviewed the
applications relied almost exclusively, if not exclusively, on the information set forth by the
applicant in the application as being true and correct.

IV. THE KIZ TAX CREDIT PROGRAM

| In 2003, the KIZ tax credit progra-ma was designed fo atiract new compaﬁies éngaged in
speciﬁed industries to move into or seftle-in specified geographic areas in Pennsylvam‘a. There are
.29 designated KIZ 1eg10ns in the state. The statute allots $15 mﬂhon m tax credits annually for
this program. A percentage is not spemﬂca]ly carved out for small busmesses with this program
ag it is with the R&D program.

Where the R&D credit program focuses on expenditures, the KIZ program focuses on the |
applicant’s gross 1'e;renues from K1Z-related activities, Specifically, a KIZ credit applicant may
be awarded a tax credit equal to 50% of the increase in its gross revenues in the limmed'iately
' preceding taxable year attributable to its activities in the zone, over the company’s gross revenués
in the second preceding taxable year attrib‘utable to its activities in the zone,

The credits max out af $100,000 a year, and they are prorated afmong applicants if total
claims exceed the amount available in the pool, Prorating is done so that all of the seemingly
qualified applica-nts receive at least some of the credits for which they apply. We observed
instances where KIZ crédit awatds were prorated becﬁuse the program was overpxtenéed beyond
the $15 million it was allotted. Thus there were times between 2012 and 2017 where legitimate

applicants received less in credits because sham companies were being apptoved for credits.




Essentially, the purpose of the KIZ Tax Credit Program is to encowage young for-profit
companiés to engage in certain indusities in a designafed location within the Corpmqnwealth.
Specifically, we learned that in order to be awarded this type of tax credit, the applicant must bea
for-profit business entity engaged in one of the following fields: advanced materials, diversified
manufacturing, business services, life sciences or high technology. In addition, the business must
have been in-opetation less than ecight years.

The designated zones were created near tﬁe Commonwealth’s colleges and universities to
align academic resources with the private sector workforce and spur innovation statewide. One of
the goals of this specific incentive program is to try to keep graduates of local colleges and
universities working in that geo graphio area after graduation.

KIZ applicants ate required fo submit forms articulating why they qualify for the credit.
They must also supply their federal form 1120 from the pagt two years to verify the alleged increase
in gross revenue. Prior to 2017, applicants were also reqﬁired to submit relevant past Penhsylvania
tax returns. As of 2017, appﬁqants were instead required to attach their “Welcome to
Pennsylvania” letter issued by DOR, authorizing the company. to do business inf the

’ Co@nonwealth. Also required was 4 certification from a “KIZ,coordinatdr” verifying that the
company was in fact located within the zone. The Grand Jury learned that the staff members of '
DCED who review the tax credit applications largely agsume that the information sul‘)miﬁed by
the applicant is true and correct. DCED has énly 90 days fiom September 15%, the close of the .
application acceptance date, to 1'e_view a?l of the applications it receives. The KIZ credits are
awatded on December 15%, A KIZ credit application from one of the ‘target co.mpanies' from oﬁr
investigation has been attached as Exhibit “B.” The applications do not require photographic

identification, account statements, or in-person interviews which could help deter fraud.




Similar to the R&D Program, once these credits are awarded to an applicant, the KIZ
credit must first be applied to the company’s own Penﬁsylvarﬁa {ax lability (personai income
tax ot corporate net income tax). Any unused credits méy be applied against the company’s tax
liability for up to five years from the date that the credit was issued. Alternatively, the credit
may be sold or reassigned to another taxpayer. Tn order (o sell these credits, the awardee and the
third party buyer must file the requisite péperwm'k with DCED and seek its pe.lmission for the
{ransfer. ‘

"We learned that KiZ coordinators are assigned for each df the designated zones. The
coordlinators are supposed to file certifications to. verify that the companies applying for K17 tax
credits are in fact located within their designated KIZ area, Yet, the individuals who are designafed
és the KIZ coordinators are not interviewed by, ex;aployed‘ by, or in any way chosen by
representatives ﬁf DCED to do the job. Rather, we learned that individuals employed by' the local
economic development entities representing the KI7 regions, and often hired for another job
entirely, get assigned the task of acting as a coordinator too. DCED ﬁas policies; and procedures
available that are supﬁosed to help coordinators fulfill their obligations. |

A wilness testified that the coordinators are supposed to communicate with the applicant

companie;:, obtain copies of their leases, ensure that metric reports are filed by the companies, and
document files with proof that the companies are working in the zone. We heard conflicting
testimony regarding whether or not site visits are required before the coordinators sign the
certification confirming that the company is actually located within the zone.

When the KIZ tax credit program was first implemented, money was set aside by the

Commonwealth to be used by the regional entities helping to administer the KIZ program locally.

Some of that funding helped pay the costs of KIZ coordinators® services. However, multiple
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witnesses testified that the Commonwealth stopped contributing to the costs associated with the
local KIZ engagement programs and coordinators several yeats ago. The Grand Jury also heard
. from multiple witnesses that the ooorciinators just stmply did not understand the magnitude of their
role in certifyiné that a KIZ company was in fact where it claimed .to be located ag a means of
protecting against frauc?l and waste, Rather, it was something that was routinely seen by the
coordinators as being less.important. than the other responsibilities of theivr jobs,

We also heard from & witness whq explained that DCED’s KIZ credit application has beon
flawed since the time it was adapted fo an. electronicl format. The witness explained that DCED
used a “one size fits all” electronic application f§1' every program it oversaw. KIZ applicants were
required to answer every question on the application, e.ven when questions were not relevant to
that particular program. | The poor application format made it more difficult to identify
uestionable aﬁp]ications, We learned that though DCED was aware of the problem, it went
unaddressed due to funding constraints. |

Moreovet, we also heard evidence that applications were not compared with tax
information maintained by DOR because there were strict rules prohib.iting' DOR from sharing ilt
with DCED. We learned that since this scheme came to light, DOR has agreed to perform certain
_ checks at DCED’s request. |
'v.  THETAX CREDIT SCAM

Given the operation of the R&D and KIZ tax credit systems, the fraud we discovered should
not, perhaps, be entitely surprising. Our investigation was quite extensive. We obtained thousands
of documents c_om‘prising 637 exhibits, and heard from numérous Witnesses both in and out of

governr’nent.‘
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The perpetrators wete a husband-and-wife team who wete otiginally from Hong Kong, and
who returned there once the scheme had been set in motion. The evidence established that Wing
Tat Chiu (aX.a “Chris Chin” or “Chistopher Wing-Tat Chiu®), and Ivy Hiu-Ying Li (ak.a. “Ivy
Li” and/or “Hiu Yin Li”) came ﬁ'oﬁl Hong Kong .to the United States to study at Michigan State
University (MSU) in the late 1990s. Wing Tat Chiu received his Doctorate of Philosophy from
MSU in'the.fall 0f 1999, Ivy Li obtained her Master’s Degtee from MSU in the summer semester
of 2000, Chiu and Li manied in 2000 and remained in the Uﬁted States thereafter. They became
natwfaiized United S’t;tes citizens.

Following their graduation, they moved to Pennsylvania and settled in Bucks County.. The
couple started two Pennsylvania companies: Accu Meaéurement & Testing, Ine., (AMT) in
- January of 2004 and EdigitalDataCenter, Inc., (Edigital) in December 2009, l:_;.oth companies

applied for, and were awarded, R&D .and KIZ tax credits, Initially, it appeats that the applications
may have been legitimate. By 2012, howevet, 'the couple had apparently realized that they could
make money more easily by securing credits illegi_timately. -Both compz;nies applied for and
| obtained tax -credits between 2012 aI;d 2017. But we were unable to find any evidence suggesting -'
either company actually ciualiﬁéd for those credits. In fact, there was absolutely no evidence of
legitimate revenue or expenditures for either coinpany during those years. .
We also hoard evidence establishing that the couple created 18 other sham entities 10 obtain
more sellable tax credits, The evidence indicates that the duo created numerous false identities to
- be the faces of the other 18 shell companies in order to furtherrpemén'ate their fraud. They tried |
to continue their scam thréugh 2018 and only stopped because DOR and DCED finally became .

aware of the fraud and would not permit the additional credits to be transferred.
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Most of ﬂw time, the scam was perpetrated from afar; éMu and Li weren’t even in the
country. The eyidence tevealed that Chin went back to Hong Kong in December 2012 and he
remained there until June 2016, when he returned to the United States for roughly two months. He

traveled back to Hong Koﬁg on August 18, 2016, and he has not returned to the United States
since. 14 also went back to Hong Kong in December 2012 and remained there until early October
2015, when she l‘etﬁned to the United States fot sixteen days. She returned to Hong Kong in late
October 2015 and has not returned to the United States since. |

By using fake companies and falge i'dentities; Chiu and Li applied for and were awarded
$10,645,435 worth of tax credits between 2012 and 2017. The 20 companies did not mqet the
requisite qualifications to be awarded any of those credits. The eﬁdence revealed that none of the
sham companies had afy exp enditures whatsoever during those yeats, and the only revenue fraced
to the companies wete the proceeds obtained from selling their tax credits, Yet, during 2012-2017,
62 R&D tax credit applications wete submitted to DOR on behalf of those companies and
$8,127,621 in sellable R&D fax credits were awarded to them in return, During that same time

- period, they also submitted 27 fraudulent KIZ tax credit applica:tions and were awarded $2,517,814
in sellablé KIZ tax credits. |

There is absolutely no indication that verification methods such as site vis'its wg:ré
conducted on any of the relevant companies before the credits were awarded, Had site visits been
conducted, officials would have leatned of the fraud much earlier, as not one of the companies was
renting actual of_ﬁoe space at its supposed location,

The evidence indicated that Chiu and Li were able to sell $6,365,777 of the $10,645,435
in credits before their scheme was discovered and stopped. Attacl‘,hed hereto as Exhibit “C” is a

breakdown of the credits awarded to the sham companies between 2012 and 2017 and the credits
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that were transferred by them before the scam was uncbvered. Tax credit brokers were vital to
accomlplish these sales, Iwhich were the essential piece enabling the conspirators to cash.in on the
system.

. The brokers were eager, even if not illegal, participants in the process. We: observe&
multiple instances where brokers engaged ]jCED and/or DOR staff to push the award of thoée tax
ciedits as well as the sales of those credits even when red flags were apparent, We saw instances
Wh.ere_ brokers questibnea transactions but never stopped to notify either DCED or DOR about
their concerns or to alert them of any potential fraud — even when they were repeatedly ditected to
wire the proceeds of tax credit sales directly to offshore accounts in Hong Kong.

The couple regularly pressed brokers for the highest price possible for the sale of their
credits, demanded quick payment upon the completion of the sales, and wete actively looking for
mote Pennsylvania tax credit programs in order to expand their scheme. They were even intending
to seek tax credits from New Jersey and were asking tax credit blokcrs for guidance on those
programs.

V1, THE BROKER PROBLEM .

Tax credit Drokers require no specialized training or licensing;. They are totally
unregulated.  Yet they help coordinate massive transactions impacting the economy ‘and
commmﬁt.y here in Pennsylv:ﬁiia.

We heard evidence that, because they are not requited to certify the tax credit applications
they help prepare, some brokets believe they have no obligation to make sure that the information
. contained in the applications is accurate. Such cer.tiﬁcations are routinely required for similar

professions, such as tax preparets, who must state under penalty of perjmy that to the best of their

knowledge and belief, the information provided is true and correct, Additionally, because they are

14




unregulated, tax credit brokers are under no professional obligation to report suspected frandulent
or suspicious behavior, |

. "The Grand Jurors reviewed numetous email conversations befween various tax credit
brokers and the subjects of ﬂais investigation. Among those ema:iis were exchanges in which
fraudulent companies referred brokers to other fraudulent companies (all actually operated by Chiu
and Li) to sell their credits as well. In a few instances, after the introduction was done, multiple
' comiaanies would send a group email té the brokers itemizing the hundreds of thousands of dollars
of credits available for the broker to sell. When'quesiioned by the brokers about how they were
all connected, the response was that they were an “angel network,” “co-op,” or “joint venture.” In
multiplé' instances, the bogus companies asked that proceeds be wired {o Hong i{ong bank accounts
and it was done without hesitation.

