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File No. 528

Substitute Senate Bill No. 599

Senate, April 16, 1998. The Committee on
Finance, Revenue and Bonding reported through SEN.
LOONEY, 11th DIST., Chairman of the Committee on
the part of the Senate, that the substitute bill
ought to pass.

AN ACT CONCERNING ECONOMIC CLUSTERS.

Be it enacted by the Senate and House of
Representatives in General Assembly convened:

Section 1. Section 12-217 of the general
statutes, as amended by section 1 of public act
97-119 and section 1 of public act 97-283, is
repealed and the following is substituted in 1lieu
thereof:

(a) (1) In arriving at net income as defined
in section 12-213, AS AMENDED, whether or not the
taxpayer 1s taxable under the federal corporation
net income tax, there shall be deducted from gross
income, (A) all items deductible under the
Internal Revenue Code effective and in force on
the last day of the income year except (i) any
taxes imposed under the provisions of this chapter
which are paid or accrued in the income year and
in the income year commencing January 1, 1989, and
thereafter, any taxes in any state of the United
States or any political subdivision of such state,
or the District of Columbia, imposed on or
measured by the income or profits of a corporation
which are paid or accrued in the income year, and
(ii) deductions for depreciation, which shall be
allowed as provided in subsection (b) of this
section, and (B) additionally, in the case of a
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regulated investment company, the sum of (i) the
exempt-interest dividends, as defined in the
Internal Revenue Code, and (ii) expenses, bond
premium, and interest related to tax-exempt income
that are disallowed as deductions under the
Internal Revenue Code, and (C) in the case of a
taxpayer maintaining an international banking
facility as defined in the laws of the United
States or the regulations of the Board of
Governors of the Federal Reserve System, as either
may be amended from time to time, the gross income

attributable to the international banking
facility, provided, no expense or loss
attributable to the international banking facility

shall be a deduction under any provision of this
section, and (D) additionally, in the case of all
taxpayers, all dividends as defined in the
Internal Revenue Code effective and in force on
the 1last day of the income year not otherwise
deducted from gross income, including dividends
received from a DISC or former DISC as defined in
Section 992 of the Internal Revenue Code and
dividends deemed to have been distributed by a
DISC or former DISC as provided in Section 995 of
said Internal Revenue Code, other than thirty per
cent of dividends received from a domestic
corporation 1in which the taxpayer owns less than
twenty per cent of the total voting power and
value of the stock of such corporation.

(2) No deduction shall be allowed for (a)
expenses related to dividends which are allowable
as a deduction or credit under the Internal
Revenue Code and (B) federal taxes on income or
profits, losses of other calendar or fiscal years,
retroactive to include all calendar or fiscal
years beginning after January 1, 1935, interest
received from federal, state and local government
securities, 1f any such deductions are allowed by
the federal government.

(3) Notwithstanding any provision of this
section to the contrary, no dividend received from
a real estate investment trust shall be deductible
under this section by the recipient wunless the
dividend is: (A) Deductible under Section 243 of
the Internal Revenue Code; or (B) received by a
qualified dividend recipient from a qualified real
estate investment trust and, as of the last day of
the period for which such dividend is paid,
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persons, not including the qualified dividend
recipient or any person that is either a related
person to, or an employee or director of, the
qualified dividend recipient, have outstanding
cash capital contributions to the qualified real
estate investment trust that, in the aggregate,
exceed five per cent of the fair market value of
the aggregate real estate assets, valued as of the
last day of the period for which such dividend is
paid, then held by the qualified real estate
investment trust. For purposes of this section, a
"related person" is as defined in subdivision (7)
of subsection (a) of section 12-217m, AS AMENDED,
"real estate assets" is as defined in Section 856
of the Internal Revenue Code, a "qualified
dividend recipient" means a dividend recipient who
has invested in a qualified real estate investment
trust prior to April 1, 1997, and a “qualified
real estate investment trust" means an entity that
both was incorporated and had contributed to it a
minimum of five hundred million dollars worth of
real estate assets prior to April 1, 1997, and
that elects to be a real estate investment trust
under Section 856 of the Internal Revenue Code
prior to April 1, 1998.

(4) Notwithstanding anything in this section
to the contrary, (A) any excess of the deductions
provided in this section for any income year
commencing on or after January 1, 1973, over the
gross 1income for such year or the amount of such
excess apportioned to this state under the
provisions of section 12-218, AS AMENDED, shall be
an operating loss of such income year and shall be
deductible as an operating loss carry-over, FOR
OPERATING LOSSES INCURRED PRIOR TO INCOME YEARS
COMMENCING JANUARY 1, 1999, in each of the five
income years following such loss year, AND FOR
OPERATING LOSSES INCURRED IN INCOME YEARS
COMMENCING ON OR AFTER JANUARY 1, 1999, IN EACH OF
THE TWENTY INCOME YEARS FOLLOWING SUCH LOSS YEAR,
provided the portion of such operating loss which
may be deducted as an operating loss carry-over in
any income year following such loss year shall be
limited to the 1lesser of (i) any net income
greater than zero of such income year following
such loss year, or in the case of a company
entitled to apportion its net income under the
provisions of section 12-218, AS AMENDED, the
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amount of such net income which is apportioned to
this state pursuant thereto, or (ii) the excess,
if any, of such operating loss over the total of
such net income for each of any prior income years
following such loss year, such net income of each
of such prior income vyears following such loss
year for such purposes being computed without
regard to any operating loss carry-over from such
loss year allowed by this subparagraph and being
regarded as not 1less than zero, and provided,
further, the operating loss of any income vyear
shall be deducted in any subsequent year, to the
extent available therefor, before the operating
loss of any subsequent income year is deducted,
and (B) any net capital loss, as defined in the
Internal Revenue Code effective and in force on
the last day of the income year, for any income
year commencing on or after January 1, 1973, shall
be allowed as a capital loss carry-over to reduce,
but not below zero, any net capital gain, as so
defined, in each of the five following income
years, 1in order of sequence, to the extent not
exhausted by the net capital gain of any of the
preceding of such five following income years, and
(C) any net capital 1losses allowed and carried
forward from prior years to income years beginning
on or after January 1, 1973, for federal income
tax purposes by companies entitled to a deduction
for dividends paid under the Internal Revenue Code
other than companies subject to the gross earnings
taxes imposed under chapters 211 and 212, shall be
allowed as a capital loss carry-over.

(5) This section shall not apply to a life
insurance company as defined in the Internal
Revenue Code effective and in force on the last
day of the income year. For purposes of this
section, the unpaid loss reserve adjustment
required for nonlife insurance companies under the
provisions of Section 832(b)(5) of the Internal
Revenue Code of 1986, or any subsequent
corresponding internal revenue code of the United
States, as from time to time amended, shall be
applied without making the adjustment in
Subparagraph (B) of said Section 832 (b) (5).

(b) (1) For purposes of determining net
income under this section, the deduction allowed
for depreciation in the determination of net
income for purposes of the federal income tax
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shall, for the income year of any company
commencing in 1981, 1982, 1983, 1984 or 1985, not
exceed as a percentage of the total amount of such
deduction allowed for federal income tax purposes,
ninety-six per cent for the income year commencing
in 1981, ninety-one per cent for the income vyear
commencing in 1982, eighty-four per cent for the
income year commencing in 1983, seventy-seven per
cent for the income year commencing in 1984, and
eighty-eight per cent for income years commencing
in 1985, provided the portion of such depreciation
allowed for federal income tax purposes but not
allowed with respect to any of such income years
in determining net income wunder this section,
shall be allowed as a deduction in determining net
income under this section, in equal amounts with
each of such amounts computed as one-fifth of the
total of such depreciation not allowed for such
income year, with respect to each of the five
successive income years of such company commencing
with the third income year immediately following
the income year in which such depreciation is not
allowed. (2) Alternatively, for purposes of
determining net income under this section, any
company qualified to claim deduction for
depreciation as described in subdivision (1) of
this subsection for the income year commencing in
1981, 1982, 1983, 1984 or 1985, may elect, in lieu
of the procedure under said subdivision (1), to
depreciate property placed in service on or after
January 1, 1981, in accordance with provisions of
the federal corporation net income tax law
applicable to depreciable property placed in
service immediately prior to January 1, 1981, and
such depreciation so determined for any of such
yvears shall be allowed as a deduction in
determining net income under this section for such
income year, provided the Commissioner of Revenue
Services may refuse to allow any such deduction
submitted in accordance with this subdivision if
the information in substantiation of such
deduction is deemed unsatisfactory by said
commissioner in relation to generally accepted
accounting procedures.

(c) (1) Notwithstanding the provisions of
subsections (a) and (b) of this section, "net
income", in the case of an S corporation, means

the percentage of the nonseparately computed
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income or loss, as defined in Section 1366(a) (2)
of the Internal Revenue Code, of such S
corporation, without separate state adjustment
pursuant to section 12-233 or 12-226a for the
compensation of any officer or employee, to which
shall be added (A) any taxes imposed under the
provisions of this chapter which are paid or
accrued in the income year and (B) any taxes 1in
any state of the United States or any political
subdivision of such state, or the District of
Columbia, imposed on or measured by the income or
profits of a corporation which are paid or accrued
in the income year as provided in subdivision (2)
of this subsection.

