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In brief

What happened?

Several states recently have taken steps to advance utilization of the research and development (R&D)
credit at the state level.

Why is it relevant?

These tax law changes may have a significant impact on certain taxpayers and industries looking to claim
the R&D credit in these states.

Actions to consider

Taxpayers should review the impact of these R&D credit developments on their operations.
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In detail

Minnesota

Minnesota on June 14 enacted legislation (H.F. 9, first special session) that modifies the R&D credit and
makes it refundable.

Applicable to tax years beginning on or after January 1, 2025, H.F. 9 allows taxpayers to elect to receive a
partial refund of excess research credits, after the liability for tax has been reduced to zero. Taxpayers
first must allocate the excess research credit to other members of the group to the extent the taxpayer
that generated the credit is unable to use the credit.

The refundable amount of the excess credit is as follows:
e 19.2% for tax years beginning after December 31, 2024, and before January 1, 2026; and
e 25% for tax years beginning after December 31, 2025, and before January 1, 2028.

For tax years beginning after December 31, 2027, and each year thereafter, the refundability rate equals
the lesser of 25% or the refundability rate determined by the commissioner for the immediately
succeeding tax year based on the most recent November forecast. If the commissioner determines that
the total amount of refunds paid will exceed $25 million for the immediately succeeding tax year, the
commissioner must adjust the refundability rate so the total amount of projected refunds paid in the
immediately succeeding tax year will approximate $25 million or less.

To the extent the excess is not refunded, the excess credit will be a carryover to each of the 15 succeeding
tax years. The refund election is irrevocable for the tax year and allowed only on the original or extended
due date (i.e., not on an amended return).

For more information, see our Insight, Minnesota enacts income, sales, and MinnesotaCare tax changes.

Texas

Texas legislation (S.B. 2206) signed by Governor Greg Abbott (R) on June 17 provides for an enhanced
R&D franchise tax credit effective for reports originally due on or after January 1, 2026, with no
expiration date.

The legislation (1) raises the credit amount from 5% to 8.722%, (2) links the definition of qualified
research expense (QRE) to line 48 of federal Form 6765, Credit for Increasing Research Activities, (3)
ties the credit to the federal law in effect for the federal year for which federal Form 6765 is filed, (4)
retains the 20-year carryforward, and (5) provides for a refund of the credit in certain limited situations.
Importantly, the legislation addresses recurring audit controversy around QREs, the treatment of IRS
procedures and audits, standards of evidence, and statistical sampling.

Taxpayers currently have the option of claiming either an R&D franchise tax credit or a sales and use tax
exemption, although both were set to expire at the end of 2026. This legislation provides an opportunity

for taxpayers to plan for R&D investments in Texas under a more favorable and predictable franchise tax
credit regime.

For information, see our Insight, Texas legislation enhances R&D franchise tax credit, repeals R&D sales
and use tax exemption.



https://www.revisor.mn.gov/laws/2025/1/Session+Law/Chapter/13/
https://www.pwc.com/us/en/services/tax/library/minnesota-enacts-income-sales-and-minnesotacare-tax-changes.html
https://capitol.texas.gov/BillLookup/Actions.aspx?LegSess=89R&Bill=SB2206
https://gov.texas.gov/news/post/governor-abbott-signs-laws-to-reduce-barriers-for-small-businesses-in-fort-worth
https://www.pwc.com/us/en/state-local-tax/newsletters/salt-insights/assets/pwc-texas-legislation-enhances-rd-franchise-tax-credit.pdf
https://www.pwc.com/us/en/state-local-tax/newsletters/salt-insights/assets/pwc-texas-legislation-enhances-rd-franchise-tax-credit.pdf
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Connecticut

Connecticut’s legislature on June 3 passed H.B. 7287, which would (1) expand the availability of R&D and
research and experimental (R&E) expenditures credits to single member limited liability companies
(LLCs) and (2) increase the cash refunds qualifying small biotechnology companies may receive for R&D
and R&E tax credits. These provisions would apply to income years beginning on or after January 1,
2025.

R&D and R&E tax credits for qualifying LL.Cs

The bill allows single member LLCs that meet specified employment and industry parameters to earn
R&D and R&E credits. To qualify for the tax credits, an LLC must (1) have over 3,000 employees in
Connecticut and (2) be engaged in manufacturing, with expertise in mechatronics, alignment and sensor
technology, and optical fabrication. If the LLC is a disregarded entity for federal income tax purposes, the
LLC’s employee count includes its employees and those of its owner.

By law, R&D and R&E tax credits apply against only the corporation business tax (for which QREs
generated by a single member LLC cannot be used). Under the bill, if the taxpayer that earns the credit
and meets the criteria above, is a single member LLC that is disregarded, its owner may claim the credit if
it is subject to the state corporation business tax. In doing so, the bill allows a corporation that is the sole
owner of an LLC that meets the parameters described above and earns R&D and R&E tax credits to claim
those credits against its tax liability.

Refund value of R&D and R&E credits for qualifying small biotechnology
companies

The bill increases the cash refund a qualifying small biotechnology company may receive for R&D and
R&E tax credits from 65% to 90% of the credit amount.

The refund is capped at $1.5 million per company for each income year, and a qualified small business
may carry its unused credits forward instead of applying for a cash refund. As under current law,
qualifying small businesses that are not biotechnology companies may receive a refund of 65% of the
credit amount.