Never once through the course of this investigation was evidence found that any of the
broker.s notified DCED or DOR th;rt large groups of otherwise seemingly unrelated companies
were asking for the proceeds from the sale; of their Pennsylvania tax credits to be sent to Hong
Kong. In fact the converse occurred, Through multiple emails it was revealed that brokers would
push the staff at DCED ;md DOR to approve the various credit applicétions and transfers.’

In one email siting from July 2017, two tax brokers wete trying to coordinate a u'ansfer of
hundreds of thousands of dollars in tex credits for six of the sham entities as a group. One broker
v;rrote that “[...] Something is up with this guy and I am going on record saying we should cease
doing business with them....” Another email between the two brokers was prompted in October
2017 because Chiu and Li’s representatives had not been in communication with the brokers about
- two sales which were held up due to complianée issues. One broker wrote: “I feel like he [Daﬁiel

Presley] taok four of the six sales and him and John Wayne and Joc Blow and Elvis Presiey blew
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town.” The othet.responded: “LOL, with Henry Ford (one of the subjects of this investi_gation) was
the driver.” Shortly thereafter, these brokers contacted DCED stalf trying to push throﬁgh the
' traﬁsfcr of the outstanding credits — without ever mentioning their concerns that the applications
wer;a illicit. At leasf one of those two credit transfers was denied by the state; however, the emails
- esta.blished that the same brokers contacted “Daniel Presley” again in 2018 and 2019 asking if
there were any mote credits to sell,
VII. RECOMMENDATIONS
Based upon the evidence we have obtained and consideted, we, the membets of the Foxty-
Second Statewide Iﬁxiestigating Grand Jury, recommend the following legislative or procedural
changes;

A) Other Pennsylvania tax credit programs require an audit o-f applications by a certified
public accountant, Indepéndent audits would likely have prevented most or all of the
million-dollar rip-offs we saw. They should be required for R&D and KIZ tax creéité.

B) In reviewing épplications; the. responsible agencies must do more than simply checl
fhe boxes to see whether the attachments match the form. DOR, for example, should
intewieﬁ applicants in person, face-to-face, to confitm that they are duly qualified. '
Applicants should be required t;) submit photographic | identification along with
receipts, acoount statements and financial records, TP addresses should be verified to
ensure that applications are being submitted from businesses operating in
Ponnsylvania, not elsewﬁere. ‘

C) Regulators ourrently.have only 90 days to review R&D and KIZ tax credit applications.

That’s not enough time for meaningful review, even if the agencies were disposed to
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conduct it. The law should be changed to increase that period so that real checks can

be performed.

D) Local KIZ coordinators are intended to be the eyes and ears on the ground to ensure

E).

that applicants are actually producing the economic activity the tax credits are designed
to encotirage. Tt appears that the coordinators do not understand their role or the
significance of it, . Coordinators .should be required to éonduct unscheduled site visits
for each applicant. The certificate they submit should be amended to include a
statement, under penalty of petjuty, that they have gone to the site and verified that the
company is in fact in existence and conducting business there. Unscheduled site visits
should also be required for R&D tax credits.

Tax credit brokers play an integral part in the system, but they are currently completely
maregulate&, and at least some apparently feel free to traffic in credits that are likely
fraudulent. Brokers should be required to be licenseq by Pennsylvania authorities in

order to take part in tax credit transactions, to submit themselves to the jutisdiction of

Penpsylvania courts, to undergo appropriate training, and to certify that they will not

participate in improper transactions but will instead report inegularities. If they assist

* businesses in preparing tax credit applications, they should be required to sign the form

F)

with a declaration like those required of income tax preparers.

Add an additional reporting requirement whe.zrei'n the awa‘l'dees will be reqﬁired to
submit to the relevant Department (cither DOR or DCED) proof in the form of an
anﬁuai breakdown of how the tax credit was used and/or altématively, 1f the credit was

sold, how the funds from such sale were used. This information breaking down how
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the credit or funds wére used must also be prqvided by the tax credit applicant on future.
tax credit applications seeking an award of creciits.

Pennsylvania has made the policy choice to forego millions of dollars in tax revenue in
order to stimulate its economy by aﬁrarding, and permitting the sale of, tax credits. If the state
desires to continue on this path, it is crucial that it provide effective oversight. The ultimate viotim:;;
of tax credit fraud are the law-abiding taxpayers of Pennsylvania. They should not .have to make

up the difference out of their own pockets,
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 EXHIBIT “A”
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ennsylvani RESEARCH AND DEVELOPMENT
m gmnmw%mumuaa TAX CREDIT ‘

2017 APPLICATION
SEE INSTRUCTIONS ON PAGES 3 AND 4
BEFORE COMPLETING. '
ENTITY NAME ‘ PV torsadii. secnery suncoen (s SEOEBALENERNED omn prey
 BTREGT ABDRESS DUE DATES RPT. 18, 2007

REPATTMENT Udd ONLY POSTMARK DATE

CITY O TOWN, STATE AND ZIP CODH

D CHHECK BOYX IF A 8MALL BUSINESS
IF CLAIH IS AS A SMALL BUSINESS WITH TOVAL ASSETS OF LESS THAN 45 MILLTON AT THE BEGINNING OR ENI OF THE YEAR, SUBMIT A

BALANCE SHEET REFLECTING TOTAL ASSETS,

ENTER ENTXTY TYPE (858 INSTRUGTIONS ON PAGE 31) Koz » §RE PAGH 2,
' _ CALCULATXON OF CREDIT
1, Ranrisylvanta-guafified research and davelopment {R&D) expenditures {Complata Page 2.}t
Ysa Whals Dolare
Tox Yeer Bagloning Tax Yenr Ending Actual Antivedized
MMDDYYYY MMDDYYYY

‘ ll!l1tlotr|lv|lllllvllbll|| 1-$

TISAEREEEEEEREER LN S AN N er_____“._.....,..__..__.

24 5ﬂpﬂfﬂﬂﬂt0ruﬂﬂlnnlunuunlninlauuuunu-u--unnc-c--u

3, Prior years® Pennsylvants R&D axpenditures (See Instructiond o Paga 3,1

Tax Year Segianing Tax Year Ending © Actyal Annualized
MMODYYYY ' MMBRYYYY .
| § F Y
B $ Bbo
G $ Cd——r—n .

b, : ‘ o, *._..-..————-——-—--—-—:

4. Totel of priov years' ahnuelized penngyivante Rod> axpendituses (Sum of A, B, G and'i)) U PPU TSP R ¥ M————

B, Avarags of prlor yeurs' Panns%!vanla e expanditures
(Uneddivlded bvnumbﬂrﬂf aﬁev@ﬂmm nﬂawuhﬂ&baxpandiwmﬂ}l N R L AR RN R R A 5|$,.,_.,_.,.._'_......m.........m

CAUTION: Years With zato expandituea MUST NOT be Included wihen averaghug.

6. ’.'nﬂ1mlnusfhegl‘eatﬁrﬁfuﬂﬂ20”-!“35 T PR A L L AL LR A RN R SRR AN R R R 5-*___._.....,..__-‘

7, Tentative Pennsylvania RED eredit (Line 8 x 0,1 or 0.2for large or small conipany, respectively) s 11 srenvesisnserosnrire 7ok

SIGNATURE AND VERIFICATION
Undar anauias oF perjury, 1 daclara X have axerined this ratur, Including eny accampanying schedules ang statements, snd b the bast of my knowledye and

bellef It1s brtie, corpect and complate, THIS FORM HUST 8E SIGNED BY A CORPORATE OF_FICER.',

-BIGNATURE OF COMPANY OFMCER - . ] FAX NUMBER DATE -

PRINT OFFICER'S NAME _ TITLE ' *{ELEPHONME NUMBER EMAIL ADDRESS
NAME OF PREPARER PREPARER'S ADDRESS EMATL ADDRESS
YRLEPHONE NUMBER _PREPARER'S FTIN, FEIN OR SS BATE CITY OR TOWN, STATE AND 2IP UODE

TVEV-§45, PAGR 1.of 4




BREAKDOWN OF RED EXPENDITURES BY LOSATYON

PART X
' R Column 4 Calupin 3 Celumn §
tnai Faderal NBD Brpénsa ; K3 ' 100%
PALacaipnd Bipinire Fovea m Ko7 Tt Expendtsns ot G 3
e 2 A ' § § 3 h
Hia 8 4 3 § ' %.
bna d [ $ 4 $ %
Hoag o E] $ H %
Lins & E . $ § $ %
Hna? Nati-PA Expaaidilifas P ] %
1Y} Yotal $ 100%
PART I .
Adiiraes . cly 2IP Coda N
A
B .
)
28
B
PART XX . . . .
3nd Party Cantact Name Eiploysr Hame Telephonn Numbar Foxt Rumbar Exmol Addrrss
A a1
B n '
[} 8]
3 n)
X o

REV-5AS; PAGE2 014




PR}

PENNSYLVANIA RESEARCH AND DEVELOPMENT TAX CREDIT APPLICATION INSTRUCTIONS
PER ACT 7 of 1997, ACT 46 of 2008, ACT 146 of 2006 and Act 84 of 2016

You may now submlt your Resénreh sud Developmenk (RED) Tax cradit Application via amall to RA-RVPACORPRDGpa.gov. Please
ks stits to slgn the applieation. _ ' -
Retlred {nformation: Completed and slyned Page 1 of the 2016 Research and Davelopment Tax Credlt Application, complated Page 2 of the
2016 RGD application, completed Poga 2 (all thraa sactions) of REV-54T for each year that Was ot praviously submitted with an application,
federal Form 67865 of pro forina 6765, balanta sheat for o amalf business and eny applicabila partnerahip Informatian (percentage owned) If thls
I# the first yewr you are submittng this agplication you must also lnclude faderal Form 6765, or & jira farma 6765, for el previols yeats, as well
ag Page 2 (afl threa sectlons) of REV-545 for ench previous year This Infartnation is Taquirad even I zero credit s claimed on Line 7 of ths
appitcation, 3f you hava flled & REV-545 In 2 prior yaar and thare |2 a changa It the amount of RBD expanditures {Line 3, a-t on Paga 1 of REV-
545) between this Aling and the prier nﬂng(sﬁ provide a detalled explanation for aach change, Including supparting decumantation.

NOTH Verlfy the addrass on Page 1 1t will b usad to mall the awarg letken
Prior yaar expensas must ha four taxable years Immediataly preceding th taxabla year by whyich the expense |8 Incurred.

