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
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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