JOINT COMMITTEE ON TAX POLICY

2009 Tax Credit Review

Entrepreneurial Tax Credits


1. Capital Tax Credit (Cap Exhausted) as described in sections 135.400 to 135.429, RSMo

Description:
Taxpayers who invest in approved Capital Tax Credit projects are eligible to receive a tax credit equal to 40% of the investment (purchase of stock or an unsecured loan) or 60% of the investment if the project is located in a distressed community.  Taxpayers who make a direct qualified investment in a community bank or a community development corporation are entitled to receive a tax credit equal to 50% of the amount of the investment.  Eligible business projects include businesses involved in manufacturing, processing or assembling of products, conducting research and development, or service businesses that can demonstrate that more than fifty-one percent of their revenue would be derived from outside the state of Missouri.  In order to receive the tax credits, investments must range between $3,750 and $100,000.   Total investment in an approved business that qualifies for tax credits can be no less than $5,000 and no more than $1,000,000.  The program has a cap of $13,000,000 with $4,000,000 of that amount dedicated toward projects in distressed communities.  The tax credits can be carried forward for ten years and are transferable; in the case of tax credits going toward projects in distressed communities, the tax credits can be carried back three years.  The cumulative cap on the program is exhausted.

Testimony:
- Sallie Hemenway and Brenda Horstman, Department of Economic Development
Both witnesses presented information regarding the tax credit on behalf of the Department of Economic Development.
· [bookmark: OLE_LINK1][bookmark: OLE_LINK2]Jim Farrell, Policy Solutions and Center for Emerging Technologies
Testified in support of the tax credit.


2. Certified Capital Company Tax Credit (Cap Exhausted) as described in sections 135.500 to 135.529, RSMo

Description:
Private venture capital firms apply to the Department of Economic Development to obtain certification as a CAPCO.  CAPCOs are allocated state tax credits to be given to insurance companies that invest in CAPCO funds.  CAPCOs are required to make equity investments in qualified Missouri businesses according to a timetable set by law.  The maximum amount of money that a CAPCO can invest in one Missouri business is 15% of the CAPCO’s certified capital.  The tax credit provided to the insurance company is transferable and may be carried forward until it is exhausted.  The program has a cumulative cap of $140,000,000 over ten years; the program’s cumulative cap is exhausted.  

Testimony:
· Sallie Hemenway and Brenda Horstman, Department of Economic Development
Both witnesses presented information regarding the tax credit on behalf of the Department of Economic Development.
· Jim Farrell, Policy Solutions and Center for Emerging Technologies
Testified in support of the tax credit.


3. Seed Capital Tax Credit (Cap Exhausted) as described in sections 348.300 to 348.318, RSMo

Description:
Economic Development Organizations (EDOs) enter into a contract with the Department of Economic Development to operate an innovation center to promote, assist, and coordinate the research and development of new services, products, or processes in Missouri.  EDOs administer the seed funds and decide which projects receive funding.  Taxpayers that make a qualified contribution to a qualified seed fund are entitled to receive a tax credit equal to 50% of the amount of the contribution.  A person may not receive more than $1,000,000 in tax credits through either issuance or transfer.  Tax credits may be carried forward for up to ten years and are transferable.  The aggregate cap of the program is $9,000,000; the program’s cap is exhausted. 

Testimony:
· Sallie Hemenway and Brenda Horstman, Department of Economic Development
Both witnesses presented information regarding the tax credit on behalf of the Department of Economic Development.
· Jim Farrell, Policy Solutions and Center for Emerging Technologies
Testified in support of the tax credit.


