
WHO TO CONTACT DURING THE LIVE EVENT 
 

For Additional Registrations: 

-Call Strafford Customer Service 1-800-926-7926 x10 (or 404-881-1141 x10) 
 

For Assistance During the Live Program: 

-On the web, use the chat box at the bottom left of the screen 
 

If you get disconnected during the program, you can simply log in using your original instructions and PIN. 

 

 

IMPORTANT INFORMATION FOR THE LIVE PROGRAM 
 

This program is approved for 2 CPE credit hours. To earn credit you must: 

 

• Participate in the program on your own computer connection (no sharing) – if you need to register 

additional people, please call customer service at 1-800-926-7926 x10 (or 404-881-1141 x10).  Strafford 

accepts American Express, Visa, MasterCard, Discover. 

 

• Listen on-line via your computer speakers. 

 

• Respond to five prompts during the program plus a single verification code.  You will have to write 

down only the final verification code on the attestation form, which will be emailed to registered 

attendees. 

 

• To earn full credit, you must remain connected for the entire program. 
 

 

 

 

 

 

State Research and Development Tax Credits:  

Navigating Multi-State Apportionment Rules 

TUESDAY, JUNE 27, 2017, 1:00-2:50 pm Eastern 

FOR LIVE PROGRAM ONLY 



Tips for Optimal Quality 

Sound Quality 

When listening via your computer speakers, please note that the quality  

of your sound will vary depending on the speed and quality of your internet 

connection. 

 

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com 

immediately so we can address the problem. 

 

 

 

FOR LIVE PROGRAM ONLY 

mailto:sound@straffordpub.com


June 27, 2017 

State Research and Development 
Tax Credits 

Joe Stoddard, CPA, Partner 

Eide Bailly, Salt Lake City 

jjstoddard@eidebailly.com  

Daniel F. Laughlin, Senior Manager 

FGMK, Chicago 

dlaughlin@fgmk.com  

Stacey L. Roberts, CPA, State and Local Tax Senior Manager 

Eide Bailly, Denver 

sroberts@eidebailly.com  

mailto:jjstoddard@eidebailly.com
mailto:dlaughlin@fgmk.com
mailto:sroberts@eidebailly.com


Notice 

 ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN.  

  

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials. 

 

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser. 

 



STATE RESEARCH & DEVELOPMENT TAX CREDITS 
Navigating Multi-State Rules 
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R&D Tax Credits 
¢ƻŘŀȅΩǎ tǊŜǎŜƴǘŜǊǎ 

Joe Stoddard 

Partner 

Eide Bailly 

Stacey Roberts 

Senior Manager 

Eide Bailly 

Dan Laughlin 

Senior Manager 

FGMK, LLC 
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R&D Tax Credits 
Experience Eide Bailly 

 

Brand Promise 
You can expect a better experience 
working with Eide Baillyτone that  
is caring, insightful and focused on  

your business needs. 

59,000  

clients 

1,600  
partners & staff 25  

Top 25 Accounting Firm 
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R&D Tax Credits 
Eide Bailly Office Locations 

29 Offices in 13 States 
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Assurance  
ω !ǳŘƛǘ wŜǾƛŜǿ ŀƴŘ /ƻƳǇƛƭŀǘƛƻƴ  
ω Employee Benefit Plan Audit  
ω 9ƴǘǊŜǇǊŜƴŜǳǊƛŀƭ {ŜǊǾƛŎŜǎ  
ω !ƎǊŜŜŘ-Upon Procedures  
ω {ǘŀǘǳǘƻǊȅ !ǳŘƛǘ  
ω C!w !ǳŘƛǘ ŀƴŘ /ƻƴǎǳƭǘƛƴƎ  
ω {ǳǊǇǊƛǎŜ 9ȄŀƳǎ  
ω CǳƴŘ !ŘƳƛƴƛǎǘǊŀǘƛƻƴ  
ω CƻǊŜŎŀǎǘǎΣ tǊƻƧŜŎǘƛƻƴǎ ŀƴŘ aƻŘŜƭƛƴƎ  

FGMK is a leading professional services firm providing assurance, tax and advisory services to global 
public companies, middle-market companies, entrepreneurs, high-net-worth individuals and not-for-
profit organizations. FGMK is among the largest accounting firms in Chicago and one of the top ranked 
accounting firms in the United States. 
 

Our Services 

Advisory  
ω aŜǊƎŜǊǎ ŀƴŘ !Ŏǉǳƛǎƛǘƛƻƴǎ  
ω ±ŀƭǳŀǘƛƻƴǎ  
ω 5ƛǎǇǳǘŜ /ƻƴǎǳƭǘƛƴƎΣ CƻǊŜƴǎƛŎǎ ŀƴŘ ±ŀƭǳŀǘƛƻƴǎ  
ω ¢ǳǊƴŀǊƻǳƴŘ ŀƴŘ wŜǎǘǊǳŎǘǳǊƛƴƎ  
ω tŜǊŦƻǊƳŀƴŎŜ LƳǇǊƻǾŜƳŜƴǘ  
ω aŀƴŀƎŜƳŜƴǘ /ƻƴǎǳƭǘƛƴƎ  
ω /ƻƳǇŜƴǎŀǘƛƻƴ !ŘǾƛǎƻǊȅ  
ω 9ƳǇƭƻȅŜŜ .ŜƴŜŦƛǘ tƭŀƴ /ƻƴǎǳƭǘƛƴƎ  
ω LƴǾŜǎǘƳŜƴǘ !ŘǾƛǎƻǊȅ  

Tax  
ω tƭŀƴƴƛƴƎ ŀƴŘ /ƻƴǎǳƭǘƛƴƎ  
ω CŜŘŜǊŀƭ  
ω {ǘŀǘŜ ŀƴŘ [ƻŎŀƭ  
ω LƴǘŜǊƴŀǘƛƻƴŀƭ  
ω ¢ŀȄ /ǊŜŘƛǘǎ ŀƴŘ LƴŎŜƴǘƛǾŜǎ  
ω ¢ŀȄ /ƻƴǘǊƻǾŜǊǎȅ  
ω ¢ǊŀƴǎŦŜǊ tǊƛŎƛƴƎ  
ω L/-DISC  
ω /ƻǎǘ {ŜƎǊŜƎŀǘƛƻƴ  
ω 9ǎǘŀǘŜΣ DƛŦǘ ŀƴŘ ¢Ǌǳǎǘ  
ω tǊƛǾŀǘŜ /ƭƛŜƴǘ {ŜǊǾƛŎŜǎ  
ω ¢ǊŀƴǎŀŎǘƛƻƴ {ǘǊǳŎǘǳǊƛƴƎ  
ω wŜǎŜŀǊŎƘ ŀƴŘ 5ŜǾŜƭƻǇƳŜƴǘ ¢ŀȄ /ǊŜŘƛǘ  

