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CORPORATION

SR&ED Newsletter - Edition 2000-1

Welcome to the first of what we expect to be a semi annual newsletter regarding recent
developments to Scientific Research and Experimental Development (SR&ED) project
management and tax credit claims. This newsletter provides an overview of significant SR&ED
developments issued by the CCRA' and the tax courts for the year to date as well as related tax
planning opportunities. The newsletter also provides a brief overview of our “R&D Base” project
tracking software and links for interested parties to download a free demonstration version.

The major topics of this newsletter are outlined below.

Recent SR&ED tax cases & related iSSUE(S) ciccvvvericcscsnsicssssnnsecssssansecssssnssesssssnssessssssssssssssassssssss 2
Quantetics Corporation - Definition of “All or substantially All”............cccoveviiiieiiiennnnns 2

C.W. Agencies - whether development of application software SR&ED............c..ccccuu... 4
Knowledge Systems Incorporated - whether electronic diary entries SR&ED................... 8

Tax planning - corporate structures to optimise Credits.......ccouverecescrnrecssssnnrecsssnsrecssssssescsnns 10
Issue: Associated corporations must share SR&ED expenditure limits.............cccveenenee. 10
“dejure” or “VOtiNg” CONIIOL ......cuuiieuiieeiiieeiieeeiie ettt e e e e e e e e e 10

“defacto” or “non-voting” sources of control...........cccceevieiiiiiiiniiiinineiee e 10

Potential structures to optimise SR&ED tax credits ........cccoecveveerierienienienienieniceeeeene 11
Overview of the R&D Base MOodel .......ueeeeenirininsninsnenseinsensenssnenssnecsesssacsssesssseessesssassssasnse 12
History of the Yantra - the three basic shapes of geometry ..........cccoeoeeviiiiiiniiinenene 12
Square — triangle- circle - The basis of the R&D Base interface ...........cccoeveeeiiennennnnn. 13

The “R&D Base” database .........ccceeieririiriiiieieeiesieee ettt 13
Summary of the R&D Base input and output............cueeiveeiseiiseeiseisseensenssnecssensecsssecssecsees 14
Technical description COMPIlation ............cceeviiiiiiiiiieiieneeee e 14

The Square - definition of existing kKnowledge ..........cccoocvvvvveniienieniiciecieees 14

The triangle — documenting technical uncertainty .........c.cccocceevieeiieiieeniieeneennen. 14

The Circle — Ongoing experimental activities & conclusions.............ceceveeriennnee 14

Correlation Of aCtIVITIES t0 COSES ....erurirtiriiriiriiiieeient ettt ettt ettt 15

L@ 3150 | PP 16

! Canada Customs and Revenue Agency
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SR&ED Newsletter
Edition 2001-1

Welcome to the first 2001 installment of our semi annual newsletter regarding recent
developments to Scientific Research and Experimental Development (SR&ED) project
management and tax credit claims. This newsletter provides an overview of the following
significant SR&ED developments.

Recent SR&ED tax cases & related iSSUE(S).cccuveeecnrrecssnecssnnesssnnecsnnessnnessseesssseessssnessssnsssssnssanes 2
CDD-REM - Payments to “specified employees” .........cccoveeriiieriieeniieeniee e 2

Facts: 10 INVOICEe fOI PAYIMEINL(S)....veeurerrereieiietieieeiestesteerteetestestesseesseeseeseesseesseesseenseensesssensaensens 2

Issue(s): Documentation required to support SR&ED? ......c.cooiiiiiiiiiii e 2

Ruling & rationale: eligible based On “eVIAeNnCe™.........coceeiriieiereriiiire e 2

Rainbow Pipeline - Development of a predictive model............ccoecveeviiiiieniienieeiieieee. 3

Facts: subcontract repairs claimed as SR&ED related...........ccoovviiiiviiniiiiiciiciceeeeeeeeeee e 3

Issue: Whether inquiries into repairS SREED? .......c.oooiiiiiiiiiiiiie et 3

Ruling & rationale: eligible “systematic iNVeStiZation”..........c.ccoerirereririeeienienienenesesie e 4

Aurora Marine- Eligible Yacht @Xpenses........cccceeviiieiiiiiiiiiieiieeciie et 5

Facts: Yacht used 100% in SR&ED @CLIVITIES .....ecuerveruiriiiiiieienieniesierieetetctee et 5

Issue: Whether certain overheads eligible?..........coooiiiiiiiiiiiiiie e 5

Ruling & rationale: all relevant overheads eligible...........ccoiiiiiiiiiiiiieeeeee e 5