(2) For income years commencing prior to
January 1, 1997, "net income" means one hundred
per cent of the amount computed under subdivision
(1) of this subsection; for income years
commencing on or after January 1, 1997, and prior
to January 1, 1998, "net income" means ninety per
cent of the amount computed under subdivision (1)
of this subsection; for income years commencing on
or after January 1, 1998, and prior to January 1,
1999, "net income" means seventy-five per cent of
the amount computed under subdivision (1) of this
subsection; for income vyears commencing on or
after January 1, 1999, and prior to January 1,
2000, "net income" means fifty-five per cent of
the amount computed under subdivision (1) of this
subsection; for income vyears commencing on or
after January 1, 2000, and prior to January 1,
2001, "net income" means thirty per cent of the
amount computed under subdivision (1) of this
subsection; for income years commencing on or

after January 1, 2001, net income of S
corporations as computed under subdivision (1) of
this subsection shall not be subject to the tax

under this chapter. Any S corporation subject to
the tax on net income as provided in this section
shall be eligible for any credit against the tax
otherwise available to taxpayers under this
chapter only to the extent and in the same
percentage as net income of such S corporation is
subject to taxation under this chapter.

(d) The commissioner may adopt regulations in
accordance with chapter 54, relating to mergers or
consolidations of corporations providing for the
deduction, by the surviving or new corporation
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provided for in the plan of consolidation, of
operating losses that were incurred by a merging
or consolidating corporation, respectively, before
the merger or consolidation, respectively. Such
regulations may follow the provisions of the
Internal Revenue Code of 1986, or any subsequent
corresponding internal revenue code of the United
States, as from time to time amended, or the
regulations thereunder.

Sec. 2. Section 12-217j of the general
statutes 1is repealed and the following is
substituted in lieu thereof:

There shall be allowed as a credit against
the tax imposed on any corporation under this
chapter, (1) with respect to income years of such
corporation commencing on or after January 1,
1993, and prior to January 1, 1994, an amount
equal to ten per cent of the amount spent by such
corporation directly on research and experimental
expenditures, as defined in Section 174 of the
Internal Revenue Code of 1986, or any subsequent
corresponding internal revenue code of the United
States, as from time to time amended, which are
conducted in this state and which exceeds the
amount spent by such corporation during the
preceding taxable year of such corporation for
such expenditures and (2) with respect to any
taxable year of such corporation commencing on or
after January 1, 1994, an amount equal to twenty
per cent of the amount spent by such corporation
on such expenditures which exceeds the amount
spent by such corporation during the preceding
taxable year of such corporation for such
expenditures. A credit or any portion of a credit
that is allowed under this section , WITH RESPECT
TO ANY TAXABLE YEAR COMMENCING ON OR AFTER JANUARY
1, 1999, but is not wused by a [biotechnology
company] TAXPAYER because the amount of the credit
exceeds the tax due and owing by the
[biotechnology company] TAXPAYER shall be carried
forward to each of the successive income years
until such credit, or applicable portion of the
credit, is fully taken. In no case shall a credit,
or any portion of a credit, that is not used [by a
biotechnology company] be carried forward for a

period of more than [fifteen] TWENTY vyears. [For
the purposes of this section, “"biotechnology
company" means a company engaged in the business
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of applying technologies, such as recombinant DNA
techniques, biochemistry, molecular and cellular

biology, genetics and genetic engineering,
biological cell fusion techniques, and new
bioprocesses, using living organisms, or parts of

organisms, to produce or modify products, to
improve plants or animals, to develop
microorganisms for specific uses, to identify
targets for small molecule pharmaceutical
development, or to transform biological systems
into useful processes and products or to develop
microorganisms for specific uses.] ANY QUALIFIED
ASSIGNING SMALL BUSINESS, AS DEFINED IN SECTION
12-217n, AS AMENDED BY THIS ACT, ALLOWED A CREDIT
UNDER THIS SECTION MAY ASSIGN SUCH CREDIT ALLOWED
FOR ANY TAXABLE YEAR COMMENCING ON OR AFTER
JANUARY 1, 1999, TO ANOTHER PERSON PROVIDED SUCH
PERSON MAY CLAIM THE CREDIT ONLY WITH RESPECT TO A
CALENDAR YEAR FOR WHICH THE QUALIFIED ASSIGNING
SMALL BUSINESS WOULD HAVE BEEN ELIGIBLE TO CLAIM
THE CREDIT. THE COMMISSIONER MAY ADOPT REGULATIONS
IN ACCORDANCE WITH CHAPTER 54 TO CARRY OUT THE
PURPOSES OF THIS SECTION.

Sec. 3. Section 12-217n of the general
statutes is repealed and the following is
substituted in lieu thereof:

(a) There shall be allowed as a credit
against the tax imposed by this chapter the amount
determined under subsection (c) of this section in
respect of the research and development expenses
paid or incurred during any income year, subject
to the limitations of this section.

(b) For purposes of this section:

(1) "Research and development expenses" means
research or experimental expenditures deductible
under Section 174 of the Internal Revenue Code of
1986, as in effect on May 28, 1993, determined
without regard to Section 280C(c) thereof or any
elections made by a taxpayer to amortize such
expenses on 1its federal income tax return that
were otherwise deductible, and basic research
payments as defined under Section 41 of said
Internal Revenue Code to the extent not deducted
under said Section 174, provided: (A) Such
expenditures and payments are paid or incurred for
such research and experimentation and basic
research conducted in this state; and (B) such
expenditures and payments are not funded, within
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the meaning of Section 41(4)(4) (H) of said
Internal Revenue Code, by any grant, contract, or
otherwise by a person or governmental entity other
than the taxpayer unless such other person is
included in a combined return with the person
paying or incurring such expenses;

(2) "Combined return" shall mean a combined
corporation business tax return under section
12-223a;

(3) "Commissioner" means the Commissioner of
Economic and Community Development;
(4) "QUALIFIED SMALL BUSINESS" MEANS A

COMPANY THAT (A) HAS GROSS INCOME FOR THE PREVIOUS
INCOME YEAR THAT DOES NOT EXCEED ONE HUNDRED
MILLION DOLLARS AND (B) HAS  NOT, IN THE
DETERMINATION OF THE COMMISSIONER, MET THE GROSS
INCOME TEST THROUGH TRANSACTIONS WITH A RELATED
PERSON AS DEFINED IN SECTION 12-217m;

(5) "QUALIFIED ASSIGNING SMALL BUSINESS"
MEANS A COMPANY THAT (A) HAS GROSS INCOME FOR THE
PREVIOUS INCOME YEAR THAT DOES NOT EXCEED THIRTY
MILLION DOLLARS AND (B) HAS  NOT, IN THE
DETERMINATION OF THE COMMISSIONER, MET THE GROSS
INCOME TEST THROUGH TRANSACTIONS WITH A RELATED
PERSON AS DEFINED IN SECTION 12-217m.

(c) (1) The amount allowed as a credit in any
income vyear shall be the tentative credit
calculated under subdivision (2) of this

subsection, modified as provided in subsection (e)
or (f) of this section, if applicable, EXCEPT THAT
IN THE CASE OF A QUALIFIED SMALL BUSINESS THE
TENTATIVE CREDIT ALLOWED FOR RESEARCH AND
DEVELOPMENT EXPENSES SHALL BE EQUAL TO SIX PER
CENT OF SUCH EXPENSES.

(2) Where the research and development
expenses paid or incurred in the income vyear
equal: (A) Fifty million dollars or less, the
tentative credit allowed shall be an amount equal

to one per cent of such expenses; (B) more than
fifty million dollars but not more than one
hundred million dollars, the tentative credit
allowed shall be equal to five hundred thousand
dollars plus two per cent of the excess of such
expenses over fifty million dollars; (C) more than
one hundred million dollars but not more than two
hundred million dollars, the tentative credit
allowed shall be equal to one million five hundred
thousand dollars plus four per cent of the excess
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of such expenses over one hundred million dollars;
and (D) more than two hundred million dollars, the
tentative credit allowed shall be equal to five
million five hundred thousand dollars plus six per
cent of the excess of such expenses over two
hundred million dollars.

(d) (1) The credit provided for by this
section shall be allowed for any income year
commencing on or after January 1, 1993, provided
any credits allowed for income years commencing on
or after January 1, 1993, and prior to January 1,
1995, may not be taken until income years
commencing on or after January 1, 1995, and, for
the purposes of subdivision (2) of this
subsection, shall be treated as if the credit for
each such income year first became allowable in
the first income year commencing on or after
January 1, 1995.

(2) No more than one-third of the amount of
the credit allowable for any income year may be
included in the calculation of the amount of the
credit that may be taken in that income year.

(3) The total amount of the credit under
subdivision (1) of this subsection that may be
taken for any income year may not exceed the
greater of (A) fifty per cent of the taxpayer’s
tax liability or in the case of a combined return,
fifty per cent of the combined tax liability, for
such income year, determined without regard to any
credits allowed under this section, and (B) the
lesser of (i) two hundred per cent of the credit
otherwise allowed under subsection (c) of this
section for such income year, and (ii) ninety per
cent of the taxpayer’s tax 1liability or in the
case of a combined return, ninety per cent of the
combined liability for such income year,
determined without regard to any credits allowed
under this section.

(4) Credits that are allowed under this
section but that exceed the amount permitted to be
taken in an income year by reason of subdivision
(1), (2) or (3) of this subsection, shall be
carried forward to each of the successive income
years until such credits, or applicable portion
thereof, are fully taken. No credit permitted
under this section shall be taken in any income
year until the full amount of all allowable
credits carried forward to such year from any
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prior income year, commencing with the earliest
such prior year, that otherwise may be taken under
subdivision (2) of this subsection in that income
year, have been fully taken.