4. New Enterprise Creation Act Tax Credit (Cap Exhausted) as described in sections 620.635 to 620.653, RSMo

Description:
The Missouri Seed Capital Investment Board chooses a qualified fund and contracts with a venture capital firm (Prolog Ventures, LLC) to manage the fund.  An individual, corporation, partnership, or financial institution which makes a qualified contribution to the fund is eligible to receive a tax credit equal to 100% of the investment.  The board invests the fund’s money in businesses involved in production, research and development, or services in interstate commerce, focusing on businesses in the startup or development phase.  The program has an aggregate cap of $20,000,000 with no more than $5,000,000 being issued in any one year.  Tax credits are transferable and may be carried forward for up to ten years.  The program’s cumulative cap is exhausted.

Testimony:    
· Sallie Hemenway and Brenda Horstman, Department of Economic Development
Both witnesses presented information regarding the tax credit on behalf of the Department of Economic Development.
· Jim Farrell, Policy Solutions and Center for Emerging Technologies
Testified in support of the tax credit.


5. Research Tax Credit (Expired) as described in section 620.1039, RSMo

Description:
Individuals, corporations, and partnerships are eligible to receive a tax credit for up to 6.5% of their qualified research expenses incurred in Missouri.  The research expenses for the year it was claimed must exceed the average amount of qualified expenses incurred in Missouri during the preceding three tax years, but may not exceed 200% of the taxpayer’s average qualified research expenses incurred during the three year period immediately prior to the year the credits are claimed.  Tax credits can be carried forward for up to five years.  The program had an annual cap of $10,000,000.   The program expired on December 31, 2004. 

Testimony:
· Sallie Hemenway and Brenda Horstman, Department of Economic Development
Both witnesses presented information on the tax credit on behalf of the Department of Economic Development.
· Stefanie Simons, Research and Development Businesses
Testified on behalf of businesses engaging in research and development activities in support of reenacting the research tax credit.  She also submitted written testimony to the committee on the topic.
· Jim Farrell, Policy Solutions and Center for Emerging Technologies
Testified in support of the tax credit.


6. Small Business Incubator Tax Credit as described in section 620.495, RSMo

Description:
Taxpayers who make a contribution to an approved incubator sponsor are eligible to receive a tax credit equal to 50% of the amount of the contribution.  An incubator is a protective business environment where small businesses can collectively operate, fostering growth and development during the business’ start-up period.  The tax credits are transferable and can be carried forward for up to five years.  Up to $500,000 in tax credits can be authorized in a calendar year.   

Testimony: 
· Sallie Hemenway and Brenda Horstman, Department of Economic Development
Both witnesses presented information regarding the tax credit on behalf of the Department of Economic Development.
· Jim Farrell, Policy Solutions and Center for Emerging Technologies
Testified in support of the tax credit.


7. Guarantee Fee Tax Credit (Expired) as described in section 135.766, RSMo

Description:
Small businesses who have either less than $1,000,000 in gross receipts or fewer than 30 employers are allowed a tax credit equal to the amount paid to the United States Small Business Administration (SBA) as a guaranty fee for obtaining SBA guaranteed financing and to programs administered by the United States Department of Agriculture for rural development or farm service agencies.  This program expired on August 28, 2009.  

Testimony:
· Sallie Hemenway and Brenda Horstman, Department of Economic Development
Both witnesses presented information regarding the tax credit on behalf of the Department of Economic Development.
· Jim Farrell, Policy Solutions and Center for Emerging Technologies
Testified in support of the tax credit.


Business Recruitment Tax Credits


8. Business Facility Tax Credit as described in sections 135.100, 135.150, and 135.258 RSMo

Description:
Income tax credits are provided to a business that expands a new or existing facility.  New companies can receive a tax credit equal to $75 (or $125 if the project is in a distressed community) per new job and $100,000 in new capital investment each year for ten years.  Existing companies can receive $100 (or $150 if the project is located in a distressed community) per new job or each $100,000 in new capital investment each year for ten years.  The business must create at least 2 jobs to receive the tax credits; the business must make at least $100,000 in new capital investment ($1,000,000 for replacement facilities) to receive the tax credits.  Tax credits must be redeemed in the year they are issued.  The program was prohibited from authorizing new projects after December 31, 2004; however, the program was reauthorized for headquarter facilities so that such facilities could receive benefits under the program prior to January 1, 2020. 