‘Yo apply for a PA R&O tax cradlt, a taxpayer must have qualified PA RBD expenses (11 the curtent tax venr (Ling 1) and In at fexst one praceding
tax year (Ling 3), NOTE: Xf PA R&D axpanditures were Incurtad In a Keystone Opportunity Zona {KOZ), the taxpraynr 1 nok entitlad
to an RED cradlt, If you hova questions tagarding comblining a Kaystona Opportunity Zotte (KOZ) tax cradlt and & Resaarch end

Davalopntent (R&DY tax cradlt, plenga eoll 7174772-3806,
For purposas of ihe PA RBD tax credit, o taxpayer Is an entliy subject ko PA personbl income tax o corporate net Income tax,

Qualified RAD expenses Inclde research axpanses Incurted for gualifed vasearch and development, ae defined In Section 41 (b) of the Internal
Reventa Coda of 1906, conducted within PA,

A52-53 waek filer whose year ends In the first wesk of Janvary [s onsidered a calendar year filep ~

The departiment wil hotlfy applicants of PA R&D tax credit approvals by malling award laiters by Dee, 15th, A taxpayar may apply the approved
cradik agalnst hisfher PA parsonal Income tax oF corporata net incoma tax llabllity for the tax yaar in which the cradlt |s approved. Any tnused
cradlt miny ba catried over fot up te 15 sticeagding taxahle years A taxpayer Is ot entitled & atry bick, obtaln a refund of or sesign unused PA

R&D tax cradits awarded on or prior to Dec, 15, 2002,

Effective for awatds mads Dec, 16, 2003, and after; the taxpayer can apply to the PA Department of Community and Econamlc Devalopment,
DCED, ko sell or assign & PA RKD credlt IF there has been no clalm of allowance filed Within ona vear from the date the Deparkment of Ravenua
approved tha credit, Effactive for awards made Dec, 15, 2009, and aftet, the taxpayer no longar has te walt one yeal before selllng or asslgting
the credit, Howaver, tha taxpayer cannot sall or assign credit untll the tax return coverlng tha paried including the Daa, 18 sward date hus been

filed,

To apply to sell or assign RBD cradit; vislk wiw.dload.pe.gov or contact DCED at 717-214-5422 ar 400 North St, 4th Fl, Keystone Bullding,
Harrlshijrg PA £7120-0225, The purchaser or assignee must use the tred]E In the taxabla year In which the purchase or asslghman; Is made, and
the credit cannot excead 75 parcent of the tax llablilty for the texabla year The purchaser or assighee may Hot calty oval; Gy tarward, esrry

back ar obtaln a refurd of tha credit.

* Effactiva for awards made Dec, 18, 2008, and aftet; pass-through shtitfes inclide limitad Hability companites and partnerships, therafora the credlt
. can bie transferred (passad-through) [n writing to shareholdars, mermbars o parthars In thel proportionate share. The sharaholdey membst or
partner must 4se the creglt n the taxable year fn which tha tranafer Is made, Also effective for ewatds tatla Dec, 15, 2606, and after; the tantative

credit on Line 7 Is equal to 10 percent for large companlas and 20 potcent for smali compantes,
ENTITY TYPE: Complata the Entity Typa on Page 1 by selecting ono o the following catagortest
: Individusal, LLG, LLB, 8 corpotation, G corpagmon, Sote propeletorahlp

1f ahy tax years on Lina 1 or Lines 3A, 3B, 3¢ or 3D of Page'i represent a perlod of lass than a full yeal; {other than for fulf year 52-53 week
ﬁlarsy, the amount(s) of PA RSD expenaas muat be annualizead, .

Exampla: Tsx year beginning Jan, 1, 2016, and endlng July 84, 2046
Annuslized amount = 41,000,000 % 365* = $1,721,608
212

W 366 for leop years that include 29 days In Fabriary,

I the taxpayer has two o mora consecutiva shatt perfods that aqual ane full tax yenr, the short perlods should ba camibined as a slngté tuy vanr
on Line 1 anid Line 3, a-d on Page 1, Subtalk only ane applioation. .

REV-545, PAGE 2 of 4




Tostruciions for Page %, Branlkdows of RE&D Expandltuied by Location

PART X, Paga 2 :

linely - . )

Coluri 2 = List the Tota) Qualified Research Expensss fromISectlon A, Sectlon B ot Section C of federal Form 6765,

Ling 2¢ Lacatlon A

Cofumn 1 = Lisk PA-qualiffed R&D expandlturan far that lcatlon,
Calumn 2 ~ Lisk PA expenditures lovated e KOZ, :
Colutim 3 ~ List total PA expenditures (sutn of Calinans 3 and 2),
Columt 4 ~ List percent of fedaral expense (Ling 1, Column 3),

}.!nei‘sl 3 tl)]rough 6 should ba campleted for additional PA locations {If tiore than fiva latations, make 2 clean copy of Page 2 to raport addltionsl
ocations). ' .
Lne 7

Colimin 3~ List totaf Non-PA R8D expenditures,

Calumn 4 ~ List percant of fadleral expense (Line 1, Column 3),

Lina 81 ' ,
Column 1 - Total PA-tualified R&D expenditures (this Bmount should tatch “Actual” amotint on Hne 4 of Page 1y,
Calumn 3 - Total R&D axpenditures everywhera, ' Co

PART XX
Ust addrass for each Jocatlon (A, B, ete.).

PART X113
Lisk contact’s home, employer's rame, talephone tubes; fox nurbar and emall addrase for each tocation (A, B, ete.). Check e box I tha research

. Wag p_elfonned by a third party.

NOTE: Completa Page 2 of the R&D application evan [f all expenses wata Incurred in PA.
plansa catry &l totals to the bottom of aach column, Part ¥, Paga 2 of the R&D appilcation,

Parinf&rmat!un'un tiila and other salenbla tasticted tex credit pragrams, pleage viglt tha Departiment of Revanus's Onljne Customar
Servlca Canter and/or vevlaw Catporation Tax Bulletin 201404, both necessibla at wunv.ravehue.Ha.gov. Questions ragarding
canplation of the application And tha aaleulution of the cradlt may be diracted to 747-705-6225, Option 5, theh Option 2.

o nok Inciieda ths application with the fillag of your RCT-104, PA Corporate Net Incoma Tax Rapost,

’ GAUTLO-N: You MUST emall Your REV-545 and any attachments to ra-rupacorprd@pa.gov, . . 7 _
GAUTION: When emalling, your application with any supporting docuimantation must be ona dacument In PDF formal to ansuye Bmely and
accurate procassing. ] !
if submitting mora than one application, each application must be a separate attachinent in your amall,

CHEGKLYSTY : L
Bafare submitting your application, please raview tha items below and pul an X next to each tem after you hava varifled i [s complete, This will

halp to avold a delay or denlal of your application,
1. Page 1 and Page 2 (all threa pntta) of the REV-545 have baen fiflad aut in thelr entivety.

2, Included s a copy of federal Form 6765 or a pro forma copy of faderal Form 67685 for aach yaar llasted with axpenditures. Expendiures
ura {lsted undsr Line 1 and Ling 3 on Page 1 of REV-545, ¥ , ' ’

3, Included Is & completed Page 2 of REV-545 for ench year llsted with expendituras. Expendlturas nra listed under Line 1 and tine 3 on
Page 1 of REV-545,% '

4 Included s & wrltten explanation of the diiferenca(s) ih R&D expendburas betwaen this yearls expanditures and prier Rlings of REV-545,
I applicable, Supporting documentation |s also incltdad, ' :

& g!mmg a5 a small husinass, Included Is a copy of tha batanca shaet showlng total asaets lass than 45 million at the haglnning or end of

& year, : . ' :

*NOTE: Only provide [tams 2 and 3 above for years that hiad changes In expanditues or years for which this lnformatlon was nok alveady provided
1 prior flllngs of REV-545, Howavar, you misk always provide this Information for tha bage yaar expandituras listed on Line 1 of Page 4.

.
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EX .
HIBIT ¢ ‘
' . 6B99




COMMUNITY AND ECONOMIC DEVELOPMENT

Single Application for Assistance

Application #:
_

E-Signature: Fred
Rodriguez

‘Web A[ip D #:

Status: Legal Process
‘Complete

I.momn:s L

;pm
'CEO Title:
City:
';hp-
kaICS Code:

Type oforganlzuﬂel.
.]l‘ltle' :
{ Fax: o
| Email: R

17603
' 5191

For-Profit Corporation

L'.

)

L

Ik
. ¥
i

;ll
1

New Holland Ave

Contact Name:

Phone:

SAP Vendor #:

PA Revenue Tax Box No:

Internet Access:

. Y_esr

z

~ Business Spemﬂc%i“maﬂox‘a .

o

JCuxxent # Full-time Joks In
.| Pennsylvanta: . e
. (Company Owneuhip: r  Minoriy
: g Owned
- YL Owned
T Ny

. Bitinicity

" (Optional):

: éTntnl Sales § . $0.00

| R&D Tnvestment as % of

0,
Rwenue. . 0.00%

e e

-.07-‘

Type of Organization;

Cwxrent # Fnll time Johs Woxldwide: 0 :

C N
Corporation

Total Export Sales $: $0.00

Employes Tralning Investment ay % 0 OUV
of Revenue: ?

: Name
'CEO Title:
‘| City:
Zip:
NAICS Cade:

II" |

Lancaster
17603
] )

ceo: NS
Address:  ENew Holland Ave
 State: PA .
rery: - N

ol




"Contact Namos ] Title: I
Email: ] Phone; R

_. Internet Accoss: ® e & No Fax:

— 1 L T A e AR 0 P M Lo Paeoe o P v wm o mee s Thug g - nv PARICA

Ir momcu' srm LOCATIONS(S)

.,_Sitelnformaﬂon. ' PR

JAddress L0 -NewHollandAve ciy: . Lancaster -

| State: PA Zip: 17603
'} County: " Lancaster " Munielpality: Lancaster City |
PA House: - H096 PA Senate! 8013 ’
| US Congressional: Co16 Cuxrent Number of Full-time Jobs:

/| Full-time Jobs Created: .

{| . PROJECT INFORMATION

'~ EHave you been talking with snyone at the agency about your pmjeot? o o Yes © No

i]f yes, please indicate who

' f
{Project Name (mex 60 characters); — T Ii@fﬁ%mitl Application

lls fltis-project related fo another p:ey;ously submitted p_rpject? ;ﬁ T ves® o
IV . TYPE OF ENTERPRISE (Check apprnpriate box or.boxea)

jr Advanced Technology l" Export Semce

:: ;l- Agricultaral Processor ™ Food Processing

7 Agrioultural Producer ™ Govenment

T Authority I Healthoare
I" Biotechriology/LifeSciences | Hospltality

7 Business/Financial Services | Industrial

A7 call Center ™ Mamufiicturing




~ Child Care Center r Mining

l"' Coramercial ™ Other (sﬁecify)

|7 Community Development Provider ™ Professional Services

17 Computer & Clerlogl Operatois  © Recycling

1™ Defense Related ™ Reglonal & Natione! Headquarters
|7 Boonomio Development Provider 4 Reéeafch & Development :
17 Bducational Pacility ™ Retsl 5
. Emergency Responder ™ Soclal Services Provider
AT Exempt Facility ™ Tourism Promotion

17 Export Manufacturer ™ Warehouse & Terminel

Plense fill in when Other specified. i

1 v. HOW WILL THE Assi"éTANCE BE USED? (Cheek approprlnte box or boxel) .

ml:;flﬂl‘:ancial " Acquisition _ 4 Operatmg Costhorking Capiﬁd'f
. Infrastruchure/Site Prep | Related Costs i
Machinery&ﬂqmpmentr Other E |
. Generzl Construction — | i
E":me Assistance he Community ™ Export - Infernationel (out of
Hevelopment/Revitalization USA)
Com.munity'r Setvices r Housing
" Crime Prevention T Planning
" Beonomic Davelopmmthevitalizationr Recreation
I~ Education ¥ Tax Credits
™ Eovitonmental ' I Technology Development
_F‘ Exnort -‘_Domasticﬁ'(aut of PA’j r Tourigm Promotion '

Please filt in-when Other specified, [ActivitiesOther]

V1, GAT DATA (If applicsble)

| Project Budget:
| Total Project Cost: - Private Investment:

[ GAT Profeet Tofo:




TGAT Comtact .~ : GAT Contaet Emall R
GAT Project ID #: . Offer Letter Sent Date:
GAT Summary:

. Job Tnfo:

' 'I'etal Jobs Created' ' | Current PA Employment:

Funding Profect Assistance: )

|Programs o Amount o el Year

o " v plait

| VI PROJECT BUDGET

Include all sources-of funds and project costs, (Including mondes not financed with agency funds.)