Corporate StruCtuUring COTTMCT couiinueirseessecssrnsssesssacsssncssnsssassssssssssssssssssssssasssssssssssssssssassssasssssssases 6
Organizing corporate ownership and structures to optimise credits.........ccceeveeereveeecnveennee. 6

1) “ASSOCIAtEA”™ COTPOTALIONS ....vveereeieiieniieieeteeeteteeteeteeeteseaesseesseeseeseensesseesseenseenseessesssenseenseenses 6

2) “Related” COrPOTALIONS .......eiuiiiuieieieieeieeieette et et et e e eeteeetesseestee st e et eneeemeeeseesseenseenteenseeneesseennean 7

3) “CoNNECcted” COTPOTALIONS. .....ccuviirrerteerteereeteetesteesteeseeseessesseesseesseeseessesssesseesseesseessesssesssesseessenns 7

StOCK OPLION SErALEGIS cocuuerrveireersrenssenssrensnessaensnesssnsssnssssesssnssssessssssssssssassssssssassssasssaessssssssssssssss 8
Option overview — can be taxed at rates of “capital gains........ccccceevvveeviieeriieeeiie e 8

Federal incentives for employee StOCK OPLIONS .......c.evvveriieriieiieiieciereee e 8

Ontario’s new [ORESO] Credit........ooooiiiiiiiiiiiiieceee e 9

Ontario issues a “credit Challene™ .........ccveciieiieieeieiee ettt seaennees 9

Eligibility for Ontario €XEMPLIONS: .. .....eeruieieeieetieetierie et et ete ettt et eseeeee et e sseesaeeteeneeeneeeneesseenneas 9

SR&ED strategies — eligible Wages.......ccccveeevverinsrrcssnrcssnicssnnrcssnnncssnsncsans 11
SR&ED Wages — dECISION trEE.......cevueriiriiiiieiieiierieeieeiteste ettt ettt st seees 12
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SR& ED Newsdletter
Edition 2001-2

Welcome to the second 2001 edition of our semi annual newsletter regarding recent devel opments
to Scientific Research and Experimental Development (SR& ED) project management and tax
credit claims. This newsletter includes significant SR& ED developments issued by the CCRA
and the tax courts during the past six months.  Themgor topicsof thisnewsldter ae outlined as
follows:

Recent SR& ED tax cases & related ISSUE(S) ...covveviiieiieecee ettt s 2
Nashen — eligible software develOPMENT...........coiiiiiiireeeee e 2
Ainsworth Lumber — ordering Of ITC USB.......ccceiieiieeceeeece e 3
Larter — Tax effects of work outside Canada...........cccvevvveeereeienieseeeeeese e 4
R.J. Miller —lack of technical doCumMEeNtation............ccoueeeieiieneie s 5
WOjik — INCOMPIELE INFOIMELTON. ......eeeiieiirie et 6

Taxability Of SUPEr-allOWANCES.........coiiiieee et 7
QuebEC drops SUPEIrdEAUCTIONS...........ceiieieeeesiiee e stee e eee st ee e sse e sseestesneesreenseeneens 7
Ontario replaces SUPEr AHIOWENCE...........cceiiiiieece e 7

COrporate StrUCLUNTNG COMMEY .......oiueeiieeieeeesteeieseesteeeesseesseeeesseesseeseaseesseesesseesseesesseessesnsesseenes 8
ASSOCIAioN tArOUGN TTUSES......cviceiececece et sae s 8

Tracking INNOVALION @SSELS.........coiiirieriieieee ettt b e sb b st e e e e s e snesee b e ens 9
ToOISTOr @aNAlYZING PALENTS .......c.eeieieiieeee et e s reeee e e sreennens 9
Implications to SR&ED ClaiMantS.........c.coiiiiiiirineeeeeeee s 9

SR& ED tax pPlanning COMNEN .......cccuviieiicie et ee st este ettt e e ste e sseesreeaesneesbesneesreenseennens 10
PaymentS 10 NON-TESIENES........ccuiieieeiieieee e 10

1) WiIthROIJING TBXES ... et e e e e e eees 10

2) SREED ElgIDIHILY ...e.veuviviiieeie ettt 11

Implications & related Planning ...........ooeuiii e 11
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Welcome to the first 2002 edition of our semi annual newsletter regarding recent developments
to Scientific Research and Experimental Development (SR&ED) project management and tax
credit claims. This newsletter includes significant SR&ED developments issued by the CCRA
and the tax courts during the past six months. The major topics of this newsletter are outlined as
follows:

Recent SR&ED tax cases & related ISSUE(S)..ccccrvreeeecssssariessssrnreccssssnsscsssassesssssnssesssssassssssssnssssssne 2

Datatcalc Research Corporation v. The QUEEN..........coervuiriiriiiiiniiinieieeieeeeieeie e 2

Issue(s): extension of 18 month filing deadline...........c.ccceevieriiiiiiciinierieeeeeeeeeee e 2

Mimetex Pharmaceuticals Inc. v. The QUEEN ..........ccccueieiiiiiiiiiecieece e 2

IsSUE(S): “efacto” COMNLIOL ...cuviiiiieiiieieciieie ettt et esteese e b e esseessessaessaeseas 2

Recent CCRA DIFeCiVES uuuueeeiiicciiiissssnnsiiecssssscsssssssssccssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasssss 3

Extended ITC Access for Farm Producers...........ccueeeiviiieirieieiieceiee e 3

Food and Consumer Packaged Goods Sector SR&ED Guidance Document...................... 3

Formula Ingredient, Manufacturing Specifications (F.LLM.S.) ......cccooiriiriinieieeeeeeee e, 3

CONSUMET RESECATCH .....eiiiiiiiiiiiiieiie ettt ettt et e et e et eeebeeebeeesseeeateasnseessseeanseessseessseensss 4

Scale-up and ComMErCIAlIZATION ..........cccvevvieriieiiiie ittt ettt steesteebeeraeeraeseeesaeesaeens 5

Treatment of “administrative” salaries OF WaZES .......ccueeeveerieeriierieeiieeieeiieeeveeieeeeeenieens 5

Water and Energy Sources as Materials .........cceevievieriieniieeiienieeie e eie e seve e 6
SR&ED strategies — “subcontractor” vs. “royalty” agreements - ensuring SR&ED

CLIGIDIIILY «eveeernnriiiiiiiiiiiiitiiittinitintienenessntecsneecsssnscsssnscsssssssssesssssesssssessssassssnssassssssssees 7

Ontario Business Research Institute (OBRI) Credit — 20% & refundable..........cccovvueeiecrnanes 8
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Welcome to the first 2003 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.
This newsletter includes significant SR&ED developments issued by the CCRA and the tax
courts during the past six months. The major topics of this newsletter are outlined as follows:

Background to the Federal SR&ED Tax Credits 2
Qualified CCPC’S - defiNed.......cccuviiiiiiieiieecee e e 2
Phase-out on Taxable Income expanded ............ccoueeveiiiiiiieiiiiece e 2
Phase-out on Taxable Capital unchanged............ccccooviriiniiiiniiniiiceeeeee 2

2003 Budget: Taxable income vs. capital phase-outs.........ececvveeiivriissnnicssnnissnnenssencsseressnnesanes 3

Recent CCRA DiIFeCiVES ...ccceveieeereressercsssnncsssicssssssssssssssssssssasssssasssssassssssssssssssssssssssssssssssssssssssssnss 4
Time lines for submitting & processing Claims ..........cceeeciierieriiieniieeieerie e eve e 4

What happens after I send in my claim? ...........occoiiiiiiiiiiiee e 4

SR&ED Strategies - SR&ED Capital ISSUES ...coueereenieensnenieensnensnensenssnesssessnssssesssncsssesssssssaees 5
SR&ED aSSets dECISION T .....ccuueiiuiiiiiiiiiiiie ittt ettt sttt et e e 5
ASA vs. SUE SR&ED equipment TUIES ........cccoeeiirieriiiiinieieeienecsie et 6
Three classes 0f SR&ED capital @SSES .......cccuieruiiiiiieniieiieiie ettt eve e 6
Strategies in documenting long-term SR&ED ntent ..........c.ccceevieriienieniienieeiieeie s 6
Subsequent dispositions/COMMETCIAL USE.........cccvveereuireriiieeiiieerieeeeieeesieeeeveeesveeeseaeeeseeee s 6

Example - (change to cOMMETCIAl USE) ......co.eeviiiriiriiniiriiniieiteieerteese ettt 6

Author’s commentary and related taX planning............cooceeoieiierieieere e 7

Example - revisited & OPtIMIZEd .......c.eeiiiiiiiiiie et 7
1
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SR&ED Newsletter
Special Edition 2004-1

Welcome to the first 2004 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related iSSUE(S)...ceeeverecsserecssnnicssnnesssnnecssnnesssnessssnessssessssessssssssssneee 2
Maritime-Ontario Freight Lines v. R.....ooooiiiiiiiiiii e 2
Issue(s): adequacy of technical dOCUMENTALION .......c.eeveeriirieiieriieie et 2

