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International comparatives
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International definition of 
an R&D project

“For a … project to be classified as R&D, 
its completion must be dependent on a 

scientific &/or technological advance, the 
aim of the project must be the systematic 

resolution of a scientific and/or 
technological uncertainty.”

 Source: Frascati Manual 2002, paragraph 135
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B - SR&ED legislation - eligibility

Canada - Income Tax Act defines SR&ED as
 “systematic investigation or search, that is
 carried out in a field of science or 

technology,
 by means of experiment or analysis and

that is:”
a) Basic Research 
b) Applied Research
c) Experimental Development *
*advancement for the purpose of creating new, or improving 

existing, materials, devices, products or processes
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B - 7-8 types of supporting SR&ED activities – “if 
commensurate with project needs”

d) Eight areas of supporting work:

Engineering
Design
Operations Research
Mathematical analysis
Computer programming
Data gathering 
Testing and
(Sometimes - Psychological Research)
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B - SR&ED does NOT include

commercial production, market 
research or sales promotion,

quality control or routine testing,

social sciences or the humanities,

aesthetic or style changes, or

Claims filed > deadline (18 months from  
year-end for corporations).
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IRS Four part test (USA)

 IRS code 41(d)(1)

Technological in nature – then:
Permitted purpose (discovering 

information)

Elimination of uncertainty

Process of experimentation
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B - Eligible Research Fields 

INCLUDE:

1) Natural Sciences 
2) Engineering & Technology
3) Medical & Health Sciences
4) Agricultural Sciences

______________________________

DOES NOT INCLUDE

 Social Sciences
 Humanities

Log-in to rdbase.net for project examples
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B - CRA SR&ED Guides
- Consolidated CRA SR&ED policy papers(s)

- Released December 19, 2012

- Replace former IT’s, IC’s & APP’s

- Do NOT represent change in policies

Additional Manuals for Reviews 

- RTA (Technology) & 

- FR (Financial)
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B - CRA Eligible SR&ED project

“Set of interrelated activities that: 

1. Attempt technological advancement

2. to overcome  technological 
uncertainty,

3. Pursued through systematic 
investigation by qualified individuals.”
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Phase 1: Define “Standard 
Practice” (The Square )

B What is 
known?
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TEMPLATE - THREE COMPONENTS 
OF AN SR&ED PROJECT – STEP 1:
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Notable quote

“He who asks a question is a fool for 5 
minutes.   He who does not ask a 
question remains a fool forever.”     

- Chinese proverb
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Phase 2: Technical Uncertainty 
(Triangle)B

What is 
unknown?
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TEMPLATE - THREE COMPONENTS 
OF AN SR&ED PROJECT – STEP 2: Notable quote

“They always say time changes things, 
but you actually have to change them 

yourself.”     

- Andy Warhol
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Phase 3: Systematic 
Investigation (Circles)

B

What 
was 

done?
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TEMPLATE - THREE COMPONENTS 
OF AN SR&ED PROJECT – STEP 3:
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Notable quote

“The more original a discovery, the more 
obvious it seems afterwards.”     

- Arthur Koestler
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Realm of Experimental DevelopmentB The 
complete 
picture
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Notable quote

“If GM had kept up with technology like 
the computer industry has, we would all 
be driving $25 cars that got 1000 MPG.”     

- Bill Gates
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“Defining the SR&ED project”
Tax Court vs. CRA Guidance

CRA SR&ED Guidance – the consolidated document
 Role of the TCC vs. expert witness
 Tax Court outlines the SR&ED process 
 Defining the “Scientific method”
 SR&ED project eligibility – TCC vs. CRA requirements

Project template (simple view)
 Step 1a):  Ensure proper definition of existing knowledge at the outset
 Step 1 b): Quantification of objectives vs. standard practice
 Step 2:     Correlate experiments to  hypotheses
 Step 3a):  Ensuring work was done “systematically”
 Step 3b):  Clarifying the “technological conclusions / advancements”

Maximum Efficient Use of 
Knowledge Corporation       © 
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CRA SR&ED Guidance – the 
consolidated document
December 19, 2012 the CRA released a consolidated document to replace all prior

 Interpretation Bulletins      (IT’s) 
 Information Circulars          (IC’s) & 
 Application Policy Papers   (APP’s)
 related to SR&ED credits.

While the CRA  claims that it 

 does not represent any new policies 
 they do provide clarification on certain issues & 
 remove ambiguities among former documents.

Perhaps the most significant “new” analysis is an attempt to correlate;

 The CRA’s 3 component eligibility criteria to
 The 5 criteria used by the Tax Court of Canada / Scientific Method

Maximum Efficient Use of 
Knowledge Corporation       © 

2013         ME + U = Knowledge
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Notable quote

“There is nothing wrong with change, if it 
is in the right direction”  

- Sir Winston Churchill
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CRA Eligible SR&ED project
“Set of interrelated activities that:  

1. Attempt technological advancement
2. to overcome  technological uncertainty, 
3. pursued through systematic 

investigation by qualified individuals.”
Note: “Technological Advancement” & 
“Systematic Investigation” are the only of these 
terms used in the Income Tax Act. 

Maximum Efficient Use of 
Knowledge Corporation       © 
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SR&ED definition – Income Tax 
Act

Canada - Income Tax Act defines SR&ED as

 “systematic investigation or search, that is
 carried out in a field of science or technology,
 by means of experiment or analysis and that is:”

a) Basic Research 
b) Applied Research or

c) Experimental Development *
*  “Technological advancement” for the purpose of creating 

new, or improving existing, materials, devices, products or
processes

Maximum Efficient Use of 
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Tax Court – SR&ED  
requirements & 5 step process

Landmark SR&ED tax case of Northwest Hydraulics  - 5 questions: basis for evaluating SR&ED projects:

1. Is there a technical risk or uncertainty?

2. Did the person claiming to be doing SRED formulate hypotheses specifically aimed at reducing or 
eliminating that technological uncertainty?  This involves a five stage process:

a. the observation of the subject matter of the problem;
b. the formulation of a clear objective;
c. the identification and articulation of the technological uncertainty;
d. the formulation of an hypothesis or hypotheses designed to reduce or eliminate the uncertainty;
e. the methodical and systematic testing of the hypotheses.

3. Did the procedures adopted accord with established and objective principles of scientific method, 
characterized by trained and systematic observation, measurement and experiment, and the formulation, 
testing and modification of hypotheses? 

4. Did the process result in a technological advance, that is to say an advancement in the general 
understanding?

5.   Although the Income Tax Act and the Regulations do not say so explicitly, it seems self-evident that a 
detailed record of the hypotheses, tests and results be kept, and that it be kept as the work progresses.

Maximum Efficient Use of 
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TCC - Role of the “expert witness”
RIS Christie :  role of the scientists in determining SR&ED eligibility 

 “What constitutes scientific research for the purposes of the Act is 
either a question of law or a question of mixed law and fact to be 
determined by the Tax Court of Canada, not expert witnesses, as is 
too frequently assumed by counsel for both taxpayers and the Minister. 

