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DIGEST

Currently, a corporation in Texas may not clam a tax credit for conducting qualified research and
devdopment (R&D) activities. Moreover, at least 15 States offer someform of an R&D tax credit. S.B.
5 would authorize afive percent franchise tax credit or refund for qudified research expenses and basic
research payments made in Texas, but the vaue of the credit in any given tax year is redtricted to 25
percent of the corporation’ s franchise tax liability and to atotal credit or refund of $125 million per year.

PURPOSE

As proposed, S.B. 5 provides aresearch and development refund or credit againgt the franchise tax for
corporations conducting quaified research and devel opment.

RULEMAKING AUTHORITY

Rulemaking authority is granted to the Texas Compitroller of Public Accountsin SECTION 1 (Section
171.728, Tax Code) of thishill.

SECTION BY SECTION ANALYSIS

SECTION 1. Amends Chapter 171, Tax Code, by adding Subchapter O, asfollows:

SUBCHAPTER O. TAX REFUND OR CREDIT FOR CERTAIN RESEARCH AND
DEVELOPMENT ACTIVITIES

Sec. 171.721. DEFINITIONS. Defines*baseamount,” “basi c research payment,” and“qualified
research expense.”

Sec. 171.722. ENTITLEMENT. Providesthat a corporation isentitled to arefund as provided
by this subchapter against the tax imposed by this chapter.

Sec. 171.723. AMOUNT. Edgtablishesthat therefund for any privilege period equasfive percent
of the sum of certain qualified research expenses and basi ¢ research payments, except as provided
by Subsection (b), and subject to adjustment under Section 171.726. Prohibits the total refund
claimed under this section for aprivilege period from exceeding 25 percent of the net franchisetax
for that period after any other gpplicabletax credits or refunds. Requires a certain procedure for
caculating the base amount and any other amount in order to calculate the refund if the
corporation’s accounting year does not correspond to the privilege period.

Sec. 171.724. APPLICATION. Requiresacorporation to apply for arefund on or with the tax
report for same period asthe claimed refund. Requiresthe Texas Comptroller of Public Accounts
(comptroller) to promulgate aform for the refund application. Requiresacorporation to usethis
form in gpplying for the refund.

Sec. 171.725. DETERMINATION OF TOTAL AMOUNT OF REFUNDS. Requiresthe
comptroller to determine the total amount of refunds claimed for atax year for al reportsfiled by
acertain date.

Sec. 171.726. ADJUSTMENT AND PAYMENT OF REFUND. Requiresthe comptroller to

send to a corporation entitled to a refund the refund or a portion of the refund under certain
circumstances by acertain date. Requiresthe comptroller to determine acorporation’ srefund by
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acertain procedure if the total amount of the refund is greater than $125 million.

Sec. 171.727. CREDIT. Authorizesthe comptroller to dlow acorporation to takeadirect credit
againg the tax owed under this chapter instead of issuing arefund after the payment of the tax if
the total amount of the refund is a certain sum. Provides that if the comptroller makes the
determination to alow a direct credit againgt the tax owed, the provisions of this subchapter

regarding the entitlement to amount of limitations of a refund apply in the same manner to the
credit.

Sec. 171.728. RULES. Grants rulemaking authority to the comptroller to implement this
subchapter.

SECTION 2. (a) Effective date: January 1, 2000.
(b) Provides that this Act applies only to:

(2) areport origindly due on or after the effective date; and
(2) an expense or payment made on or after January 1, 1999.

SECTION 3. Emergency clause.
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