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AN ACT

To amend chapter 135, RSMo, by adding thereto one new section relating to a tax credit for
qualified research costs.

Be it enacted by the General Assembly of the state of Missouri, as follows:

Section A. Chapter 135, RSMo, is amended by adding thereto one new section, to be
known as section 135.770, to read as follows:

135.770. 1. Asused in thissection, the following terms mean:

(1) "Business component”, any product, process, computer software, technique,
formula, or invention which isto be held for sale, lease, or license, or isto be used by the
taxpayer in a trade or business of the taxpayer. Any plant process, machinery, or
technique for commercial production of a business component shall be treated as a
separ ate business component and not as part of the business component being produced;

(2) " Department”, the department of economic development;

(3) " New corporation", any corporation in a targeted industry that was not in
existencein this state before January 1, 2008, and that has not replaced or acquired after
January 1, 2008, an existing corporation in atargeted industry located in this state;

(4) "Qualified research", research which is undertaken for the purpose of
discovering information that is technological in nature and the application of which is
intended to be useful in the development of a new or improved business component of the
taxpayer, and substantially all of theactivities of which constitute elementsof a process of

EXPLANATION — Matter enclosed in bold-faced brackets [thus] in the above bill isnot enacted and is intended
to be omitted from the law. Matter in bold-face typein the above bill is proposed language.
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experimentation for a purpose described in this section. Qualified research shall not
include any of the following:

(&) Research after commercial production (any research conducted after the
beginning of commer cial production of the business component);

(b) Adaptation of existing business components (any research related to the
adaptation of an existing business component to a particular customer'srequirement or
need);

(c) Duplication of existing business component (any research related to the
reproduction of an existing business component, in whole or in part, from a physical
examination of the business component itself or from plans, blueprints, detailed
specifications, or publicly availableinfor mation with respect to such businesscomponent);

(d) Surveys or studies (any efficiency survey, activity relating to management
function or technique, market research, testing, or development including advertising or
promotions, routinedatacollection, or routineor ordinary testingor inspection for quality
control);

(e) Computer software (any research with respect to computer software which is
developed by or for thebenefit of thetaxpayer primarily for internal use by thetaxpayer,
other than for use in an activity which constitutes qualified research or a production
process);

(f) Funded research (any research to the extent funded by any grant, contract, or
otherwise by another person or governmental entity).

For purposesof thissection, theterm ™ qualified research" shall beapplied separately with
respect to each business component of the taxpayer;

(5) "Qualified research costs', costs incurred in conducting or engaging in
qualified research;

(6) "Targeted industry”, an industry or one of a cluster of industries that is
identified by the department as critical to the state's economic security and growth and
affirmed as such by the joint committee on economic development policy and planning
established in section 620.602, RSM¢;

(7) "Tax credit”, acredit against thetax otherwise dueunder chapter 143, RSMo,
excludingwithholdingtaximposed by sections143.191t0143.265, RSM o, or otherwisedue
under chapter 147, 148, or 153, RSMo;

(8) "Taxpayer", any corporation that is:
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(8) Subject to thetax imposed in chapter 143, RSMo, excluding withholding tax
imposed by sections 143.191 to 143.265, RSMo, or thetax imposed in chapter 147, 148, or
153, RSMo;

(b) Inatargeted industry; and

(c) Incursqualified research costs.

2. For all taxableyearsbeginning on or after January 1, 2007, a taxpayer shall be
allowed atax credit for qualified resear ch costsincurred. Thetax credit amount shall be
equal to the following schedule:

(1) Ten percent of the qualified research costsincurred by any corporation in a
targeted industry;

(2) Twelveand one-half percent of thequalified resear ch costsincurred by any new
corporation in atargeted industry;

(3) Fifteen percent of the qualified research costs incurred if an existing
corporation in atargeted industry incursthe costsin consortium or in partnership with
any public university, public college, or public community collegein this state; and

(4) Seventeen and one-half per cent of thequalified resear ch costsincurred if anew
corporation in a targeted industry incursthe costsin consortium or in partnership with
any public university, public college, or public community collegein this state.

