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Current law prioritizes the utilization of tax credits against liabilities in an order that places refundable credits near the end of
the priority list, with nonrefundable credits having no carry forward first in the list for priority utilization.

Proposed law moves refundable tax credits to the second priority for utilization (other than the refundable credit for local ad
valorem taxes paid on inventories), after nonrefundable credits with no carry forward provisions. The bill also requires that
transferable credits only be claimed on a return if they were acquired on or before the due date of the return. 
Proposed law also allows research and development tax credits to be transferable. Currently, these credits are nonrefundable
with a five-year carry-foward for unused amounts.

Effective for tax periods beginning on or after January 1, 2016.

The Department of Revenue will incur costs associated with modifying its tax processing systems to apply this change, as
well as for taxpayer education and inquiries. The Department has not yet determined those additional costs.

The Department of Revenue recalculated income and franchise tax returns received in FY14 under this bill’s conditions. For
corporate returns, refundable credits were first applied to the income tax and then the franchise tax. Resulting tax liabilities
were some $10 million greater than under current law. Examples of nonrefundable credits without carry forward provisions
are the corporate income tax credit for insurance company premium tax liabilities, and the individual income tax credit for
taxes paid to other states. The net revenue gains are relatively small because refundable credits are still paid in full, while
state revenue gains result only from nonrefundable credits that are not paid.  Based on the historical pattern of return filings,
this liability increase would be reflected in greater net revenue collections of $1.1 million in FY17, then stepping up to $9.5
million in FY18 as returns under extension are received, and $10 million by FY19 and beyond. However, excepting the
inventory credit from the second priority removes the largest refundable credit whose application exhausts the most tax
liability. This will allow more nonrefundable credits to be applied, and will lower the bill’s net revenue gain to the state.

It should be noted that these results are based on a simulation of a single year of returns received. In particular, corporate
returns exhibit a high degree of volatility, and a single year simulation is not likely to be representative of results over time.
In addition, modeling the changes of proposed bills into the current law datasets for re-computation of returns can be fairly 
complex. These results are highly uncertain as to particular years and for budgeting purposes.

Currently, according to the Revenue Department, most taxpayers who utilize transferable tax credits file with extension and
then purchase credits after the return due date to cover their tax liability balance, as needed. Presumably, as a result of this
bill, taxpayers will purchase credits prior to the return due date (April 15th for calendar tax year corporate returns and May
15th for calendar tax year individual returns). To the extent this occurs there is no revenue effect from this provision of the
bill. Since the bill is effective for the 2016 tax year, for which returns are filed or extended in the spring of 2017, it seems
likely that taxpayers would be able to adjust to the new requirements of the bill with little effect on net revenue collections.
        Adding transferability to the currently nonrefundable R&D tax credits effectively converts these credits to refundable
credits, to the extent purchasers are available with current tax liabilities. State revenue losses would be expected to increase
as a result of this provision on the bill. Net effects of all of the bill’s provisions are uncertain.
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