Risk & Controls  
ω /ȅōŜǊǎŜŎǳǊƛǘȅ  
ω {h/ wŜǇƻǊǘƛƴƎ  
ω L¢ !ǎǎŜǎǎƳŜƴǘ  
ω LƴǘŜǊƴŀƭ !ǳŘƛǘ  
ω LƴǘŜǊƴŀƭ /ƻƴǘǊƻƭǎ hǇǘƛƳƛȊŀǘƛƻƴ  
ω {ŀǊōŀƴŜǎ-Oxley Compliance  

R&D Tax Credits 
About FGMK 
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R&D TAX CREDITS 
About FGMK 

 

ω Architecture and Engineering  
ω !ǎǎŜǘ aŀƴŀƎŜƳŜƴǘ  
ω !ǳǘƻƳƻǘƛǾŜ  
ω .ƛƻǘŜŎƘ ŀƴŘ tƘŀǊƳŀŎŜǳǘƛŎŀƭ  
ω .ǊƻƪŜǊ-Dealer and Futures Commission Merchants  
ω .ǳǎƛƴŜǎǎ {ŜǊǾƛŎŜǎ  

ω /ƻƴǎǘǊǳŎǘƛƻƴ  
ω CŀƳƛƭȅ hŦŦƛŎŜ  
ω Financial Services  
ω CƻƻŘ ŀƴŘ .ŜǾŜǊŀƎŜ  
ω CǊŀƴŎƘƛǎƛƴƎ  
ω IŜŀƭǘƘŎŀǊŜ  
ω LƴŘǳǎǘǊƛŀƭ 9ǉǳƛǇƳŜƴǘ  

ω Retail and Consumer Products  
ω {ŜƴƛƻǊ /ŀǊŜ ŀƴŘ [ƛǾƛƴƎ /ŜƴǘŜǊǎ  
ω {ǇŜŎƛŀƭǘȅ CƛƴŀƴŎŜ  
ω ¢ŜŎƘƴƻƭƻƎȅ  
ω ¢ǊŀƴǎǇƻǊǘŀǘƛƻƴ ŀƴŘ [ƻƎƛǎǘƛŎǎ  

ω Manufacturing and Distribution  
ω aŜǘŀƭǎ  
ω bƻǘ-For-Profit  
ω tƭŀǎǘƛŎǎ  
ω tǊƛǾŀǘŜ 9ǉǳƛǘȅ ŀƴŘ ±ŜƴǘǳǊŜ /ŀǇƛǘŀƭ  
ω [ŀǿ CƛǊƳǎ  
ω wŜŀƭ 9ǎǘŀǘŜ  

Industries We Serve 

ω млǘƘ ƻƴ ά[ŀǊƎŜǎǘ !ŎŎƻǳƴǘƛƴƎ CƛǊƳǎέ ƭƛǎǘ нлмсΣ /ǊŀƛƴΩǎ /ƘƛŎŀƎƻ .ǳǎƛƴŜǎǎ  
ω ά[ŀǊƎŜǎǘ tǊƛǾŀǘŜƭȅ IŜƭŘ /ƻƳǇŀƴƛŜǎέ ƭƛǎǘ нлмсΣ /ǊŀƛƴΩǎ /ƘƛŎŀƎƻ .ǳǎƛƴŜǎǎ  
ω wŀƴƪŜŘ Іпо ƭŀǊƎŜǎǘ ŀŎŎƻǳƴǘƛƴƎ ŀƴŘ ŀŘǾƛǎƻǊȅ ŦƛǊƳ ƛƴ ǘƘŜ ¦{ ƻƴ ά¢ƻǇ млл CƛǊƳǎέ ƭƛǎǘ нлмсΣ Accounting Today  
ω рǘƘ ƻƴ ά¢ƻǇ CƛǊƳǎΥ DǊŜŀǘ [ŀƪŜǎέ ƭƛǎǘ нлмсΣ !ŎŎƻǳƴǘƛƴƎ ¢ƻŘŀȅ  
ω мǎǘ ƻƴ CƛǊƳǎ ǳƴŘŜǊ ϷмллƳ ά[ŜŀŘŜǊǎ ƛƴ a!{έ ƭƛǎǘ нлмсΣ !ŎŎƻǳƴǘƛƴƎ ¢ƻŘŀȅ  
ω рǘƘ fastest-ƎǊƻǿƛƴƎ ŦƛǊƳ ƻƴ ά¢ƻǇ млл CƛǊƳǎέ ƭƛǎǘ нлмрΣ !ŎŎƻǳƴǘƛƴƎ ¢ƻŘŀȅ  
ω млǘƘ ƻƴ hǾŜǊŀƭƭ ¢ƻǇ млл CƛǊƳǎ άtŀŎŜǎŜǘǘŜǊǎ ƛƴ DǊƻǿǘƘέ ƭƛǎǘ нлмрΣ !ŎŎƻǳƴǘƛƴƎ ¢ƻŘŀȅ  
 

Recognition 
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R&D TAX CREDITS 
Agenda 

ÁPurpose of R&D Tax Credits  

ÁQualified Research Activities 

ÁQualified Research Expenses 

ÁRecent Federal Credit Updates 

ÁFederal Credit Method as Introduction to State Credit Concepts 

ÁState Credits Overview 

ÁSpecific State Credits of Interest 

ÁCase Study 

ÁDocumentation Requirements & Audit Trends 

ÁQ&A 
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Purpose of R&D Tax Credits 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Types of R&D Incentives in the United States 

Á Investment Credits Against Income Tax 

Á Job Credits Against Income Tax 

Á Payroll Tax Credits 

Á Sales & Use Tax Credits & Exemptions 

Á IRC §  174 

Á Grants 
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R&D TAX CREDITS 
Purpose of R&D Incentives 

Á Incentivize innovation 

Á Incentivize job creation 

Á Incentivize capital investment 

ÁPositive productivity spill-over to other firms in the state 
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R&D TAX CREDITS 
Value & Benefits of R&D Credit 

ÁReduces income tax burden 

ÁLowers effective income tax rate (EITR) 

Á Increases cash savings 

ÁProvides permanent (rather than temporary timing) book versus tax difference 

Á Improves earnings per share (EPS) 



16 

Qualified Research Activities 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Qualification Criteria 

ÁBroad definition of R&D 

ÁQualification of new or improved άōǳǎƛƴŜǎǎ ŎƻƳǇƻƴŜƴǘǎέ 

Ç Products 

Ç Processes 

Ç Software 

Ç Techniques 

Ç Formulas 

Ç Inventions 
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R&D TAX CREDITS 
Qualification Criteria: 4 Part Test 
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R&D TAX CREDITS 
Qualification Criteria: Types of Activities That Typically Qualify 

Á New product design /  product improvements 

Á Manufacturing process development /  improvement 

Á Designing /  modifying production equipment 

Á Molds, tooling, dies, fixtures, jigs design /  modification 

Á Raw materials research 

Á Construction design activities (e.g. bridges, roads, buildings, etc.) 