(5) ANY QUALIFIED ASSIGNING SMALL BUSINESS
ALLOWED A CREDIT UNDER THIS SECTION MAY ASSIGN
SUCH CREDIT ALLOWED FOR ANY TAXABLE YEAR
COMMENCING ON OR AFTER JANUARY 1, 1999, TO ANOTHER
PERSON, PROVIDED SUCH PERSON MAY TAKE THE CREDIT
ONLY WITH RESPECT TO A CALENDAR YEAR FOR WHICH THE
QUALIFIED ASSIGNING SMALL BUSINESS WOULD HAVE BEEN
ELIGIBLE TO TAKE THE CREDIT.

(e) In addition to the wage base test set
forth in subsection (f) of this section, any
aerospace company or in the case of a combined
return, any combined group including an aerospace
company, shall be subject to this subsection for
any income year commencing on or after January 1,
1993, and prior to January 1, 1996. For purposes
of this subsection, an aerospace company is any
taxpayer, whether or not included in a combined
return, engaged principally in the aerospace
industry whose research and development expenses
during each of the income years beginning on or
after January 1, 1990, 1991 and 1992,
respectively, exceeded two hundred million
dollars. No aerospace company, or in the case of a
combined return, a combined group including an
aerospace company, shall be allowed any credit
under this section for any income year to which
this subsection applies in which the aggregate
transfers by an aerospace company, 1if any, of
historical economic base functions outside of this
state, other than to a location outside the United
States, since January 1, 1993, through the end of
such income vyear, have materially reduced the
historical economic base functions in this state.
For purposes of this subsection, the historical
economic base functions shall be those economic
base functions conducted by an aerospace company,
which need not be all economic base functions of
the aerospace company, in this state on January 1,
1993, whose continuance in this state, as
determined by the commissioner in his discretion,
will further the policies set forth in section
32-221. Such historical economic base functions
shall be set forth in a binding memorandum of
understanding between the commissioner and an
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aerospace company that may be entered into at any
time prior to the expiration of the first income
year to which this subsection applies, with
sufficient specificity to allow the commissioner
and the aerospace company to determine in all
income years subject to this subsection whether
there has been such a reduction in said historical
economic base functions. As a prerequisite to the
allowance of any credit otherwise allowable under
this section for any income vyear to which this
subsection applies, each aerospace company shall
obtain a certificate of eligibility issued by the
commissioner to the aerospace company for such
income year. The aerospace company shall within
sixty days of the <close of each income year to
which this subsection applies certify to the
commissioner that there has been no such aggregate
material reduction in the historical economic base
functions in this state for the income year just
completed that otherwise has not been offset as
provided below. Within sixty days thereafter, the
commissioner shall review the certification and,
if the commissioner determines that there has been
no such net aggregate material reduction in the
historical economic base functions in this state,
the commissioner shall issue a certificate of
eligibility for said income year. The following
shall not constitute a material reduction in the
historical economic base functions in this state:
(1) A reduction of not more than two per cent of
the historical economic base functions; (2)
transfer of an historical economic base function
to a person in this state; (3) transfer of a
historical economic base function outside of the
United States; or (4) reductions in historical
economic base functions attributable to reductions
in volume, productivity improvements or the
discontinuance of operations due to obsolescence
or the 1like. Any transfers that may otherwise be
counted in determining if a material reduction
occurred may be offset to the extent economic base
functions listed in, or comparable to those listed
in, the memorandum of understanding are increased
in this state, transferred into this state, or
established in this state. Any such increase,
transfer or establishment made during an income
year, or subsequent to such income year but prior
to the filing of the return for such income vear,
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shall be effective for such income year and all
income years thereafter. The commissioner may
issue or reissue a certificate of eligibility for
the applicable income vyear following any such
offset. The aerospace company, or in the case of a
combined return including an aerospace company,
the combined group, shall include its certificate
of eligibility and memorandum of understanding
with 1its corporation business tax return for any
applicable income year. Information provided under
this subsection and subsection (f) of this section
shall be treated as provided in subsection (k) of
section 32-11a.

(£) The tentative credit allowable to the
taxpayer, or in the case of a combined return, the
combined group, that pays or incurs research and
development expenses 1in excess of two hundred
million dollars for the income vyear shall be
reduced for any income year in which the workforce
reductions, 1if any, exceed the percentages set
forth below. For purposes of this subsection,
workforce reductions shall be reductions of the
historical Connecticut wage base of the taxpayer,
or in the case of a combined return, the combined
group, as a result of the transfer outside of this
state, other than to a location outside the United
States, of work done by employees of the taxpayer,
or in the case of a combined return, the combined
group. Such reduction in the tentative credit
shall be as follows: (1) If the historical
Connecticut wage base for the income year is so
reduced by not more than two per cent, the
tentative credit allowable for the income year
shall not be reduced; (2) if the historical
Connecticut wage base for the income year 1is so
reduced by more than two per cent but not more
than three per cent, the tentative credit
allowable for the income year shall be reduced by
ten per cent; (3) if the historical Connecticut
wage base for the income year is so reduced by
more than three per cent but not more than four
per cent, the tentative credit allowable for the
income year shall be reduced by twenty per cent;
(4) 1if the historical Connecticut wage base for
the income year is so reduced by more than four
per cent but not more than five per cent, the
tentative credit allowable for the income year
shall be reduced by forty per cent; (5) if the
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historical Connecticut wage base for the income
year 1is so reduced by more than five per cent but
not more than six per cent, the tentative credit
allowable for the income year shall be reduced by
seventy per cent; and (6) if the historical
Connecticut wage base for the income year is so
reduced by more than six per cent, no credit for
the income year shall be allowed. The Connecticut
wage base for any income year shall be the total
wages assigned to Connecticut for such income year
under section 12-218, AS AMENDED, excluding wages
paid to the ten most highly-compensated executives
of the taxpayer, or in the case of a combined
return, the combined group, and any compensation
that does not subject the recipient thereof to
federal income tax thereon in said income year.
The historical Connecticut wage base shall be the
Connecticut wage base for the third full income
year immediately preceding the current income
year; provided the historical Connecticut wage
base for the first three income vyears commencing
on or after Januvary 1, 1993, shall be the
Connecticut wage base for May 1993, converted to
an annual basis. The following shall not
constitute a workforce reduction for any income
yvear: (A) A reduction of wages attributable to the
transfer of work done by a taxpayer, or in the
case of a combined return, by the combined group,
in this state to a party in this state; (B) a
reduction of wages attributable to the transfer of
work done by a taxpayer, or in the case of a
combined return, by the combined group, outside
the United States; or (C) a reduction in wages
attributable to reductions in volume, productivity
improvements or the discontinuance of operations
due to obsolescence or the 1like. Solely for
purposes of determining whether the allowable
credit 1is to be reduced under this subsection for
any income year, the Connecticut wages
attributable to any new jobs or jobs moved into
this state by the taxpayer, or in the case of a
combined return, the combined group, during such
income year or subsequent to such income year but
prior to the filing of the return for such income
year shall be an offset to any workforce reduction
of a taxpayer, or in the case of a combined
return, the combined group, for said income year.
A new job shall be a job that did not exist in the
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business of a taxpayer, or 1in the case of a
combined return, a member of the combined group,
in this state at the end of the income vyear Jjust
completed. Notwithstanding subsection (g) of this
section, a taxpayer may elect for any income vyear
to separately compute its allowable tentative
credit under this subsection for any one or more
business units that had gross revenues for such
income year in excess of one hundred million
dollars. Any taxpayer subject to this subsection
shall within sixty days of the «close of each
income year certify to the commissioner whether or
not there has been any workforce reduction for the
income year just completed, the amount thereof,
and any offsets thereto as provided above. Within
sixty days thereafter, the commissioner shall
review the certification and, if the commissioner
determines that there has been no more than a six
per cent workforce reduction, net of any such
offsets, the commissioner shall issue a
certificate of eligibility stating the amount of
net workforce reduction so determined for said
income year, if any. The commissioner shall not
issue a certificate of eligibility for any income
year in which the commissioner determines that
there has been more than a six per cent net
workforce reduction. The taxpayer, or in the case
of a combined return, the combined group, shall
file such a certificate of eligibility with any
return on which a credit subject to this
subsection is claimed. ‘

(g) Where one or more taxpayers properly
included in a combined return pays or incurs
research and development expenses, all allowances
and limitations under this section shall be made
on an aggregate basis for all taxpayers included
in such combined return, PROVIDED, THE CREDIT
ATTRIBUTABLE TO A QUALIFIED SMALL BUSINESS MAY BE
TAKEN ONLY AGAINST THE COMBINED TAX LIABILITY
ATTRIBUTABLE TO SUCH QUALIFIED SMALL BUSINESS. THE
AMOUNT OF THE COMBINED TAX FOR ALL CORPORATIONS
PROPERLY INCLUDED IN A COMBINED CORPORATION
BUSINESS TAX RETURN THAT IS ATTRIBUTABLE TO A
QUALIFIED SMALL BUSINESS SHALL BE 1IN THE SAME
RATIO TO SUCH COMBINED TAX THAT THE NET INCOME
APPORTIONED TO THIS STATE OF THE QUALIFIED SMALL
BUSINESS BEARS TO THE NET INCOME, IN THE AGGREGATE
OF ALL CORPORATIONS INCLUDED IN SUCH COMBINED
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RETURN. SOLELY FOR THE PURPOSES OF COMPUTING SUCH
RATIO, ANY NET LOSS APPORTIONED TO THIS STATE BY A
CORPORATION INCLUDED IN SUCH COMBINED RETURN SHALL
BE DISREGARDED.

