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SUBJECT MATTER: Code Sec. 144

REFERENCE: Symbol: CC:FI&P:Br.5-TR-31-866-89

UI LIST:

UI No. 0144.00-00; Qualified small issue bonds, student loan bonds, redevelopment bonds

TEXT:

This is in response to a ruling request submitted on your behalf by your authorized representative to the effect that
certain operations of the Corporation will constitute a "manufacturing facility" within the meaning of section 144 of the
Internal Revenue Code.

The Corporation proposes to utilize the proceeds of an obligation of Issuer to finance certain modifications to a
steel hull vessel for use in Corporation's scallop harvesting and processing business. The vessel as modified and
outfitted (the "Vessel") will facilitate the processing of raw scallops while at sea, which processing would significantly
increase payloads per trip and eliminate the time otherwise spent processing scallops ashore.

The Vessel, to be constructed will be a state-of-the-art steel hull vessel, one hundred twenty (120) feet in length,
with no passenger compartments, and outfitted with quarters for captain and crew. The Vessel will take scallops along
the east coast of the United States. The scallops will be gathered with a dredge which is dragged along the ocean
bottom.

At the [*2] end of each dredging period, the dredge will be raised and its contents sorted, and fish, scallops,
shells, and rocks will be separated. The scallops will be placed in stainless steel baskets to be processed. A crew
member ("Shucker") will open and separate the edible boneless slice of scallop meat from the shell. The edible meats
will be placed in a stainless steel tank, while the shell and inedible portions will be discarded. The scallop meats will be
separated by machine according to size, quality and weight. The next processing stage entails placing the scallop meats
into a stainless steel vat equipped with an agitator and filled with fresh water. Into this vat there is introduced a solution
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of tri-sodium phosphate (or equivalent, including a reagent known in the industry as "FP-19").

After immersion, the scallop meats are separated according to the number thereof required to constitute a weight of
one (1) pound. Generally, these "Counts", as they are called, are, with respect to the number of meats required. Once
counted and sorted the Counts are aggregated into five pound lots and bagged, and the bags are placed into corrugated
cardboard cartons suitable for wholesale or retail [*3] distribution. After weighing, the cartons are placed into freezers
specially designed to achieve very rapid reduction of the temperature of the scallops. Once freezing is completed, the
cartons are removed from the freezers, marked with a gummed latex label and prepared for placement in the Vessel's
cold storage compartment. Upon landing at the dock the individual cartons are placed in master cartons and loaded into
refrigerated trucks for transport.

The architect for the Vessel has provided a breakdown of costs of construction and outfitting of a standard scallop
catching vessel and the refitted freezer-processor Vessel. The estimated difference in additional cost for the Vessel
amounts to x dollars. Issuer proposes to issue an obligation in net principal amount not to exceed y dollars. A ruling is
requested that this obligation of y dollars (taking into account the 95 percent of net proceeds requirement of Code
Section 144(a)(1)), the proceeds of which are used to finance x dollars of the cost of constructing the Vessel, is an
obligation described in Code section 144(a)(12)(B) and (C), inasmuch as the Vessel constitutes a "manufacturing
facility" within the meaning of Code section 144(a)(12)(C), [*4] and Code section 144(a)(12)(C)(ii) permits the
expenditure of up to 25 percent of the net proceeds of such obligation to provide facilities which are "directly related
and ancillary" to such manufacturing facilities.

The Corporation has provided representations to the effect that the amounts expended to refit and outfit the Vessel
will in no manner enhance the scallop catching operation of the Vessel.

Section 103(a) of the Code provides, in part, that except as provided in subsection (b), gross income does not
include interest on any state or local bond. Subsection (b) provides, in part, that subsection (a) shall not apply to any
private activity bond which is not a qualified bond (within the meaning of section 141).

Section 141(d) of the Code provides, in part, that the term "qualified bond" means any private activity bond if such
bond is a qualified small issue bond.

Section 144(a) of the Code provides, in part, that for purposes of this part the term "qualified small issue" means
any amount of which is $1,000,000 or less and 95 percent or more of the net proceeds of which are to be used for the
acquisition construction, reconstruction, or improvement of land or property of [*5] a character subject to the
allowance for depreciation.

Section 144(a)(4) of the Code, provides, generally, that at the election of the issuer, $10,000,000 may be substituted
for $1,000,000 subject to certain capital expenditure limitations.

Section 144(a)(12)(A) of the Code provides that in general this subsection shall not apply to any bond issued after
December 31, 1986. Section 144(a)(12)(B) of the Code as amended by section 7105 of the Revenue Reconciliations Act
of 1989, Pub. L. No. 101-239, 103 Stat 2106 (1989) now provides, generally, that in the case of any bond issued as part
of an issue 95 percent or more of the net proceeds of which are to be used to provide (i) any manufacturing facility, or
(ii) any land or property in accordance with section 147(c)(2) (pertaining to first time farmers) subparagraph (A) shall be
applied by substituting September 30, 1990 for December 31, 1986.

Section 144(a)(12)(C) of the Code provides that for purposes of this paragraph the term "manufacturing facility"
means any facility which is used in the manufacturing or production of tangible personal property (including the
processing resulting in a change in the condition of such property).

The operations [*6] of the Corporation, to be financed with bond proceeds, will transform ocean harvested
scallops into a processed product ready for commercial consumption and use. Therefore, we conclude that these
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operations will constitute a "manufacturing facility" within the meaning of section 144(a)(12)(C) of the Code. The
obligation the Issuer proposes to issue in an amount not to exceed y dollars will be a "qualified small issue" as that term
is defined under section 144(a) of the Code.

This ruling is directed only to the taxpayer who requested it. Section 6110(j)(3) of the Code provides that it may not
be used or cited as precedent. Temporary or final regulations pertaining to one or more of the issues addressed in this
ruling have not yet been adopted. Therefore, this ruling will be modified or revoked by adoption of temporary or final
regulations, to the extent the regulations are inconsistent with any conclusion in the ruling. See section 16.04 of Rev.
Proc. 89-1, 1989-1 I.R.B. 8, 17. However, when the criteria in section 16.05 of Rev. Proc. 89-1, are satisfied, a ruling is
not revoked or modified retroactively except in rare or unusual circumstances.

In accordance with the power of attorney [*7] on file in this office a copy of this letter is being sent to your
authorized representatives.

Except as specifically stated above, no opinion is expressed concerning the federal income tax consequences of the
proposed transactions under any provision of the Internal Revenue Code of 1954 as amended or under sections 103 and
141 through 149 of the Internal Revenue Code of 1986.
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