Á Developing software  
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R&D TAX CREDITS 
Qualification Criteria: Application to Specific Industries 

ÁManufacturing 

ÁTechnology  

ÁConstruction /  Architecture & Engineering 

ÁAgriculture 

ÁOil & Gas /  Energy 

ÁLife Sciences 

ÁBanking /  Insurance 
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R&D TAX CREDITS 
Qualification Criteria: Software Projects 

ÁSoftware that is considered internal use software (IUS) only qualifies if it meets one of the 
following: 

Ç Software developed for use in an activity that is qualified research 

Ç Software developed for use in a production process that qualifies as R&D 

Ç Combined hardware /  software product  developed as part of an integral package 

Ç Software that meets the άƘƛƎƘ threshold of ƛƴƴƻǾŀǘƛƻƴέ criteria 

• Innovative ς reduction in cost, improvement in speed, or other substantial improvement 

• Significant Economic Risk ς taxpayer commits substantial resources and there is substantial 
uncertainty, because of technical risk, that such resources will be recovered within a reasonable 
period 

• Not Commercially Available ς cannot be purchased, leased, or licensed without significant 
modifications 
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R&D TAX CREDITS 
Qualification Criteria: Software Projects 

ÁFinal regulations on internal use software (IUS) were issued in October 2016 

Ç Long awaited guidance on IUS 

Ç Narrows definition of IUS ς making it easier for software developed by certain companies to qualify for 
the credit 

• IUS limited to G&A functions: financial management, human resource management, and support 
service functions 

• Software developed to enable a taxpayer to interact with 3rd parties, allow 3rd parties to initiate 
functions or review data is not IUS 

Ç Clarifies how ERP-related software development can qualify 

Ç New rules effective prospectively 

• Can apply to 2015 and future years 
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Qualified Research Expenses 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Qualified Research Expenses 

ÁWages 

ÁContract Research 

ÁSupplies 
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R&D TAX CREDITS 
Qualified Research Expenses: Wages  

ÁWage base is taxable (Box 1/Box 16 W2) wages 

Ç Box 1/Box 16 employee wages ς wages as defined by IRC § 3401(a) 

Ç For self-employed individuals and owner-employees, wages includes earned income (IRC § 401(c)(2)) 

Ç For partners, look at guaranteed payments 

Á Includes direct involvement, direct support, direct supervision 

Ç Marketing /  business development  

Ç Quoting  

Ç Quality assurance 

Ç Executive involvement 

Á{ǳōǎǘŀƴǘƛŀƭƭȅ ŀƭƭ ǊǳƭŜΥ ƛŦ ул҈ ƻǊ ƳƻǊŜ ǉǳŀƭƛŦƛŜŘΣ ƛƴŎƭǳŘŜ млл҈ ƻŦ ǘƘŀǘ ǇŜǊǎƻƴΩǎ ǿŀƎŜ 
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R&D TAX CREDITS 
Qualified Research Expenses: Contract Research 

ÁUse of vendors, contractors, other third parties for R&D  

Á Include 65% of eligible costs 

ÁExamples 

Ç Staff augmentation 

Ç Outside machining 

Ç Outside testing 

Ç Clinical /  field trials 
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R&D TAX CREDITS 
Qualified Research Expenses: Supplies 

ÁSupplies used in the R&D process 

Ç Prototyping 

Ç Trial runs 

Ç Tooling 

ÁExcludes property subject to depreciation 
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R&D TAX CREDITS 
Qualified Research Expenses: Prototypes / Pilot Models 

ÁFinal regulations on research expenses (IRC 174) were issued in July 2014 

Ç Are effective July 2014 but can be applied to open years if the statute of limitations for assessment of 
tax has not expired 

Ç Prototype expenses can qualify even if the prototype is eventually sold to a customer 

Ç Component costs of self constructed assets can potentially qualify 
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Recent Federal Credit Updates 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Recent Updates 

ÁR&D tax credit is now permanent 

ÁFox tax years beginning after December 31, 2015, a qualified small business can utilize the 
R&D tax credit against the employer portion of the FICA payroll tax up to an annual limit of 
$250,000   

Ç Taxpayer has tax year gross receipts of less than $5M 

Ç Taxpayer has not had gross receipts for more than five tax years 

ÁFox tax years beginning after December 31, 2015, the R&D tax credit can offset alternative 
minimum tax (AMT) for eligible small businesses 

Ç ¢ŀȄǇŀȅŜǊΩǎ ŀǾŜǊŀƎŜ ƎǊƻǎǎ ǊŜŎŜƛǇǘǎ ŦƻǊ ǘƘŜ ǇǊƛƻǊ ǘƘǊŜŜ ǘŀȄ ȅŜŀǊǎΩ Řƻ not exceed $50M 

Ç Partner(s)/shareholder(s) of pass-through entities must also meet gross receipt test 
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R&D TAX CREDITS 
New Federal Payroll Offset Opportunity: Overview 

ÁThe credit offsets the employer portion of the OASDI tax liability (also known as FICA) 

ÁThe election to utilize the R&D tax credit against the payroll tax liability does NOT affect 
the ǘŀȄǇŀȅŜǊΩǎ deduction for payroll taxes 

ÁTaxpayers must make the election on a timely filed federal income tax return to claim any 
portion of the generated R&D tax credit against their payroll tax liability 

ÁPartnerships and S corporations make the election at the entity level, not at the partner /  
shareholder level 

ÁThe credit may be utilized against payroll tax due for the first quarter following the 
quarter in which the income tax return is filed 

Á If the credit exceeds the ŜƳǇƭƻȅŜǊΩǎ OASDI tax liability for a calendar quarter, it carries 
forward to the next calendar quarter 
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R&D TAX CREDITS 
New Federal Payroll Offset Opportunity: Recent IRS Clarifications 

ÁA taxpayer can file an amended income tax return to the make the election to use the 
credit against payroll tax liability if the amended return is filed by December 31, 2017 

ÁAn IRS example indicates that if a taxpayer exceeds the $5M gross receipt threshold in a 
prior tax year, it may still claim the payroll credit offset in a subsequent year, as long as 
the gross receipts for that tax year are below $5M, and it has not generated gross 
receipts for more than 5 tax years 

ÁThe IRS released an updated Schedule R for Form 941 ς significant for taxpayers using 
professional employer organizations όάt9hǎέύ to administer payroll 

Ç Uncertainty had existed as to whether the qualified small business (taxpayer) or the PEO received 
the payroll tax credit benefit 

Ç The updated form indicates that the IRS views the qualified small business, and not the PEO, as the 
recipient of the R&D tax credit payroll offset 
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R&D TAX CREDITS 
Federal AMT Opportunity: Overview 

ÁThe PATH Act made the R&D tax credit a specified credit for eligible small businesses 

ÁAn eligible small business is defined as a: 

Ç corporation the stock of which is not publicly traded, partnership, or sole proprietorship; 

Ç if ŜƴǘƛǘȅΩǎ average gross receipts for prior three tax years < or = $50M 

ÁWhen applying the GBC limitation for specified credits, the TMT is treated as $0.  As a 
result, the only limitation is that provided by § 38(c)(1)(B) 

Ç 25% * (Net Regular Tax Liability - $25,000) 

ÁThis is effective for credits determined in tax years beginning after December 31, 2015 