Synchrosat Limited V. R. .....oooiiiiiiiiiicce et e 3

Issue: allocating salary to only SR&ED aCHIVItICS .....cceevvieiiecieeieriieiierieeie et 3

Blue wave Seafoods VS. R. c...oooiiiiiiee e 4
Issue(s): challenging science OffiCer’s aNalySiS ........coecurecueriereeseeiieriesiere et eeeseee e eee e eeeeneeas 4

UNPAid QMOUNLES c.cuveiiiirniiiiseneissancssssncssssnsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssasssssasssss 5
Accruing reasonable R&D wages when “cash strapped”...........coocevviiiiiiiniiinciienieceeee 5

Sample Facts — Synchrosat reVISItEd ........coouieiiriirieiieiieeee et 5

Reporting of “Unpaid” amMOUNTS .........cc.eeriiiiiieiiieiiecie ettt sae e 6

Degree of diSClOSUIe FEQUITEA ... .c..eeuieuieiieieieete ettt ettt ettt eae et e e eeneas 6

T661 - Reporting unpaid wages vS. Other EXPENSES ......ccverveerreecierieriesieerieeteeeesreesseeseesesssesseesses 6

Other factors to consider with respect to year-end SR&ED accruals: ........c.ccccevvenennenee. 6

Limits for “Specified EMPlOYEESs™ .......cciiciiiiiiieiieiieieeeeseee ettt et st sreeste e eesesssesseennees 6

Risks of being deemed a Salary Deferral Arrangement (SDA)......ccccvevierienieecienienieeeeeee e 7

The OITC — How is it Taxed? .7
Issue: timing of taX On ProXy amMOUNE.........cccueerieeiiierieeiierieetieeteetee e eteeebeeseeeeeeenaeeenne 7

Tax mechanics of issue: received vS. TECEIVADIE ........cciviiiiiiiiiicie e 7

Legislative support for deferral ..........oooiiiiiiiiieiieieeceeee et 7

Results & filing implications / planning..........cocceeeeverieneniienienenieneeseeeeeese e 8

New Schedule 31 — ITC claim fOrMu....ccoceiicccisniicssssanrccsssssssesssssssscsssssssesssssssssssssssssssssssssssssssssses 9
Income phase OUL TEVISEA........cccuiiiiiiieiiieeiie et et e st e e st e e e aeeessseeenns 9

New T661 form & project format .......ccccceeececvvenrccsccnenccsssneecsssssssecssnnns 9
Previous requirements: TOOTE (99&01).....ccuieiiiiiiiiieeiieieeeeee et 9

New formT661E(03) — post June 30, 2003 .......ccovieiiiieiieeciee et e s 9

Effect on project deSCIIPLIONS ......cc.eecvieeieiieriierie et eteeetesitettetestesstessaesseeseensesnnesseenseenseensesnsenseensens 9

SR&ED PROJECT TEMPLATE — 2003+ ....ccciiiiiieeieeeieeeie ettt et eeveeiaeeseve e e eseeeenaeeeneenes 10

Simplify project documentation via rdbase.Net ..........ccevrieieriiiineie e 10

R&D Base project €Xamples.........cccvieiiiiriieniieiieeie ettt ettt ste et e e ereeeaaeens 10

BN # required for all SUDCONIIACLOTS .......c.eeruiieiieriiiiiiecie et eeie ettt e e eeeeeeneens 11
Future developments & unresolved SR&ED iSSUES .......uceerveicrrnicssnnisssanisssnnessssnsssnsssssasssssanes 11
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SR&ED Newsletter
Edition 2004-2

Welcome to the second 2004 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related iSSUE(S).ccccuiinnnnnenriiicesssssessnnssieecsssssssssssssssscsssssssssssssssssssssns 2
Chartwell v. Queen - unpaid @MOUNLS .........c.eeouieriieiieeiierieeieeiee e eneeeereeseeeereeseeeseesenas 2
Administration of the SR&ED Program —Survey Results Update.. 3
The 2004 Budget — association through Venture Capitalists................ 4
Corporate control & effects on the SR&ED expenditure limit ..........ccceeveveeviiieniieeennnn. 4
Summary of current “association” ProblemS.........ccceevveriereiriirienieiinene e 4
Proposed “exceptions” to the association TUIES .........cccevcueeriieeiienieeiiieieeeee e 4
REQUITEIMENES ..ottt ettt et e ettt s b e ebeessbe e taeeaseessseesseenseeenseensnenns 4
Planning for investment by “public companies” or “foreign” investors..........eceeeereereereeesiereennen. 6