 An expert may assist the court in evaluating technical evidence and 
seek to persuade it that the research objective did or could not lead to a 
technological advancement. But, at the end of the day, the expert’s 
role is limited to providing the court with a set of prescription glasses 
through which technical information can be viewed before being 
analyzed and weighed by the trial judge.” 

Maximum Efficient Use of 
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Tax Court provides additional 
“process” suggestions
Landmark SR&ED tax case of Northwest Hydraulics
 Judge’s Question #2.  
 “Did the person claiming to be doing SR&ED formulate 

hypotheses specifically aimed at reducing or eliminating 
that technological uncertainty?  
This involves a five stage process:
 a. the observation of the subject matter of the problem;
 b. the formulation of a clear objective;
 c. the identification and articulation of the technological 

uncertainty;
 d. the formulation of an hypothesis or hypotheses designed 

to reduce or eliminate the uncertainty;
 e. the methodical and systematic testing of the hypotheses.”

Maximum Efficient Use of 
Knowledge Corporation       © 

2013         ME + U = Knowledge
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Notable quote

“The uncreative mind can spot wrong 
answers but it takes a very creative mind 

to spot wrong questions.”     

- Anthony Jan 
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Step 1a):  Definition of existing 
knowledge at the outset

Northwest Hydraulics  
CRA position (all work SP)

 “work described … refers to standard devices 
and processes, which are routinely used in 
similar design situations all over the world.”

 Tax Court Position
 “It was the innovative combination and 

alignment of [these] factors that makes this 
project unique.”

Maximum Efficient Use of 
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Author’s commentary:
The Northwest Case illustrates how CRA officials 
may deny claims on the basis the project 

 appears to be “routine engineering”
 without providing support for their position but
 identification of “variables” for experimentation 
 provide adequate evidence for the TCC

 US / IRS directives – perhaps CRA can adopt? 
 Patent safe harbour
 Rebuttal presumption 

 IRS must demonstrate within common knowledge if 
denied

Maximum Efficient Use of 
Knowledge Corporation       © 

2013         ME + U = Knowledge



8

Step 1 b): Quantification of 
objectives vs. standard practice

Sass Manufacturing 
 “Systematic investigation connotes the 

existence of controlled experiments and of 
highly accurate measurements and 
involves the testing of one's theories 
against empirical evidence. 

 Northwest Hydraulics 
 "Most scientific research involves gradual, 

indeed infinitesimal, progress.”

Maximum Efficient Use of 
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Step 2:  Correlate experiments to  
technological uncertainties (hypotheses)

 CW Agencies  
 “The word hypothesis in this context is normally 

considered to mean a provisional concept which is 
not inconsistent with known facts and serves as a 
starting point for further investigation by which it 
may be proved or disproved objectively.”

 Maritime Ontario Freight Lines 
 “A hypothesis is a tentative assumption or 

explanation to an unknown problem and, as a rule, 
this requirement is met by the existence of a 
logical plan devised to observe and resolve the 
hypothetical problem.”

Maximum Efficient Use of 
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Identifying “key variables” within 
“hypotheses”

Northwest Hydraulics
 “I do not think that conventional engineering 

would be adequate to deal with the variables 
and the uncertainties that were inherent in the 
major disruption and diversion of the flow of 
the river resulting from the construction”  

 Technological uncertainty is something that 
exists in the mind of the specialist such as the 
appellant, who identifies and articulates it and 
applies its methods to remove that 
uncertainty.” 

Maximum Efficient Use of 
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Additional  definitions of 
“scientific hypotheses”

 From Wikipedia, the free encyclopedia
 For a hypothesis to be a scientific hypothesis, the 

scientific method requires that one can test it. 
 Scientists generally base scientific hypotheses on 

previous observations that cannot satisfactorily be 
explained with the available scientific theories.

 Normally hypotheses have the form of a 
mathematical model. 

 A working hypothesis is a provisionally accepted 
hypothesis proposed for further research. 

Maximum Efficient Use of 
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Author’s commentary: Evidence 
hypotheses via “test matrix.”

This would require the researcher to:
 Identify the key variables which he/she 

believes explain the performance

Benchmark variables vs. existing models to 
predict their interaction

Rank the variables in order of significance

Test the variables to further understand 
shortfall of the existing models

Maximum Efficient Use of 
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Step 3a):  Ensuring work was done 
“systematically”

Sass Manufacturing 
Scientific research must mean the 

enterprise of explaining and predicting and 
the gaining knowledge of whatever the 
subject matter of the hypothesis is. 

This surely would include repeatable 
experiments in which the steps, the various 
changes made and the results are carefully 
noted.” 

Maximum Efficient Use of 
Knowledge Corporation       © 

2013         ME + U = Knowledge
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Step 3a):  Ensuring work was done 
“systematically”

Rainbow Pipeline 
 “What may appear routine and obvious after 

the event may not have been before the work 
was undertaken. 

 What distinguishes routine activity from the 
methods required by the definition of SR&ED 
…. is not solely the adherence to systematic 
routines, but the adoption of the entire 
scientific method, with a view to removing a 
technological uncertainty through the 
formulation and testing of innovative and 
untested hypotheses.”

Maximum Efficient Use of 
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Step 3b):  Clarifying “technological 
conclusions / advancements”

Rainbow Pipeline 
 “The rejection after testing of an hypothesis is 

nonetheless an advance in that it eliminates one 
hitherto untested hypothesis. 

 Much scientific research involves doing just that. 
The fact that the initial objective is not achieved 
invalidates neither the hypothesis formed nor the 
methods used. 

 On the contrary it is possible that the very failure 
reinforces the measure of the technological 
uncertainty.”

Maximum Efficient Use of 
Knowledge Corporation       © 
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COMMON  DOCUMENTATION 
PROBLEMS

Optimal implementation:
Willing contributions of “investigators”

Ability to identify and rank the relative 
significance of technical uncertainties

Ability to provide “conciseness and 
brevity” by focusing on significant 
technical issues
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Common SR&ED 
documentation 

problems

C

Need closest benchmark
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Common SR&ED 
documentation 

problems 

C

Work must correlate with uncertainties
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Common SR&ED 
documentation 

problems 

C

Need experience in EACH field of science 
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Common SR&ED 
documentation 

problems 

Need to keep evidence of experiments 

“Random” 
investigation Notable quote

“I couldn't repair your brakes, so I made 
your horn louder.”  

- Steven Wright
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Edison Phonograph = 
Scientific Uncertainty 
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Edison Light Bulb = 
System Uncertainty

SR&ED – “light bulb” lessons

American inventor Thomas Edison is 
credited for “inventing” the lightbulb

Reality = story of “incremental 
innovation” 

 In 1810, British chemist Humphry Davy 
invented the “electric arc,” a precursor 
to the light bulb. 