ÁAlthough there has been some discussion as to whether any excess credit determined for 
the 2016 tax year can be carried back and used against AMT in the 2015 tax year, a 
review of the transition rule in § 39(d) suggests that a taxpayer CANNOT carryback excess 
2016 credit for use against 2015 AMT liability 
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R&D TAX CREDITS 
Federal AMT Opportunity: 2015 Carryback Discussion 

ÁThe 2010 Small Business Jobs Act provided an explicit five-year carryback provision for 
specified credits by amending IRC § 39 

Ç IRC § 39(a)(4) added the explicit 5-year carryback rule 

Ç The wording of the rule also provides άbƻǘǿƛǘƘǎǘŀƴŘƛƴƎ subsection όŘύέ 

Ç IRC § 39(d) states, άbƻ portion of the unused business credit for any taxable year which is 
attributable to a credit specified in section 38(b) or any portion thereof may be carried back to any 
taxable year before the first taxable year for which such specified credit or such portion is 
allowable (without regard to subsection όŀύύέ 

ÁThe PATH Act did not provide a carryback provision for the R&D tax credit when it made it 
a specified credit for eligible small businesses 

Ç Only argument for the carry back of unused 2016 credit against 2015 liability would be based on 
the wording of the tax law ς άŎǊŜŘƛǘǎ determined after December 31, 2015έ ς and application of 
the one-year carryback provision under § 38(a) 

Ç However, the transition rule in IRC § 39(d) and the absence of άƴƻǘǿƛǘƘǎǘŀƴŘƛƴƎ subsection όŘύέ 
language in the law, appear to negate the use of excess 2016 credit against 2015 AMT liability 
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R&D TAX CREDITS 
Federal AMT Opportunity: Before PATH Act ς Example  

 $-  

 $20,000  

 $40,000  

 $60,000  

 $80,000  

 $100,000  

 $120,000  

Facts  
Á Taxpayer A is calendar year taxpayer for 2015 tax year 
Á Average gross receipts for prior 3 tax years = $15M 
Á Taxpayer A has net Regular Tax Liability of $80k 
Á Taxpayer !Ωǎ TMT is $100k 
Á Taxpayer A must pay $20,000 of AMT 
Á Taxpayer A generated an R&D tax credit of $30k 

Á AMT Liability 

Á Net Regular Tax Liability 

Pre R&D Credit Tax Liability Post R&D Credit Tax Liability 

  Analysis 
Á Taxpayer A has Net Income Tax of $100k 
Á Limitation = $100k ς GREATER of: 

Ç TMT = $100k 
Ç 25% *  ($80k ς $25k) = $13,750 

Á Limitation = $100k - $100k = $0 
Á Thus, Taxpayer A cannot utilize any of $30k R&D credit 
Á Tax Owed = $100k 

 $-  

 $20,000  

 $40,000  

 $60,000  

 $80,000  

 $100,000  

 $120,000  
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R&D TAX CREDITS 
Federal AMT Opportunity: After PATH Act ς Example  

 $-  

 $20,000  

 $40,000  

 $60,000  

 $80,000  

 $100,000  

 $120,000  

Facts  
Á Taxpayer A is calendar year taxpayer for 2016 tax year 
Á Average gross receipts for prior 3 tax years = $15M 
Á Taxpayer A has net Regular Tax Liability of $80k 
Á ¢ŀȄǇŀȅŜǊ !Ωǎ ¢a¢ ƛǎ Ϸмллƪ 
Á Taxpayer A must pay $20,000 of AMT 
Á Taxpayer A generated an R&D tax credit of $30k 

Á AMT Liability 

Á Net Regular Tax Liability 

Pre R&D Credit Tax Liability Post R&D Credit Tax Liability 

  Analysis 
Á Taxpayer A has Net Income Tax of $100k 
Á Limitation = $100k ς GREATER of: 

Ç TMT = $0 
Ç 25% * ($80k - $25k) = $13,750 

Á Limitation = $100,000-$13,750 = $86,250. 
Á Therefore, Taxpayer A CAN use R&D tax credit 
Á Tax Owed = $70k (100k-30k) 

 $-  
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Federal Credit Method as Introduction to State Credit Concepts 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Federal Credit: General Breakdown of Calculation 

ÁCredit = ([Tax Year QREs]-[Base Amount])*[Applicable Percentage] 

Á The definition of Base Amount and Applicable Percentage is determined by credit method 

ÁRegular Credit 

Ç Base Amount is dependent on QRE and gross receipt (GR) information from 1984-1988 

Ç Start-up rules available for companies with than less 3 tax years in that period 

Á Alternative Simplified Credit (ASC) 

Ç Base Amount is dependent on only QRE information from prior 3 tax years 

Ç !ƭǘŜǊƴŀǘƛǾŜ !ǇǇƭƛŎŀōƭŜ tŜǊŎŜƴǘŀƎŜ όά!!tέύ ƛǎ ǳǘƛƭƛȊŜŘ ƛŦ ƴƻ vw9Ωǎ ƛƴ ŀƴȅ ƻƴŜ ǇǊƛƻǊ ǘŀȄ year 
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R&D TAX CREDITS 
Federal Credit: General Breakdown of Calculation 

ÁRegular Credit 

Ç .ŀǎŜ !Ƴƻǳƴǘ Ґ DǊŜŀǘŜǊ ƻŦ /ŀƭŎǳƭŀǘŜŘ .ŀǎŜ !Ƴƻǳƴǘ hw рл҈ ƻŦ ¢ŀȄ ¸ŜŀǊ vw9Ωǎ 

Ç /ŀƭŎǳƭŀǘŜŘ .ŀǎŜ !Ƴƻǳƴǘ Ґ ώCƛȄŜŘ .ŀǎŜ tŜǊŎŜƴǘŀƎŜϐ ϝ ώ!ǾŜǊŀƎŜ ƻŦ tǊƛƻǊ п ¢ŀȄ ¸ŜŀǊǎΩ DwΩǎϐ 

• Fixed Base Percentage = [1984-мфуу vw9Ωǎϐκώмфуп-мфуу DwΩǎϐ 

• Start-ups utilize Fixed Base Percentage of 3% for first 5 tax years ς thereafter tax code defined ratio 

Ç Applicable Percentage = 20% (13% if elect reduced credit) 

ÁASC 

Ç Base Amount = 50% * [Average QREs of Prior 3 Tax Years] 

Ç Applicable Percentage = 14% (9.1% if elect reduced credit) OR 6% (if use AAP) 
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R&D TAX CREDITS 
Federal Credit: Section 280C Election 

ÁThe same costs that qualify for R&D credit (§ 41) qualify for deduction 

Ç IRC  § 174 R&E deduction; OR 

Ç Captured elsewhere on return under § 162, e.g. deductible wages  

ÁTo avoid double counting same $1 QRE, taxpayer must subtract credit amount from 
deductions 

ÁThe subtraction of the credit amount from deductions results in an adjustment to 
taxable income 

ÁTaxpayers can avoid an adjustment to taxable income if they make the Reduced Credit 
election under IRC § 280C 

Ç Annual election 

Ç MUST make election on original, timely filed return 

Ç Protective elections likely recommended if want to preserve method for amended claim 

Á Reduced Credit = [Gross Credit] * 65% 

Ç Gross Credit is credit as calculated without election 

Ç Credit reduced by highest corporate tax rate, i.e. 35% 
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R&D TAX CREDITS 
Federal Credit: Regular Credit ς Example  

Company A, a manufacturer, in business since before 1984 claims 2016 R&D credit. 

