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The Research Credit Company

(R&E) Tax Credit
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Inject cash into your bottowm line!

The Research & Experimentation (R&E) tax credit - alse known as the Research & =
Development { R&DY tax credit - is now available o companies in the machine-tool o
! : . ur company...
industry for such activities as designing pars to meet customer specifications, NS YOUT CONTIPany

improving customer designs, and refining or developing manufaciuring processes

ABOUT R&E TAX CREDITS [

The R&E tax credit has been in existence since 1981, but recent regulations have
reliuxed the definition of qualified research activities and the record keeping
requirements, Consequently, many companies that were not eligible in the past
miy now take advantage of this federal tax credit. Funthermore, the changes to
the governing regulations are retro-active, meaning companies may file amended
Lax returms 10 obisin refunds of previously paid income tases. In some cases,
companies may recapiure taxes paid up to four years ago

The REE wax credit is a wage-based tax credil available for the development or
fmprevement of products, processes, lechnigues, formulas, inventions or sofiwane

In addition to R&E wages, companics may capture supply costs for prodolypes, as
well as 63 percent of contracted labor used duning the development process. This
tax credit is available 1o all entities filing a federal tax retum. In addition, more
than 30 sistes offer a modified R&E tax credit

Companies can benefit by both deducting the research expenditures and by claiming If you answered “yes™
the credit. While the rescarch expenditures are a reduction of taxable income, the

to any of these activities
R&EE tax credit is a dollar-for-dollar reduction of tax. In addition, any fees paid w
advisors for documenting the credit are deductible in the year paid.

you may qualify!

The R&E credit is calculated by comparing recent years™ research activities to a base amount with 20 percent of the increase
in ctivities captured as the tax credit,

Companies must first use the credit 1o offset tax for the year the credit is generated. However, if additional credit remains,
the company muy carry the credit back one previous lax year or forwand to the next 20 years.
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REQUIREMENTS
There are three busic requirements for rescareh activitfes to gualifi;

1. Qualified research activities are defined as the development or improvement 1o a business component, which is
defined as a product, process, lechnigue, formala, invention or sofiware.

Machinists are continually developing or designing custom parts, lixtures and tools (o meel customer
specifications.  Most tools are unigue products for the company and constitute a business component.

2 The research must be technological in nature. That is, the process of experimentation ased 1o discover the
information fundamentally relies upon the physical or biological sciences, engineering of computer science.
Furthermore, companies may use existing lechnologies and may rely upon existing principles to satisfy this
requinement.

Machinists rely heavily on the principles of the physical and engineering sciences to develop or improve
their products or processes,

3. The research must be intended to eliminate uncerainty concerning the development or improvement of o business
component. Uncertainty exists if the capability or method for developing the business component is unknown, or
if the appropriate design of the business component is unknown,

Machinists are constantly searching for more efficient and effective ways 1o design or build parts,
There is an endless supply of specifications and alternatives to be considered in designing o part -
adhering to tight tolerances, special fixturing requirements, experimenting with different types of
materials, maintaining uniform radii in the lathing process, eliminating warpage in welding processes,
and maintaining speed of milling process without breakage — all of which are uncertain at the outset
ol the part design and manulacturing process,

* . A Sample of REE Tax Credit Group's Results:
MPP&W, P.C.'s PROCESS i il
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MPP&W, PC. Juu. developed a five-phase process for documenting ks 9 g ,_:::
ond substantiaring the Research & Experimentation + & it Tonc (e S AL b g
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Phase 1: Preliminary Assessment - No charge

At the initial mecting. MPPEW, P.C. works with mamagemernt
1o identify important areas of opportunity as they relate 1o the R&E tax credit and determine if it makes sense 1o proceed
with a caleulation illustrating the benefit of the REE credit.

Phase 2: Estimate of Credit - No charge
After discussing guidelines of the credit with managemens, MPP&W estimates the potentiol gualifving reseanch
activities for each available tax period. Using thix information. an extimate of potentiol fax savings and furure
benefits is desermined.

Phase 3: Emplovee Interview Process

Emplovee interviews focusing on the uncertainties, chollenges, improvements, and developrments of the eligitle products
andl processes are conducted, while the imvolvement of key emplovees in research activitles is alse determined,
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Phase 4: Delivery of Study
A detailed report containing deseriprions of the mew prosbics amd processes of e Company, as well as o detafled
calenfation of the credit for all eligihle tox perfiodds by the Shndy is delivened, This feport serves as docamentation for
vorr by eredi,

Phase 5: Planning for the Future

MPP&EW auives management in clabming futere cordita, discasving reguined documentation, capraring time applivable
tor gualificd activities, and implomenting methods of recond Leeping.

COMMON MYTHS ADDRESSED
Myth: We are a small company. This credit is just for big business.

There is mo size requirement for the REE credit. Bosk large anad sl companies are poteatiol condidates for e
creadit. I voss harve improved vour proheces or procesaes, vou may be efigible.

Myth: We'll just tell our CPA to file the right form at the end of the year to receive the credit.

Succenifielly claiming the R&E tax ervdit iy more complicated than just filing the appropriate form, Highly specialized
knowledge of corrent amd historicol reqguiremients is pecessary to substantiote and defend vour claim,

Myth: Our CPA looked into this o few years ago., We didn’t gualify.

Recent changes to Treasury regnlatfons fave changed the definition of gealified researeh, affowing many more
metniifarctuners " aetivitles fe aualify,

Myth: 'm oot sure the credit is worth the time and energy.

Thie coedin ix worth the time and energy, Due te che selaoved definition of gualified aotivities, credin gmoums tend to e
sdgmificont and the process of documenteition (s desigeed mon o disrupr openations.

The Research & Experimentation tax, credil is an excellemt instrument o retain cash in a company. As a company' in an
ever-sviolving industry, the oroditl provides an opportuniy (o offsel some msk asumed by the company and encourages
CONMELERT INN0Y 300,

ABOUT THE AUTHORS

Adam Herman, CPAVABY, CYA, ASA and Mickael Devereux are members of MPPAW, PC's R&E Tax Credit Growp, a
difvision of a reglomal, 58 Lods-baied CPA and Basisiess advisons firm. The R&EE Tax Credit Grougs specializen in aiating
manafocmners and their advisors in mavimizing the R&E rax oredit. For more details, visfl wioasmppncom/RE

MPPEW, P,
R&E Tax Credii Group
1034 5. Brentwonsd Bl Suite 1700
S0 Louis, MO 63117
(314) 862-2070 | www.mppw.com
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