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Tax-Breaking the Mold: Research &
Experimentation (R&E) Tax Credits for
Mold Builders

Byr Adam Herman, CPASABY, CVA, ASA & Michael Devereus 11,
MPPEW, IMC.

The Ressarch & Experimenmation (R&E) mx credin - afsa fooaim as the
Research & TMQWH [RET) max evedie - s now available o mold
bublders for such activities as designing molds, improving customer
designs, and refining or developing mamdacturing processes.

About R&E tax credits

Thie RE&E tax credic has been in existence since 1981, bug recent reg-
ulations have relaxed the definition of qualified reseanch acrivicies amd
the record keeping requirements. Consequently, many companies that
were not eligible in the past may now take advaniage of this federal tax
credit. Furthermore, the changes o the governing regularions ane
retroactive, meaning companles may file amended tax returmns o
obtaln refunds of previously paid income mxes In some cases, compa-
nies may recapture taxes paid up to four years ago.

The R&E rax credit is 2 wage-based tax credic avallable for the devel-
opmend or improvement of products, processes, technigues, formuls,
inventions or software. [n addition to R&E wapes, companics may cap-
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ture supply costs for mold prototypes, s well m 65% of contracted Thete is no size requirement for the R&E eredit. Both large and
labor wsed during the development process. This small companies are potential candidates for the
tax credin is available wo all enticies filing a fed- ™ credi. If you have Improved vour produces or
eral tax return. Inaddition, more than 30 states | Tax Credit Checkiist processes, you may be eligible.
offer a modified RSE tax credit, Does Your Company... -~ .

) . . " e et Myth: We'll just tell our CPA o F'l]r the right
Companics can benefit by both deducting the form at the end of the vear to receive the cred-
research expenditures and by claiming the ered- | © Design 1nols, dins, fituees, o ige? it

ie. While the ressarch expenditures are a reduc- Develop nenw, improvad, ar more reliahle

tion of taxable income, the R&E mx credit is a products or procasses? Successfully claiming the R&E tax credit is more
dollar-for-dellar reduction of tax. In addion, | « Devslop profobypes, modals, or samphs? complicated tham just filing the approgriace form.
any fees paid o advisors for documenting the | . Davelop or apgly for palants? Highly specialized knowledge of current and his-

torical TEUITEMEnLs (5 necessary o sibsrantate
and defend your elaim.

credin are deducrible in the year paid.

Partar cariificalion lastng?

The R&E credic is caleulated by comparing . Pl Ul

tecent years' research activities to a base amoune | 00 MW 8quipmant? Mytht Our CPA looked into this a few years
with 2% of the increase in activities captured | * Devslop nes technolegy? apo. We didn't quality.
a the tax eredit, * [Devslop or improve production or manufac-
1uring grocessas? Recent chanjes to Treasury regulations  have
Companies must firse use the cradic o offset tax |« pevalop production control sollware? changed the definition of qualified rescarch,
far !he wear IJ'.H.'.L'I'ﬁJ:it is generated. However, if | | Impleensnt gquality sandands? :||.||.!w.'.i|.'.|u Ay more manufacturers'
additional credic remains, the company may « Adhers t regulaiory bodie? acrivities o qualify,
carry the credit back one previous tax year or
forward o the next 20 YERTS. . ::mur huike nesy manuaciuring H'yll'u I"m mot sure the credit is worth the time
i anid @
Requircments + Expand [ES0UM0ES 0 cutaide metwnes | i ¥
There are three bosic requirements for research any of e ahove stated acthilies? The credit is worth the time and enengy, Due o
sctivivies to qualify: k__ the relaxed definition of qualified activities, cred-
s it amounis tend to be significant and the process of
1. Chalified research activitkes are defined as the deselopment or documentation s designed not 1o disrupe operations,
tmjprovement to a business component, which is defined as a prod-
uct, process, rechnique, formula, invenrion or softwane,
Mold builders are continually developing or desipning custom The Rescarch & Experimentation tax credit is an excellent instnament
miolds to mect customce specifications. Mest molds or tools are to petain canhy In a company. As o comgany in an ever-evolving indus
unigque products and constitute a business component. try, the credit provides sn opportunity to offset some risk assamed by

the company and encourages constant Innovistion.
2. The research must be technological in nature, That is, the proces
of experimentation wsed o discover the infommation iindamental-
ly relies upon the physcal or bological sciences, englneering or com
puber science, Furthenmione, companies may use existing techmnologies
aned miny rely upon existing principles w sanisty this requirement.

About the suthors

Adam Herman, CPASABY, CVA, ASA and Michael Devercux ane |
members of MPPSW, PC's R&E Tax Cradic Group, a division of a |
regional, 5. Lovis-hased CPA and busines advisory firm. The R&E

" o —— This: Credit Grouwp ipecialines in sslsing manufacourens and thele advi-
Mald builders rely heavily on the princigles of the physical and sors in maximiring the R&E rax eradit. For more detsils, visio

engneering sclences to develop or improve their products, — RE.
J

1. The research must be intended to eliminare uncertainy concern-
ing the development or improvement of a business component.
Uncertainry exists if the capabilivy or methad for developing the
buisiness component i unknown, or if the appropriate design of the
Tusiness component is unknown.,

Mould builders are constantly searching for more efficient and
more effective ways to design or build molds. There is an endless
supply of design specifications and alternatives to be considered
in designing a mold - gate specifications, runner specifications,
mold actions including cjection issues, cavity specifications,
overflow/flashing isswes, venting issues, and droft issues — all of
which are uncertain at the cutset of the mold design.

Common myths nddressed
Myth: We are a small company. This credit is just for big business.
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