 

 

 

  

 

Year 1984 1985 1986 1987 1988 2012 2013 2014 2015 2016 

vw9Ωǎ $100,000 $125,000 
 

$150,000 
 

$175,000 
 

$200,000 
 

$4,000,000 $4,500,000 
 

$5,000,000 
 

$5,500,000 
 

$6,000,000 
 

DwΩǎ $10,000,000 $12,000,000 $15,000,000 $18,000,000 $20,000,000 $41,000,000 42,500,000 44,000,000 45,000,000 N/A 

ÁCalculated Base Amount 
Ç Fixed .ŀǎŜ ҈ ϝ !ǾƎΦ tǊƛƻǊ п ¢ŀȄ ¸ŜŀǊǎΩ Gross Receipts (GRs) 
Ç Fixed Base Percentage   

• = (1984-1988 QREs)/1984-1988 GRs) 
• = ($750K)/($75M) 
• = 1% 

Ç = 1% * ($43,125,000) = $431,250 

ÁMinimum Base Amount 
Ç = 50% * Tax Year QREs 
Ç = 50% * $6M = $3M 

ÁApplicable Base Amount 
• = Maximum of Calculated Base Amt. or Minimum Base Amt. 
• = Maximum of $431,250 or $3M 
• = $3M 

 
 

 

 

CALCULATION ITEM AMOUNT 

Tax ̧ ŜŀǊ vw9Ωǎ 2016 QREs $6,000,000 

 
 
 

Base Amount 

Fixed Base % 1% 

Avg. tǊƛƻǊ п ¸ŜŀǊǎΩ Dwǎ $43,125,000 

Calculated Base  Amount $431,250 

Minimum Base Amount $3,000,000 

Applicable Base Amount $3,000,000 

 
 

Gross Credit 

Incremental QREs $3,000,000 

Applicable % 20% 

Gross Credit  $600,000 

 
Net (Reduced) 

Credit 

280C Election Yes 

35% Reduction 65% 

Net Credit $390,000 
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R&D TAX CREDITS 
Federal Credit: ASC ς Example 

Company A, a manufacturer, in business since before 1984, claims 2016 R&D credit. 

 

 

 

  

 

Year 1984 1985 1986 1987 1988 2012 2013 2014 2015 2016 

QREs $1,000,000 $1,250,000 
 

$1,500,000 
 

$1,750,000 
 

$2,000,000 
 

$4,000,000 $4,500,000 
 

$5,000,000 
 

$5,500,000 
 

$6,000,000 
 

GRs $10,000,000 $12,000,000 $15,000,000 $18,000,000 $20,000,000 $41,000,000 42,500,000 44,000,000 45,000,000 N/A 

Á.ŀǎŜ !Ƴƻǳƴǘ ό!ǾƎΦ tǊƛƻǊ о ¢ŀȄ ¸ŜŀǊǎΩ vw9ǎ 

Ç = Average of (2013 QREs ς 2015 QREs) * 50% 

Ç = Average of ($4,5M, $5M, $5,5M) *50% 

Ç = $5M * 50% = $2,5M 

ÁTaxpayers often elect ASC due to issues identifying required 

     information for regular credit (1984-1988 data) 

ÁThe credit calculations do not reflect utilization as limited 

     per IRC § 38 
 

 
 

 
 

 

CALCULATION ITEM AMOUNT 

¢ŀȄ ¸ŜŀǊ vw9Ωǎ 2016 QREs $6,000,000 

Base Amount 50% * (Avg. Prior 3 
¸ŜŀǊǎΩ vw9ǎύ  

$2,500,000 

 
 

Gross Credit 

Incremental QREs $3,500,000 

Applicable % 14% 

Gross Credit $490,000 

 
Net (Reduced) 

Credit 
 

280C Election Yes 

35% Reduction 65% 

Credit Amount $318,500 
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State Credits Overview 

R&D TAX CREDITS 



45 

R&D TAX CREDITS 
State Apportionment Methods 

ÁThree factor evenly weighted 

 

ÁThree factor double weighted sales 

 

ÁThree factor specially weighted 

Ç AZ (enhanced sales factor formula if elected) 85% Sales, 7.5% Property, 7.5% payroll 

ÁSingle sales factor 



46 

R&D TAX CREDITS 
State Apportionment Overview 
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R&D TAX CREDITS 
Purpose of State Tax Credits 

ÁAttract new business and jobs 
 

ÁFierce competition amongst states 

Ç Differentiating factor can be tax credits and nontax financial incentives 

 
ÁTax Credit versus Tax Deduction 

Ç ABC Co. has $10,000 of gross income subject to an effective tax rate of 10% in State A 

Ç Assuming ABC Co. has zero deductions, its gross tax liability would be $1,000 (10% of $10,000)  

Ç If ABC Co. is granted an investment deduction of $1,000 from State A, its tax liability would go 

down to $900 (($10,000-$1,000) x 10%)  

Ç If State A instead offered ABC Co. a $1,000 tax credit, tax liability would be zero because entire tax 

liability would be offset by the credit (though some states place limits on credit utilization) 
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R&D TAX CREDITS 
Common State Credits 

ÁEnterprise zone tax credits 

Á Investment tax credits 

ÁJob creation and job training credits 

ÁEnvironmental tax credits 

ÁResearch & development tax credits 
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R&D TAX CREDITS 
State Credits: Enterprise Zone Tax Credits 

ÁEnterprise Zone (EZ) Tax Credits 

Ç Specific geographic area in a state that is targeted for economic  redevelopment 

Ç {ƻƳŜǘƛƳŜǎ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ άƪŜȅǎǘƻƴŜ ƻǇǇƻǊǘǳƴƛǘȅ ȊƻƴŜǎέ όt!ύ ƻǊ άŜƳǇƛǊŜ  ȊƻƴŜǎέ όb¸ύ 

Ç Job creation and new investment are two primary goals of EZ programs 

Ç Other nontax incentives  

• Sales tax refunds or credits  

• Property tax abatements or credits  

• Low interest loans    

ÁOver 30 states operate some type of EZ program 
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R&D TAX CREDITS 
State Tax Credits: General Job Creation Credits 

ÁNot dependent upon a specific location in a state 

ÁAdditional requirements 

Ç New employees that are somehow economically disadvantaged (i.e., unemployed for an extended 

period of time or receiving government assistance) 

Ç Specific industries (e.g., manufacturing or technology)  

ÁCredit is based on a fixed-dollar amount per new employee or a percentage of new 
employee wages 
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R&D TAX CREDITS 
State Tax Credits: General Investment Credits 

