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FIRST REGULAR SESSION

HOUSE BILL NO. 985

95TH GENERAL ASSEMBLY

INTRODUCED BY REPRESENTATIVE STORCH.
1234L.01 D. ADAM CRUMBLISS, Chief Clerk

AN ACT

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

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) "Contract research expenses', sixty-five percent of any amount paid or
incurred by the taxpayer to any person other than an employee of the taxpayer for
qualified research. If any contract resear ch expensespaid or incurred during any taxable
year are attributableto qualified research to be conducted after the close of such taxable
year, such amount shall betreated aspaid or incurred duringtheperiod duringwhich the
qualified research is conducted;

(3) "In-houseresearch expenses':

(&) Any wagespaid or incurred toan employeefor qualified servicesperformed by
such employee;

(b) Any amount paid or incurred for equipment and supplies used in the conduct
of qualified research; and

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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(c) Any amount paid or incurred to another person for theright to use computers
or instrumentsin the conduct of qualified research. Such amount paid or incurred shall
not apply to any amount to the extent that the taxpayer receives or accrues any amount
from any other person for theright to use substantially identical personal property;

(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 beuseful in the development of a new or improved business component of the
taxpayer, and substantially all of the activities of which constitute elementsof a process of
experimentation for a purpose described in this section. Qualified research shall not
include any of the following:

(@) Research for incremental improvements conducted after the beginning of
commercial production of the business component;

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

(c) 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 business component;

(d) Any efficiency survey, activity relating to management function or technique,
mar ket resear ch, testing, or development includingadvertisingor promotions, routinedata
collection, or routineor ordinary testing or inspection for quality control;

(e) Except totheextent provided in any regulations, any research with respect to
computer softwarewhich isdeveloped by or for the benefit of the taxpayer primarily for
internal use by the taxpayer, other than for usein an activity which constitutes qualified
research or a production processrelated to qualified resear ch;

(f) Research in social sciences, arts, or humanities,

(g) Research totheextent funded by any grant, contract, or otherwise by another
person or governmental entity;

(5) "Qualified research expenses', the sum of the amountsfor qualified services,
supplies, and wagesthat are paid or incurred by thetaxpayer during thetaxable year for
qualified research taking place in this state in carrying on any trade or business of the
taxpayer, including contract resear ch expenses and in-house r esear ch expenses;

(6) " Qualified services', services consisting of engaging in qualified research or
engaging in the direct supervision or direct support of research activitiesthat constitute
qualified research. If substantially all of the services performed by an individual for the
taxpayer during the taxable year consist of services meeting the requirements of this
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subdivision, the term " qualified services' means all of the services performed by such
individual for thetaxpayer during the taxable year;

(7) " Supplies’, any tangibleproperty other than land or improvementstoland and
property of a character subject to the allowance for depreciation;

(8) "Tax credit", a credit against the following taxes due and in the following
order:

(@) Theannual tax on gross premium receipts of insurance companiesin chapter
148, RSMo;

(b) The tax on banks determined in subdivision (2) of subsection 2 of section
148.030, RSMo;

(c) The tax on banks determined in subdivision (1) of subsection 2 of section
148.030, RSMo;

(d) Thetax on other financial institutionsin chapter 148, RSMo;

(e) The corporation franchisetax in chapter 147, RSMo;

(f) Thestateincometax in chapter 143, RSMo; and

() Theannual tax on grossreceipts of expresscompaniesin chapter 153, RSMo;

(9) "Taxpayer", any individual or entity that:

(a) Issubject tothetax imposed in chapter 143, RSM o, excluding withholding tax
imposed by sections 143.191 to 143.265, RSMo, or thetax imposed in chapter 147, 148, or
153, RSMo;

(b) Employs no more than two hundred twenty-five employees, with at least
seventy-five per cent of such employeesbased in this state; and

(c) Isengaged on afor-profit basisin the development of medical instrumentsand
devices, medical diagnostics or therapeutics, plant science products, pharmaceutical or
veterinary productswith agricultural applications, or other productsderived from lifeor
biomedical sciences;

(10) "Wages", all remuneration, payable or paid, for personal services, including
commissions, bonuses, and the cash value of all remuneration paid in any medium other
than cash.