$100,000.00

I T BudgetNermtive
:LEpply for the KIZ tex cmdit to offhe tax isbiites and sumulate ecdnomy

P S T VAT JUpA R PPRT SRR I T R S T R R L el SRR T

[vow. asis oF COS'I‘I

r Appraisals - r Engineer Estimates
AT Bids/Quotations I' Siles Agreements |
T Contractor Estimatesp _'Budget Tustifications

et ot u.--zg, PR AT T AL -]

& IX. momcr NARRATIVE summnw

Identlﬁed Problem

Apply for the KIZ tax credit to offwet tax abilities and stimulate economy. Apply for the KIZ tax credit

to offset tax liabilities and atimulate economy. ‘Apply for the KIZ tax credit to offsct tax Habilities and
stimulate econonay.




Project Plan .
Apply for the KIZ tax credit to offset tax liabilities and stimulate economy, Apply for the KIZ tax credit
to offsct tux Habilities and stimulate economy. Apply for the KIZ tax credit to offset tax labillties and

stimulate ¢conomy.

Use of DCED Funds
Apply for the KIZ tax credit to offset tax Habilities and stlimnlate economy. Apply for the KiZ tax credit

to offset fax liabilitier and stimulate economy. Apply for the KXZ tax credit to offket tax lisbilities and
stimulate economy. :

I L e e

(i . PRI SR ST P g e row

MANAGEMENTSECTYON )

Responsible Office: Office of Technology investment
Responsible Office Director: Collins, Sheri

Responsible Account Mgr:

- IGAT Account Mgr:

- re—— B, - e en g ruaae e ez vy g raae engasestto St t
= —————

Bisbppdmetdry

[ “Resommended . Approved  StartLomn CloMig g,
Amd Amount Amidunt - Date | Sutw

|Odginal © 4500000 . 10000000

Coniract

Ao arers g

PROJECT ADDENDA L D b

PROGRAM REQUIREMENTS

..... v o you hava & KIZ Coordinatars Ceriificate signed by your KIZ Coordinator?

if Yan pleaca uplosd the documant here. -
Upload KIZ Coordinetor Cartification

" Uploaded Documants
10 KIZ Cert_Abellapdf  View

i No You muat conliaot your KIZ Coordinator to get the certificate prior o appiying for the KIZ Tex Credit.

Pleaaw contack:
Technalogy Inveatment Office
T 787-4M4T




: ,Kli TAX iRE_Drr V1

1. Please download and complete the aitaghied KIZ Tax G
_Doynloed KIZ Tex Credit Workshssts

Uiplonded Documents
01 Abella KIZ_Tax_Cradit Worksheet_2014.xlex  Viaw

2. Attaoh & copy of the filed PA Tax return for the compurabla tax year (last years tax return).
if documents are too larga please inglude them with your aignatura page.

RRLPINE L

" Uploaded Doouments
. .022013RCT-101.08f  View

3. Attach & copy of the {lled PA Tax refurmn fnr the.Base tax vear {the yesr prior to the comparablo tax year).
if documents are too Iarga please Include them with your signaiure page.

Uploada‘d Douumlmts
© 082012 RCT~101.pdf View

4, Attach a copy of the signature page (or verification page of electronlc flling) of the faderal tax return for the
Comparable tax year (last years tax return)..
If documents are too large please inolude them wilh your signature page.

Uploaded Documents
. 04 KIZ eSignature Page 2013.pdf  View

5. Attach a copy of the ulnnatun page (or veriication page of o!acimnlo ﬂ!fnn) of thn fadaral tax return for the
Baso tax year (the year prlor to the Comparable tax year),
if docunients are too large pleasa Inciude them with your slgnature page.

Uplaudod*nogumanb '
. 052012 1120.pdf  View

" 8, All pages of the faderal tax refurn for the Comparable tax year (Inat years tax roiurn} Identifled on the KIZ Tax

Credlt Workahwet.
If documents are tao Iarge please Include thern with yaur signedure page.

Uploaded Documents
. 062013 1120.pdf  Viaw




7. All pages of the faderal tax return for fhe Base tax year (the ysar prior to the Compuarahle tux year) Identifled on
the KIZ Tax Credit Worksheet. ’ ‘
If documents are too large please Includs them with your signature page.

ﬁ;:ioidld chumsritn
| 072012 120pdf  View

8. All other dosumants detallad on the KIZ Tax Credit Workahaet for the Comparable tax ysar (st years tax
return). - _ )
If documenits &re too [srge please [ncludse them with your signature page. |

Uploaded:Rocumsnts
082013 M2G-ApH - View -

9. All ather docuimnh detallsd on the KIZ Tax Credit Worksheet for the Base tax yoar (the yaar prior fo the
Comparable tax yasr). . ) _ ‘
If documents are too largs pleass Include them with your signature page.

Uploaded Documents
08 2012 Statérment 1 1120 line 26,047 Visw

Along with the completed applicatlon and signaturs page, please send one (1)'oopy of all the documents
Identifted on the KIZ Tax Credit Workshest fo the following address: ' _

Pannaylvania Department of Community and Economic Development
Gommonwsaith Keystone Bullding

Attn: Customer Service Centsr

400 North Street, 4th Floor

" Harrisbury, PA 17120-0226




PURNIRLE OR50 ' ammwuumﬁgmﬂ'{“
- APPENDixB : WGY|MEWQFFEEE

m " KiZ GOORDINATOR'S
CERTIFICATION | s

An dnnignated canrdinatar for i ﬂgdﬁ&ﬂ:%%?_cﬂm#_ Kayatons Innovailon Zona, | oarty Uk
3 Ab{ég%m%upmm vdihh lhn eagmeplic boundary of the K12, This KIZ Company apwates wihin our
btk o M R F __.ans thia KIZ

T disignatad target Industry ssgment {sactor) of, 1 .
e uaty segrn tacir) o o2 -Mn-mwrmmm -
compw hes bamn In aperallon for lass then sight {B) ysure, The KI% Compnny has of s pmmﬂywnﬂdm Mﬂuhﬂnllwﬂng KiZ partnmrst

" 'l{l&w&l daalnnmd by the Ben Frankfin Tuchnelogy Devalepmant Authordty (BFTIA)

.. locatedIn M*N—L"c"fm“‘ﬁz"‘"—'

fas pravided me with documaniation demonattaling that it wen

finthp £8 M2

{5 Lk, wrd b roglstensd with tho Pennayivania Dupartmont of 8t to donduot busiaars It the Cemmorwanth..




S o T e e e
Ee‘mpmb!mmu(minpmﬂmB N TuogFirm #oe Gocumant Name Hoay ‘e f Amaup
Iﬁmtﬂwmufnr!huﬂ:mp?m ) 1120 1a i _ usm,soo {une:t)
nmnunffomﬁunﬂ(ﬁnotlnduﬂd!nmRmm.ml : lengﬂ}'

b e d lbwe).

Ilm revenuus from mn-!ﬂzt-r;md aetividas

u‘ubrommfnu: a2 m!nmhm!}

uu raveniies B the sales ofmumilu

ml o m!nmfurlm ﬂmpvm

utres)

livtha Comp Yesr

How mmdmmmummmy[m!ed!n ﬁw!uzzm '

Aretharesauss prossted for the e fn the X2 Zone? :

"" Sruultmnmfurﬁm Bage Tak Vi

Gmﬂ Hmnuu i’nrthnﬂua'rur '

© Continue to Comparable Tax Year. -

. |l:.,"

18 i sm. [Lrne Jj
..... -} 8
nwmunfmm Gnnts{lfmtlnﬂudmn Grouﬂmnuu {Uira 20)
in LUine 9 above). . - - -
lnlrcvmunfmmnm-iﬂlhraamduﬂm!s = . 7 se s ] {iine 21}
AR, et
subfnmmmn m minus e w - ttime 12)
l.mmmuu‘framﬂmutl‘s'ufm cruth )
i;ﬁi;mui;ﬁf;éﬁn&&“’h.?' T B s1e9000 | unesaf |
How menydsys was the Omnpmlmtedlnmn KiZZane i
intha BasaYetr N . . 865 (i 35}
* JAretherevenues prornbed for tha tirme In the Ki2 zonﬂ : yes {ting 16}




"5t Form § of Dowimant Narr

_ Prreil

T Ca Llaric

Boaumant information

%

anonn#mDar.umt Namme

'gswmumpmudﬂmmmmm

‘[GomaunsarofbloMcen. — 1i2g

[Garrtend payments opartnera b T
‘|Dividanda pald topartners : 1120
Hﬁ'ﬁ'ﬂ :

p 1o the owner of the company
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Part A
Growe Revonues of the company for the Gomparable Tax Yaar afirisutuble to targeted Indusiry activities within the KIZ.

.Ent.n‘r‘t?il.'compa‘r.a?:'l‘aTuYur a.............___—.a.-—-:-. ' 2013
Proparly Factor :
. S g
Prupslrly within KIZ (from lino A) 3155.392 '
* " i
Property within PA (from line ) . Siweae2 = N 100.00% [(tind 1)
Payroll Factor
Payrall within-KIZ (from line B)
$113,117
e s . o i "
Payollwihin PA (fomine D)~ #113417 = | . “rooue% f(nes:
Total{Line 1+Line 2) ) R N 200,00% |(Line
Kiz‘Apporﬂonmnt
(Fromlnes) o 200.00% +.2= Line &)
Penhsylvania Gross Revenues

In target Industry In Comparable Year
Compargble Year's Gross Revenuyes
attrlbutable fo the KIZ {Line 5 x Lina 4)

Part B
Gross Revanuse of the campaiy for the Base Tax Year attibutable to targetad industry activitios within the KIZ,

Eritar the Base Tax Year 1. . 2092

"u"—'--_—'-_---

Froparty Factor .
Property within KIZ (from Ilne E) $103.200
Proporty wiiin PA (fomine®) 8103200 = | ©100.00% |fLine )
Payroli Factor : ; A :
Payrollvithln KIZ (fom Ine F) $5.610 {

* . ,.. !
Payrol witin PA (rom ina H) . $BOW B....., o T ANO0% line 8)
Total (Lina 7 + Line 8) | (Ling §)
KIZ Apportichment i ;
(From Line 8) HO0% + 2= 180.00% |(Lino 10)

Penneyivania Gross Revenues




in target industry in Comparable * Yaar
Comparahle Year's Gross Rwenuan
.atiributable to the KIZ (Line 11 x Line 10)

§189,000.00 (Lifrm 1)

- Q@ 1;; ai‘mmmns, v@m' wmgmny mmy ﬁw ei’agmiehw hﬁM?‘ ‘

. TaxCredit.
PartC
Compateble Tk Yer , 2013 Jne 13
Bres Tax Yoar ' » ' _ 2012 o199 -
Comparable Tax Yesr gﬁwm e ‘
Gross Revenuan of the company attibutable to terget Industry
avtivitias n the KIZ forihe yearinLing§ R $51 0, 900'00 {Lina 15)
Basa Tox Year -
Bross Revenues of tha sompany sitributable to target Industry '
aoﬂvrﬂes In tha KIZ for he year In Line 12 —— $189'000'00 (Ling 16}
u——-————u_—t-mm—lfu— .
50% of amount on Line 17 $160,060.00 * [tine 10
. Wl it et vl ICKGH U OO SN S S N SR ek
Amount of KIZ Tax Credh for which .
the Company la applying e e e e e e b ,,§_‘"_10,0994_10h._- (Line 10)

I R

1 Nou Your company mus ‘-.hava proparty. or payroll sxpenass in the Kiz ln iho compauhla

. AHD Base Tmbln Ynard:-: o bin eligible for the KIZ Tax cndlt

P

.._.._‘. e

TNotes Tire 8,57 $100, onn whlohever 3 Iéas, Is the max:mum mz Tax Gredit for wh}oh thacompany 1

may apply on Llne r 3

,,:,,. - '. -

'.:ﬂ

PRt S R

Noh. If tha total for ail qua!iﬂe& appllcat!ons recelved By DOED exoeads the, anhuai q!lncaﬂon. tha

;if

amount awardad will'bé. reduc;ad from ihe amount ![a{ed on_th[s ﬂppiloatlon. o

. Previous Page.
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¢

A A=1120 Bel208 ©=4200 D=i{20F SwiiZ0H P=1085 Gn1040 M Other

STEP A »
Tax Your Heginniig XX 01012013 ToiYerEnding XX WR3LE0L3 a8
=

STEP B , =
Amendad Report XX N EafswWekFle XX N Fist Repat XX N u
Fadurel Extaralon: Granted =~ XX N Address Chinge XX N wozErmpacwdt XX N @
Reguiated fnv. Go, XX N changsFedGroup XX N Fle Peiod Change XX N -

STEP ¢ .