Testimony:
· Sallie Hemenway, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.


9. Enterprise Zone Tax Benefits (Being Phased Out) as described in sections 135.200 to 135.270, RSMo

Description:
A combination of incentives including a 50% abatement of local property taxes on the improvement to the land, up to a 50% income tax exemption, and state income tax credits that may be provided to a business that locates or expands in an enterprise zone based on: the number of new jobs created ($400 tax credit for each new job), the number of enterprise zone residents employed ($400 tax credit for each of these employees), the number of “difficult to employ” people employed ($400 tax credit for each of these employees), zone residents or “difficult to employ” employees receiving training ($400 in tax credits for each of these employees, and the amount of new investment at the qualifying facility ($5,500 tax credit for the first $100,000 of new capital investment at the facility and a tax credit equal to 2% of the investment which exceeds $100,000).  Tax credits are provided to the business each year for ten years after the commencement of the project unless the life of the enterprise zone expires before then.  Tax credits must be applied to the tax liability of the business in the year they are earned unless the business is a new facility in which case up to $75,000 may be refunded in the first two years.  The program is currently being phased out.


Testimony:
· Sallie Hemenway, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.


10. Business Use Incentives for Large-Scale Development (BUILD) as described in sections 100.700 to 100.850, RSMo

Description: 
The Missouri Development Finance Board issues bonds to finance a portion of the costs of qualifying capital investments in economic development projects for eligible businesses which seek to locate or expand in Missouri.  The business will then pay the principal and interest of those bonds and other annual fees in the form of job development assessment fees.  The business is allowed to claim the amount of the job development assessment fees in the form of refundable tax credits.  Eligible businesses include those involved in manufacturing, processing, assembly, research and development, agricultural processing, or services in interstate commerce which will invest a minimum of $15,000,000 in capital improvements for a project and create at least 100 new jobs or office projects with capital improvements that will exceed $10,000,000 and create 500 jobs within a three year period (200 if the project is located in a distressed community.  The program has an annual cap of $25,000,000. 

Testimony:
- Mike Golden, Missouri Development Finance Board
Presented information regarding the tax credit on behalf of MDFB.


11. Development Tax Credit as described in sections 32.100 to 32.125, RSMo

Description:
Taxpayers who make contributions to a not-for-profit corporation for projects approved by the Department of Economic Development are eligible to receive tax credits in an amount equal to 50% of the contribution.  Tax credits for a single project are limited to the lesser of $500,000 or $10,000 per full-time, permanent job created by the business within two years of execution of the lease and must be the least amount necessary to cause the project to occur.  Tax credits are transferable and may be carried forward for up to five years.  The amount of tax credits that can be authorized in any fiscal year is limited to $6,000,000.     

Testimony:
· Sallie Hemenway, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.

12. Film Production Tax Credit as described in section 135.750, RSMo

Description:
A qualified film production company that receives approval from the department of economic development is eligible to receive a tax credit equal to 35% of eligible costs incurred in Missouri.  Eligible costs include costs of Missouri resident labor, services, materials, equipment rental, lodging, food, location fees, and property rental necessary for filming.  The qualified film company must have an in-state expenditure budget of at least $50,000 for productions of thirty minutes or less and at least $100,000 for productions of more than thirty minutes.  A film company is limited to only one approved production per year.  The program has a cap of authorizing $4,500,000 per year; tax credits issued under the program may be carried forward for up to five years and may be transferred or sold.     

Testimony:
· Jerry Jones, Missouri Film Commission
Presented information regarding the tax credit on behalf of the Missouri Film Commission.
	