(h) Any taxpayer, or 1in the case of a
combined return, any combined group of taxpayers,
that claims a credit under section 12-2173j, AS
AMENDED BY THIS ACT, for any income year shall
reduce the amount of research and development
expenses that otherwise may be taken into account
in computing the allowable credit under subsection
(c) of this section for such income vyear by the
amount of excess research and experimental
expenditures, as computed wunder said section
12-21775, AS AMENDED BY THIS ACT, for which the
credit thereunder is given. Any taxpayer, or in
the case of a combined return, any combined group
of taxpayers, that claims a credit under section
12-2171 for any income year shall reduce the
amount of research and development expenses that
otherwise may be taken into account in computing
the allowable credit under subsection (c) of this
section for such income year by the amount of
excess grants to institutions of higher education
in Connecticut, as computed under said section
12-2171, for which the credit thereunder is given.

iil THE COMMISSIONER MAY ADOPT REGULATIONS,
IN ACCORDANCE WITH THE PROVISIONS OF CHAPTER 54,
TO CARRY OUT THE PURPOSES OF THIS SECTION.

Sec. 4, Section 32-222 of the general
statutes, as amended by sections 4 and 5 of public
act 97-211, is repealed and the following is
substituted in lieu thereof:

As used in sections 32-220 to 32-234,
inclusive, AS AMENDED:

(a) "Business development project" means a
project undertaken by an eligible applicant
involving one or more of the activities described
in subdivision (1), satisfying one or more of the
criteria set forth in subdivision (2) or involving

the activities described in subdivision (3), as
follows:

(1) The project involves (a) the
construction, substantial renovation, improvement

or expansion of a facility; (B) the acquisition of
an existing facility that has been idle for at
least one year prior to such acquisition, provided
if such facility is acquired through a lease, such
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lease: (i) Shall be for an initial term of not
less than five years and (ii) shall be renewable
at the option of the lessee for an additional term
of not less than five years, provided the lease
may be subject to the option of the lessee to
purchase the facility at any time during the lease
term or thereafter. The commissioner may waive the
one year idleness requirement upon determination
that there is a high likelihood that the facility
will remain idle for one year. In making such
determination, the commissioner shall consider the
marketability of the facility, the general
economic condition of the municipality in which
the facility is located, the size of the facility,
the economic benefit of the proposed acquisition
to the municipality and the state, including, but
not limited to, the number of employment positions
proposed to be established at the facility, and
the degree to which the provision of financial
assistance under sections 32-220 to 32-234,
inclusive, AS  AMENDED, is necessary as an
inducement to the eligible applicant to acquire
the facility; (C) the acquisition of new machinery
and equipment used directly in the manufacturing
of goods or products and acquired through purchase
as part of the technological upgrading of the
manufacturing process of a facility used in the
operation of a manufacturing or economic base
business which (i) has been in continuous
operation in the state for not 1less than five
years; and (ii) has incurred costs in acquiring
such machinery and equipment not 1less than the
greater of two hundred thousand dollars, or two
hundred per cent of the average annual expenditure
of the manufacturing or economic base business for
the acquisition of new machinery and equipment
used directly in the manufacturing of goods or
products at the facility during the three years
prior to the date upon which an application for
financial assistance is submitted pursuant to
subsection (c) of section 32-223, AS AMENDED, or
(D) the acquisition, improvement, demolition or
disposition of real property, or combinations
thereof, used or to be used in connection with the
operation of a manufacturing or economic base
business, provided, if the eligible applicant is
not a municipality or implementing agency, the
commissioner has determined that such project
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would not be undertaken or completed in a timely
manner except for the provision of financial
assistance pursuant to sections 32-220 to 32-234,
inclusive, AS AMENDED, and that such project
promotes the economic stability and growth of the
state or any region thereof;

(2) A project which will: (A) Create at a
facility, within twenty-four months of the
initiation of a hiring program, not less than ten
new jobs or an increase in the number of persons
employed at the facility of twenty per cent,
whichever is greater; (B) promote the
diversification of the economy of an area of the
state or manufacturing or other economic base
business where such area or business 1is
substantially reliant wupon defense and related
industry; (C) assist in the avoidance of an
imminent plant closing or relocation by a
manufacturing or other economic base business or
assist or improve the economy of an area of the
state which has been or 1is 1likely to be
significantly and adversely impacted by one or
more major plant closings or relocations; (D)
support research and development or
commercialization of technologies, products,
processes or techniques of a manufacturing or
other economic base business; (E) promote
community conservation or development or
improvement of the quality of 1life for urban
residents of the state; or (F) promote the
revitalization of underutilized, state-owned
former railroad depots and areas adjacent to such
depots;

(3) The project involves the creation of an
inventors workshop by an eligible applicant, to
enable (A) small manufacturing subcontractors
which manufacture parts and components exclusively
for other companies or (B) current or former
manufacturing employees or higher education
faculty or researchers, to design, test,

manufacture and market new products and
manufacturing techniques;
(b) "Business support services" means

activities related to a municipal development
project or business development project which
support the economic competitiveness of
manufacturing or economic base businesses or which
further the interests of the state, including, but
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not limited to, facilities and services related to
day care, job training, education, transportation,
employee housing, energy conservation, pollution
control and recycling, provided activities related
to employee housing shall be limited to
feasibility and implementation studies;

(c) "Commissioner" means the Commissioner of
Economic and Community Development;

igl "ECONOMIC CLUSTER" MEANS AN ECONOMIC
CLUSTER, AS DEFINED IN SECTION 32-4e, RECOGNIZED

BY THE COMMISSIONER;

[(d)] (e) ‘"Department” means the Department
of Economic and Community Development;
[ (e)] (f) "Development plan" means a plan for

a municipal development project prepared in
accordance with the provisions of subsection (b)
of section 32-223, AS AMENDED;

[(£)] (g) "Eligible applicant" means any
for-profit or nonprofit organization, or any
combination thereof, provided, in the case of a
defense diversification project, "eligible
applicant" means any for-profit or nonprofit
organization, municipality, regional planning
agency or any combination thereof and further
provided, in the case of a loan made by the
Connecticut Development Authority in which the
department purchases a participation interest,
"eligible applicant"™ means the for-profit or
nonprofit organization, or any combination
thereof, that will receive the proceeds of such
loan;

[(g)] (h) “Facility" means a plant, building
or other real property improvement, or part
thereof, used or to be used in connection with the
operation of a manufacturing or economic base
business;

[ (h)] (i) "Financial assistance" means
grants, extensions of credit, 1loans or loan
guarantees, participation interests in loans made
to eligible applicants by the Connecticut
Development Authority or combinations thereof;

[(1)] (J) ‘"For-profit organization" means a
for-profit partnership or sole proprietorship or
corporation which is a manufacturing or economic
base business or which has demonstrated to the
satisfaction of the commissioner that it has the
qualifications, including financial
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qualifications, necessary to carry out a business
development project;

[(3)] (k) "Implementing agency" means one of
the following agencies designated by a
municipality under section 32-223, AS AMENDED: (1)

An economic development commission, redevelopment
agency; sewer authority or sewer commission;
public works commission; water authority or water
commission; port authority or port commission or
harbor authority or harbor commission; parking
authority or parking commission; (2) a nonprofit
development corporation; or (3) any other agency
designated and authorized by a municipality to
undertake a project and approved by the
commissioner;

[ (k)] (1) "Manufacturing or economic Dbase
business® means a business classified in
accordance with the standard industrial

classification system of the Bureau of Census of
the United States Department of Commerce as
belonging to a major industry group numbered 20 to
39, 1inclusive; a business engaged in research and
development directly related to (1) manufacturing,
(2) agriculture or (3) aquaculture; a business
engaged in the significant servicing, overhauling
or rebuilding of machinery and equipment for
industrial use; ANY BUSINESS THAT IS PART OF AN
ECONOMIC CLUSTER; or any establishment or
auxiliary or operating unit thereof, as defined in
the Standard Industrial Classification Manual,
which the commissioner determines will materially
contribute to the economy of the state by creating
or retaining jobs, exporting products or services
beyond the state’s boundaries, encouraging
innovation in products or services, adding value
to products or services, or otherwise supporting
or enhancing existing activities that are
important to the economy of the state;

[(1)] {m) "Municipal development project"
means a business development project through which
real property 1is acquired by a municipality or
implementing agency as part of such project;

[(m)] (n) “"Municipality" means a town, city,
consolidated town and city or consolidated town
and borough;

[(n)] (o) “"Nonprofit organization" means a
municipality or nonprofit corporation as defined
in section 33-1002 and organized under the laws of
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this state and for purposes of this chapter
includes any constituent unit of the state system
of higher education;

[(o)] {p) "Planning commission" means a
planning and zoning commission designated pursuant
to section 8-4a or a planning commission created
pursuant to section 8-19;

[ (p)] (q) "Project" means a municipal
development project or business development
project;

[(g)] (r) "Project area" means the area

within which a municipal development project or
business development project is located;

[(r)] (s) "Real property" means land,
buildings and other structures and improvements
thereto, subterranean or subsurface right, any and
all easements, air rights and franchises of any
kind or nature;