A series of innovations followed 
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SR&ED – “light bulb” lessons
1860s, race for “commercially viable” 

light bulb

1874 - 2 Canadians, Woodward & 
Evans patented nitrogen-filled light bulb
 lasted longer than others BUT no financing

1879 - Thomas Edison - successful in 
obtaining major financial backers
 continued experiments & 

 bought patents Woodward & Evans + 
others

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge
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Key criteria summary

Technical/financial summary 
ensuring:

a) technology benchmarked
b) activities correlate to 

uncertainties
c) conclusions (advancements) 

cited
See examples per   

Notable quote

““Innovation is the ability to convert ideas 
into invoices.”  

- L. Duncan     
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CRA DRAFT project examples
released Sep 2013 

 1301 Pump redesign

 1302 Oil seed extraction process

 1303 HVAC - How cost constraints affect a project

 1304 Greenhouse management strategy - INELIGIBLE

 1305 Glue development - Hypotheses formulation example

 1306 Food development - INELIGIBLE TRIAL & ERROR

 1307 Potato peeler - WHAT IF SCENARIOS

 1308 Hockey stick design - SAMPLE SIZE

 1309 Chemical formulation - DATA COLLECTION SCENARIOS

 1310 Electronics – SR&ED vs. business portion of the project
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C – CRA draft projects Sep 18, 2013
Example #1: 1301 Pump redesign

Case 1 – Technical problem

 A chemical company is developing a new process for producing one of 
their chemical products. One of the components of the process is a series 
of pumps. However, the pumps started corroding after six months rather 
than after the expected life of 10 years. 

 The pump supplier was contacted about the problem. They carried out an 
investigation and traced the problem to an intermittent leak in a filter that 
allowed corrosive liquid into the unit. The problem was corrected by 
replacing the filters in the pumps.

 In this scenario, the problem with the pumps in the new process was 
technical and not technological. 

 The technical problem was resolved using standard practice (the 
company’s trouble-shooting procedures) to find the cause of the corrosion 
and the problem was solved by replacing the filters.
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Case 2 – Technological uncertainty – pump redesign

 Consider a different scenario where a set of pumps fails after six months rather than after the 
expected life of 10 years. The pump supplier was contacted about the problem. They investigated 
by following their trouble-shooting guide and found that the failure was due to a leak in the seal on 
the shaft of the pump, which allowed corrosive liquid into the unit. 

 They replaced the seals in all the pumps, but the pumps failed again after six months. Again, the 
pump supplier found that the cause of the failure was the same.

 They investigated further and discovered that the temperature of the shaft after a prolonged period 
of operation exceeded the maximum recommended operating temperature of the seal material. 

 They also found that the failure of the seal was partly caused by the design of the seal on the shaft 
as well as the material used for the seal. Under prolonged operation, the seal failed and allowed the 
corrosive liquid into the unit.

 Once the cause of the problem was discovered, the supplier began an experimental development 
project to find out which of several redesigns of the seal and seal materials would be compatible for 
the operating environment of the pump. 
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Case 2 – Technological uncertainty – pump 
redesign (ctnd.)

 Data on the behaviour and physical properties of the seal materials at much lower 
temperature ranges were available from the manufacturers. However, there was no 
information or data available on the corrosive behaviour of materials or their physical 
properties at the elevated temperatures in the environment that the pump is operating. 

 The supplier undertook a series of experiments to investigate the material behaviour and 
seal design.

 In this scenario, the pump supplier faces technological uncertainties (design of the seal 
and material behaviour at operating conditions) and undertook experimental 
development work to resolve them.

Conclusion

 This example illustrates the difference between a technical problem that can be resolved 
by applying practices, techniques, or methodologies that the company knows about or 
that are available in the public domain, and a technological uncertainty that requires 
experimental development.

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge
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1302 Oil seed extraction process - TU
 This example shows that technological uncertainties may arise from limitations in current technology, and 

technological uncertainty exists when it is not known whether a given result or objective can be achieved or how to 
achieve it based on generally available scientific or technological knowledge or experience.

Example

 The current technology of extracting oil from oilseeds is based on a batch process, in which seeds are crushed, 
conditioned, and flaked.

 The residue after removing the oil consists mainly of protein-rich flour and seed coats with some trapped oil. This 
residue (or meal) is then ground and the remaining trapped oil is extracted with a solvent. The solvent is recovered 
from both the meal and the extracted oil by toasting and distillation. The meal is generally sold as an animal feed 
product.

 The main limitation of the current technology is that the meal is a mixture of the protein-rich flour and seed coats. 
Seed coats have no nutritional value, and are visually undesirable as a potential ingredient in foods for human 
consumption. Also, the conditioning and flaking at 80-100°C harms the nutritional value of the oil and the flour. 

 Therefore, there is a need to develop a low-temperature oil-extraction process, including separating protein-rich flour 
from seed coats, to produce a protein-rich product suitable for human consumption.

 The specific technological problem is how to separate the seed coats from the protein flour at low temperature. It is 
difficult to physically separate seed coats and protein flour because they have very similar physical properties and 
the protein flour is firmly bonded to the seed coats.
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1302  Oil separation (ctnd.)  
Conclusion

 Though there were several technologies available to separate solid particles with different physical properties, 
no effective low temperature technologies were available to separate solid particles with very similar physical 
properties where the particles themselves were bonded together.

 One technology which had been tried at a small scale was ultrasonic maceration. However, since there was 
no publicly available information on the use of ultrasonic maceration for this particular type of oilseed, the 
operating parameters needed to test the technology were not in the public domain. 

 Also, it was not known whether the continuous process needed on a large scale, including the ultrasonic 
maceration and simultaneous solvent extraction, could be developed. 

 There was technological uncertainty in developing a continuous method to process oilseeds at low 
temperatures because no one knew whether the objective could be achieved and how to achieve it.
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1303 HVAC - How cost 
constraints affect a project

 This example shows that cost targets are not technological uncertainties, but a technological uncertainty may arise 
by trying technologically uncertain paths to solve a problem to meet the cost targets.

Example

 A company wants to develop an air recirculation system for energy-efficient homes that will permanently remove 
carbon monoxide. A key component of this system is a module in which carbon monoxide (CO) is converted to 
relatively harmless carbon dioxide (CO2) at room temperature.

 A process is available that uses a tin oxide and platinum catalyst to convert CO to CO2 at room temperature, and 
the company could develop a product based on this process. However, the high cost of using this process will 
make the selling price of the product out of reach for consumers. 

 There are other methods to convert carbon monoxide, but they are not effective at room temperature. A key 
requirement is that the module must operate at room temperature. 

 To achieve the project objective (a room-temperature carbon monoxide remover), the company has to develop an 
inexpensive process that operates effectively at room temperature. 

 The technological uncertainty relates to how to convert CO to CO2 at room temperature that does not use the 
costly process with tin oxide and platinum.
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1303 HVAC – cntd.
Conclusion

 Although the cost target by itself is not a technological uncertainty, a technological uncertainty may arise 
from the need to avoid using a costly process, even though that process is known to work. 

 The required cost target is also the motivation or reason for the company to undertake work to remove this 
uncertainty.

