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SR&ED is a $4 billon government incentive...

- do you qualify?

by Richard Moore, B.A.Sc., M.B.A., former Science Consultant to CRA
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SR&ED is a government incentive
to encourage you to develop new technical knowledge

SR&ED typically cuts R&D budgets
of technology based companies in half!

SR&ED ought to become an integral component of your
cash flow planning.

SR&ED it will affect your company’s balance sheet
dramatically!
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new knowledge in every technical domain
qgualifies for SR&ED

Canadian Controlled Private Corporations receive
government cheques. Others do not.

Public and non-Canadian companies receive income tax
credits that can only be used to pay your company’s income
taxes. They can be carried forward for 20 years.

If your company is not a CCPC, it must be profitable in order
to benefit from SR&ED.
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SR&ED is generous!

CCPCs receive Government of Canada cheques equal to
the sum of :

* 68.5% of qualifying salaries;
o 41.5% of contractor payments and costs of materials;
o 22.6% of capital equipment used exclusively for R&D

reduced by 41.5% of government grants such as NRC-IRAP.
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only technical activities qualify for SR&ED:

1/26/2010

experiments and analysis;

design, analysis, data collection, and research;
technical support (not for customers);

Internal technical documentation;

first-line manager's supervision of tech team; hiring.
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non-technical activities do NOT qualify for SR&ED:

1/26/2010

» sales, advertising, and customer support;
« financing, preparing marketing and business plans;

e system integration: if you are merely following
directions, then your activities do NOT qualify;
however, if you need to reverse engineer third-party
products to perform uniquely then yes, your work will

qualify.
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Most innovative technical development
ought to qualify for SR&ED

When you uncover new technical knowledge that your
competitors don’'t understand, a portion of salaries and
contractor fees you invested in your intellectual property
portfolio will qualify for SR&ED!
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It's a grey world!

Software SR&ED claims are the most contentious, and
most difficult for CRA to assess.

Expert opinion can benefit you. You'll need to separate
time spent on SR&ED-eligible activities and bug fixes that
characterize routine application software development.

At least one-half of our clients are involved Iin software.
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SR&ED templates provide proof for CRA...,
who will inevitably come knocking...
seeking documentation

CRA'’s internal policy is to visit every SR&ED claimant
every three years, at least.

| recommend using a spreadsheet to log the proportions of
time that each employee and contractor spent on each
“SR&ED Project”. They're a simple effective way to provide
the documentation CRA requires.
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What's the minimum effort for required to
warrant logging time and claiming each
SR&ED Project?

Rule of thumb: usually >% man-year is required to
justify writing the 3 sections required to describe
each SR&ED Project.
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three SR&ED technical sections:

Technological Advancements (max 350 words, ~ one page)
1. Technological Obstacles (max 350 words, ~ one page)
2. Work Performed (max 700 words, ~ two pages)

...and answer some Y/N questions.
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first section: “Technological Advancements”
maximum: 350 words (~one page)

Describe knowledge that you generated which ‘advanced’
your understanding of issues necessary to overcome your
Technical Obstacles.

Explain what you know about your topic that your
competitors don’t understand. | recommend starting your
paragraphs using these phrases:

 We learned how to...

 We discovered that...

 We now understand why...

 New knowledge that we generated enabled us to...
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second section: “Technological Obstacles”
maximum of 350 words (~one page)

Describe problems that you didn’t initially know how to
solve because knowledge generally-available was
Inadequate to solve them.

Stress uncertainty. Begin your paragraphs using these
phrases:

 We did not know how to...

 We were unsure whether we could...
 We could not understand why...

* Our problem was difficult because...

1/26/2010 www.techincentives.ca 13
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third section: “Work Performed”
maximum of 700 words (~two pages)

Describe the activities and tests that each person
performed. CRA needs evidence to justify apportionments
of each employee’s salary and of each contractor’s fee and

materials used.

 Emphasize the systematic manner in which you
iInvestigated issues that concerned you;

» Describe your failures and disappointments because
they demonstrate the difficulties you faced.

1/26/2010 www.techincentives.ca 14
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Don’t procrastinate!
Describe your problems in your logs

It takes less effort to explain why your work is difficult while
you are working on problems you need to solve. Don’t walit
until you are finished to describe your difficulties. That is
more difficult, and more time-consuming!

Descriptions in your logs of your problems you’re trying to
solve will become content in the one-page “Technological
Obstacles” section of SR&ED form T661.
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...also describe your solutions in your logs

When you are proud of achieving a milestone, take an hour
to write.

Explanations in your logs of your solutions will become
content in the one-page description of your “Technical
Advancements” required in SR&ED form T661.
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Don’t procrastinate!

1.1t will take you less effort to explain why your work is
difficult if you do so while you work on problems you need
to solve... and likely clarify your thought processes.

Don’t wait until you are finished to describe your
difficulties. It is more difficult and more time-consuming
then!

2.Smart technical people who solve problems that initially
perplexed them often think “gee, that wasn’t so difficult
after all”. It's awkward for them to explain what appeared
so difficult initially. Instead, | recommend keeping
contemporaneous records- in real-time. You'll likely
receive more cash, because your people will identify more
time which qualifies for SR&ED, and be able to justify it.
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What is your deadline for submitting
SR&ED form T6617

your SR&ED claim must be submitted within 18 months
after the end of each fiscal period.

The sooner you start, the sooner your Government of
Canada cheque will arrive.

1/26/2010 www.techincentives.ca 18
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Get your accountant to
enter your technical data
Into SR&ED form T661

Your accountant will use Taxprep, Cantax or Profile
software to prepare your corporate T2 income tax return.

She will enter your SR&ED data directly into Taxprep,
Cantax or Profile file, then return you sign your T2 and
deliver it to CRA or file it electronically.
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CRA’s new SR&ED form T661: introduction
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CRA’s new SR&ED form T661: enter salaries,
contractor fees, materials, lease payments, capex
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When will your SR&ED cheques arrive?

Plan on receiving SR&ED cheques every year, ~one-half year
after the end of every fiscal period

SR&ED cheques usually arrive within 3-4 months after you file
your T2 and SR&ED form T661. Sometimes within only one
month!

If you have already submitted your T2, it will need to be
amended. Your first SR&ED cheque will be delayed because
CRA intentionally discourages amended T2s with SR&ED
forms; CRA must process your T2 twice); consequently your
first SR&ED cheque is likely to arrive in 6-8 months.
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Do you still have questions?

How can | help you to understand whether your activities
qgualify for SR&ED?

What is special about your situation?

What would you like to ask CRA, but are too afraid to ask?
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Richard Moore, B.A.Sc., M.B.A.
www.techincentives.ca
richard@techincentives.ca 604-331-4688

Unequaled reliability and delivery of SR&ED cheques:

>275 SR&ED cheques received by
>110 technology companies during the past 9 years
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