Reverus D XX Parent Compamtian EIN

Feclen EIN XX

Builissa Activity Cocke XX

Carportion Numd XX

Addrese Lins 1 XX
Adkdrena Line 2 xx T HOLLAND AVE

Gy XX LANCASTER

Sinta . XX BA

zp . XX L7hD3 ' .

‘ USE WHOLE DOLLARS ONLY SYEP B:
STEP D Pl A plsiing . Rawtited Panam!n wot
{ta 1ot be lean than aem) | Gredita on Depostt Fracts M btrtiona

CBIFF | 2; 1] a
10ANS f o o 0
CNI o 1] |1 0
TOTAL - 0 o g a
STEP F: Transfet/Refund Methind (Ses Instructions.) E-Flle Opt Out (Sae Instructlons) N

1] Transtor: Amount to b crdied o the next
tax yaxr sfter offeating ol unpaki WbTies

0 Refurels Amaunt to bo refunded afber
-offaetiing ol unpald Beblites

STEP G: Corpdeate Officar (Sign sffirmation kelow)

PHONE FORM lgea

EMAILL BARCODE oooo
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REVENLE ID jaoapod -
" . TAXYEAREND 12312013 NAME
RCT-&G'! PAGE2QF 6 PA CORPORATE TAX REPORT 20 13
SECTION A: CSIFF
OLDEST PERIOD  TAX BENIOD TAX PERICD
FoRsT BEGINNNG ENDINO ROOK NCOME

THIT

CUR YR DiOLE0Z3 12312033 -470

DIVISOR {in yein il In pak yews raunded to threa declmal places} 8oa Instructians.
Dhvde Lina 2 by Line 3. )
AVERAGE BOCK INGOME ~Entar Lino 4, o i Lino 4 ln fesa than zaco enter 0%,

arpp

8, Divida Line & by 0.008.

7 smmaw-quwum-aunafmwmmm .

8, Sheholden' sqully ot the BEGINNING of tha cutrent paried

L 3 HUnn?hmtﬁmMﬂnngimﬂmM{umﬁhuL!nna,ndd
Linms 7 sid 8 and divide by 2. Ctharwisa antsr Line 7.

46, NET WORTH » Ertter Lits 8, or if Line 8 [s laxx than zem enter ‘07,

. Muliiply Lina 10 by 0.76.

12, Add Lined §f ardd 11,

18, Divide Line 12 by 2,

14, Vakution dechiction

15, CAPITAL STOCK VALUE « Ling 13 trinus Ling 14, hut not less than zero. i 100% muhln,
entar Line 1§ on Line 17,

18, ProperBion of taxable asssis o spportionmnt proporien (frum Srhudule A1, Una 5)
17. TANABLE VALUE » Mulftiply Lihe 15 by Lina 16, If less than zano, enter *0%

18, CAPTTAL STOGKFOREIGN FUNGHRE TAX -mityLe a7ty ____ 0. 00AT

. Total Baglnning of .
Teombis Year Astels " 10aE93d
Totad End of Texabla _
Yaar Assets , 278971

L AR R

st LG XX

TOTAL BOOK INGOME (sum &f Incorm for ail ta periods up bo, but nef over 5 yeare total)

Moiding Company XX
Famlly Fam XX

-

LSAETANTOT

USE WHOLE DOLLARS ONLY

L B R ]

D - e

1
12
13

18

AT
® .

1030013859

~470 -
X.000
=470
a

48072
50728
48078

yan7a
L0854
36054
k037 -
=1h0OD00

18 1.000000
o

0

—1
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REVENUE 1D nooapon
TAX YEAR END 18318013 s [
RCT-101 PAGE 3 QF 6 PA CORPORATE TAX REPORT 20 13

SECTION B: Ronus Daprecixiion Buwinas Trust X% N
1, Cument yoar fod. dsprec. of 168k prop, 4 439  Soldirtion Only XX N
2, Current ysar &, for cep, of 166k prop, 2 il smgebeosc C XX N vy
3. Othyr sdustmwnte 3 : 0 Mut-Momber LLG XX N a
{Atiach schwdute O3 H datming - PA 8 Comovation XX N £
bonue deprecietion.) Tesabis Butn G XX N =
' ]
[Ty}
wi}
USE WHDLE DOLLARS ONLY
SECTION C: CORPORATE NET INCOME TAX ’
1. lmm-whﬂﬁmfeﬂmﬂmﬁmdnammh«mrm .o 1 ~4 70
2. DEDUCTIONS: ‘
&MMMWMSMQ&G!,UMB) 2 4]
B, Intereet on U.8. sscurfties (GRODS INT minus EXPENBES) an 1]
€. Cur, yr. addtl. PA depren. plia adjust. for sala {Attach Scheduls G3) F4 Laa
. Other {Attath schadubs) Sed Instictions, 20 - O
TOTAL DEDUGTIONS - Sum of A through D 2 LA8
3. ADDITIONS:
A, Twran Irposed on of messured Ly net inoome (Attech schaduln} A 1}
B. Tax preferancs ftoms (Attach copy of fedaral Fanm 4820.) L] x}
C. Emplayment inoentive pryment credht adiustment (Afiech Schdile W w o
D, Cument yeur beus depreciation {Attach Schedule G-3.) 30 1]
E. Cther {Attxch schadule,) Swm Instuctions, ' 3E 0
1]

TOTAL ADDITIONS - Bum of A theoiigh E ’ 3

4. Inooms ox koes wih Pennayvanla sdjustmants (Lin 4 inus Line 2 plus Line 3) ~b 53

4
8. ‘Tolal nonbuninens Incoma or loas 8 81]
6. [ncome of lods ¥ bo apporilonad (Lne 4 minus Linw 5} - ‘ ] ‘ . =L B4
7. - Appurtionment propattion (rom Schedule C-1, Lina &) 7 1.000R04
8. Income or loas apportionid tn PA (Line & times Line 7) [} ~L5a-
9. Nonbusiness incame or lan aliosated to PA ¢ i a

" 4D, Texable inoome of Jaxs after apportionmant {Lina-8 plus Ling B) 40- =L 58
11, Tot! nat oparating ks deduction {rom ROT-1089) : i1 . 1]
412. PA Laxable [ncome or koes (Line 10 minus Lia 11) 12 -E 54
14 Oombmlmmm:ﬂ.hnﬂm R=0999 ELho'thhnﬁlnm.crhr'm 13 a

L |llilllﬂllllﬂﬂﬂII!IIIIIII[II!!I!I[[HIII!IIII’II I Jnomanss
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REVENU ID DOOCODD
TAX YEAR END 3232013 NAME
RCT-101 PAGE 4 OF 8 PA CORPORATE TAX REPORT 20 13

SECTION D: LOANS TAX
1, Foralgn corporations anly, DW thin compamtion heve & fiecal officer resfdent In Fenneyivanie? XX
2, DM this comoration have Indottedness cutstarding to indvidual residents andior patnenttipy

raskiont [n Perineylvania? XX

3, Did this corpormtion hvs [idebiednisus outsianding heid by @ trustes, sgent or guarden for s
rasidant individusl taabin i tis een doht or by an eectdor o sdminlrtrator of an estate whereln
the decedent waa a resident of Pennuyivania? XX

List outetanding kcshisdrness. Attech & separate scheduls If addlfonn! space |n necded,

Intersat Amount Intarant Rute Taxakln Valus © Texable.
(1} gg.ooo . (1 Indwirtsdrimis
] ng.0an 1]
a o.Bon 1] Loans Tax

SCHEDULE A+: Apportiorment Schedila For Caplal StoskiForelgn Franahles T {incude Fomt ROT-102, RO'T-103 or RCT-106.)

Thres Factor Sirgln Factor
Property » PA 1A ] 16 f.00G000 Numenior
Propaety « Teial 1B 0 Denominator
Paymoll - PA 2A o 2c N.008000

Payol ~ Total 78 0 s

Bufes« PA 3 0 & [0.000000 @ Apporionment
Sales « Tot! ] {1 Propoction

SCHEDULE ©+5: Apportionment Scheduls For Comporata Ned Incorse Tax {inehuda Fom ROT-108.) *

Thres Faster Singls Fector
Fropaity ~ PA 1A 0 10 J0.000000 Nomerator
Propitly - Tolal 18 0 Dencminator
Payrol « PA 2A 0 an 0.0ea0oo

Payrod « Total 28 | -

Halee - PA 1) o B 0.7c0000 Appartionmstit
Sales -« Tole! -] | . Propastion

* Rafer to the netnsotions In e GT-| PA Corporaion ‘Tax Bookdet (REV-1200} found at wirerevwnile.sixte.pa e,

[/ T T

XX
xX

1A
AB

&3

10200%3451

bSHETOOTOT

1.000000

1.0000n0

-
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REVENUE [D 00a00eo '
TAX YBAR END 12332003 sawe (RSN
. RCT-101 PAGESOF 6 = PA CORPORATE TAX REPORT 20 13

SECTION E: CORPORATE STATUS CHANGES
Ful Rapert XX N

I'Acorpmﬂmu-
DK you avee inknagot buskooms woywherns? - XX N it yos, ontor date afl businass aetivity oeased XX
Did you hoid asests anywhere? .4 4 N ngnhrdmuﬂnﬂdupuaunulm* XX
Forslgn Corporations: '
Did you ever tranesct buziises n PA? XX N [fyen, onisi date PA usinese ativtiy censed XX
Dd you hold sasats it PA? XX N Hyos, enter dete of fus) disponttion of XX
‘ PA assols*

sgchudlue of Disppsltan of Aseets imust ba compieted and fled Wit this report,
Haa the corperation soid or transfemed In bulk 51 parcent or more of sny slsse of seests? (9ee lnwtructions.) X¥ N
If yos, enter tha fokowing Information, {Attach & sepantts schacile If akitionial space e Teaded.)

Purchasar Nsma XX

Address Line 1 xX

Addrays Lind 2 XX ‘ .

Clty . XX

Stata XX

2r ' XX
SECTION F: GENERAL INFORMATION QUESTIONNAIRE
Doecibe corpormta moiivity In FA CUSTOMER COMPUTER PROGRAMMING SERVICES
Deztilbe compontis asivty uuiside PA :
Other wintse Tn which taxpayer hag activity

Suts of Inooponten XX DE Inoomoeation Date XX 10012012

1, Broe any corporation, individual or ather businass entity hold afl or » majely of the slock of tis corpamtton?

z Dm-mhcmpmﬂonmndlurnmimﬂynfmnkhnﬁwmmmmeompkbsnhlduhx.

A Ia%WaMMaMhﬂhhﬁ-mlWauW?