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge



13

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

1304 Greenhouse management 
strategy - INELIGIBLE

 This example shows standard practice, which means applying known techniques to a new situation where it 
is reasonably certain that the technique will achieve the desired result.

Example

 After testing a newly developed plant variety, a greenhouse grower feels that there is a chance for 
commercial success and attempts to find the optimum conditions to maximize production.

 Depending on the zone size that can be controlled in the greenhouse, anywhere from 2 to 10 acres is 
planted with the promising variety.

 The grower monitors the growth of the crop and, depending on its performance, makes adjustments to 
guide the crop to optimal production. These adjustments are often called the “development of cultural 
management strategies or crop husbandry strategies.”

 However, greenhouse growers are aware of optimization techniques for factors such as lighting, 
temperature, CO2 and humidity. Also, developing and implementing management protocols for controlling 
nutrient levels, de-leafing, thinning, and other operational practices are familiar to them.
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1304 Greenhouse management 
strategy (cntd.)

Conclusion

 These well-known and practiced techniques are standard in this industry, as growers are 
reasonably certain that the techniques, data, and procedures, when applied in this case, 
would work. 

 So, although the grower may not be certain of the specific parameters, determining them 
using these approaches is part of the standard practice of this industry. 

 In this case, there is no scientific or technological uncertainty in determining the optimum 
conditions to maximize production of a new plant variety.
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1305 Glue development -
Hypotheses formulation 

 This example illustrates the concept of formulation of a hypothesis to resolve a problem.

Example

 The research and development (R&D) department of a company was asked to come up with a solution to 
improve the bond strength of their premier glue product to compete with another product.

 The R&D chemist who was assigned to the project recently came across a published research paper whose 
authors had used an additive (acting as bonding agent) to increase the bonding strength of two chemicals that 
belong to the same class of materials as used in the company’s premier glue product. 

 However, the conditions (temperature, pressure, humidity) under which the authors used the additive were 
quite different than those used by the company in manufacturing the glue. The chemist carried out further 
searches in both scientific and technical publications on the use of this additive but found nothing more. 

 There was no way of predicting whether the additive would work in enhancing the bond strength of the glue 
considering the conditions under which the glue was manufactured.

 The chemist hypothesized that, based on the similarity of the chemical properties of the glue ingredients and 
the two chemicals used in the research paper, the use of the new bonding agent in the manufacture of the glue 
under the right conditions should increase the bond strength of the glue.
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1305 Glue development -
Hypotheses formulation 

Conclusion

 This example simply illustrates the concept of a hypothesis—an idea, consistent 
with known facts, that serves as a starting point for further investigation to prove 
or disprove that idea.
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1306 Food development -
INELIGIBLE TRIAL & ERROR

 This example shows that when a series of tests are executed without any systematic plan and no 
attempt is made to analyze the results from each test, it is considered trial and error. Such work is 
not scientific research and experimental development (SR&ED).

Example

 A company that has been involved in preparing food products for several years wanted to develop a 
low-calorie pocket pizza product.

 They proceeded by attempting to create the low-calorie pizza based on their knowledge of preparing 
standard pizza products.

 In their first attempt, they used different amounts of sauce, reduced the amount of cheese, and 
replaced the regular pepperoni with low-fat turkey pepperoni, without changing the layer structure of 
the pizza. This attempt was considered a failure because the low-fat pepperoni burned during 
cooking.

 The next series of attempts involved preparing and testing a different order of layering the 
ingredients. This attempt also failed because the large size of the pieces of pepperoni led to 
undercooking. 

 The third attempt reduced the size of the pepperoni pieces by half. This attempt was somewhat 
successful, but still not good enough. 

 The fourth attempt reduced the thickness of the low-fat pepperoni pieces. This fourth attempt was 
considered a success and the company proceeded to commercialize the product.
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1306 Food development -
INELIGIBLE TRIAL & ERROR

Conclusion

 The only lesson learned from each attempt was that it failed. There was no work at any 
stage to analyze the results from each trial and take corrective action based on the results. 

 In other words, there was no planned approach, including identifying a technological 
uncertainty, formulating a hypothesis to eliminate that uncertainty, testing the hypothesis, 
analyzing the results to draw conclusions, and carrying out more experimentation, if needed. 

 The work described in this example is trial and error.
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Notable quote

“Everyone has a photographic memory; 
some just don't have film”  

- Steven Wright
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1307 Potato peeler –
WHAT IF SCENARIOS

 The following example shows how creating new materials, devices, products, or processes, or 
improving existing ones, can be achieved with or without technological advancement.

Examples

Case 1

 The basic design of the potato peeler has not changed for more than 100 years. A company decided 
to develop a novel peeler by adding a phosphorescent substance to the plastic handle so that it would 
be easier to find in a dark kitchen drawer. There was no change to the shape of the handle or to the 
blade. Adding the phosphorescent substance did not entail any change to the molding process and 
did not affect the physical properties of the handle or the performance of the peeler. While this was a 
new product, there was no technological advancement in creating this “glow-in-the-dark” peeler.

Case 2

 The same company wanted to develop a new potato peeler with the same blade but wanted to modify 
the handle to make it easier to use. The new handle would be larger, easier to grip, and less likely to 
slip in the hand of the user. 

 This would be achieved by making it softer yet rigid enough to retain its shape, and its surface would 
have to be rough enough to prevent it from slipping in a wet hand. It would also have to be dishwasher 
safe.

 The company found that their requirements could not be satisfied with any plastic that was available 
at the time. They decided to try to use a new polymer.
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1307 Potato peeler –
WHAT IF SCENARIOS

Case 2 (cntd.)

 In developing the new handle, they encountered difficulties in the injection molding process. 
Using the new polymer in their existing molding process did not produce a handle with the 
desired physical properties. 

 The company found that the working temperature for the new polymer had to be much higher 
than what the current molding process was designed to operate at. 

 Eventually, a new injection molding process had to be developed that used the new polymer to 
produce the product that had the desired physical properties. 

 The acquired know-how to develop the new injection molding process represented a 
technological advancement for the company.

Conclusion

 New products hit the market every day. This example shows that creating a new or innovative 
product does not necessarily mean that SR&ED work was done.
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1308 Hockey stick design -
SAMPLE SIZE

 The following example illustrates the concept that only the amount, size, extent, or duration of work 
that is necessary for and directly in support of the basic research, applied research, or experimental 
development work undertaken in Canada is eligible.

Example

 A company produces field-hockey sticks in large numbers to supply the world market. The production 
stage of the sticks mainly consists of a machine that accepts pre-cut lengths of timber and produces 
the cut forms for further processing.

 The company started a project involving experimental development work to integrate an advanced 
scanning and laser cutting technology to cut and rasp hockey sticks in a single machine. 

 Based on statistical analysis and their in-house knowledge of the existing machinery, the company 
determined that 500 sticks from the cutting and rasping machine would generate sufficient out-of-
tolerance sticks to test and validate, with 95% confidence, that the development could be considered 
complete and successful.