[(s)] (t) "Site and infrastructure
improvements" mean improvements to: (1) Sanitary
sewer facilities; (2) natural gas pipes, electric,
telephone and telecommunications conduits and

other facilities and waterlines and water supply
facilities, except for any such pipes, wires,
conduits, waterlines or facilities which a public
service company, as defined in section 16-1, water
company, as defined in section 25-32a, or
municipal utility is required to install pursuant
to any provision of the general statutes or any
special act, regulation or order of the Department
of Public Utility Control or a certificate of

public convenience and necessity; (3) storm
drainage facilities, including facilities to
control flooding; (4) site grading, landscaping,

environmental improvements, parking facilities,
roadways and related appurtenances; (5) railroad
spurs; (6) public port or docking facilities; and
(7) such other related improvements necessary or
appropriate to carry out the project;

[(t)] {u) "State" means the state of
Connecticut;

[ (u)] (v) "Targeted investment community"
means a municipality which contains an enterprise

zone designated pursuant to section 32-70, AS
AMENDED;
[(v)] (w) "Total project cost" means costs of

any kind or nature relating to the planning,
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implementation and completion of a municipal or
business development project;

[ (w)] (x) "Defense diversification project"
means a project undertaken during the period from
July 1, 1991, to June 30, 1998, inclusive, by an
eligible applicant, as defined in this subsection,
involving any of the following: (1) Conversion or
preparation for conversion of defense-related
production to other types of production; (2)
product diversification or capital, organizational
or technological modernization by an eligible
applicant engaged in defense-related production:
(3) product diversification or conversion of
business service activity for application or use
in other than defense-related business by any
subcontractor engaged in defense-related
production or business service activity; (4)
conversion by an eligible applicant of real
property used in its entirety, or in part, for
defense-related activity to a use primarily for
other than defense-related activity, including use
as a site related to the export of Connecticut
products from the state for purposes of
encouraging such exportation; (5) product
diversification or conversion of business service
activity by an eligible applicant engaged in
production or business service activity which is
not defense-related in a region of the state
determined by the commissioner to be significantly
impacted by the 1loss, or potential 1loss, of
defense-related production or business service
activity, including acquisition or development, or
both, of real property by such applicant for
purposes of such diversification or conversion;
and (6) the creation or expansion of production,
business service, research or research-related
activities by an eligible applicant that will
significantly increase employment opportunities
for former employees of a contractor or

subcontractor engaged in defense-related
production. For purposes of any defense
diversification project, as defined in this
subsection, (A) "regional defense diversification

plan" means a plan prepared or supported by an
eligible applicant for purposes of (i) promoting
or advocating defense diversification projects or
(ii) supporting the retention of naval operations
as an interim strategy for economic stability
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within a region seeking diversification, (B)
"eligible applicant" means any for-profit or
nonprofit organization, municipality, regional

planning agency or any combination thereof and (C)
"business service activity" means the rendering of
any type of service to a business organization for
consideration;

[(x)] J(y) "Legislative body" means (1) the
board of selectmen in a town that does not have a
charter, special act or home rule ordinance
relating to its government or (2) the council,
board of aldermen, representative town meeting,
board of selectmen or other elected legislative
body described in a charter, special act or home
rule ordinance relating to 1its government in a
city, consolidated town and city, consolidated
town and borough or a town having a charter,
special act, consolidation ordinance or home rule
ordinance relating to its government.

Sec. 5. Section 32-348 of the general
statutes is repealed and the following is
substituted in lieu thereof:

(a) There 1is hereby established within the
Department of Economic and Community Development a
manufacturing extension service program for the
purpose of awarding a grant to [a private
nonprofit or public entity seeking to establish
within the state a manufacturing extension service
for small and medium-sized manufacturers] THE
CONNECTICUT MANUFACTURING EXTENSION PARTNERSHIP
AFFILIATE, WHICH SHALL BE KNOWN AS CONNSTEP, AS
DESIGNATED BY THE UNITED STATES DEPARTMENT OF
COMMERCE NATIONAL INSTITUTE OF STANDARDS AND
TECHNOLOGY. Applications for a grant under this
section shall be made and grants shall be awarded
in the manner and form prescribed by the
commissioner. The extension service’s
responsibilities shall include, but not be limited
to, providing training for small and medium-sized
businesses in high performance work practices.

[ (b) The Commissioner of Economic and
Community Development shall, within available
appropriations, conduct a study of the feasibility
of the consolidation of the business outreach
center challenge grant program authorized under
section 32-9gqg and The University of Connecticut
small business development center program into any
extension service established with assistance
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provided under subsection (a) of this section. The
commissioner shall submit a report on his findings
and recommendations to the joint standing
committee of the General Assembly having
cognizance of matters relating to the Department
of Economic and Community Development no later
than January 15, 1994.]

[(c)] (b) For the purposes described in

subsection [(d)] (c) of this section, the State
Bond Commission shall have the power, from time to
time to authorize the issuance of bonds of the
state in one or more series and in principal
amounts not exceeding in the aggregate [one] THREE
million dollars IN ANY CALENDAR YEAR.

[(d)] (c) The proceeds of the sale of said
bonds, to the extent of the amount stated in
subsection (c) of this section, shall be used by
the Commissioner of Economic and Community
Development for the purposes of subsection (a) of
this section.

[(e)] (d) All provisions of section 3-20, or
the exercise of any right or power granted thereby
which are not inconsistent with the provisions of
this section are hereby adopted and shall apply to
all bonds authorized by the State Bond Commission
pursuant to this section, and temporary notes in
anticipation of the money to be derived from the
sale of any such bonds so authorized may be issued
in accordance with said section 3-20 and from time
to time renewed. Such bonds shall mature at such
time or times not exceeding twenty years from
their respective dates as may be provided in or
pursuant to the resolution or resolutions of the
State Bond Commission authorizing such bonds. None
of said bonds shall be authorized except upon a
finding by the State Bond Commission that there
has been filed with it a request for such
authorization, which is signed by or on behalf of
the Secretary of the Office of Policy and
Management and states such terms and conditions as
said commission, 1in its discretion, may require.
Said bonds issued pursuant to this section shall
be general obligations of the state and the full
faith and credit of the state of Connecticut are
pledged for the payment of the principal of and
interest on said bonds as the same become due, and
accordingly and as part of the contract of the
state with the holders of said bonds,
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appropriation of all amounts necessary for
punctual payment of such principal and interest is
hereby made, and the Treasurer shall pay such
principal and interest as the same become due.

Sec. 6. Section 32-34 of the general statutes
is repealed and the following is substituted in
lieu thereof:

As used in this chapter AND SECTIONS 8 AND 9
OF THIS ACT, the following terms shall have the
following meanings unless the context clearly
indicates another meaning and intent:

(1) "Corporation" means Connecticut
Innovations, Incorporated as created under section
32-35;

(2) "Entrepreneur" means any person who seeks
to organize, operate and assume the risk for a
business enterprise, or who organizes, operates
and assumes the risk for a business enterprise;

(3) "Finance committee" means a committee or
subcommittee organized by the corporation and
having the authority to approve or deny
applications for financial aid and to enter into
agreements on behalf of the corporation to provide
financial aid;

(4) "Financial aid" means the infusion of
[risk] capital [or operating capital] to persons,
[for use in the research, development, application
and exploitation of specific technologies,
inventions and products and for education related
to such technologies, inventions and products] 1IN
ANY FORM WHATSOEVER, including, but not limited
to, grants, loans, EQUITY, LEASES, GUARANTEES,
ROYALTY ARRANGEMENTS, OTHER risk capital
[investment] and other types of financial
assistance;

(5) "Incubator facilities" means a building,
structure or complex designed, constructed,
renovated or developed to house and provide

research and other services to assist small
technology-based companies;

(6) "Invention" means any new product without
regard to whether a patent has been or could be
granted;

(7) "Person" means any individual, GENERAL OR
LIMITED partnership, corporation, limited
liability company, institution of higher
education, governmental entity or joint venture

conducting research into ideas with commercial
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potential or carrying on business, or proposing to
carry on business, within the state which (A) in
the case of an individual, GENERAL OR LIMITED
partnership, corporation, limited liability
company or joint venture, demonstrates to the
corporation the inability (i) to obtain
conventional financing in satisfactory amounts or
on satisfactory terms or (ii) to locate or
continue operations in the state without
assistance as provided in this chapter, and (B)
demonstrates to the corporation that any project
for research into or the development of specific
technologies, products, devices, techniques or
procedures or the marketing of services based on
the use of such technologies, products, devices,
techniques or procedures for which assistance
under this chapter, is sought, (i) will create new
or retain existing Jjobs in the state, (ii) will
result in an increase in the amount of goods or
services exported from the state, (iii) will help
to strengthen the economy of the state, or (iv)
will promote the development and utilization of
technology in the state;

(8) "Product" means any technology, device,
technique, service or process, which is or may be
exploitable commercially; such term shall not
refer to pure research but shall be construed to
apply to such technologies, products, devices,
techniques, services or processes which have
advanced beyond the theoretic stage and are
readily capable of being, or have been, reduced to
practice;

(9) "Research" means the scientific and
engineering analysis, investigation, collection of
ideas and inquiry into concepts, processes and
techniques, the purpose of which is intended to
result in a commercially feasible product, process
or technique;

(10) "Seed venture" means a business or other
entity in the early stage of development;

(11) "Technical peer review committee" means
a committee, subcommittee or other entity

organized by the corporation to provide advice and
counsel concerning the technological, marketing
and management feasibility of projects in
connection with each application for financial and
technical assistance;
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(12) "Technology" means the conversion of
basic scientific research into processes,
techniques and products which may have commercial
potential;