4. Hse the fatiors) govermiment chenged taxable Incame e orighally reported for ury prins period for which repons of change
hava not bean flad In PA?

yes: FintPerod End Datat ., XX Last Pariod End Dets: XX
Accaunting Method - Fadarel Tex Rekam

C  A=Acusl CwOash Q= Diher

Otiver
Aocourteg Method ~ Finsacil Steisments

¢ A= Accal C=Cash O wOther
Cihwr

|- MEEEWERENE -

bSSETDOTOT

XX
XX
XX
XX




-

_ REVENUE (D

1020023659

aauoRon

TAX YEAR END 12312013 NAME

RCT-101 PAGE ¢ OF 6

PA CORPORATE TAX REPORT 20 13

SCHEDULE OF REAL FROPERTY IN PA (Altsch % separats schedul it widtionel apecs Is neaded)

0 = Own

M = Rant m Addrese Gy
XX
XX
XX
XX
CORPORATE OFFICERS nse
{Esa Mmtructione.)
PresidantManeging Parinar XX
Vive Preaklent - XX
Sncreiary XX
XX

TreasurwrTax Manager

PREPARER'S INFORMATION

Mull 5o Preparer
Flmn Fadera! EIN
Flm Nama
Addrese U 1
Addrasy Line 2
Cly

Studn

2P

XX
X
XX
XX
XX
XX
XX
XX

-mmmm.wmm' 3

County KOZIKORZ

Last Name ' Firat Nams

RT9ETOOTHT

‘F T Praparers Signatine

‘ mmund'bamu'-m wn?ﬂuﬂ% e v e

INDIVIDUAL PREPARER
PHORE

EMAL,

PTIN/BEN

L.._. 1R K AR O

%010023k59

-1
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A As1120 Be{i20B C=HMNC D=tAF E~{20H Fr1008 G=1040 H=Clher

STEPA - -
ToxYeurBoginiy XX Q012018  TexvewEndng XX 22312032 2
nn
STEP B ' B
Amendsd Raport ¥X N mzsswekFiw XX N FtRapat XX Y e
Fadwe) Extaralon Grurted XX N AddwssChange XX N kozEP@DACmat XX N o
Requirted [nv, o, XX N Chunge Fod Grmp XX N s Perlod Ghange XX N -
SIEPC '
Ravanie I X . Parant Corporatien EIN
Fadare EIN XX
Burinoss Actvily Cods XX
Corporation Name XX
Acddireoss Line 1 B ¢ 9
Addrass Line 2 xx [ HoLLAND AVE
Ciy } §1 LANCASTER
Eixin ' XX PA
P XX 17603
_ _ USE WHOLE DOLLARS ONLY ATEP E:
Liabimty N Payment
STEPD o Ta apor ek ©. Sintiad sy ikl
{com nat ba loax than zao} Creilits on Daposlt e hwlrictions
CS/FF. 1] 1] o 1]
LIOANS £ o ] D
SNl . i 1] 1]
TOTAL - 1} a &
STER F: TransforiRefund Method: S4e natructions , E-Fie Opt Outz Sse [nsiructions Y
1] Trumeteet Arrount i be crecmted & e pad
o ywur afied oftaettng ol wrpald debiltine
H] Ratunis Amctnd {0 be efurdod a¥w
oftwig o unpetd biten

STEP G; Comporate Gficer (Sign affmeation below}




l L0a0o0lzd9a

nmuug m
AX YEAR END 12318018
RGT-‘IM PAGE 20F6 PA CORPORATE TAx REPORT 240 3.3

SEG'TIGN A: C8FF

or.nmmno TAX PERIOD TAX PERIOD b
< FIRAT BEQNNING ENDING © BOOK INCOME =
g
. e
YEAR 1 masmantimilc XX N R
YEAR 2 Hoding Gompsny XX N 8
YEAR 3 Famly Foirn AX N
YEAR 4
YEAR B
YEAR §
YEAR 7 ‘ .
. CURYR Dloiz0la 1R31E0)2 a2 USE WHOLE DOLLARS ONLY
2 TOTAL BOOK NCOME (surn of Incoina for all tax pariods up o, it not over § yaars {ohl) i 2g
3 DMEOR.(Inymandlnpnﬂynmmndadﬁoﬂmadeoindplm)Saelnguueﬁum. 3 1,.000
4. Divids Line 2 by e 3, ‘ ag
5. AVERAGE BODK INGOME ~ Enfar Line 4, or If Lina 4 s less than zera enter 0% "8 ag.
8, Divde Line & by 0,005, ’ ' L3
7. &hansholdsn' sqully ot the END of the ourent petiod” Y SBOae
8, Shahoidens' aquily at the BEGRINING of G curmaint parod ] o 1
L I Lin 7 bs more than twios as grast or leee than falf ws much ss Lina 8, edd [ 25041
Unu?andBNﬁMWZ Oﬂmﬂucnmi.hﬂ' :
10, NET WORTH « Enter Line 9, nrlfUnuthuﬂmwamhr'ﬁ“ o 1 25042
11, Mutiply Linw 10 by 078, - " LA7AY
12, Add Lines 8 and 11 _ 2 LIL4N
13, Divida Line 12 by 2, : 13 q&22
14, Viakintion dedussion ’ ' : ! - L0000
18, GAFITAL STOCK VALUE ~Lino 1a|mm14.nmmamm'a* If 100% taxuble, 15 ' 1
aﬂtlrl.lno 15 ant Linn 17,
18, Proportion: of trowble wesets or dppartionment proportian {fom Sohedule A-1, Lina 8) ‘ 10 3.000RA0
17. TAXABLE VALY - Multiply Line 18 by Line 18, Blosn than za1o, anter "0%, : 7 0
18, GAPITAL STOCIFOREIGH FRANCHISE. TAX - Mallply Lo 17 by . 00389 . 1 0
Tole) Baginning of ‘ .
Teabie Year Assats o
Tota! End of Timblo
Yaar Asssin . 101497 :

L— GO | iz




I 1010022392

REVENUE D
TAX YEAR END 1231202 NAWE

. o=
RCT-101 PAGE 3 OF 6 PA CORPORATE TAX REPORT 20 12

SECTION B: Sonuw Depraciation Busiions Trudl XX N
1. Curment yaar fod, depreq. of 160Kk prop. 1 0  Solotistion Only XX N
2, Curment yoar ad), for disp, of 168k prop. 2 0 sgeMemberUC, XX N .
8. Cther adiusimants ) 0 MatMsmber LLC XX N B
{Atinch achaduls ©-3 If ceiming ' PAS Corpomiion XX N &
honue depreciation) Touble Bultdn Gelrs XX N o
jr |
i,
. L WHOLE DOLLARA ONLY ——
SECTION C; CORPORATE NETINCOME TAX _
1, inoomie or loss from feceml retimm oh m sepamte compely beals L] ag
2. ‘DEDICTIONS: “
A.mpomamm(rmmmmc-zme) ’ 2A 1
B, Infereet on U.S, seourtine (GROSS INT hess XFENBES) | 0.
€. Cure. yr. addth, PA doprac. plus acjust, for ssia (atiach Schaduia C-8) 2 o
B. Other {attach scheduls) Ssa Instriiations, iD a
TOTAL DEDUCTIONS - Sum ef A through D ‘X a
% ADHI'I'IDNI‘
A Tome inpossd on of meseunsd by nat Insome {stiach nchuduh] LT Y 1]
" B, Tux preferencs Homa (sitach copy of faderal Form 4624) an a
©. Enploymant [ncantva paymant oradht acfustment (stiach Schaduls W) o H]
D, Gumant year borus depreciation {ettach Schadule C-3) m 1
H. Oifier {atinch scheduls) See tnainictions, ' ) D
TOTAL ADDITIONS ~ Sum of A through B 3 L]
&, Income or loss wih Pannsywnia adfuetments (e mlnul Linw 2 phos Line 8) 4 &g
8. Tols honbudiees ncome or loa - s 1]
8, Income or lots to bé apportionsd (Link 4 minus Lina 8) L] 2.
7. Appurlanment proparticn {from Stheduts G, Line 5) 7 - k-000000
8. Income or Joss apporitoned fo PA (Line 8 times Line 7) 3 -
9. Nonhuslnesa incoma or los slocaied o FA S .a
10, Taxsisla inooins or koss afer apparicnmarnt (Line 8 plus Line 8) 10 g
41; Tolnl nint opemting loss deduction {fom RCT-108) - 1 a
12, PA fable Incoms or ks (Line 10 miris Line 11} i2 ag
13, Gorponeta nt hnoom tax (L 12 imes 00959 : 1 Line 12 b fava than Zoro, eer '} 13 a
L. (G Rm 00008378 ]




| - | 10200124492

" REVENUS 1B

TAX YEAR END 12312018 wave T
RCT¥101 PAGE4 OF 6 PA DORPORATE TAX REPORT 20 18

BECTION D: LOANS TAX

1. Forslgn Comporations Only. Did this componition hve & fisoal offioar raskdant n Parnsylvania? X%
2, Bid fits corporstion hwva Indebladnmes outstanding i tndividusl residants snd/or peiinenhips
residant In Penneyfvenia? XX

-8, D this sorporation have (fdatisdness ouistanding heki by m tustes, agent or guardian for ¢
reskient indMdia) fombie In He oy fght or by an mooutor of sfministator of an exiate wherein
the decedent wan & reakisit of Pennsyivania? XX

List citatanding Inchistacdonss. At & sepasate xchedule 7 addiione] space I3 noaded,

Inteieat Armount Interest Rute Taxsile Velus Tonbis
0 00.c00 ‘0 Indethadness
0 - oo.pooo - a
a oa.uoo g Loans Tax

_ SCHEDULE A-1: Apportionment Schodbe For Caplial Stock/Foreign Franchies Tax (Include Form ROT=102, RCT-105 or RCT-100,)

Thres Factor Single Faclor
Rropory-PA 1A 1 1¢ 0.000e0a3 Numerstor
Fropery-Totd = 1B 1} Danominator
PayrolPA 2 1] 2t 0.000D0RQ '
PayrolTolsl -] 1]

Sales-PA A g 36 0.0004000 Apporianmert
Sales-Tola} ]| 1 '

Propotitan

SCHEDULE C-: Apportionment Schedule For Corporate Nat fncome Tex (Includs Form RCT-100.)