 The company, on receiving a large order, produced 2,000 sticks.
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1308 Hockey stick design -
SAMPLE SIZE

Conclusion

 In this case, the testing and data collection associated with cutting and 
rasping the first 500 sticks is commensurate with the needs and directly 
in support of the SR&ED work.
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1309 Chemical formulation –
DATA COLLECTION SCENARIOS

This example shows that it is the purpose of the work, rather than the nature of the work, that 
distinguishes support work from excluded work.

Example

 In a chemical plant, one of the daily duties of a lab technologist is to take samples from 
various points throughout the process, perform various analytical tests, and then enter the 
results into the plant’s database. This database is used by many facets of the organization 
to monitor, optimize, and control the process.

Case 1

 A research chemist for the company accesses the plant database and uses the data in a 
research project (assume that this is an SR&ED project). Although the data collected and 
entered into the plant database is useful to (and used for) an SR&ED project, the data 
collection and testing performed by the lab technologist are done routinely and not 
specifically for the SR&ED work. 

 In this case, the daily data collection and testing are considered routine data collection and 
routine testing and cannot be claimed as part of the SR&ED project.
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1309 Chemical formulation –
DATA COLLECTION SCENARIOS

Case 2

 A research chemist is carrying out an SR&ED project. Much of the data being used again comes 
from the plant database. Here, however, the researcher also asks the lab technologist to collect 
specific samples and run specified tests over and above the work that the technologist routinely 
performs on a daily basis. 

 For this particular research work, the chemist uses both the data and the results from data 
collection and testing that the technologist carries out specifically for the chemist’s research 
project are directly in support of SR&ED. 

 However, the data collection and testing the technologist performs on a daily basis, as in case 1, 
are routine data collection and routine testing and are excluded from the SR&ED project.

Conclusion

 This example shows how the same type of work—collecting and analyzing samples in a 
commercial process—may or may not be SR&ED work depending on the purpose of the work 
being done.
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1310 Electronics – SR&ED vs. 
business portion of the project

 This example shows that an SR&ED project usually occurs as a subset of a company project.

Example

 A company wanted to develop an improved electronic product by incorporating a specific component 
that would add a new functionality.

 The company prepared a project plan including budget, created a new cost centre, and allocated 
staff to work on the project. The company then proceeded with the technological feasibility study, 
preparing the technical specifications, designing, building the prototype, testing, and making the final 
incorporation of the component into the product before starting the commercial production, 
marketing, and sales. 

 In this case, the company project encompasses all the activities from initial idea to final product 
launch.

 During development, a problem arose with the size of the new component in relation to the size of 
the existing product. Knowledge of miniaturization in the field of microelectronics was required to fit 
the new component into the existing product. The company did not possess that knowledge. 

 As a result, the company contracted out the miniaturization work. The contractor performed SR&ED 
work on behalf of the company. The work succeeded in reducing the size of the specific component 
so that it would fit into the current product.

 Once the specific component was successfully developed, it was incorporated into the existing 
product without any difficulty and the rest of the development was accomplished by standard 
practice.
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1310 Electronics – SR&ED vs. 
business portion of the project
Example (cntd.)

 Once the specific component was successfully developed, it was incorporated into the 
existing product without any difficulty and the rest of the development was accomplished by 
standard practice.

Conclusion

 In this example, the SR&ED project encompasses the work done to miniaturize the specific 
component, which is a subset of the overall company project.
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D – Project costs & descriptions

Summary of
Costs by project & 

Project descriptions 
Started in 

2011: #1101 & 
2012: # 1201-1203   
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D-1’s - Project #1101: improve 
compounding equipment
I) OBJECTIVE: modifying older equipment (the 

Gelimat) to produce a unique form of compounding 
equipment

DEPARTURES FROM STANDARD PRACTICE

 -high output rates   

 -high dispersivity   

 -absence of shear
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D-1’s - Project #1101

II) TECHNOLOGICAL 
ADVANCEMENTS/UNCERTAINTY:

 Optimal method to sense & control temperature

 Variables: Vibration (levels, locations, duration) vs. 
Devices (types & locations)

III) SYSTEMATIC INVESTIGATION

 Activity 1 - thermocouples

 Activity 2 - fibre optics 
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D-2’s - Project #1201 
Optimize DA Catalyst 

I) OBJECTIVE:
develop improved analytical procedures 

for chemical analysis of various metals 
in catalyst systems.

DEPARTURES FROM STANDARD PRACTICE
minimize catalyst batch-to-batch 
variability. 
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D-2’s - Project #1201

II) TECHNOLOGICAL 
ADVANCEMENTS/UNCERTAINTY:

 which catalyst fabrication conditions (such as 
metal ratio, zinc concentration, OH/Cl ratio) 
would impact powder properties?

III) SYSTEMATIC INVESTIGATION

 Lab testing
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D-3’s Project #1202: Software -
database methodology

I) OBJECTIVE:
Develop a new data basing method to double 

the speed of the database 

DEPARTURES FROM STANDARD PRACTICE

 Existing DMS works well with small data 
sets, but has excessive access times (>30 
seconds) with large databases (>1 gigabyte).
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Project #1202:

II) TECHNOLOGICAL ADVANCEMENTS /
UNCERTAINTY:

Relational Environment Issues

III) SYSTEMATIC INVESTIGATION
 experimented with existing data 

communications model 
 uncovered new uncertainty with respect to 

the optimal method to combine relational and 
packet access methods. 
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D-4’s - Project #1203: 
Plant breeding example
I) OBJECTIVE:
 develop new cultivar that embodies genetic 

traits for higher yield & resistance 

DEPARTURES FROM STANDARD PRACTICE
 10% improved yield
 10% improved lodging resistance over currently 

available cultivars
 no sacrifice of resistance to leaf disease(s) or 

Phytophthora root rot
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D-4’s - Project #1203 (ctnd.)

II) TECHNOLOGICAL 
ADVANCEMENTS/UNCERTAINTY:

 feasibility of combining the desirable genetic 
traits from different germplasm sources 
without sacrificing disease resistance 

III) SYSTEMATIC INVESTIGATION
 Over 10,000 experimental crosses were 

made and analyzed in the nursery 
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E - Eligible costs & tax credits

Qualified expenditures include Canadian: 

 Wages, 

 Materials,

 Subcontractors, 

 Overheads, and 

 Capital equipment 

Expenditure pool & tax credits
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E - Tax credits

Basic federal (20%)
Corporations, GP’s & individuals

Enhanced credits (E-5)
Phase outs – income & capital
refundability

Provincial incentives (E-14)
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E - Investment Tax Credit Rates -
CCPC

35% ITC rate on all qualified 
expenditures up to the expenditure 
limit

20% ITC rate on all qualified 
expenditures in excess of the 
expenditure limit
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E - Investment Tax Credit Rates
Individuals and Certain Trusts
 ITC rate - 20% on all qualified 

expenditures
 Refundable - 40% of both current and 

capital ITC
Corporations (other than a CCPC)
 ITC rate - 20% on all qualified 

expenditures
 No refund
All Other Taxpayers
 ITC rate - 20% on all qualified 

expenditures
 No refund
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E - Refund Rates For Investment Tax Credits -
CCPC