Recent CRA Directives - fINanCial .......ccoeiieiviiiiviiiiisniiiinnnissnnnissnicsssiesssicssssncssssssssssssssssssssssns 7
Prototypes, Pilot Plants/Commercial Plants, Custom Products and Commercial Assets....7

Filing Requirements for SR&ED.........c.cooiiiiiiiiiiiiiieiecee e 7
Reporting deadlines: corporations, partnerships & proprietorships ..........cccoccerereeereeeesienenieneene. 7

Recourse for missed deadlines..........ccoeoiiiiiiieiiiieiieieeteeeese ettt ereerees 8

Filing early enough to catch defiCIENCIES .......eovveriieiieiieiieieieete ettt eseenees 8

Authors note: efficient filing Procedures............ooieiiriiiiiiereee e 8

Allocation of Labour Expenditures for SR&ED .........ccccociiiiiiiiiiiiiiiiiiecieceeeeee e 9
REtITING AIIOWANCES ...ccuvvieeiiieeiiie ettt ettt s e e s aeeestaeeessaeeessseeessseeessaesnneeenns 9
Recent CRA Directives - teChNICAl.....ccovveeiiirivnriiniissnriccsssnnicsssssnsecssssssessssssssssssssssssssssssssssssnnss 10
Plastics, materials processing, equipment & tool making guidance document................. 10

Case studies — 16 SAMPIE PrOJECES ...eueeueeieeriiiierierit ettt ettt etesete e see e et eee e saeesaeeeeens 10

Pulp and paper sector guidance dOCUMENT ..........ccceeevuierieeiiienieeiieeie et e eee e eeve e 10

New definition of “prescribed” Stock Exchanges in Canada .........ccoevveecvvercnsnrcssnrcssnrcssnnns 11
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Welcome to the first 2005 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related iSSUE(S)..cvveeieersssereessssansecssssassecsssssssesssssnsssssssssssssssssssasssssnases 2
Alcatel — SR&ED eligibility of StoCk OPHIONS .....cccveruiiriiiiiriiriiiieiiceceeeeneeeee e 2

Ruling & rationale: qualified SR&ED €XPENSE......cc.eeciiriiriiriieiiieieiie sttt esve e e 2

New CRA pronouncements 3
New T661 form — required >September 30, 2005 ..........covviiiieriiiiiieeieeeeeee e 3

Now need “statements of Work™ for SUDCONIIACLOTS ..........eeveeriieriieii e 3

CRA Note on stock option benefits claimed for SR&ED .........cccccccieiiiiiiieiieiiieieeieee, 3

Timing and quantification of amount claimed.............ccooooriiiiiiiiiii e 4

APP 2002-02R2: Experimental vs. Commercial Production ............ccccoeceevinienienenienenne 4
Author’s commentary: “sale” does NOT disqualify Worki..........cccoooiiiiniiiiiiinee e 4

Budget 2005 — “Canada” includes EEZ...........ccccoooiiiiiiiiiniieieeeeece e 5
Upcoming 2005 SREED CHENt SUIVEY ....ccccuvieeiiieeiieeciieeeieeeiee et eeveeereeesveeesevee s 5

L (o)A IS P o J PSSR 5

SR&ED planning — keeping income <$300,000 6
Reasonableness of Shareholder/Manager Remuneration .............ccoecvevieeieenieenieenieeneenne 6
Author’s commentary — tax advisors DEWATE! ..........ccoiiiiiiiiiiiiiirieeeeeee e 6

SR&ED filing deadlines — do’s & dON LS ...uceueeeieenirnensenssnensnenssnessannsssecssnesssssssessssssssssssnesssasssnes 7
Canada Post filing ProCeAUIES ..........cceiiiieiiieeiiieecieeeee ettt e sre e e eaeeesaee e 7
Relevant 1egiSIation .........cocuiiiiiiiiiiii et 7

Effects of weekends and holidays.........c.cccviiieiiiiiieiicieeiecteeee et aees 7

Related “Xpresspost” planning..........cccooveeiiieiieiiienie e 7

Issue — proving “prescribed information” filed within 18 months!.............ccccoccniininine. 7

CRA — position — file within 15 MONthS...........cooviiiiiiiiiiicccccece e 7

1

Maximum Efficient Use of Knowledge Corporation © 2005 ME + U = Knowledge



3017 St. Clair Avenue Phone: (905) 631-5600

Suite 500 _ Fax: (905) 631- 0698
Burlington, ON , meuk@meuk.net
L7N 3P5 M E U K www.meuk.net