Thres Factor ' Bingle Fastor
Propary-PA 1 a 1 bt . 300900 Numesrdor,
Propsdy-Tobal -] g Devominator
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 FYE: 1213172012

. Desoripfion. .. .. ... Amount
‘COMMISSIONS AND -FEES 8 4,380
PROFESSIONAT FEEY 3,890
UNIVERSAL USER INTRFC RSRCH 38,300
PRODCUCT RESEARCH, LAB TEE 64,000
NEW TECHNOLOGY DISCOVERY RSCH o 25,990

TOTAL $ . ..137,860.
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Sumumaly... Credits Sold |

-

Ametican Computing it X $82,585.00
Ametican High Fretmency Trading Company 410000000  $82,525.00 $182,585.00
ggm%ﬂ%&&uiﬂ £106,000.00 £82 SRE.00 Z1R2 58S
Edigitaldatacenter ine y $20000008 $I00,00000 S10000000  SIG0000.60 $62,585.00 $482,585.00 7
_ Globel Technology Enterprises Corp / Mastodon, Inc £95400.00 3826700  $00,000.000  $3I00,000.00 422 585.00° $476,252.00
Online Store Bullderine - . . $180,000.0G Suv R8T a0 : 33182 555,00
RED s16357100 $32451500  $ARL083.00  53,058,10500 $1,936,60590 -§0.00  $4,010,330.60
Xhella ng $44,855.00 $77.532.00 47752400 $O.00  $159,91100
. Aeca Meesirement & Testing S1o028300 $I6TAS200 $155,685.00  $221,65500  $I7832800 $000  BAARN
Airohition 11C $233500 $S528500 $84.228.00 $EE7IS00 $0.00 SRR
Ngorithm Bxperiioe. - 084100 575700 5000 59500300
Armerican Computing Inc i $40,262.80 $6541400 3000  SL07082.00
Asnesicen Finaneial & Trading Research, e = e ¥t $42,50200 5040 §73,61600 "
American High Frequency Trading Company _ 56031100 - $6534500 5000 T SL5460.00
American Measurament & Ssantitative Metheds, Inc. $58,564.00 $6357200 5000 $IRIIE00
Beip Googledatacenter, Inc. . 474503200 3000  $24553300
Cherry Pick, Ine . $9433500 30200 $og33s o -
Datewsrks Analyfic Inc. s000 3000 5000
Edigfaldatacenterine. 46436000 $970300 SIS534600  4$2088600 1675100 $0.00  SESS02500
Slobal Techmology Enterprises Corp / Mastodon, Ine $13,37300 $4282600  $8430200 $04.470.00 S000 3000 $2E5536.0
Onfine Store Bailder inc i $68,081.06 $7654300 3000  $I35,83000
Optionzhity Digiteldatacener Inc. $235722.00 3000  $25733.00
©  Optionhotic Algoritimm System Inc. S317,65100, 3000 2337,65200
. Orange Innouation nc $71,987.60 57344100 3000 S1AT 42800
Sciemtific SoRware Intemetiona) 5000 $000 £0.00
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IN THE COURT OF COMMON PLEAS
DAUPHIN COUNTY, PENNSYLVANIA

"IN RE: : SUPREME COURT OF
PENNSYLVANIA. . :
98 M.D. MISC. DKT. 2017

THE FORTY-SECOND STATEWIDE :
: DAUPHIN COUNTY COMMON PLEAS

INVESTIGATING GRAND JURY : NO. CP-22-M.D.-1249-2017

. NOTICENO. 21

COMMONWEALTH OF PENNSYLVANIA, DEPARTMENT OF REVENUE AND
COMMONWEALTH OF PENNSYLVANIA, DEPARTMENT OF COMMUNITY AND
ECONOMIC DEVELOPMENT RESPONSE TO ORDER ACCEPTING -
INVESTIGATION GRAND JURY REPORT NO. 2 AND DIRECTING F FURTHER
ACTION PRIOR TO THE, REPORT BEING MADE PART OF THE PUBLIC RECORD

’ AND NOW, this 16® day of September, 2019, comes the Cotnmonwealth of
Pennsylvgnia, Department of Revenue, by and through its duly appoiﬁted tepresentative, the
' Honorable C, Daniel Hassell, Secretary of Revenue, and the Commonwealth of Pennsylvania,
Department of Commnmnity and Economio Dev;aiopment, by and through its duly appointed
representative, the Honorabie Dennis M. Davin, Secretary of the Depattment of Community and
Economic Development to respond to the above-captioned Grand Jury’s findings and |
recommendations for legislative, executive or administrative action as directed in Patagtaph 5 of
the Grand Jury’s above-captioned Order. The Resl.aondents hereby aver as follows:

Background and Timeline of Deparfment of Revenue’s Actions Prior To Grand Jury No..

4_2 Repori

In September and October of 2017, the Department of Reverme (hereinafter “Revenue”)

jdentified a number of inconsistencies in the applications submitted by a business entity for the




Keystone uovation Zone (hereinafter “K177) and Research and Development (hereinafter
“R&D™) tax credit programs administered by the Commonwealth, Due to the inconsistencies,
the applications for the entity in question were susperided from further procéssing. Meanwhile,

Revenue commenced an in-depth review of the entity and its filings.

That review vevealed the entity in question was associated with Wing Tat Chiu and Ivy Hui-Ying
Li, the perpsﬁators named in the Grand .Iury’s report. Revenue’s review revealed

inconsistencies with other tax credit applications for business entities that were or were
suspected to be refated to M. Chin and Ms, Li. The internal review involved resources from
mﬁltiple bureaus mﬂcun Revenue to further examine the matter. Leveraging the data that was '
available, Revenue was abk.: to identify patterns and relaﬁonslﬁps with the companies related to
or suspected to be related to M‘r Chiu and Ms. L1, The review sncovered a scheme that appeared

to show M. Chiu and Ms. Li created sham companies in order to fraudulently obtain and sell tax

credits.

Recognizing that law enforcement resources were necessary to further investigate the matter and
to ultimately hold the individuals accountable, Revenue made a crinﬁl_lél veferral to t?:te Office of
Attorney General in October of 2017. That led to the convening of the Grand Jury, which
c':onﬁrmed Revenue’s suspicions that My, Chiu and Ms. Li used fraudulent companies to obtain

and sell tax credits as part of their criminal enterprise.

Tt should be noted that Revenme’s work to identify this suspected fraud and refer the case to the

Office of Attorney General helped fo prevent the additional sales of the remaining tax oredits




awarded to the companies associated with Mr. Chiu and Ms. Li. Moreover, Revenue acted as
quickly as possible in referring the matter once it recognized the severity of the facts involved.
Its staff also contirmed to provide information to the Office of Attorney General throughout the.

course of its investigation of Mr. Chiu and Ms. L.

As aresult ofits review of this suspected criminal activity, Revenue also created and
implémented revised protocols to combat and prevent future fraudulent activity within the R&D
'progra;tm, which Revenue is responéible for administering, These include the following:
(1) Mandated electronic filing i order to facilitate review and analysls of applications; *
(if) Implementation of a risk-based review process that &eternﬁnes applications that
require additional examination and requests: for further documet;ta‘ti.on;
(iii) Creation of a database to monitor éompanies suspected of fraudulent or questionable .
activity concerning the sale of credits; and |
(iv) Additional training and protocols related to interaction with suspected entities as well

as post-interaction standards.

In ‘addition to thess steps, Revenue has other tools available to combat fraud, For instance, in
March 2016, Revenue created a Fraud Detecti;)n and Analysie; Unit, This Unit was désigned to
identify potential fraudulent refind returns, assist taxpayers who have become vioﬁims of identity
theft, and work with the Internal Revenue Service;, other states, third-patty software providers,

and the electronic commerce industry to address fraud issues.

1 Additionally, Revenue redesigned its application with added fields to éstablish Identity and capture
additional evidence of expenses.' The effort to redesign the application were underway welf In advance
of Reveanue's awareness of the actions of Mr. Chiu and Ms. LI,




ITmough the utilization of third-party data snalytic tools, Revenue expects to save taxpayers over
$80 million in fraundulent personal income tax réfund requests by 2020. Tt is Revenue’s infent to
utilize the resources available within its Fraud Detection and Analysis Unit to examine potential

cases of fraud in future tax credit applications that are received.

Furthermore, Revenus is in the process of several internal projects that will better position itto
detect fraund. Revenue has embarked on a system-wide modernization effort to convert legdcy
silo tax systems and integrate each info a ﬁly consolidated system. ‘When this objective is
_completed over the next few years, Revenue will be able to examine a consolidated view of a
taxpayer’s account, which assists with processing and will allow Revenne to employ additional
_ analytiés,; reporting and fraud detection tools. Revenue is also in the midst of a signiﬁcant
otganizational restructuring. As part ofthe reorganization, Revenue has placed an emphasis on
an jmprovement in standardized training and the creation of a unitary analytics group, both .

which will help prevent fraud.

Revenue, the Department of Comrnunﬁty and Eeanontic Development (hereinafier “DCED”) and
ofther Cammonvealth of Pennsylvania agencies administer'29 distinct tax oredit programs that
can annually altocate approximately $558 miiﬁon in credits, refunds, and exemptions 2 Within
these programé, the Commonwealth reviews and processes over 7,471 application's each year.

Of these programs, 16 allow for the assigament or sale of tax credits. Annually, Revenue

1\Within the 29 ¢radit programs, 23 have statutory limitations which allow for up to approximately $558
milfion to he awarded as credits. Additionally, 6 progratms are uncapped, and awarded a total of 492
mittion in flscal year 2017-18. -




anticipates reviewing approximately 15,000 credit sale transaction requests. Additionally, most
credit programs allow for eredit carry-forwards or may allow the credit to flow through to an

entity owner.

As per statute, most programs are designed to require expediteﬁ Commonweelth review of
applications for credit awards as well as credit sales. In many cases, submissions to Revenue
must be rsﬁewed thhm 2 90-day window, and some require a 60-day review. See, gonerally,
.72 P.S. § 8712-D (90 ciay review of applications for film credit), 24 P.S. § 20-2003-B(e) (60 day
review of applications for educaﬁon tax credit). All programs require a tax clearance prior to

approval. 72P.S. § 8702-A.1(A).

Background and Timeline of Department of Community and Economic Development’s '
Actions Prior To Grand Jury No. 42 Report -

Ag part of the KIZ Tax Credit application process, DCED requires KIZ applicants to submit their
federal tax. returns and their i’enmylvmia tax returns for the past two years In oxder to verify |
increased gross revenues. On January 1, 2016, the Pennsyl}fania capital stock and foreign
franchise tax wis eliminated, completing a gradnal phase-out that began in 2002, Because of
this, a number of KIZ applicants were no longer subject to a Pennsylvania tax fiﬁng requirement.
DCED had used the Penmsylvania tax filings to confinn not only revenues generated but buginess
activity within the K1Z. Coricerned allnoufc' the potential for abuse, DCED initiated a conversation
with Revenue in June of 261’7 to discuss additional safeguards that could be implemented. As a
resuit of these discussions, DCED instituted a new appiicatit;n requirement. KIZ applicants, who

did not have a Pennsylvania tax filing requirement, were now required to submit their “Welcome




to Pennsylvania” letter which is issued by Reverue once businesses register with the

Pennsylvania Department of State,

Because of this oW safeguard, a business entity reql'xested a copy of its “Welcome to
Pennsylvania” Ietter, This reqlllest ted to the discovery of a numbey of inconsistencies in K17 and
E%&;D appﬁéations submitted by .this business ?ntity. Beoause of these inconsistencies, DCED, in
consultation with Revenue, suspended fﬁrther processing of the applications submitted by this
business and ;profnptly requested that the Jocal KIZ coardinator perform a ;site visit to verify that
the business was located and operating in a KIZ, The business conﬁl}ued to delay the site visit
and _eventuaﬂy withdrew its KIZ applicaﬁon' As part of an extensive review by DCED of the

| KIZ appllications filed by this business, DCED noticed a suspicious similarity between the
applications filed by this business and those filed by four other K17 applicants. Consequently,
DCED requested that the local K1Z coordinators ;Jerform sit'e. visits on these businesses as 'WBI]..
‘As a result of this additional investigation, DCED denied approval of the KIZ applications filed

by these four businesses.

Cognizant that it is o steward of taxpayer funds, DCED is continually evaluating its processes o
achieve efficiencies and safeguard tax revenues. As an example, DCED is instituting the
following protocols in an effort to prevent fraudulent activity in.ﬂlé K17 program:

@ Ma;ndated yearly site visits by the local KIZ coordinators;

(i) Mandated state tax compliance ;:hecks to verify cbmplete and timely state tax ﬁlings .

and 1o outstanding state tax labilities;
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(i)  Development of a standardized Statement of Work for KIZ coc;rdinators which.
establishes best practices and procedures for the responsible administration of the
KIZ program;

(iv)  Creation of a database to monitor K1Z applicants sugpected of fraud or other
questionable activity concerning tax credits; and

(v)  Cross-training of DCED petsonnel to increase efficiency in the review of KIZ.
applications and to increase the bxgadth and depth of K1Z knowledge among DCED

personnel.

Grand Jury Repoxt Recommendations and Respohdents’ Responses

Recommendation 1 — Other Pennsylvania tax credit programs requive an audit of applications

by certified public accountants. Independent audits would Iz‘kelyl have prevented most or all of
the million-dollar rip-offs we saw. They should be required for R&D aqnd KIZ tax credits.