Á.ŀǎŜŘ ƻƴ ǇŜǊŎŜƴǘŀƎŜ ƻŦ ǘŀȄǇŀȅŜǊΩǎ ƴŜǿ ŎŀǇƛǘŀƭ ƛƴǾŜǎǘƳŜƴǘǎ 

ÁPurchase of depreciable tangible personal property (e.g., machinery and equipment) 

ÁOther asset types may qualify depending on the state 

ÁCan be limited to specific types of industries (e.g., manufacturing) 
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R&D TAX CREDITS 
Potential Credit Opportunities by State 

 



53 

R&D TAX CREDITS 
State Income Tax Compliance Issues 

ÁOrdering Rules 

Ç Multiple credits 

Ç Other attributes 

 
ÁClaw-back Provisions 

Ç Interest and penalties could apply 

 
ÁAddback of Federal Expenses  

Ç Regular credit versus reduced credit 

Ç State recognition of IRC § 174 
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R&D TAX CREDITS 
Available State R&D Credits for Qualified Research Activities 

ÁArizona * 

ÁArkansas 

ÁCalifornia 

ÁColorado 

ÁConnecticut * 

ÁDelaware * 

ÁFlorida 

ÁGeorgia *** 

ÁHawaii * 

 

 

Á Idaho 

Á Illinois 

Á Indiana 

Á Iowa * 

ÁKansas 

ÁLouisiana 

ÁMaine 

ÁMaryland * 

ÁMassachusetts 

 

ÁMinnesota ** 

ÁNebraska * 

ÁNew Hampshire 

ÁNew Jersey 

ÁNew Mexico 

ÁNorth Carolina 

ÁNorth Dakota 

ÁOhio ****  

ÁOregon 

 

ÁPennsylvania 

ÁRhode Island 

ÁSouth Carolina 

ÁTexas 

ÁUtah 

ÁVermont 

ÁVirginia * 

ÁWest Virginia  

ÁWisconsin 

*       Refundable opportunities ς for small business (VA for all) 
**     Refundable only for 2010-2012 tax years 
***   Excess credit may offset payroll withholding taxes ς must elect 30 days prior to return filing/due date 
**** Offsets Commercial Activity Tax 
Illinois R&D tax credit expired as of December, 31 2015.  Expected to be renewed when budget passes. 
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R&D TAX CREDITS 
States Calculation Methods 

ÁStates generally utilize IRC § 41 definition of QREs with requirement that qualified research 
activities occurred within the state, i.e. soil based test 

ÁCalculation Methods 

Ç Some states mirror federal regular credit with alternative applicable percentage, e.g. California (also 
provides alternative incremental credit method), Minnesota, New Jersey 

Ç Growing trend of states mirroring federal ASC, e.g. Indiana, Massachusetts, Texas, Virginia, Wisconsin 

Ç ASC-like but no 50% reduction to prior 3-year average QREs, e.g. Illinois 

Ç ASC-like but vary years utilized in base amount 

• Florida ς Prior 4 taxable years 

• Kansas ς Base years are prior 2 taxable years + current taxable year 

Ç State credit equates to percentage of federal credit based on proportion of QREs occurring in state 
compared to total QREs, e.g. Hawaii 

Ç State credit equates to percentage of taxable year QREs, e.g. New Hampshire, North Carolina 

Ç State specific credit formula, e.g. Georgia 
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R&D TAX CREDITS 
States with Refundable Credits 

ÁArizona ς Small businesses can apply for refunds 

ÁConnecticut ς Can apply to Commissioner to exchange credit for refund = 65% of credit 

ÁDelaware ς Starting in 2017 

ÁHawaii 

Á Iowa 

ÁLouisiana ς Refundable prior to July 1, 2015 

ÁMaryland ς /ǊŜŘƛǘǎ ŎŜǊǘƛŦƛŜŘ ŀŦǘŜǊ мнκмрκнлмн ŦƻǊ άǎƳŀƭƭ ōǳǎƛƴŜǎǎŜǎέ 

ÁMinnesota ς Refundable prior to 1/1/2013 

ÁNebraska ς Refundable income tax credit or may be used to obtain refund of sales & use tax 

ÁVirginia ς For taxpayers with QREs under $5M 
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R&D TAX CREDITS 
States Requiring Application or Certification 

ÁArizona 

ÁDelaware ς 9/15 

ÁColorado ς Requires pre-certification by zone administrator 

ÁFlorida ς March 20 - March 26 filing 

Ç Requires letter from Department of Economic Opportunity certifying taxpayer eligibility 

ÁHawaii ς Annual survey due by 6/30 

ÁLouisiana ς Within one year after December 31 of the year in which QRE was incurred 

ÁMaryland ς 9/15 (Likely requires filing amended return) 

ÁNew Hampshire ς 6/30 

ÁPennsylvania ς 9/15  

ÁWest Virginia ς File application by due date of tax return 

ÁVirginia ς 7/1 (changed from 4/1 in 2017 for 2016 tax year) 
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R&D TAX CREDITS 
States with Transferable Credits 

ÁCalifornia ς May assign credit to member of the same combined reporting group 

ÁLouisiana (2003-2008 credits) 

ÁNew Jersey 

ÁNorth Dakota (can sell, assign, or transfer ς transferee must apply for certification) 

ÁOhio ς May transfer to related entity 

ÁPennsylvania 



59 

R&D TAX CREDITS 
States with Credit Caps 

ÁDelaware ς $5M cap removed starting in 2017 

ÁFlorida ς Capped at $9M for 2016 calendar year expenses (was $23M for 2015 expenses) 

ÁNew Hampshire ς $2M for 5/20/13-7/1/17 ς increasing to $7M starting 7/1/17 

ÁPennsylvania ς $55M  

ÁVirginia ς $7M (refundable credit); $20M (nonrefundable credit) 
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R&D TAX CREDITS 
States Limiting Entity Application 

ÁFlorida ς No personal income tax.  Therefore, only applicable to C-corporation entity tax. 

ÁNew Jersey ς No pass through to shareholders allowed 

ÁOhio ς After 2008, S-corporations may apply to Commercial Activity Tax 

ÁRhode Island ς C-corporation only after 1/1/2011  

ÁWisconsin ς Limited to C-corporation prior to January 1, 2013 
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R&D TAX CREDITS 
States with Sales & Use Tax Offset Opportunities 

Á Indiana 

ÁNebraska   

ÁTexas 
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R&D TAX CREDITS 
States with Target Industries 

ÁFlorida ς manufacturing, life sciences, IT / cloud IT, aviation / aerospace, homeland 
security / defense, marine sciences, materials science, nanotechnology 

ÁGeorgia ς manufacturing, warehousing / distribution, processing, telecommunications, 
tourism, and research & development (retail businesses are not included) 

ÁNew Hampshire ς Credit is available for manufacturing 

ÁWisconsin ς Enhanced credit for engine development 
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R&D TAX CREDITS 
Non-Traditional Credits 

ÁArkansas  

Ç R&D Credit with Universities 

• Operational for less than 5 years 

• Annual pay roll of $200K-$1M 

• Equity investment of at least $500K 

• Average hourly wages above threshold for county tier 

• Credit for QREs, donations, & sales up to 50% of net tax liability after other credits and reductions 