1. Qualifying Corporation (other than an Excluded
Corporation)

On Qualified Expenditures up to expenditure limit:
 100% of ITCs on current expenditures and proxy

amount
 40% of ITCs on capital expenditures

On Qualified Expenditures in excess of
expenditure limit:
 40% of ITCs earned on current and capital

expenditures

2. Qualifying Corporation that is an Excluded
Corporation
 40% of all ITCs earned

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

E - Refund Rates For Investment Tax Credits 
- CCPC

3. CCPC other than a Qualifying
Corporation

 Same as #1 except no refund on
qualified expenditures in excess of the
expenditure limit

4. All other corporations
 No refund
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E - Expenditure Limit

 Generally $3,000,000
 Adjusted for short taxation years
 Pro-rated among associated corporations

 Reduced because:
a) taxable income of previous taxation year 

exceeds business limit
b) taxable capital (large corporations tax) greater 

than exemption (generally $10M)
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E - Calculation of the Corporations 
Expenditure Limit for the Year

For tax years starting > Feb 25, 2008

 ($8 million - 10A) × ($40 million - B)/$40 
million

 A represents the greater of $500,000 and the previous
year’s taxable income

 B is the total of the business limits as determined under 
subsection 125 for the current year  
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E - Claiming Investment Tax Credits

Annual Investment Tax Credit Limit
 Individuals

 100% of Federal tax

 Corporations
 100% of Federal tax

Carry back excess 3 years, and forward:
 10 years for ITCs earned in taxation years up to the 

end of 2005
 20 years for ITCs earned in taxation years that ends 

after 2005

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

E - Qualified Expenditures
(for ITC)

Includes:
 amounts re: shared use equipment;

 SR&ED expenditures under s.37(1)(a) –
current;

 SR&ED expenditures under s.37(1)(b)(i) –
capital;

and

 prescribed proxy amount.
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E - Qualified Expenditures

Do not include:
 prescribed expenditures Reg. 2902 (see N’s)
 payments to non-arm’s-length person for

SR&ED performed on behalf of the taxpayer
 payments to non-taxable suppliers (other than

for SR&ED payments for expenditures such as
material, capital assets)

 qualified expenditures that have been paid for
by government or non-government assistance
or compensated by contract payment
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F – SR&ED wages

T-4 slip?
Allocation to SR&ED activities 

(F-3 to 6)?
Vacation & holiday pay (F-0)? 
>=10% a class of stock (F-7)?
Technical backgrounds (F-2)?
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F - Example Of Labour Cost Calculation

Hourly rate = (A+B+C)/D

A = annual base salary including 
statutory holidays & vacation pay 

B = bonus (unless specified 
employee)

C = eligible taxable benefits incurred 
by employer

D = hours available to work
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F - SR&ED Wages for Specific Employees

 Limited to 5 times YMPE (5 x $ 51,100 = 255,500) 

 Example - owner manager working 80% on eligible projects

 Annual Salary (includes taxable benefits) of $300,000 limited to 
SR&ED wages $ 255,500 in 2013.

 Bonus (not included in annual salary), $50,000 - not eligible.
 Non-taxable Benefits $15,000 - eligible under traditional method as 

overhead expenditures.

 Maximum SR&ED wages before the limit = 80% x $300,000 = $240,000

 The maximum amount of eligible wages for this specified employee is 
$240,000.

Recommend details for 
SR&ED timesheet templates
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F – Reducing taxable income to $500K

 Consider use of

 Reasonable bonuses &/or 
 Wages 

 Need to get onside each taxation year

 Can’t correct once off side 

 Specified future tax consequences

 Ensure with-holdings paid by 7th month after year end
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G – SR&ED Materials

Were materials consumed 
during experimentation?

 Materials transformed – if 
uncertain of use at year-end?

Repayment on disposition
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G - Cost of Materials for SR&ED

 Application Policy 2000-01 defines the terms cost, materials, 
consumed, transformed, and provides five examples of SR&ED 
projects and the related costs.

 The cost of materials consumed or transformed in the 
prosecution of SR&ED are eligible

 In order to be considered a material, the item must compose the 
body of a thing at a given moment in the SR&ED process. 

 Supplies are not materials and can potentially be claimed as 
overhead (Regulation 2900(2)(c))

 Recapture may apply where the product of the SR&ED is sold or 
converted to commercial use (Module 4)
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G - ITC Recapture - subsequent sale

Situation
 Property was acquired in the year, or any of the previous 

 10 taxation years that ended before 2006, or
 20 taxation years that ended after 2005,
and claimed as Qualified Expenditure.

 After February 23, 1998, that property or property that 
includes that property is
 Disposed of, or
 Converted to commercial use.

Result
 Recapture of investment tax credit on property acquired -

Increase Part I tax
 Reverse the deduction of ITC from SR&ED expenditure 

pool - Increase eligible expenditures
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G - ITC Recapture

Qualified Expenditure base for recapture is the lesser of:

 cost or portion of the cost of property and
 the actual or deemed proceeds of disposition of property or property that 

incorporates the real property if such property is not shared-use equipment 
and

 25% of actual or deemed proceeds of disposition if property is first term 
shared-use equipment and

 50% of actual or deemed proceeds of disposition if property is second term 
shared-use equipment

 ITC rate applied to recapture is the original ITC rate that applied when 
Qualified Expenditure was claimed

 Deemed proceeds = FMV of property at the time of a disposition to a 
non-arm’s-length party or a conversion of the property to commercial 
use
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H – Third party payment”

Payments to Universities?

Entitled to exploit?

Control of the work?

Was there  a contract?

T661, Schedule A (T-1.6)?

Ontario/Quebec university (T-7)?
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H - Third Party Payments

(i.1) Third Party Payment to a corporation resident in Canada
 For SR&ED carried on in Canada
 Related to the business of the taxpayer
 Only where taxpayer is entitled to exploit results of SR&ED

(ii) Third Party Payment to:
(A) approved associations
(B) approved university, college, research institute or other similar

institution
(C) non-profit SR&ED corporations
(D) reclassified as (i.1) above
(E) approved association making payments to (A), (B) or (C)
 SR&ED carried on in Canada
 Related to the business of the taxpayer
 Only where taxpayer is entitled to exploit results of SR&ED

(iii) Third Party Payment to non-profit SR&ED corporations for basic or 
applied research
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I – SR&ED Subcontractors

Payment to subcontractors for 
SR&ED activities?

Work performed in Canada?
Subcontractor at arm’s-length?
Files a Canadian tax return 

(HST#)? 
Subcontractor NOT claiming?
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I - Rules for Arm’s-Length Contracting

• Payer incurs SR&ED expenditures

• Payee (performer) receives SR&ED 
contract payment

• Payer claims qualified expenditure for 
payment made to SR&ED performed on its 
behalf

• Performer claims qualified expenditure 
minus contract payment received



25

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

I - Rules for Arm’s-Length Contracting

 Payer does not incur SR&ED expenditures 
(Qualified expenditures excludes SR&ED payments to 
non-arm’s-length parties for SR&ED done on its behalf)

 Payee (performer) does not receive a  
SR&ED contract payment

 Performer claims qualified expenditures
 Performer can transfer qualified 

expenditures to payer
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I - Non-Arm’s-Length Contracting

R&D Co. (sub)

Parent Co. R&D payment $200 to R&D Co.