CORPORATION

SR&ED Newsletter
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Welcome to the first 2006 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related ISSUB(S) ... covuieiireririeiirieieiese et 2
Papiers Cascades — ITC’s from statute barred Years ..........ccoceveeieninnieniie e 2

Ruling & rationale: adjustment to ITC carry-forward allowed ...........ccccoeeeveviiiiieniiincecee s 2

VR interactive - late filing (318 MONNS) ......cooviiiiiiii s 2

Ruling & rationale: CRA account executive not responsible for deadlings ..........ccccoevevveveicininns 3

Alcatel — SR&ED eligibility of StOCK OPHIONS ........coiiiiiiiiiiieeee s 3
Legislative proposal to disallow > NOV. 17, 2005 ........cccceeiviieerieriniernsesese e seesie e see e ssa e e s 3

March 2006 Federal DUAQEL...........ooviiiiie et enes 4
Small Business Limit and related SR&ED phase-out $400-600K ...........cccccecevvrvierierennenn 4
Non-Capital Losses and Investment Tax Credits (20 yr. C/f) c..ccoovveieeieiieiiececccee, 4
SR&ED program funding STAUS ..........coouiiiiiiei e 5
Recent CRA PrONOUNCEIMENTS .....c..uiiiiiiiiieitieeieesiie e et e e ste e eeesseessbe e beessbeasbeessbeesbeessneenneeaneeas 6
New T661 form — required >September 30, 2005.........cccccviieiieiiiieiiece e, 6

New APP SR&ED 2005-01 on Shared-Use-EqQUIPMENT ..........ccoviiiiiiniinieneeeee e 6
INtENEd USE VS. ACTUAI USE ......oviiviieiiiieee ettt bttt 6

New APP SR&ED 2005-02 0N ASSISLANCE.........cieerieerierieeiesie e e seesiee e ses e sae e see e 6
Assistance versus contract PAYMENT ...t 6

Provincial and territorial R&D tax credits — taxation of the OITC........cccooce v 6

Summary of provincial + federal INCENTIVES ........c.cccviiiiiiiiee e 7
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SR&ED Newsletter
Edition 2006-2

Welcome to the second 2006 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related iSSUL(S).....ucueiieieerieiiieiie ittt 2
Terra Remote Sensing — meaning of “arm’s length” ... 2
Sedona NetWOrks — CCPC STAtUS .........ccuveiiiiieiieeie ettt ste e e e s sre e enees 2
Maege - if SR&ED partnership a “tax Shelter” ..., 3

Recent CRA PIrONOUNCEMENTS .....ooiiiiiiiieeiiiieesitieesieee st e st et e et e e sibe e ssbe e s sbe e e s bbeesnreesbeeennnees 5
Textile Industry Guidance Document - EXamMPIES...........cooviiriiiiiniieeeee e 5

Example 1: (TechStyle Fabrics) outlines nature of SR&ED information required .........c..cccceevennene 5
Example 2: (Full Speed Fabrics Inc.) new process development with technological issues after
COMMETCIAIIZALION .....uviiiiicii et e e e be e sre s nesaeesbeesbeenbe e 5

SR&ED planning — patent searches to benchmark standard practices ..........c.ccccceevveiieennn, 7
Basic patent reporting StrUCLUME ..........coveiieiieiie ettt re e 7
Patent SEArCN POITAIS .........eoiiii et eneas 7

How searches support SR&ED ClaIMS ......c.coviiiiieiicicce e 7
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Welcome to the first 2007 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related ISSUL(S) . ....oveuurreeriirieiieiieie et 2
Perfect Fry — subsidiary of public Co. still CCPC for SR&ED............cccccevvevviiiiiecens 2

Zeuter — meaning of “technological UNCertainty”............ccooveiiiiinneeee e 3

Daniel Harvey - minimum technical documentation..............ccovvvvinieienencneseseeeeee, 4
SREED FULUFE TFEINTUS. ....eeviciieiieeie ettt sttt se et et e s e sne e aeeneesreeneeaneenseens 6
Major changes being discussed by Parliament...........ccoooeeiiiiiiiienee e 6

1) Refundable credits - fOr all taXPAYEFS.........vovvieiiereere e 6

2) Increase ITC rates & threSholdS ........cooiviiiiie e 6

3) Eligibility of work outSide Canada............coeoiieiiriiiii e 6

4) Credits to passive SREED INVESTOIS.........cceiiiiiieeieieeie ettt st re e e esee e ns 7