2. For all taxable yearsbeginning on or after January 1, 2010, a taxpayer shall be
allowed atax credit for qualified resear ch expensesincurred. Thetax credit amount shall
be equal to the following schedule:

(1) Ten percent of thequalified resear ch expensesincurred by thetaxpayer, but not
to exceed five hundred thousand dollars; or
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(2) Twenty-five percent of the qualified research expensesincurred if a taxpayer
incurs the expenses in a distressed community as defined in section 135.530, but not to
exceed one million dollars.

3. Thecumulativeamount of tax creditswhich may beissued under thissection in
any onefiscal year shall not exceed ten million dollars. At least six million dollarsof the
tax creditsissued under thissection shall befor qualified resear ch expensesin a distressed
community. Issuance of the six million dollars in tax credits for qualified research
expensesincurred in a distressed community shall not restrict the eligibility of qualified
resear ch expensesincurred in adistressed community for tax creditsfrom theremaining
four million dollars under the cumulative amount cap in this subsection.

4. Toclaimthetax credit allowed under thissection, thetaxpayer shall submit an
application for a tax credit certificate on a form authorized and provided by the
department of economic development and any application feeimposed by thedepartment.
The application shall be filed with the department at the end of each calendar year in
which a qualified research expense was paid or incurred and for which a tax credit is
claimed under thissection. Theapplication shall includeany certified documentation and
information required by the department. All required information obtained by the
department shall be confidential and not disclosed except by court order, subpoena, or as
otherwise provided by law. If the taxpayer and the qualified resear ch expenses comply
with all criteriarequired by this section and approval is granted by the department, the
department shall issue a tax credit certificate in the appropriate amount. Thetax credit
certificate may be used to satisfy the taxpayer's state tax liability in the taxable year in
which the qualified expenses were paid or incurred, or in any of the taxpayer's ten
subsequent taxableyears. Tax credit certificatesissued under thissection may beassigned,
transferred, sold, or otherwise conveyed, and the new owner of the tax credit certificate
shall havethesamerightsin thetax credit astheoriginal taxpayer. Whenever atax credit
certificateisassigned, transferred, sold, or otherwise conveyed, a notarized endor sement
shall befiled with the department specifying thenameand addr essof thenew owner of the
tax credit certificate or the value of the tax credit.

5. A taxpayer shall bedeemed to have paid or incurred in-houser esear ch expenses
for atradeor businesspurposeif, at thetimesuch in-houser esear ch expensesare paid or
incurred, theprincipal purposeof thetaxpayer in making such expendituresisto usethe
results of theresearch in the active conduct of a futuretrade or business of the taxpayer.

6. Resear ch shall bedeemed to havebeen conducted for apurposedigiblefor atax
credit under this section if it relates to a new or improved function, performance, or
reliability or quality. Research shall not be deemed to have been conducted for a purpose
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eligiblefor a tax credit under this section if it relatesto style, taste, cosmetic, or seasonal
design factors.

7. Thedepartment of revenue shall apply tax creditsissued under this section in
the same order asestablished in subdivision (8) of subsection 1 of this section.

8. Thedepartment of economic development and the department of revenue may
promulgaterulestoimplement theprovisionsof thissection. Any ruleor portion of arule,
as that term is defined in section 536.010, RSMo, that is created under the authority
delegated in thissection shall become effective only if it complieswith and is subject to all
of the provisions of chapter 536, RSMo, and, if applicable, section 536.028, RSMo. This
section and chapter 536, RSM o, arenonsever ableand if any of the power svested with the
general assembly pursuant to chapter 536, RSM o, 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, 2009, shall be
invalid and void.

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 twelveyearsafter the effective date of
the reauthorization of this section; and

(3) Thissection shall terminateon September first of thecalendar year immediately
following the calendar year in which the program authorized under this section issunset.

v