Arm’s length R&D costs $150

Contact Payment - Parent Co. $nil
- R&D Co. $nil

Qualified Expenditure - Parent Co. $nil
- R&D Co. $150
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I - Transfer of Qualified Expenditures

Limited to least of three amounts: 
 The amount specified in the election
 The transferor’s SR&ED qualified expenditure pool at 

the end of year
 The notional contract payment amount

The SR&ED qualified expenditure pool at the 
end of the year equals:
 Qualified Expenditures incurred in the year, plus

amounts transferred to the taxpayer in the year, less
amounts transferred by the taxpayer in the year

 Example per T-4s
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I - Purchasing Goods or Services from Non-
Arm’s Length Parties

Goods – capital cost is lesser of:

 Actual expenditure incurred and
 Adjusted selling cost to supplier

Services – expenditure is lesser of:

 Actual expenditure incurred and
 Adjusted service cost to supplier
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J – SR&ED Capital

 Depreciable property?
 Building, leasehold interest in building, or    

intangible right?
 Intended use > 50 % SR&ED?
 Intended use > 90 % SR&ED?
 Available for use at year-end?
 Is the property new?
 Is the property purchased before Dec 31, 

2013?
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J - Capital Expenditures

 Capital expenditures incurred for the provision of premises, facilities 
or equipment where at the time it was intended that ...

 It would be used > 90% of operating time in its expected useful life
Or
 > 90% of value would be consumed in the prosecution of SR&ED in 

Canada
 Excludes

 Land or a leasehold interest therein
 Building or a leasehold interest therein (other than prescribed buildings)
 The cost of acquiring rights to SR&ED
 Proxy excludes GPOEF

 Includes pool only/ no ITC’s
 Available for use
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J - Shared-Use-Equipment

 New equipment which is used > 50% 
(primarily) for the prosecution of SR&ED

 ITC is earned in 2 taxation years

 Definitions
 first term shared-use-equipment

 second term shared-use-equipment
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J - Shared-Use-Equipment

Does Not Include
 "Prescribed depreciable property"

 Building
 Leasehold interest
 Property, or part of a property intended to be used in SR&ED

during the assembly, construction or commissioning of a facility,
plant or line for commercial manufacturing, commercial
processing or other commercial purposes, and intended for
 primary use not SR&ED, or
 value consumed primarily not in SR&ED

 General Purpose Office Equipment and Furniture
(GPOEF)
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J - Shared-Use-Equipment

Computing ITC on SUE
 1/4 of cost added to Qualified Expenditures at the end 

of each term

 Must qualify in the first term to be eligible for second 
term

 The ITC rates are usual SR&ED rates (20% or 35%)

 Normal CCA rules apply
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K – SR&ED Assistance

Assistance “receivable”

All levels of government

Contract payments received

No double dip
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K - Expenditure Pool Adjusted for Assistance

Deductible SR&ED Expenditures 
reduced by
Government assistance

Non-government assistance

Contract payments DO NOT reduce the 
expenditure pool – just qualified 
expenditures (for ITC)
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K – Effects on ITC’s

Qualified Expenditures reduced by:

 Government Assistance
 Non-Government Assistance
 Canadian sourced payments for SR&ED 

performed on behalf of a customer 
(Contract Payments)

Qualified Expenditures not reduced by:

 Foreign sourced payments for SR&ED 
performed on behalf of a customer

Ensuring ability to claim  
contractor costs (no double dips)

To ensure that your company maintains its right to claim 
credits and work performed, we recommend the following 
wording be added to the contracts:

 a) you have performed on your behalf &/or 

 b) which you perform for others:

“In the event of any of the development activities 
performed are eligible for Canadian SR&ED tax credits, 

X Co. reserves the right to claim these credits.”
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L – Unpaid amounts

 180 day rule

Strategies:
Unpaid salary & wages (R-1)
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L - Unpaid And Prepaid Expenditures

Unpaid amounts = expenditures incurred in a year that have
not been paid 180 days after year-end

For the purposes of calculating SR&ED Expenditures:
 Unpaid salaries, wages and other remuneration must be reported in year

incurred
 Unpaid salaries, wages, and other remuneration are deductible in the year 

paid

 Prepaid amounts considered incurred in the year
 Third Party Payments covered by 37(1)(ii) and (iii)
 Unless non-arm’s-length

 Prepaid amounts not considered incurred in the year
 In-house expenditures and contract SR&ED payments
 Subcontractor to be resident in Canada 37(1)(i.1)
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M – Foreign expenses

 In Canada – physically
 Exemption for up to 10% of SR&ED 

wages 

Taxable supplier
Permanent establishment
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M - Foreign Expenditures

Not added to the SR&ED pool

Deductible under 37(2) in the year for 
current SR&ED expenditures only

No ITC
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N – Overheads & prescribed 
expenses

 Traditional overhead
 Use reasonable allocation (N-1)

 Affects eligibility of wages includes some 
administration & support work (F-5/6)

 Proxy election
 65% of SR&ED wages (T-1.5)
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N - Eligible SR&ED Current Expenditures 

Under The Traditional Method

 Salaries and wages of employees who directly
undertake, supervise or support SR&ED

 Materials consumed or transformed in the
prosecution of SR&ED

 Payments to contractors for SR&ED performed on
behalf of the taxpayer

 Cost of leasing/renting SR&ED equipment used ASA
for SR&ED

 Overheads (directly related and incremental)

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

N - Eligible Current SR&ED Expenditures 

Under The Proxy Method

 Salaries and wages of employees directly engaged
in SR&ED

 Materials consumed or transformed in the
prosecution of SR&ED

 Payments to contractors for SR&ED performed
on behalf of the taxpayer

 Cost of leasing SR&ED equipment (not general
purpose office equipment and furniture GPOEF)
used all or substantially all (at least 90%) for
SR&ED

 50% of cost of leasing equipment (not GPOEF) 
used at least 50% for SR&ED
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N - Prescribed Proxy Amount (PPA)

 Proxy election is optional

 Proxy election is annual

 Subsection 37(10)
 election must be filed with first filing of the T661, before

deadline

 cannot amend later

 Notional amount for overheads

 For calculation of ITC only

 Not treated as a SR&ED expenditure

 Actual overheads deducted as business expense
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N - Prescribed Proxy Amount

 65% of salary base: salaries and wages of 
employees directly engaged in SR&ED

Reduced to 
 60% for 2013 & 

 55% for 2014+

Salary base: 
 excludes taxable benefits under s.6 or s.7

 excludes bonuses or remuneration based on profits

 excludes deemed payments under s.78(4)
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N - Specified Employee
 In calculating the proxy amount, the salary of a 