13. Rebuilding Communities Tax Credit as described in section 135.535, RSMo

Description:
Certain businesses that locate or relocate to or expand their business within a distressed community may be eligible to receive a combination of tax credits equal to: 40% of the amount of state income tax owed by the business, 40% of expenses associated with the purchase of eligible equipment, 1.5% of the gross annual salary paid at the project facility, and 25% of the amount of funds expended for eligible equipment that exceed the average of the two prior years’ expenditures for such equipment.  Tax credits may be carried back three years, carried forward five years, and may be transferred or sold.  The program limits individual businesses from receiving more than $125,000 per year of the 40% income tax credit and more than $75,000 per year in the 25% and 40% equipment tax credits.  No more than $750,000 per year may be authorized in 25% equipment tax credits.  The program has an annual cap of $8,000,000.  

Testimony:   
· Sallie Hemenway, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.
· Jim Farrell, Policy Solutions
Testified in favor of the tax credit.


Community Development Tax Credits


14. Dry Fire Hydrant Tax Credit as described in section 320.093, RSMo

Description:
A tax credit equal to 50% of the costs in actual expenditures is available for the installation of a dry fire hydrant for the purpose of providing fire protection and potential economic development for rural areas of the state.  The program has a $500,000 fiscal year cap and a $5,000 per project cap.  Dry fire hydrant tax credits may be transferred and may be carried forward for up to seven years, but are not refundable.  Tax credits may not be issued under the program after August 28, 2010.

Testimony:
· Brenda Horstman, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.


15. Family Development Account Tax Credit as described in sections 208.750 to 208.775, RSMo

Description:
Taxpayers that donate money to community-based organizations that are approved to administer family development account programs are eligible to receive a tax credit equal to 50% of the contribution, not to exceed $25,000 (a $50,000 contribution).  The organizations recruit low-income individuals to participate in a matched savings program to assist paying for education, job training, the purchase of a primary residence, major repairs or improvements of a primary residence, or start-up capital for a small business.  The program has a cap of $300,000 per fiscal year.  Tax credits must be applied to eligible taxes in the year of issuance. 

Testimony:
· Brenda Horstman, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.


16. Neighborhood Assistance Program Tax Credit as described in sections 32.100 to 32.125, RSMo

Description:
Taxpayers that make qualified contributions to community-based organizations that receive approval from the department of economic development to implement community or neighborhood projects in the areas of community service, education, crime prevention, job training, and physical revitalization are eligible to receive a tax credit for a percentage of the contribution.  The percentages are equal to either 50% or 70% for projects in certain lower population or unincorporated areas.  The program has a cap of $10,000,000 for 50% credits and $6,000,000 for 70% credits.  Organizations are limited to $250,000 per project in 50% tax credits and $350,000 per project in 70% credits.  The department of economic development has discretion over which projects receive NAP assistance.  The tax credits may be carried forward for up to five years; tax credits issued under the program are neither transferable nor refundable.  

Testimony:
· Brenda Horstman, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.
· Sarah Topp, Missouri YMCA State Alliance
Submitted written testimony from two members of the organization in support of the tax credit.


17. Transportation Development Tax Credit (Expired) as described in section 135.545, RSMo

Description:
A company or individual are eligible to receive a tax credit equal to 50% of a contribution or investment for transportation development in distressed communities of the state.  Eligible transportation development activities include: aviation, mass transportation, railroads, ports, waterborne transportation, bicycle and pedestrian paths, or rolling stock.  The tax credit expired on December 31, 2004 and tax credits are not allowed to be issued under the program after December 31, 2006.  Tax credits that were issued under the program were allowed to be carried back three years, carried forward ten years, and were allowed to be transferred to another taxpayer.  The program had a calendar year cap of $10,000,000 and a per project cap of $3,000,000.  

Testimony:
· Brenda Horstman, Department of Economic Development
Presented information regarding the tax credit on behalf of the Department of Economic Development.


