HOUSE OF REPRESENTATIVES

HB 2333
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Sponsors: Representatives Fann, Wheeler, Senator Begay, et al.

X Committee on Rural and Economic Devel opment
Caucus and COW
House Engrossed
OVERVIEW

HB 2333 increases the annual maximum income tax refunds that the Arizona Commerce
Authority (ACA) may award to taxpayers for increased research activities and modifies the
payment process.

HISTORY

The Research and Development (R&D) Tax Credit program provides an Arizona income tax
credit for increased research activities conducted in this state in a taxable year. The R&D
program has nonrefundable and refundable components. The nonrefundable components are
administered by the Arizona Department of Revenue and the refundable component is
administered by ACA.

The nonrefundable credit is a corporate and individual income tax credit for increased research
activitiesin ataxable year. The corporate R& D tax credit became effective in tax year (TY) 1993
(Laws 1992, Chapter 296), and in 2001, the credit was extended to non-corporate taxpayers,
including individuals (Laws 1999, 1st SS, Chapter 5). The amount of the tax credit is computed
by a formula based on qualified research expenses as defined in the Internal Revenue Code and
may be carried forward 15 years. Statute limits qualified research to research conducted in
Arizona, including research at a university and paid for by the taxpayer. For TY 2010, the credit
was 22% of the first $2.5 million in qualifying expenses plus 13% of the qualifying expensesin
excess of $2.5 million. For tax years 2011 through 2017, the R&D tax credit percentages are
24% of the first $2.5 million in qualifying expenses plus 15% of the qualifying expenses in
excess of $2.5 million. For 2018 and thereafter, the R& D tax credit percentages are 20% of the
first $2.5 million in qualifying expenses plus 11% of those in excess of $2.5 million.

The Legidature created the refundable component of the R&D program in 2010. A taxpayer
otherwise qualified for the nonrefundable R&D tax credit and who employs less than 150 FTEs
can apply to the ACA for approval of arefund of 75% of the current year’s excess credit amount.
Each application must include all statutorily required information and a processing fee equal to
1% of the tax credit being refunded. Total refunds are capped at $5 million per calendar year
(CY), approved on a first come, first served basis, according to the date/time stamp on the
application.

PROVISIONS
1. Placeslimitations on refunds for increased research activities as follows:
a. capsrefundsat $7.5M in CY 2016;
b. capsrefundsat $10 M in CY 2017;
c. capsrefundsat $12.5M in CY 2018; and
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d. capsrefundsat $15M in CY 2019 and each CY thereafter.
2. Stipulates that during the first six months of any CY, the ACA cannot approve refunds
greater than 50% of the total cap. During the second six months, the remaining 50% of the
dollar limit, plus any unused balance from the first six months, may be approved.

3. Contains an effective date from and after December 31, 2015.
4. Makestechnical and conforming changes.
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