• Can offset 100% of income tax liability 

Ç Science & Technology Authority 

• 33% credit if invest in in-house R&D in strategic research or R&D plans or projects under Arkansas 
Science & Technology Authority R&D programs 

• Maximum credit is $50K per year 
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R&D TAX CREDITS 
Non-Traditional Credits 

ÁKentucky ς Credit for Construction of R&D Facility (5% of qualified costs) 

ÁMississippi  

Ç New Jobs Credits 

• Reduces income tax liability 

• Non-refundable 

• Credits equal to $1,000 per employee per year for 5-year period 

• Available for any position requiring R&D skills 

• No minimum number of positions that must be created 

Ç Academic Research Investor Rebate 

• 9ǉǳŀƭǎ нр҈ ƻŦ ƛƴǾŜǎǘƻǊǎΩ ǉǳŀƭƛŦƛŜŘ ǊŜǎŜŀǊŎƘ Ŏƻǎǘǎ ǳǇ ǘƻ Ϸмa ǇŜǊ ƛƴǾŜǎǘƻǊ ǇŜǊ ȅŜŀǊ 

• Maximum rebate of $5M for all investors per year 
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R&D TAX CREDITS 
Non-Traditional Credits 

ÁNew York 

Ç Investment Tax Credit 

• 9% of qualified investment in R&D buildings and tangible personal property 

• New businesses can take refund of unused credit 

Ç Excelsior Jobs Program 

• Discretionary credit requiring application with minimum of 5 jobs created.  Regionally significant 
projects will have commitment to 20 jobs and $6M of investment 

• Refundable credit of 50% of federal R&D credit up to 3% of R&D expenses in  NY 

Ç Qualified Emerging Technology Companies 

• Total product sales of $10M or less; AND 

• Companies with specified products or services OR 

• Ratio of R&D funds to net sales equals or exceeds avg. of surveyed companies  
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Specific State Credits of Interest 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Arizona 

ÁTwo credit tiers 

Ç 24% credit for the first $2.5M of incremental QREs over the base amount, plus 

Ç 15% credit for the remaining QREs in excess of $2.5M over the base amount 

Á2018 ς credit percentages change to 20% and 11%, respectively 

Á15 year carryforward of unused credits 

ÁSmall businesses (<150 employees) can apply for a refund of 75% of the credit in lieu of 
the credit carryforward 

Ç $5M cap on refundable credits 

Ç First come, first serve basis ς applications open on the first business day of the year 
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R&D TAX CREDITS 
California 

ÁTwo calculation options: regular credit or alternative incremental research credit (AIRC) 

Ç Regular credit ς 15% of incremental QREs over base amount (follows federal regular method) 

Ç AIRC ς credit tiers 1.49%, 1.98%, and 2.48% of incremental QREs over base amounts  

ÁDefinition of gross receipts ς sale of property to California purchasers 

Ç Excludes passive income, services, etc. 

ÁCredit carries forward indefinitely 

ÁS Corporations can claim 1/3 of credit at S Corp level and full credit passed through to 
shareholders 

ÁCredits can be assigned between members of the combined reporting group 
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R&D TAX CREDITS 
Florida 

ÁApplication period: March 20 ς March 26 

ÁC Corporations only; must also claim a federal R&D credit 

ÁCredit cap: $9M for 2016 calendar year expenses (was $23M for 2015 expenses) 

Ç 146 applications requesting $55M in credit 

Ç Allocation of credit made to 137 applicants (received 17% of amount requested) 

ÁQualified target industries ς manufacturing, life sciences, IT / cloud IT, aviation / 
aerospace, homeland security / defense, marine sciences, materials science, 
nanotechnology 

Á10% credit of incremental QREs that exceed base amount 

Ç Base amount defined as average of the Florida QRE for the preceding 4 tax years 

Á/ǊŜŘƛǘ ƭƛƳƛǘŜŘ ǘƻ рл҈ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ ǘŀȄ ƭƛŀōƛƭƛǘȅΤ ŜȄŎŜǎǎ ŎǊŜŘƛǘǎ ŎŀǊǊȅ ŦƻǊǿŀǊŘ ŦƻǊ р ȅŜŀǊǎ 
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R&D TAX CREDITS 
Georgia 

ÁMust also be allowed and claim a federal R&D credit 

ÁQualified industries ς manufacturing, warehousing / distribution, processing, 
telecommunications, tourism, and research & development (retail businesses are not 
included) 

Á10% credit of incremental QREs that exceed base amount 

Ç Base amount is the product of GA current year gross receipts and either the average of the ratios 
of its aggregate QREs to gross receipts for the preceding 3 years or 30% (whichever is less) 

Á/ǊŜŘƛǘ ƭƛƳƛǘŜŘ ǘƻ рл҈ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ ƛƴŎƻƳŜ ǘŀȄ ƭƛŀōƛƭƛǘȅΤ ŜȄŎŜǎǎ ŎǊŜŘƛǘǎ ŎŀǊǊȅ ŦƻǊǿŀǊŘ ŦƻǊ 
10 years 

Á Excess credits can be used against state payroll withholding 

Ç Must file Form IT-WH no later than 30 days prior to filing the income tax return 
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R&D TAX CREDITS 
Minnesota 

ÁQualified expenses include contributions to qualified nonprofit organizations that make 
grants to small, technologically innovative business in Minnesota 

ÁCredit carries forward for 15 years 

ÁShareholders or partners of pass through entities claim credit reported on Schedule KPI 

ÁSchedule RD now contains section requesting information regarding CPA/consultant 

ÁMay still claim credit if QREs in Minnesota but no gross receipts in Minnesota 

MINNESOTA  12/31/2016 

Wages  $       1,000,000  

Supplies  $            10,000  

Contract Research  $            15,000  

Total MN QREs           1,025,000  

Fixed Base % 3.00% 

Average Annual Gross Receipts  $     15,000,000  

Calculated  $          450,000  

50% Limitation  $          512,500  

Base Amount  $          512,500  

Calculated Base Amount  $          512,500  

Reduction in Applicable Base  $          512,500  

Applicable Base Amount  $                  -    

Calculated 1)  Reduction * 5%  $            25,625  

Calculated 2)  Base * 2.5%  $                  -    

MN Allowable Credit  $            25,625  

MINNESOTA  12/31/2016 

Wages  $     10,000,000  

Supplies  $          100,000  

Contract Research  $            15,000  

Total MN QREs         10,115,000  

Fixed Base % 5.00% 

Average Annual Gross Receipts  $     75,000,000  

Calculated  $       3,750,000  

50% Limitation  $       5,057,500  

Base Amount  $       5,057,500  

Calculated Base Amount  $       5,057,500  

Reduction in Applicable Base  $       2,000,000  

Applicable Base Amount  $       3,057,500  

Calculated 1)  Reduction * 5%  $          100,000  

Calculated 2)  Base * 2.5%  $            76,438  

MN Allowable Credit  $          176,438  
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R&D TAX CREDITS 
Texas 