(13) "Advanced technology center" means a
cooperative research center in a specified field
of science and technology established and funded,
subject to the requirements in sections 32-40a,
32-40b and 32-40c, through an academic, industrial
and governmental partnership for purposes of
technological research with a direct relationship
to economic development in the state;

(14) "Venture" means, without limitation, any
contractual arrangement with any person whereby
the corporation obtains rights from or in an
invention or product or proceeds therefrom, or
rights to obtain from any person any and all forms
of equity instruments including, but not limited
to, common and preferred stock, warrants, options,
convertible debentures and similar types of
instruments exercisable or convertible into
capital stock, in exchange for the granting of
financial aid to such person;

(15) "VENTURE LEASE" MEANS A LEASE BY THE
CORPORATION TO A TECHNOLOGY COMPANY OF ANY REAL OR
PERSONAL PROPERTY, ON SUCH TERMS, INCLUDING LEASE
PAYMENTS, LEASE TERM AND PURCHASE OPTIONS, AS THE
CORPORATION SHALL DETERMINE;

(16) "AFFILIATE" MEANS ANY PERSON THAT
DIRECTLY OR INDIRECTLY THROUGH ONE OR MORE
INTERMEDIARIES, CONTROLS OR IS CONTROLLED BY OR IS
UNDER COMMON CONTROL WITH, ANOTHER PERSON,
INCLUDING, BUT NOT LIMITED TO, ANY CORPORATION,
GENERAL OR LIMITED PARTNERSHIP OR LIMITED
LIABILITY COMPANY CONTROLLED, DIRECTLY OR
INDIRECTLY, BY SUCH OTHER PERSON OR THE
CORPORATION, PROVIDED, IN ADDITION TO OTHER MEANS
OF BEING CONTROLLED, A GENERAL OR LIMITED
PARTNERSHIP OR LIMITED LIABILITY COMPANY SHALL BE
DEEMED TQO BE CONTROLLED BY THE CORPORATION IF THE
CORPORATION OR ONE OF 1ITS AFFILIATES ACTS AS A
GENERAL PARTNER OR A MANAGER OF SUCH GENERAL OR
LIMITED PARTNERSHIP OR LIMITED LIABILITY COMPANY;

(17) "CAPITAL INITIATIVE" MEANS PROVIDING
FINANCIAL AID THROUGH ONE OR MORE AFFILIATES AND
RATSING THE CAPITAL FOR SUCH AFFILIATES, IN WHOLE
OR IN PART, FROM SOURCES OTHER THAN THE STATE.
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Sec. 7. Section 32-39 of the general statutes
is repealed and the following is substituted in
lieu thereof:

The purposes of the corporation shall be to
stimulate and encourage the research and
development of new technologies and products, to
encourage the creation and transfer of new
technologies, to assist existing businesses in
adopting current and innovative technological
processes, to stimulate and provide services to
industry that will advance the adoption and
utilization of technology, to achieve improvements
in the quality of products and services, to
stimulate and encourage the development and
operation of new and existing science parks and
incubator facilities, and to promote science,
engineering, mathematics and other disciplines
that are essential to the development and
application of technology within Connecticut by
the infusion of financial aid for research,
invention and innovation in situations in which
such financial aid would not otherwise be
reasonably available from commercial or other
sources, and for these purposes the corporation
shall have the following powers:

(1) To have perpetual succession as a body
corporate and to adopt bylaws, policies and
procedures for the regulation of its affairs and
conduct of its businesses as provided in section
32-36;

(2) To enter into venture agreements with
persons, upon such terms and on such conditions as
are consistent with the purposes of this chapter,
for the advancement of financial aid to such

persons for the research, development and
application of specific technologies, products,
procedures, services and techniques, to be

developed and produced in this state, and to
condition such agreements upon contractual
assurances that the benefits of increasing or
maintaining employment and tax revenues shall
remain in this state and shall accrue to it;

(3) To solicit, receive and accept aid,
grants or contributions from any source of money,
property or . labor or other things of value, to be
held, used and applied to carry out the purposes
of this chapter, subject to the conditions upon
which such grants and contributions may be made,
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including but not limited to, gifts or grants from
any department or agency of the United States or
the state;

(4) With the approval of the Secretary of the
Office of Policy and Management, to invest in,
acquire, lease, purchase, own, manage, hold and
dispose of real property and lease, convey or deal
in or enter into agreements with respect to such
property on any terms necessary or incidental to
the carrying out of these purposes; provided,
however, that all such acquisitions of real
property shall be subject to the provisions of
section 4b-23 AND FURTHER PROVIDED THE FOREGOING
REQUIREMENTS OF THIS SUBDIVISION SHALL NOT APPLY
TO AFFILIATES WHICH ACQUIRE, LEASE, PURCHASE, OWN,
MANAGE, HOLD OR DISPOSE OF REAL PROPERTY AND WHICH
AFFILIATES ENGAGE IN SUCH ACTIVITIES PRIMARILY FOR
USE BY OR FOR THE BENEFIT OF TECHNOLOGY COMPANIES;

(5) To Dborrow money OR TO GUARANTEE A RETURN
TO THE INVESTORS IN OR LENDERS TO ANY CAPITAL
INITIATIVE, to the extent permitted under this
chapterL AND SECTIONS 8 AND 9 OF THIS ACT;

(6) To hold patents, copyrights, trademarks,
marketing rights, licenses, or any other evidences
of protection or exclusivity as to any products as
defined herein, issued under the 1laws of the
United States or any state or any nation;

(7) To employ such assistants, agents and
other employees as may be necessary or desirable,
which employees shall be exempt from the
classified service and shall not be employees, as
defined in subsection (b) of section 5-270, AS
AMENDED; establish all necessary or appropriate
personnel practices and policies, including those
relating to hiring, promotion, compensation,
retirement and collective bargaining, which need
not be in accordance with chapter 68, and the
corporation shall not be an employer as defined in
subsection (a) of section 5-270, AS AMENDED; and
engage consultants, attorneys and appraisers as
may be necessary or desirable to carry out its
purposes in accordance with this chapter;

(8) To make and enter into all contracts and
agreements necessary or incidental to the
performance of its duties and the execution of its
powers under this chapter;

(9) To sue and be sued, plead and be
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impleaded, adopt a seal and alter the same at
pleasure;

(10) With the approval of the State
Treasurer, to invest any funds not needed for
immediate use or disbursement, including any funds
held in reserve, in obligations issued or
guaranteed by the United States of America or the
state of Connecticut and in other obligations
which are 1legal investments for retirement funds
in this state;

(11) To procure insurance against any loss in
connection with its property and other assets in
such amounts and from such insurers as it deems
desirable;

(12) To the extent permitted under its
contract with other persons, to consent to any
termination, modification, forgiveness or other
change of any term of any contractual right,
payment, royalty, contract or agreement of any
kind to which the corporation is a party;

(13) To do anything necessary and convenient
to render the bonds to be issued under section
32-41 more marketable;

(14) To acquire, lease, purchase, own,
manage, hold and dispose of personal property, and
lease, convey or deal in or enter into agreements
with respect to such property on any terms
necessary or incidental to the carrying out of
these purposes;

(15) In connection with any application for
assistance under this chapter, or commitments
therefor, to make and collect such fees as the
corporation shall determine to be reasonable;

(16) To enter into venture agreements with
persons, upon such terms and conditions as are
consistent with the purposes of this chapter to
provide financial aid to such persons for the
marketing of new and innovative services based on
the use of a specific technology, product, device,
technique, service or process;

(17) To enter into limited partnerships or
other contractual arrangements with private and
public sector entities as the corporation deems
necessary to provide financial aid which shall be
used to make investments of seed venture capital
in companies based in or relocating to the state
in a manner which shall foster additional capital
investment, the establishment of new businesses,
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the creation of new jobs and additional
commercially-oriented research and development
activity. The repayment of such financial aid
shall be structured in such manner as the
corporation deems will best encourage private
sector participation in such limited partnerships
or other arrangements. The board of directors,
executive director, officers and staff of the
corporation may serve as members of any advisory
or other board which may be established to carry
out the purposes of this subdivision;

(18) To account for and audit funds of the
corporation and funds of any recipients of
financial aid from the corporation;

(19) To advise the Governor, the General
Assembly, the Commissioner of Economic and
Community Development and the Commissioner of
Higher Education on matters relating to science,
engineering and technology which may have an
impact on state policies, programs, employers and
residents, and on job creation and retention;

(20) To promote technology-based development
in the state;

(21) To encourage and promote the
establishment of and, within available resources,
to provide financial aid to advanced technology
centers;

(22) To maintain an inventory of data and
information concerning state and federal programs
which are related to the purposes of this chapter
and to serve as a clearinghouse and referral
service for such data and information;

(23) To conduct and encourage research and
studies relating to technological development;

(24) To provide technical or other assistance
and, within available resources, to provide
financial aid to the Connecticut Academy of
Science and Engineering, Incorporated, in order to
further the purposes of this chapter;

(25) To recommend a science and technology
agenda for the state that will promote the
formation of public and private partnerships for
the purpose of stimulating research, new business
formation and growth and job creation;

(26) To encourage and provide technical
assistance and, within available resources, to
provide financial aid to existing manufacturers
and other businesses in the process of adopting
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innovative technology and new state-of-the-art
processes and techniques;

(27) To recommend state goals for
technological development and to establish
policies and strategies for developing and
assisting technology-based companies and for

attracting such companies to the state;

(28) To promote and encourage and, within
available resources, to provide financial aid for
the establishment, maintenance and operation of
incubator facilities;