Recent ONtario ProNOUNCEMENTS ........coiiuiiieiieiieeiesee et re et sre e sre et seesbeesbeeneesreenes 8
History of the “super-allowance” and “super-deduction” .............ccccceevevvieiiere e cecce e 8
“Super-Allowance” replaced by “Super-Deduction” in 2000 .........c.cccoveveeiieeiie e, 8
“Super-Deduction” to be replaced by “4.5% ITC” iN 2008.........cccccoveivereerereresieseseseeeeeeseene e 8

Proposed mechanics 0f the NEW Credit...........cooireiiiiiiie s 8

SR&ED planning - Determining an Appropriate Sample Size .......cccccvvvvevievieiie e, 9
When does the SR&ED teStiNg BN07 ........ooiiiiiiiiieieere e 9

Rules of thumb / industry Standards ...........ccceeiiieiiee e 9
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Welcome to the second 2007 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related ISSUB(S).......ouiuririeierierie sttt 3
Armada - eligibility of SR&ED preparation fEeS ..........ccovvveieiiriiiii e 3
Nuytten - personal (T1) SR&ED claim disallowed since work in Co.........cccccceveverieiiennenn. 4
Hopmeyer - Whether SR&ED eligible while insolvent ..o, 5
Systemhac - Director fined $75,000 for SR&ED tax fraud in B.C. court............c.cccvennen. 6

Recent CRA & ONtario ProNOUNCEMENTS........uciuiiieiieriecie e eiteseesteeste e sreesre s sreesee e e sraeneeenes 8
2007 SR&ED limits for specified empPIOYEES.........cccvviieieiieiiee e 8
CRA & Ontario harmonization 2008.............cccoiveiiiieieeie e 9

Timeline for implementation - WHat's NEXI?........ccoiiiiiiiii e 9

Transitional Mechanism fOr SREED ........cccoooiiiiiiii e 9

Unresolved issues — Still UNAer dISCUSSION.........cviiiieiiierieiese ettt sbeseenens 10
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Welcome to the first 2008 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent SR&ED tax cases & related ISSUB(S) ... cuvurriireririeiinieieiee et 3

White star - representation by officer vs. legal counsel ...........c.ccooiiiiiiniiicinicc 3

Ruling & rationale: denied - self-representation Not Warranted...........ccocvevvevvereneveninsinsesceereere s 3

Chichkov — non arm’s length payments & carrying on business ...........cccccevvevieevieciveennn. 3

Ruling & rationale: no SR&ED & NAL payment (ineligible) .........ccovvveeieniiiicieceeeen 4

Foster - LPs eligibility & frivolous appeal ..., 4

Ruling & rationale: clearly limited partner —fined $3,000 iN COSES........covvrririreinineireeeneeens 5

Lilly v. Novopharm — Patent defence — requirement to define Standard Practice .............. 5

Ruling & rationale: quantified comparison to “standard practice” required .........c..ccoovevverererernnns 6

Recent CRA PIrONOUNCEMENTS .....iiiiiiiiiiiieiiiee sttt ettt e st sbee et e s sbe e s ssba e e ssbe e s ssbeeanbbesasneeanseeeannes 7

2008 budget — enNaNCed INCENTIVES ......ccuecieiierieie e e esie e sie e sre e e e nae e sneenas 7

i) Expenditure Limit — nOW $3 MITTION ......c.coiiiiiiccecee e 7

ii) Taxable Income Phase-Out Limit — t0 $700.000 .........ccoeiririiireinireisisieese e ees 7

iii) Taxable Capital Phase-Out Limit to $50 Million .........cccocvviiiiiiniiiieee s 7

Graphs & Mechanics of the new phase-out fFOrmulas.............coovvriiiiiiii 7

iv) SR&ED wages outside Canada — eligible up to 10% - if no foreign taxes paid ...........ccccceeueeene 8

Carry-back of non-refundable ITC — restriction on refunds...........cccccoeveviviieiieiinececcennn, 8

Ontario SRED credits - reCent CRaNQES .........vcve i 9
Ontario Business Research Institute (OBRI) Tax Credit — pre-approval requirement

LV LYo OSSO OPSTR PP 9

Ontario harmonization - The Transitional Debit/Credit.........c..ccccevviiiveiiieiiieie e, 10

Harmonization — scheduled for April 3, 2008 ..o e 10

Example of the (5+7=) 12 year deferral for SR&ED...........cccoiiiiiiiiiii e 10

Harmonization of phase out based — Ontario and federal definitions...........cc.ccccvvvniiiicicicicnnnn, 10
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Welcome to the second 2008 edition of our newsletter regarding recent developments to Scientific
Research and Experimental Development (SR&ED) project management and tax credit claims.