3. Theamount of thetax credit issued shall not exceed theamount of thetaxpayer's
statetax liability for thetax year for which thecredit isclaimed. No amount of credit that
thetaxpayer isprohibited by thissection from claimingin atax year shall berefundable,
nor shall any tax credit granted under this section betransferred, sold, or assigned. The
department shall certify the tax credits issued under this section to the department of
revenue.

4. No corporation defined as a new corporation under this section shall be
designated asa new cor poration, nor shall be eligiblefor the new corporation percentage
of the tax credit under subdivisions (2) and (4) of subsection 2 of this section, for longer
than five years from the year in which the new company incorporated in or relocated to
this state.

5. Each recipient of a tax credit under this section shall, when applying to the
department for atax credit under this section:

(1) Specify that the costsincurred and for which thetax credits are claimed were
incurred for the purposes authorized in this section;

(2) Describethe qualified research costs, including the amount and type of costs;

(3) Statewhy the qualified research is needed;

(4) Statethepublic purposeor purposesfor the qualified research;
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(5) Statethegoal or goalsfor the qualified research and thetime periods by which
these goals will be met;

(6) Statethenameand address of itsparent corporation, if any;

(7) Stateall other financial assistancethat wasreceived for the same project; and

(8) Ensurethat any qualified research costsincurred for any purpose other than
projects authorized in this section are not claimed under this section. In the event that
such unauthorized costs are issued, the recipient shall calculate and remit to the
department a payment equal to the percentage of the costsincurred for purposes other
than thoseauthorized by thissection. All proceedsreturned tothe department under this
subsection shall beused for worker training and retraining programsadministered by the
division of workforce development.

6. Thedepartment shall preparean annual report regardingall tax creditscertified
under this section in the previous calendar year and submit such report to the president
pro tem of the senate and the speaker of the house of representativesby July first of each
year. Theannual report shall be made available to the public and shall include, but not
belimited to, the following elements:

(1) Thetotal amount of tax credits awarded by region of the state;

(2) Thetotal amount of tax credits awarded by industry;

(3) Thedistribution of tax credits by type and public purpose;

(4) Thedistribution of tax credits by the size of all businessrecipients, and

(5) A reporting of any legal action taken by the department or the state with any
parties which have failed to comply with this section.

7. Research shall betreated asconducted for a purposedescribed in thissection if
it relatesto anew or improved function, performance, or reliability or quality. Research
shall not betreated asconducted for apurposedescribed in thissection if it relatesto style,
taste, cosmetic, or seasonal design factors.

8. The department, in conjunction with the department of revenue, may
promulgaterulestoimplement the provisionsof thissection. Anyruleor portion of arule,
as that term is defined in section 536.010, RSMo, that is created under the authority
delegated in this section shall become effective only if it complieswith and issubject to all
of the provisions of chapter 536, RSM o, and, if applicable, section 536.028, RSMo. This
section and chapter 536, RSMo, ar e nonsever ableand if any of the power svested with the
general assembly pursuant to chapter 536, RSMo, toreview, to delay the effective date, or
to disapprove and annul arule are subsequently held unconstitutional, then the grant of
rulemaking authority and any rule proposed or adopted after August 28, 2007, shall be
invalid and void.
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9. Under section 23.253, RSMo, of the Missouri Sunset Act:

(1) The provisions of the new program authorized under this section shall
automatically sunset on December thirty-first six years after the effective date of this
section unless reauthorized by an act of the general assembly; and

(2) If such program isreauthorized, the program authorized under this section
shall automatically sunset on December thirty-first twelveyear safter the effective date of
the reauthorization of this section; and

(3) Thissection shall ter minateon September fir st of thecalendar year immediately
following the calendar year in which the program authorized under this section issunset.
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