(29) To promote and encourage the
coordination of public and private resources and
activities within the state in order to assist

technology-based entrepreneurs and business
enterprises;

(30) To provide services to industry that
will stimulate and advance the adoption and

utilization of technology and achieve improvements
in the quality of products and services;

(31) To promote science, engineering,
mathematics and other disciplines that are
essential to the development and application of
technology;

(32) To coordinate its efforts with existing
business outreach centers, as described in section
32-9qq;

(33) To do all acts and things necessary and
convenient to carry out the purposes of this

chapter;
(34) To accept from the department: (Aa)
Financial assistance, (B) revenues or the right to

receive revenues with respect to any program under
the supervision of the department, and (C) loan
assets or equity interests in connection with any
program under the supervision of the department;
to make advances to and reimburse the department
for any expenses incurred or to be incurred by it
in the delivery of such assistance, revenues,
rights, assets, or interests; to enter into
agreements for the delivery of services by the
corporation, in consultation with the department,
the Connecticut Housing Finance Authority and the
Connecticut Development Authority, to third
parties which agreements may include provisions
for payment by the department to the corporation
for the delivery of such services; and to enter
into agreements with the department or with the
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Connecticut Development Authority or Connecticut
Housing Finance Authority for the sharing of
assistants, agents and other consultants,
professionals and employees, and facilities and
other real and personal property used in the
conduct of the corporation’s affairs;

(35) To transfer to the department: (a)
Financial assistance, (B) revenues or the right to
receive revenues with respect to any program under
the supervision of the corporation, and (C) loan
assets or equity interests in connection with any
program under the supervision of the corporation,
provided the transfer of such financial
assistance, revenues, rights, assets or interests
is determined by the corporation to be
practicable, within the constraints and not
inconsistent with the fiduciary obligations of the
corporation imposed upon or established wupon the
corporation by any provision of the general
statutes, the corporation’s bond resolutions or
any other agreement or contract of the corporation
and to have no adverse effect on the tax-exempt
status of any bonds of the state;

(36) WITH RESPECT TO ANY CAPITAL INITIATIVE,
TO CREATE, WITH ONE OR MORE PERSONS, ONE OR MORE
AFFILIATES AND TO PROVIDE, DIRECTLY OR INDIRECTLY,
FOR THE CONTRIBUTION OF CAPITAL TO ANY SUCH
AFFILIATE, EACH SUCH AFFILIATE BEING EXPRESSLY
AUTHORIZED TO EXERCISE ON SUCH AFFILIATE’'S OWN
BEHALF ALL POWERS WHICH THE CORPORATION MAY
EXERCISE UNDER THIS SECTION, IN ADDITION TO SUCH
OTHER POWERS PROVIDED TO IT BY LAW;

(37) TO PROVIDE FINANCIAL AID TO ENABLE
BIOTECHNOLOGY AND OTHER TECHNOLOGY COMPANIES TO
LEASE, ACQUIRE, CONSTRUCT, MAINTAIN, REPATIR,
REPLACE OR OTHERWISE OBTAIN AND MAINTAIN
PRODUCTION, TESTING, RESEARCH, DEVELOPMENT,
MANUFACTURING, LABORATORY AND RELATED AND OTHER

FACILITIES, IMPROVEMENTS AND EQUIPMENT.

Sec. 8. (NEW) (a) With respect to any
affiliate created pursuant to section 32-39 of the
general statutes, as amended by this act,
liability shall be limited solely to the assets
and revenues or other resources of any such
affiliate and without recourse liability to
Connecticut Innovations, Incorporated, its other
funds or any other assets of the corporation,
except to the extent of any express written
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guarantees by the corporation or any investments
made or committed to by the corporation.

(b) The provisions of sections 32-47 and
1-125 of the general statutes shall apply to any
officer, director, designee or employee serving at
the request of the corporation as a member,
director or officer or advisor of any such
affiliate. Any such person so appointed shall not
be personally liable for the debts, obligations or
liabilities of any such affiliate as provided in
said section 1-125. Any affiliate shall and the
corporation may provide the indemnification to
protect, save harmless and indemnify such officer,
director, designee or employee as provided in said
section 1-125.

Sec. 9. (NEW) Guarantees issued by
Connecticut Innovations, Incorporated, and all
equity instruments and obligations, any of which
include a guarantee of a return of capital or
principal by the corporation, under the provisions
of chapter 581 of the general statutes, as amended
by this act, this section and section 8 of this
act, are hereby made securities in which all
public officers and public bodies of the state and

its political subdivisions, all insurance
companies, state banks and trust companies,
national banking associations, savings banks,
savings and loan associations, investment

companies, executors, administrators, trustees and
other fiduciaries may properly and legally invest
funds, including capital in their control or
belonging to them. Such instruments and
obligations are hereby made securities which may
properly and legally be deposited with and
received by any state or municipal officer or any
agency or political subdivision of the state for
any purpose for which the deposit of bonds or
obligations of the state is now or may hereafter
be authorized by law.

Sec. 10. Subsection (c¢) of section 32-70 of
the general statutes, as amended by section 98 of
public act 97-2 of the June 18 special session, is
repealed and the following is substituted in 1lieu
thereof:

(c) (1) On or before September 30, 1993, the
Commissioner of Economic and Community Development
shall approve the designation of ten areas as
enterprise zones, not more than four of which
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shall be in municipalities with a population
greater than eighty thousand and not more than six
of which shall be in municipalities with a
population of less than eighty thousand. (2) (A)
On or after October 1, 1993, the commissioner
shall approve the designation of two areas as
enterprise zones. FEach such area shall be in a
municipality with a population of less than eighty
thousand, in which there are one or more base or
plant closures. Such municipalities shall be in
different counties. If the commissioner approves
the designation of an area of a municipality as an
enterprise zone because of a plant closure in the
municipality and there is a closure of another
plant in any other municipality in the state by
the same business, the commissioner shall also
designate an area in such other municipality as an
enterprise zone. If any such designated area
includes a portion of a census tract in which any
such base or plant is located, the census tracts
in such area shall not be required to meet the
eligibility criteria set forth under subsection
(a) of this section for enterprise zone
designation. If any such area is located elsewhere
in the municipality, the census tracts in such
area shall meet such eligibility criteria. As used
in this subparagraph, (i) "base" means any United
States or state of Connecticut military base or
facility 1located in whole or in part within the

state; (ii) "plant" means any manufacturing or
economic base business, as defined in subsection
[(k)] (1) of section 32-222; and (iii) "closure"

means any reduction or transfer in military
personnel or civilian employment at one or more
bases or plants in a municipality, which occurred
between July 1, 1989, and July 1, 1993, or 1is
scheduled to occur between July 1, 1993, and July
1, 1996, and exceeds two thousand persons. Such
employment figures shall be certified by the Labor
Department. (B) On or after October 1, 1993, the
commissioner shall approve the designation of
three other areas as enterprise zones, one of
which shall be in a municipality with a population
greater than eighty thousand and two of which
shall be in municipalities with a population of
less than eighty thousand. The census tracts in
such areas shall meet the eligibility criteria set
forth under subsection (a) of this section for
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enterprise zone designation. The commissioner
shall approve the designation of enterprise zones
under this subparagraph for those municipalities
which he determines to have experienced the
largest increases in poverty from October 1, 1989,
to October 1, 1993, inclusive, based on a weighted
average of the unemployment rate, caseload under
the temporary family assistance program and per
capita income of less than ninety per cent of the
state average between 1985 and 1989. In making his
determination, the commissioner may also consider
the vacancy rates for commercial and industrial
facilities in a municipality and a municipality’s
program for the implementation of an effective
enterprise zone program. To the extent
appropriate, the commissioner shall use the
Regional Economic Models, Inc. (REMI) system in
making the calculations for such determination.
(C) Notwithstanding the provisions of subsection
(a) of this section, municipalities that were not
distressed municipalities under the provisions of
subsection (b) of section 32-9p on February 1,
1986, shall be eligible to designate areas as
enterprise zones under subparagraph (A) or (B) of

this subdivision. (3) The commissioner shall not
approve the designation of more than one
enterprise zone in any municipality. The

commissioner shall adopt regulations in accordance
with chapter 54 concerning such additional
qualifications for an area to become an enterprise
zone as he deems necessary. The commissioner may
remove the designation of any area he has approved
as an enterprise zone if such area no longer meets
the criteria for designation as such an area set
forth in this section or in regulations adopted
pursuant to this section, provided no such
designation shall be removed less than ten years
from the original date of approval of such =zone.
The commissioner may designate any additional area
as an enterprise zone if that area 1is designated
as an enterprise zone, empowerment zone or
enterprise community pursuant to any federal
legislation.

Sec. 11. Section 32-23tt of the general
statutes 1is repealed and the following is
substituted in lieu thereof:

As wused in section 32-2311, this section, and
sections 32-23uu, 32-23vv and 32-235:
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(1) "Authority" means the Connecticut
Development Authority established under the
provisions of this chapter.

(2) "Educational upgrades" means (A) programs
designed to increase the basic skills of
production workers including, but not limited to
training, in written and oral communication,
mathematics or science, or (B) training in
innovative production methods and workplace
oriented computer technical skills.

(3) "Financial assistance" means grants,
loans, loan guarantees or interest rate subsidies
or any combination thereof.

(4) "Manufacturing or economic base business"
means a business defined under subsection [(k)]
(1) of section 32-222.

(5) "Production worker" means an employee of

a manufacturer whose principal duties are located
within the state, and consist of the assembly or
construction of the manufacturer’s product or a
portion thereof.