Recent CRA PrONOUNCEIMENTS .....couiiiiiieitieiieeeiiesite et e see e te ettt sbe e e e sbeesseeesbeessneesbeesnneesbeessseenneas 2
New T661 form in Fall 2008 ...........cccoiiiiiiiieieie e 2
SR&ED program usage & spending StatiStiCS ........c.ccoueviiiieiiieii i 2
Federal & provincial SR&ED fUNAING .......cccoeiviiiiiiiieccc e 2
EXPENditures DY PrOVINCE ........coviiiie ettt 2
Number of companies claiming SR&ED Credits............ocoveeiiiiniiniinie e 3
Credits earned by “rate Of ITC S ..o s 3
Credits earned by “size 0f COrpOration” ..........cccovveiiiieiieii e 3
Credits earned by “INAUSLIY SECLOI .........ciiie e 4
International comparisons of R&D INCENTIVES...........ccciiiiiiie i 5
Marginal effective tax rates on investments in R&D aSSetS.........ccccvvvvevieeiesiesiiereeriennns 5
SR&ED - dispute resolution - appeals and 0bJections..........cccccveveiieiieiecie e 6
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SR&ED Newsletter —2008-3 — New T661 form

On November 10, 2008 the Canada Revenue Agency released a new form and related guide for
claiming SR&ED tax credits. In the author’s opinion, the most significant changes are outlined
below:

Part 1 — General iNTOrMATION .......ccoviiiiiie et 2
Contact information for technical & financial people in charge ........c.cccooiiiiininiine. 2
Partnership iNFOrMAtION ..........cooiiiiie e e e ae s 2

Part 2 - Project iNfOrmMation .........c.cuoiioi et re e neenne e 2
Section A — project IdentifiCAtION ...........cccooiiiiiiiee s 2

Fields of science — new table t0 ClaSSITY .......ccccoiviiiii e 2
Identify New Vs. CONLINUING PrOJECES. ......ciiiiciirieicie ettt et eene s 2
Identify SR&ED collaborators and Partners...........ocoeeiereiieneise et 2
Clarify - development environment & methodology ..........ccccoiiiiiniiiiiiii e 2
Sections B & C - Project descriptions - can NOW elect from 2 formats ..........c..ccccovennen. 2
i) Section B - Experimental Development format — 3 sections (350-700 words €a.) ........ccccceeueeene 2
Clarify if: A) Products vs. Processes & B) New vs. IMProved.........cccccoveveieninienecesie s 2
ii) Section C - Basic or applied research format — 2 sections (350-700 words €a.) ........c.ccoceevrvennne. 3
Section D — Additional project infOrmation ...........ccceveeiiiin i 3
SR&ED project descriptions - preparer information .............cccvevvviieiinieeiene e 3
Technical documentation retained — sort int0 11 CAtegOriesS.......ccviveveierierierere e 3
SECHION E — PrOJECE COSL.....iitiiiiiiie ettt ettt reenne e aneas 3

Part 3 - Calculation of SR&ED eXPeNdItUIES .........c.coveiuiiieiieie e 3
Section A: Choice of overhead method (unchanged)..........cccoovevviiiiieci e, 3
Section B: Calculation of allowable SR&ED eXpenditures ...........cccccvevvevevieieeniecieeseennn 3

Identify wages for work outsSide CanA0A ..........cccvvererieinieiee e 3
Traditional overhead COStS — NEW taDIE...........ccoiiiii e 3
New form for Third Party Payments (UNIVErSITIES).........ccuvviiiriiiiienieisenieisese s ens 4

Part 4 — Calculation of qualified SR&ED expenditures for ITC purposes (unchanged)........ 4

Part 5 — Calculation of prescribed proxy amount (PPA) (unchanged) .........c.cccoeevveviriiennenn, 4

Part 6 — Additional information (UNChanged) ..........cccvoviiiiiieie e 4

Part 7— Claim checklist (UNChaNged)..........cccooiiiieiicc e 4

Part 8 — CertifICAION. ..ottt 4
Identification of T661 “form preparer” moved to the certification section......................... 4

Summary — Author’s commentary on overall effects of new form..........cccccocvoiiiiiiiniennn, 4
Timing - required for year ends in 2009 OF [ater .........ccocvevieiieii e 4
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