Á¢ŀȄǇŀȅŜǊ Ŏŀƴ ǳǎŜ ŀƎŀƛƴǎǘ ŦǊŀƴŎƘƛǎŜ ǘŀȄ hw ǳǎŜ ŀǎ ǎŀƭŜǎ ŀƴŘ ǳǎŜ ǘŀȄ όά{¦¢έύ ŜȄŜƳǇǘƛƻƴ 

Ç If apply against SUT, then may not apply against franchise tax 

Ç SUT exemption for depreciable tangible property directly used in R&D 

Ç aǳǎǘ ǊŜƎƛǎǘŜǊ {¦¢ ŜȄŜƳǇǘƛƻƴ ǿƛǘƘ /ƻƳǇǘǊƻƭƭŜǊΩǎ ƻŦŦƛŎŜ 

Ç Submit SUT certificate to retailer when claiming exemption 

ÁCredit carries forward for 20 years 

ÁApplicable percentages is 2.5% if no QREs in any of prior 3 taxable years 

 

 

Texas Credit 

Tax Year Ended 12/31/2013 12/31/2014 12/31/2015 12/31/2016 

As Filed QREs 

Labor  $  1,000,000   $  1,000,000   $  1,000,000   $  1,000,000  

Supplies  $       12,500   $       25,000   $         5,000   $       15,000  

Contract Research  $       12,500     $       20,000   $       10,000  

TOTAL QREs  $  1,025,000   $  1,025,000   $  1,025,000   $  1,025,000  

Bass Amount Base Amount    $     512,500  

Gross Credit Calculation 

Incremental QREs  $     512,500  

Applicable Percentage 5% 

Gross Credit  $       25,625  
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R&D TAX CREDITS 
Utah 

ÁUtah offers two R&D credits (both can be claimed in the same tax year) 

Ç 5% incremental credit, plus 

Ç 7.5% flat research expenses credit 

Á Incremental credit 

Ç Can use either the regular credit or ASC methodology for base amount computation 

Ç Unused credits carryforward for 14 years 

ÁResearch expenses credit 

Ç Credits not used in the year generated cannot be carried forward 

 
Utah Credit 

Tax Year Ended 12/31/2013 12/31/2014 12/31/2015 12/31/2016 

QREs 

Labor  $     1,000,000   $1,000,000   $1,000,000   $1,000,000  

Supplies  $          12,500   $     25,000   $       5,000   $     15,000  

Contract Research  $          12,500     $     20,000   $       1,000  

TOTAL  $     1,025,000   $1,025,000   $1,025,000   $1,016,000  

ASC Like 

Base Amount    $   512,500  

Incremental QREs  $   503,500  

Applicable Percentage 5% 

Incremental Credit  $     25,175  

7.50% Research Expense Credit  $     76,200  

TOTAL CREDIT  $   101,375  
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R&D TAX CREDITS 
Wisconsin 

ÁBeginning 2013, pass-through entities may claim credit shareholders 

ÁBeginning in 2015, Wisconsin has adopted ASC-like credit.  State previously utilized 
credit models similar to federal regular credit or alternative incremental credit 

ÁApplicable percentage is 2.875% if no QREs in any of prior 3 taxable years 

ÁEnhanced credit available for development of  internal combustion engines or for 
research related to certain energy efficient products ς applicable percentage is 11.5% 

ÁCredit carries forward for 15 years 

ÁMay share credit with a combined group member 

ÁCredit is income for state purposes 

 
Wisconsin Credit 

Tax Year Ended 12/31/2013 12/31/2014 12/31/2015 12/31/2016 

As Filed QREs 

Labor  $        925,000   $        950,000   $     1,000,000   $     1,000,000  

Supplies  $          75,000   $          50,000   $          25,000   $          15,000  

Contract Research  $          25,000   $          25,000     $          10,000  

TOTAL QREs  $     1,025,000   $     1,025,000   $     1,025,000   $     1,025,000  

Bass Amount Base Amount    $        512,500  

Gross Credit Calculation 

Incremental QREs  $        512,500  

Applicable Percentage 5.75% 

Gross Credit  $          29,469  
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Case Study 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Selecting State for Development: Facts 

ÁCompany A plans to construct a new Midwest R&D facility 

ÁStates in consideration include Illinois, Indiana, Iowa, Kentucky, and Wisconsin 

ÁNo R&D activities currently conducted in states under consideration 

ÁOne of several issues to consider includes the potential tax savings related to R&D activities 

ÁThe construction of the facility will cost $50M 

ÁThe facility will house 25 R&D engineers with average salary of $65,000 
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R&D TAX CREDITS 
Selecting State for Development: Potential R&D Incentives 

ÁPotential tax benefits as of 6/30/17 for each state: 

Ç Illinois ς $0.  Credit is currently expired and state legislature at impasse on budget 

Ç Indiana ς Estimated $162,500 annual credit, as well as SUT exemption for R&D equipment 

Ç Iowa ς Estimated $10,000 annual credit, but it is refundable 

Ç Kentucky ς Estimated $2.5M credit for development of facility (carries forward for 10 years) 

Ç Wisconsin ς $93, 438 annual credit, as well as aggressive EDC 

Á Investigate other incentives 

Á Identify cƻƳǇŀƴȅΩǎ near term financial/cash flow needs 

Á Determine cƻƳǇŀƴȅΩǎ ƭƻƴƎ-term goals 
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Documentation Requirements & Audit Trends 

R&D TAX CREDITS 
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R&D TAX CREDITS 
Documentation 

ÁNo specific record keeping requirement 

Á IRS and state taxing authorities are often aggressive 

Ç Key focus on documentation /  substantiation 

ÁTaxpayers should gather / retain contemporaneous records supporting the following: 

Ç Activities meet the 4 part definition of qualified research 

Ç Expenses incurred meet the statutory requirements 

Ç Nexus between qualified activities and qualified costs 
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R&D TAX CREDITS 
Audit Trends 

Á IRS 

Ç Large case agents are generally educated 

Ç Small business exams ς agent driven  

Ç Audits have become more focused 

• Potential impact of IRS audit άŎŀƳǇŀƛƎƴǎέ 

Ç Potential positive impact of recent case law 

• Better settlements or no change 

• Quicker audits 

Ç Changes at appeals level 
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R&D TAX CREDITS 
Audit Trends 

ÁStates 

Ç A few states have established procedures and deep experience in R&D credit audits 

Ç Many states piggyback off of IRS audits 

Ç Impact of state revenue shortfalls 

• Example: North Dakota 

Ç Certain states are becoming more sophisticated /  aggressive on audits 
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R&D TAX CREDITS 
Case Law of Interest 

ÁFederal Taxation of State Credits 

Ç Tempel v. Commissioner (U.S. Tax Ct. 2011) 

Ç Esgar Corp. v. Commissioner (10th Cir. 2014) 

ÁFunded Research 

Ç Dynetics, Inc. & Subs. v. United States (Ct. Cl. 2015) 

Ç Geosyntec Consultants, Inv. v. United States (11th Cir. 2015) 

ÁSubstantiation 

Ç CRA Holdings U.S., Inc. v. United States (W.D.N.Y 2017) 
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