Under the bill, a “biotechnology company” is one that applies certain technologies (e.g., biochemistry or
genetics) to produce or modify products, improve plants or animals, identify targets for small molecule
pharmaceutical development, transform biological systems into useful processes and products, or
develop microorganisms for specific uses.

lowa

Iowa on June 6 enacted S.F. 657, which repeals the state’s research activities tax credit and replaces it
with a new R&D tax credit program that reinstates the federal definition of QREs for purposes of the
credit, effective for tax years beginning on or after January 1, 2026.

The new R&D tax credit is available to businesses engaged in advanced manufacturing, bioscience,
insurance and finance, and technology innovation in qualifying sectors, including second-generation food
innovation, food ingredients and supplements, crop protection, hybrid seed technologies, diagnostic
analytics and immunotherapies, chip technologies and microelectronics, medical equipment and


https://www.cga.ct.gov/2025/ACT/PA/PDF/2025PA-00168-R00HB-07287-PA.PDF
https://www.legis.iowa.gov/legislation/BillBook?ga=91&ba=sf657
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supplies, software and technology, aerospace, pharmaceuticals, and consumer products.

A business seeking to claim the credit must file a credit application to help the Iowa Economic
Development Authority (IEDA) determine whether the business is engaged in an eligible industry and
sector and actively engaged in qualified R&D. The qualified business certification documenting a
business’s eligibility is good for five years, unless the business no longer performs work in a qualified
sector. IEDA will rely on North American Industry Classification System (NAICS) codes and sources of
review and may request additional documentation and conduct site visits in making its determination.

A credit application must be filed annually by January 31 following the filing for the federal research
credit. The application must include a review of eligible expenditures by a certified public account
engaged by the applicant. The credits are up to 3.5% of a business’s eligible expenses and apply against
individual or corporate income tax. IEDA will issue a tax credit certificate, which is included with the
business tax return filed with the Iowa Department of Revenue. The credits are refundable but not
transferable.

The amount of the credits to be allocated on a pro rata basis by IEDA is capped at $40 million per year,
with 5% of the cap awarded to businesses that demonstrate an increase in eligible expenditures.

Businesses must file an annual report providing (1) total R&D investment, (2) location in Iowa where the
R&D activities occurred, (3) the number of jobs created, (4) wages paid, and (5) employee residence
locations. A business that does not comply with program requirements may lose its qualified business
certification and/or be required to repay claimed credits.

Oklahoma

Oklahoma on May 29 enacted legislation (S.B. 324) that creates the Oklahoma Research and
Development Rebate Fund and Program to allow qualifying establishments to receive a 5% rebate
reimbursement for QREs.

The rebate program is aimed at boosting high-tech investment and innovation by supporting job
creation, attracting new businesses, and incentivizing companies to expand their research efforts within
the state. The program will be administered by the Oklahoma Department of Commerce (DOC).

To be eligible for consideration for an R&D rebate payment awarded, the establishment must (1) submit
an application and documentation to the DOC, (2) provide documentation as required by the DOC to
determine that the R&D expenditures occurred within Oklahoma, and (3) have filed all required
Oklahoma tax returns.

Claims will be processed on a first-come, first-served basis. The program is limited to a $20 million fiscal
year cap. If the amount of a claim exceeds the amount available in the rebate fund or the fiscal year
limitation, the payment may be prorated. Claims for rebate not approved by the DOC due to these
limitations may be approved and paid in subsequent fiscal years.

Massachusetts

The Massachusetts Department of Revenue (DOR) on May 9 issued Technical Information Release (TIR)
25-3 providing that, pursuant to the Massachusetts Appellate Tax Board’s 2024 decision in State Street
Corporation v. Commissioner of Revenue, all business corporations — including financial institutions —
now are permitted to use the alternative simplified method (ASM) to calculate the Massachusetts R&D
credit on amended returns.



https://www.oklegislature.gov/BillInfo.aspx?Bill=SB324
https://www.mass.gov/technical-information-release/tir-25-3-state-street-corporation-v-commissioner-of-revenue-financial-institution-eligibility-to-claim-research-tax-credit
https://www.mass.gov/technical-information-release/tir-25-3-state-street-corporation-v-commissioner-of-revenue-financial-institution-eligibility-to-claim-research-tax-credit
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As outlined in TIR 25-3, the DOR has formally reversed its previous position, which disallowed the use of
ASM on amended returns. The DOR now will accept and process previously declined credit claims using
ASM on amended returns that are still within the statutes of limitations. The DOR also intends to finalize
long-proposed regulations to reflect this policy update.

Let’s talk

For a deeper discussion regarding how these developments may affect your business, please contact the
following:

Research and Development Credit Services

Jeff Jones Dennis Scullin Peter Todd
+1 415-987-2515 +1 404-797-1578 +1 347-819-0386
jeffery.p.jones@pwc.com dennis.m.scullin@pwc.com peter.todd@pwe.com

State and Local Tax Services

John Flock
+1 312-560-0620
john.h.flock@pwec.com

National Economics and Statistics

Linden Smith John Stell
+202-549-3900 +1703-201-3682
linden.c.smith@pwec.com john.l.stell@pwec.com
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