Revenue Response:

- Revenue concuts with ihe recormmendation of the Grand Jury, A statutory change would be
necessary in order to require R&D credit applicants to file audited financial statements with their

application,

Small businesses may perceive this requitement as buardensome, especially if they have no other
need to obtain audIted financial statements. However, tequiring and obtaining financial
staternents reviewed by a certified public accountant Would further provide independent

corroboration of R&D expenditures as well as substantiate the existence of the entity.

’




DCED Response:
DEED concurs with the recommendation of the Grand Jury. A statutory change would be

necessary in order to require KIZ applicants fo ﬁie audited financial statements with their

applications.

DCED agrees with Revenue that requiring and obtaining ﬁnanéial statements reviewed by 2 |
certified public accountant would further provide independent corroboration of revenues as well

ag substantiate the business activity and existence of a K17 applicant.

However, DCED shares Revenue’s concern that small busmesses may perceive thig requmment
as burdensome, especially if they have no other need to obtain audited financial statements As
an alternative to audited financial statements, DCED Would support _requ:iring independently
reviewed or prepared income statements showing the breakdown of revenue as a supplement {0
the information provided via tax returns, Requiring income statements, rather than audited
financial statements, may be a way of balancing the corpeting futerests of proventing fraudulent

activity and operating a program that meets the needs of K17 "buéinessw.

Recommendation 2 —In reviewing applications, the responsible agencies must do more than

simply check the boxes to see whether the attachments match the form. DOR, for example,

 should interview applicants in person, fuce-to-face ta confirm that they are duly qualified,

Avblicants should be required to submit photographic identification along wiﬂi recelpls, gocount




statements and financial records, IP addresses should be verified to ensure that applications are

being submitted from businesses operating in Pennsylyania, not elsewhere.

Revenue Response:

Reventie conetirs with the Grand Jury that additional documentation should be reviewed in order

to substautiate information provided on the R&D application.

At the time‘ that Revenue became aware of the potential fraud, Revenue’s Bureau of Audifs,
Bugeau of Criminal Tax Investigations and the Pags-Through Business Office collaborated on
analysis to determine if any other fraud existed in the program.' Revenue began coordinating
outreach and requesting additional documentation from certain entities that were dotenoined to
be of higher risk. This risk assessment and outreach continues today as current year applications

are being received,

These efforts are supported by the updated R&D application process that was implomented in
time for review of 2018 submissions, The R&D application became poperless in the summer of
2018 and several odits and cross- chocks were built into the new orline application system. These
edlts and eross-checks have been nsed to 1den1:1fy additional infotmation that must be submitted

by applicants in ordex to corroborate information bemg reported in the application itself.

While Reverue concurs with the substance of the Grand Jury’s recommendations, it should be
. noted that ourrent resource levels prevent Revenue frora requesting corrobotating documentation
from all of the nearly 1,400 applicanis given that Revenus only has 90 days to review the

applications and award the credits. This would be a challenge even if the review deadline is




extended as proposed in Recommendation 3. Therefore, under these constraints, Revenue will
continue to perform risk assessments and loverage the electronic application process 10 identify

individual applicants that merit further review.

DCED Response:

DCED concurs with the Grand Jury that additional documientation should be reviewed in orderto

stubstantiate information provided on the K17 application.

DCED is now requiting local KIZ cootdinators to perfonﬁ at Jeast one apnual site visit and is
encoutaging coordinators to perform additional, unscheduled site visits as well. The sito visits '

are Teliable means of verifying that an applicant is conducting business operations within a KTZ,

‘While DCED concurs with the substance of the Grand Tury’s recommeﬁdé.tions, the current 50-
day review window (discussed further below) makes i impossible for DCED to request and
teview cotroborating documentation from nearly 300 KIZ applicants. DCED. will continue to
request additional documentation from businesses it deerns high risk and will work closely with

the local KIZ coordinators in due diligence efforts.

" Additionally, DCED will collaborate with Revenue to formalize an investigatory process for

those instances where DCED suspects fraud, DCED and Revenue could jointly develop a form

- tobe s_u'bmitted to Revenus by DCED in these instances. DCBI? is cognizant and respectful of

Reveriue’s duty fo maintain taxpayer cenfidentiality. The development of a formalized

mechanism for DCED to report suspected fraud to Revenue for further investigation may ba a

10




© Recommendation 3 — Regulators currently have only 90 days to review R&D and KIZ tax credit
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way to preserve the inviolability of taxpayer confidentiality while safeguarding the integrity of

tax credits issued under the XIZ prograin.

applications, That’s not enough time for meaningfil review, even if ag encies were disposed to

conduct it. The law should be changed to increase that period so that z;eal checks can be

performed.
Revenue Response:

Revenus concurs with the recommendation of the Grand Jury. A. statutory change lwould be
necessary in order to aﬁow Revenue greater than 90 days to review and award the R&D credits.
Revénua Tecommends a period of 180 days to conduct a thorough review of the applications and
interact with the applicants in order fo ensure that the resean;h and development expenditures can

be substantiated, that they occurred in Pennsylvania, and that the applicant is indeed compliant

" with its state tax obligations.

1

It should be noted that even with an expanded time‘periold to review app]iéaﬁons, there is still no
appeal mechanism for the applicant if Revenue should erroneously deny a credit. éonversely,
there is also no recaptute provision currently in statute to allow Revenue to recoup any tax
credits within normal tax enforéement statutory time consi;raints which have been improperly
awatded. Increasing the time period for revie;w and consideration in conjunction with
amendments that allow for appeal and recapture, will allow Revenue fo more.efﬁcisnﬂy menage

programs and comply with the intent of the General Assembly.

11
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DCED Response:

DCED coneurs with the recommendation of the Grand Jury. 4. statutory change would be

necessary in ordet to allow DCED groater than 90 days to review and awarti the K17 credits.

DCED recommends a pexiod of 120 days to conduct a thorough réview of the XIZ applications

. and interact with the applicants in order to ensure.that the KIZ revenues can bé substantiated,

that revenues were generated in the K17, thaf the applicant is KIZ eligible, and that the applicant
is indeed compliant with its state tax ob]igatioﬁs. DCED recommends the application deadline be -

changed to September 1 from September 15 and the KIZ award letters be issued by December 31

rather than December 15.

" Recommendation 4 —Local KTZ coordingtors are intended to be the eves and ears on the ground

to ensure that applicauts are actually producing the economic activity the tax credifs are

designed fo encourage, It appears that the coordinatoty do not understand thelr role or the

sienificance of it. Coordinators should be requived to conduct unscheduled site visits for ea_ch

applicant. The certificate they submit should be amended to include a siatement, under penalty .

of periury, that they have gone to the site and verified that the company is in fact in existence and

conducting business there. Unscheduled site visits should also be required for R&D tax credifs,

Reyvenue Response: - .

Revenue concurs with the substance of the Grand Jury’s recommendation. Revenue will
consider unscheduled site visits for those entities that present a higher level of risk, such as ﬁrst—
time applicants or entities that claim amounts that do not correlate to business activity, as one

part of an'enhanced tax credit review process.

12




Site visits would be conducted in conjunction with the use of other technologies and data
. resources available to validate the legitimacy of a business at a particular lo cation. This may

include additional measures, such as independent audits, or additional requests for independently

Vm-iﬁed infonnaﬁon‘

It should be noted that even if a site visit confirnis that an entity does exist, and conducts
business at a specific location, these facts would not ensure that the research and development

expenses being claimed on the credit application are indeed ocourring af that site.

- DCED Responge:
" DCED conocurs with the substance of the Grand Jury’s recommendation. DCED is currently

requiring local KIZ coordinators to perform yearly site visits for KIZ applicants and is
éucouraging coordinators to petform other, unscheduled site ;visits. DCED has amended the KIZ
coordinator certificate (certificate issued on behalf of an applicant by the K17 coordinator) to
includo the date on which the Eoordinator mads the site visit: Furthermore, DCED does request
the local K1Z coordinator to perform additional site visits for those entities that DCED

determines present a higher level of risk.
DCED hosts an annual conference for KIZ coordinators during which DCED provides updates

on changes to the program and discusses best practices. KIZ coordinators are given the

opportunity to shate any concetns and ask questions of DCED staff and fellow coordinators.

13




Similarly, DCED has bi-annual conference calls with KIZ coordinators to provide a forum to

achieve these important objectives.

During the sumﬁer months, DCED staff visits tany of the KIZs in an outreach effort to oonnect‘
with the coordinators and to offer fax credit seminaxs for interested KIZ companies. Upon

request by the KIZ coordiﬁator, DCED staff will mentor the cootdinator and will accompany the
coordinator ducing a site visit, Coordinators are encouraged to contact DCED with any questions

or concerns they may have about the KIZ program.

To assist K17 coordinators in the execution of their duties under the program, DCED has
developed a statement of work detafling the responsibilities of the KIZ coordinator, inclﬁding but
not limited to, certifying eligibility, ﬁerforming' site visits, maintaining verification
documentation, maintaining ndividual accouz.lts for sach KIZ company, zone administration
dutjes, and comﬁuﬂcaﬁg with KIZ companies (application deadlines, assistance with metric
repoi'ts', and issuance of 2 cornpliance certfﬁcate). The statement of work is currently being
implemented i:y DCED. DCED inte‘nds on completi-ng the implementation by year’s end. Bach

KIZ coordinator will be required to read, acknowledge, and sign the statement of work.

Recommendation 5 — Tax credit brokers play gn integral part in the system, but they are

currently completely unregulated, and at least some apparently feel free to traffic in credils that
are likely fraudulent, Brokers should be required 10 be licensed by Pennsylvania authorities in

orde:; to take part in tox credit fransactions, to submit themselves to the jurisdiction of

Pennsylvania courts, to undergo appropriate training, and o certify that they will riot participate

14




In improper transactions but will instead report irvegularities. If they assist busingsses in

preparing tax credit applications, they should be required to sign the form with a declaration
like those reguz‘reé’ of income tax preparers.

Revenue Response:

Revenue concurs with the recommendation of the Grand Jury. A statuiory change would be

necessaty in order to requite brokers to be licensed and regulated. Revenue recommends that

these brokers be licensed and regulated by the Departruent of State. Said licensure may include

generai éompeﬁency standards, financial suitability guidelines and background checks.

DCED Response:
DCED concurs with the recommendation of the Grand Jury. A statutory change would be

" necessary in order to require brokers to be licensed and regulated. DCED concurs with

Revenue’s recommendation that these brokers be licensed and regulated by the Department of
State with licensure including general competency standards, financial suitability guidelines and

background checks.

Recommendation 6 ~ Add an additional reporting requirement wherein the awardees will be
required fo submit to the relevani Department (either DOR or DCED) proof in the form of an

annual breakdown of how the tax credit was used and/or alternatively, if the credit was sold,
how the funds from such sale were used, This information breaking down how the credit or

funds were used must also be provided by the tax credit applicant on future tax credit
applications seelking an award of credits.

15




Roevenue Responge:

Revenue concurs with the substance of the Grand Jury’s recommendation. However, while it
may not be difficult for an entity to indicate that a credit was applied aga;inst a liability (and for
Revenue to verify the same), it will be diffioult for an entity to acourately substantiate how it

gpent amounts received on the sale of the credit. .

DCED Response:

DCED co'n;:urs with the substance of the Grand Jury’s recdmmendaﬁdn. DCED also concuts
with Revenue that, while it may not be difficult for an entity to indicate that a credit wab applied
against a liability (and for Revenue to verify the same), it §vi11 be difficult for an entity to
accurately substantiate how it spent amnounts received on the sale of thel credit. DCED suggests
amending the K17 Tax Credit Sales Assighment Application Form to require the eutity selling

the K1Z tax oredit to indicate how it intends to spend the proceeds.

/L
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