Sec. 12. This act shall take effect from its
passage, except that sections 1 to 3, inclusive,
shall be applicable to income years commencing on
or after January 1, 1999.

CE COMMITTEE VOTE: YEA 27 NAY 0 JFS C/R FIN
FIN COMMITTEE VOTE: YEA 45 NAY 0 JFS
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"THE FOLLOWING FISCAL IMPACT STATEMENT AND BILL
ANALYSIS ARE PREPARED FOR THE BENEFIT OF MEMBERS OF THE
GENERAL ASSEMBLY, SOLELY FOR PURPOSES OF INFORMATION,
SUMMARIZATION AND EXPLANATION AND DO NOT REPRESENT THE
INTENT OF THE GENERAL ASSEMBLY OR EITHER HOUSE THEREOF
FOR ANY PURPOSE."

* % % % %
FISCAL: IMPACT STATEMENT - BILL NUMBER sSB 599
STATE IMPACT Revenue Loss, Cost, Implements a

Provision in the Budget, see
explanation below

MUNICIPAL IMPACT None
STATE AGENCY (S) Department of Revenue Services,
Department of Economic and

Community Development
EXPLANATION OF ESTIMATES:

STATE IMPACT: The bill is expected to result 1in a
revenue loss of $5.0 million in FY 99 and will increase
to $148.7 million by FY 10. See the accompanying
schedule for a complete breakdown of the revenue loss
associated with each tax provision.

The Department of Revenue Services will require $25,000
in FY 00 for programming costs and $225,000 in FY 01
for auditors and related costs.

Substitute House Bill 5021, An Act Making Adjustments
To The State Budget For The Biennium Ending June 30,
1999, provides the Department of Economic and Community
Development $4 million for program and administrative
costs for the economic cluster initiative.

The interest cost of bonding $3 million at an interest
rate of 6.25% over 20 vyears is $2 million. Since the
bill allows for the ConnSTEP program to bond up to $3
million year in perpetuity, the effect is to additively
increase annual debt service costs by $.3 million.
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OLR BILL ANALYSIS

AN ACT CONCERNING ECONOMIC CLUSTERS

SUMMARY :
1.

This bill:

increases an existing research and development
(R&D) tax credit for some companies and makes
the carry-forward benefits of another R&D
credit available to more companies;

allows some tax credit recipients to sell
their credits to third parties;

extends, from five to 20 years, the period a
company can carry forward and take a
corporation tax deduction for an operating
loss;

empowers Connecticut Innovations, 1Inc. (CII)
to acquire, construct, and lease facilities
and equipment on behalf of technology
companies, create affiliates to raise funds
and distribute financial aid, and guarantee a
return to those who invest in or lend to an
affiliate;

makes any business that is part of an economic
cluster designated by the Department of
Economic and Community Development (DECD)
commissioner eligible for Manufacturing
Assistance Act financing; and

increases bond funding for the state’s
manufacturing extension service (ConnSTEP)
from a $1 million total authorization to $3
million annually.

EFFECTIVE DATE: Upon passage, with the tax provisions
applicable to tax years beginning January 1, 1999.

FURTHER EXPLANATION
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R&D Tax Credits

Rolling R&D Tax Credits. The bill allows a 6% R&D
corporate tax credit for businesses with $100 million
or less in annual gross revenues. Businesses with
higher annual revenues continue to be eligible for
credits under the current structure, which grants
credits ranging between 1% and 6%, depending on how
much a company spends for R&D. The 6% credit goes to
companies that spend over $200 million.

If a company with wunder $100 million in revenues
qualifies for the 6% credit and files as part of a
combined return, the credit must be taken against its
share of the tax liability. 1Its tax liability, under
the bill, is figured on the same ratio (excluding net
operating losses) as its net income bears to all income
in the combined return.

The bill allows companies with annual revenues under
$30 million to assign their credits to third parties. A
business purchasing a credit may claim it only in a
year the assigning company could claim it.

A business may not achieve the $100 million or $30
million revenue ceilings through transactions with
another company it controls or by which it is
controlled. The DECD commissioner makes these
determinations and he may, under the bill, adopt
regulations governing the credit process.

By law, a company’'s R&D spending must occur in
Connecticut. A company can claim R&D expenses as
defined by the Internal Revenue Code, including basic
research expenses it does not claim on its federal
return. The actual amount it can deduct in that year is
further limited to the greater of (1) 50% of its tax
bill without subtracting the credit or (2) the lesser
of (a) twice the 6% credit or (b) 90% of its tax bill,
again without subtracting the credit.

A company can claim no more than one-third of its
allowable credit in any tax year; it must carry forward
any remainder. It cannot claim new credits until it has
used all of the credits carried over. A company cannot
claim credits under this law for expenditures it claims
under the incremental R&D tax credit (see below).
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Incremental R&D Credits. The law grants any company
that increases its R&D spending from one year to the
next a credit equal to 20% of the incremental increase.
It allows biotechnology companies to carry forward
unused portions of their credits for 15 years. The bill
extends this carry-forward privilege to all taxpayers
and increases the carry-forward period to 20 years. The
extension applies to credits earned after January 1,
1999.

It allows companies with annual revenues under $30
million (as determined by the DECD commissioner) that
earn a credit to assign it to third parties. An
assignee may claim it only in a year the assigning
company could claim it. The bill allows the revenue
services commissioner to adopt regulations governing
this credit.

Net Operating Losses

The law allows corporations to take a tax deduction for
net operating losses, which they can carry forward for
five years. The bill extends this carry-forward period
to 20 years for losses incurred after January 1, 1999.
Thus, a loss incurred in the 1998 tax year expires in
2003, while one incurred in 1999 expires in 2019.

Expanding CII's Powers

Financial Aid. The bill broadens CII‘s ability to
provide financial aid by allowing it to provide such
aid in any form it <chooses and for any purpose for
which it is authorized. It specifically permits CII to
provide guarantees and authorizes it to guarantee a
return to those who invest 1in or lend to one of its
affiliates. It permits CII to lease real and personal
property as a form of financial aid. And it authorizes
CII to provide financial aid to biotechnology and other
technology companies to lease, acquire, construct,
maintain, or replace production, testing, research,
laboratory, development, and manufacturing facilities,
improvements, and equipment.

The bill repeals a requirement that CII's financial aid
be used for research, development, application, and
exploitation of specific technologies, inventions, and
products and for education related to these purposes.
It makes CII equity instruments, obligations, and
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guarantees legal investments for public agencies and
private financial institutions. And it allows public
agencies to receive and deposit them in the same way
they can for state bonds and notes.

Creating Affiliates. The bill enables CII to create
affiliates that can exercise any of CII's powers and
provide financial aid for any purposes that CII can.
The bill specifies that an affiliate can be a general
or 1limited partnership, corporation, or limited
liability company. Under the existing law’s definition
of "person," an affiliate can also be an individual,
college or university, government entity, or Jjoint
venture that conducts research into ideas with
commercial potential. An affiliate can be controlled,
directly or indirectly, by CII or another entity, but
CII is deemed to be the controlling party if it or one
of its affiliates 1is a general partner or manager of a
general or limited partnership or a limited liability
company .

The bill exempts CII affiliates that acquire, lease,
own, manage, or dispose of real property primarily to
benefit technology companies from the requirement,
which applies to CII, that the Office of Policy and
Management and the State Properties Review Board
approve these actions.

The bill specifies that an affiliate has no recourse to
CITI to cover its financial 1liabilities, wunless CII
expressly guarantees such recourse or invests in the
affiliate. It exempts CII officers, directors, and
employees appointed to serve an affiliate from personal
liability for the affiliate’s actions and requires the
affiliate to indemnify any of these people found to
have been negligent in performing their duties, unless
their act or failure to act was wanton, reckless,
wilful, or malicious.

Manufacturing Extension Service

The extension service helps small- and medium-sized
businesses address technical problems, learn about and
apply new technologies and processes, and train
employees in high performance work practices. Under
current law, the extension service 1is provided by a
private, nonprofit or public agency through a DECD
grant. The bill specifies that the grant must go to the
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federally designated Connecticut Manufacturing
Partnership Affiliate, known as ConnSTEP. It also
increases the ConnSTEP’'s bond authorization from $1
million to $3 million in any calendar year.

The bill also repeals an obsolete feasibility study and
reporting requirement.

BACKGROUND

Economic Clusters

The law defines an economic cluster as a grouping of
industries linked through customer, supplier, or other
relationships. It requires the DECD commissioner to
submit an annual report to the legislature identifying
existing clusters. The 1997 report identified the
following clusters (and some of their component
industries):

1. telecommunications and information
(communications, advertising, publishing,
educational services, computer and office
equipment) ;

2. financial services (life insurance, pension
and health funds, banks, credit and savings
institutions, security and commodities
services) ;

3. health services {health and accident

insurance, nursing and personal care, medical
and dental laboratories, hospitals);

4. high technology industries (drugs, fiber
optics, lasers, computer and data processing,
medical instruments);

5. manufacturing (plastics, metalworking,
electrical equipment, industrial machinery,
ships and aircraft, plumbing and heating); and

6. tourism and entertainment ({hotels, motion
pictures, air and bus transportation,
amusement and recreation).

COMMITTEE ACTION



File No. 528 45
Commerce Committee

Joint Favorable Substitute Change of Reference
Yea 27 Nay O

Finance, Revenue and Bonding Committee

Joint Favorable Substitute
Yea 45 Nay 0