Insurance Tax Credits


18. Insurance Exam Fee Tax Credit as described in section 148.400, RSMo

Description:
Insurance companies are allowed a credit to offset costs paid to the Department of Insurance for staff and expenses associated with conducting market conduct and financial examinations of the companies.  The credit may be carried forward for up to five years and may be applied against the general revenue portion of the insurance premium tax.  Other taxes paid such as state income taxes, personal property taxes, valuation fees, and registration fees may also be taken as a credit against the insurance premium tax levied on the insurance company.  

Testimony:
· Grady Martin, Department of Insurance
Presented information regarding the tax credit on behalf of the Department of Insurance.






19. Missouri Life and Health Insurance Guaranty Association Assessment Credit as described in section 376.745, RSMo

Description:
The Missouri Life and Health Insurance Guaranty Association levies assessments against life and health insurance companies to cover the claims of insolvent insurance companies when funds are not available to pay the claims.  These insurance companies are allowed a tax credit against the insurance premium tax equal to 20% of the assessment each year for five years following the assessment.  The tax credit must be redeemed in the year in which it is issued to the insurance company; it may not be carried back, carried forward, and may not be transferred.  

Testimony:
· Grady Martin, Department of Insurance and Charles Renn, Executive Director of Insurance Guaranty Associations
Presented information regarding the tax credit on behalf of the Department of Insurance and the Missouri Life and Health Insurance Guaranty Association.
 

20. Missouri Property and Casualty Insurance Guaranty Association Assessment Credit as described in section 375.774, RSMo

Description:
The Missouri Property and Casualty Insurance Guaranty Association levies assessments against property and casualty insurance companies to cover the claims of insolvent insurance companies when funds are not available to pay the claims.  These insurance companies are allowed a tax credit against the insurance premium tax equal to 33.33% of the assessment each year for three years following the assessment.  The tax credit must be redeemed in the year in which it is issued to the insurance company; it may not be carried back, carried forward, and may not be transferred.  

Testimony:
· Grady Martin, Department of Insurance and Charles Renn, Executive Director of Insurance Guaranty Associations
Presented information regarding the tax credit on behalf of the Department of Insurance and the Missouri Property and Casualty Insurance Guaranty Association.


21. Missouri Health Insurance Pool Tax Credit as described in sections 376.975 and 376.980, RSMo

Description:
The Missouri Health Insurance Pool levies an assessment against health insurance companies for the difference between premiums actually paid by the members of the pool (Missouri residents who have been involuntarily terminated from their health care coverage or are being charged more than 150% of standard premiums for health care coverage) and the actual costs of the premiums of the members.  The health insurance companies are then allowed a credit that can be used to offset the general revenue portion of their insurance premium tax liability; health maintenance organizations (HMOs) can apply the credit against sales and use taxes paid.  The credit may be carried forward until exhausted.

Testimony:
· Grady Martin, Department of Insurance and Vernita Bridges, Executive Director of Missouri Health Insurance Pool
Provided information regarding the tax credit on behalf of their organizations. 


Financial Tax Credits


22. Bank Franchise Tax Credit as described in section 148.064, RSMo

Description:
Banking institutions are allowed to claim a tax credit equal to one sixtieth of one percent of their outstanding shares and surpluses employed in Missouri if their outstanding shares and surpluses exceed $1,000,000.  The credit is neither refundable nor transferable and may not be carried back or forward.

Testimony:
· Martha Wankum, Department of Revenue
Presented information regarding the tax credit on behalf of the Department of Revenue.
· Bill Ratliff, Missouri Bankers Association
Provided an explanation of the tax credit.

23. Bank Tax Credit for S Corporation Shareholders as described in section 143.471, RSMo 

Description:
Shareholders of S corporations that are banking institutions are allowed a tax credit equal to the tax due as a result of the financial institutions tax imposed by Chapter 148, RSMo.  The tax credit is neither refundable nor transferable but it may be carried forward for up to five tax years.  

Testimony:
· Martha Wankum, Department of Revenue
Presented information regarding the tax credit on behalf of the Department of Revenue.
· Bill Ratliff, Missouri Bankers Association
Provided an explanation of the tax credit.