Specified Employee is limited to the least of:

 SR&ED portion of salary and wages

 2.5 times yearly maximum pensionable 
earnings

and

 75% of total salary and wages

 Cap applies to the sum of salaries and wages 
received from an associated group of 
companies
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N - Example re Specified Employee

Salary* of specified employee $ 120,000

Non-taxable benefits re salary $ 8,000

Cost of materials and sub-contracts $ 75,000

Incremental overhead $ 50,000

Qualifying CCPC - ITC rate 35%

*Salary includes taxable benefits of $2,000
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N - Example - Specified Employee

Traditional Method Proxy Method

Salaries $ 120,000 $ 120,000

Benefits 8,000 0

Materials and sub-contracts 75,000 75,000

Overhead 50,000 0

Proxy amount 0 **53,100

Qualified Expenditures $ 253,000 $ 248,100

ITC @ 35% $   88,550 $   86,835

Calculation of Qualified Expenditures

** 60% of the least of:
(a) $120,000 - 2,000 = $118,000 x 75% = $88,500
(b) $51,100 x 2.5 = $127,750

Salary base = $88,500; PPA at 60% = $53,100
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N - CAP on Prescribed Proxy Amount

Regulation 2900(6) limits PPA to

Amount of total business expenses

Less specified adjustments

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

O – CRA review timing

 CRA services: 
 First time claimant 

 PCPR & Account Executive 

 Assessment times
 Refundable & filed wT2 – 120 days

 Refundable TPR – 240 days

 Non-refundable – 365 days
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P – Pitfalls

Partnerships (P-1)
No enhanced ITCs
No carryforward of pool
No allocation to limited 

partners
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Q – Associated Corporations

Share expenditure limits 
Aggregate incomes
Phase outs (E-2)

Defacto control
Documentation critical (Q-1)
Mimetex – case example
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Q -Tax effects of Corporate Structure
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R – Advanced planning

Accrue reasonable wages 
(R-1)
With-holding taxes only 

payable when amounts 
actually paid
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R- Unpaid Amounts
 Subsection 127(26)

 Amounts unpaid 180 days after year-end

 Expenditure deemed not to have been incurred 
in the year
 Expenditure is deemed to be incurred when paid

 Investment tax credit earned when expenditure 
deemed incurred

ADDITION TO EMPLOYMENT AGREEMENT
[draft – for discussion purposes only]

 Rate of remuneration: Subject to statutory deductions, upon 
submission of weekly timesheets, the Employer shall pay the 
Employee a gross cash salary, inclusive of any statutory 
vacation pay to which the Employee may be entitled, equivalent 
to $ 240,000 per year ($20,000 per month).

 Timing of payment: The Employer shall pay minimum 
balances of $10,000 (gross before deductions) per month but 
may reserve payment of amounts in excess of this balance in 
the event that these funds are required for working capital.   The 
maximum deferral of any such payment will be 180 days of the 
corporation’s year end. 
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S – Financial statements

Adjusting JE’s (S-2)
Note disclosure of ITCs & 

expenses

Research vs. Development 
expenses
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T - Tax summary & forms

 Federal schedules:
 T661/Sch 32 – expenses (T-1’s)

 Sch 31 & 49 – Expenditure limits & ITCs (T-
2’s)

 Sch 1 – taxable income (T-3)

 T1146 & 1174 – NAL expenses (T-4’s)

Ontario schedules (T-5 to 7)
 Sch 566 (OITC)/Sch 508 (ORDTC)/OBRI
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T - Form T661 - Prescribed Form for SR&ED 
Expenditures

 Part 1: General Information
 includes choice of proxy or traditional method

 Part 2 - Scientific or Technological Project Information
 Step 1: Detailed Project Description

 Step 2: Project Summary Information

 Part 3: Summary of SR&ED Expenditures
 Step 1: Allowable SR&ED expenditures for SR&ED carried out in 

Canada

 Step 2: Pool of deductible SR&ED expenditures

 Step 3: Qualified SR&ED expenditures for ITC purposes

 Part 4: Background information (includes statistical information)
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T - Form T661 - Prescribed Form for SR&ED 
Expenditures

 Schedule A: Third Party Payments
 Schedule B: Special Situations

 Adjustments to SR&ED expenditure pool
 Adjustments to Qualified Expenditures

 Schedule C: Non-Arm’s-Length 
Transactions

 Schedule D: Calculation of the Salary Base 
and the Prescribed Proxy Amount

 Schedule E: List of all SR&ED projects 
claimed

 Schedule F: Expenditures for SR&ED 
contracts
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U – Filing procedures

File 

E-file or 

Mail to Tax Centre (U-1)
Projects to CRA only
 Now: all information (including project 

descriptions) within “prescribed form” 
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U - CRA SR&ED Review

Technical Review
 desk review

may be followed by field visit

Financial Review
most refundable claims

 other claims at random

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

U - CRA Procedures for Processing SR&ED
Claims

 Taxation Centre - first check of return for T661
 acknowledgement letter sent to taxpayer
 completeness check by local taxation centre and preliminary assessment of 

claim
 Decision to accept claim as filed or forward to CTSO for further assessment

 District Office or Regional Science Office
 decision to screen (for audit) or downscreen (assess without audit) by 

Financial Reviewer and/or Research and Technology Advisor (RTA)
 Downscreened returns

 general technical science check by Financial Reviewer and/or a RTA
 assessment issued without audit
 only applies to current claims (not multiple years) filed before the due date 

of the tax return
 only applies to filers already in the system and approved

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

U - CRA Procedures for Processing 
SR&ED Claims

 Screened returns
 technical review by RTA or technical consultant
 desk review and possible site visit
 request for clarification or request for additional information
 technical report
 financial review - on site

 Assessment
 issue proposal letter
 issue assessment and initiate request for refund
 should be 120 days from complete claim date to assessment
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U.5  CRA - Recent Request for 
Information (RFI) procedures 
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U - Services to Taxpayers

Pre-Claim Project Review
Account Executive Service
National Industry Sector Specialists -

RTA for each industry
SR&ED protocol
First-time SR&ED claimant service
Public information and industry specific 

seminars

U.10 Budget 2013 – new reporting on 
SR&ED preparer fees

According to the Department of Finance, 
 “Budget 2013 introduces measures to provide 

the Canada Revenue Agency with new 
resources and administrative tools to better 
respond to the minority of SR&ED program 
tax preparers and SR&ED performers who 
participate in claims where the risk of non-
compliance is perceived to be high and 
eligibility for the SR&ED program unlikely.” 
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New reporting on SR&ED preparer 
fees – starts Jan 1, 2014

In particular, in instances where one or more third parties 
have assisted with the preparation of a claim, 

 the Business Number of each third party 

 details about the billing arrangements including

 whether contingency fees were used & 

 the amount of the fees payable. 

In instances where no third party was involved, the claimant 
will be required to certify that no third party assisted in any 
aspect of the preparation of the SR&ED program claim. 
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SR&ED – dispute resolution
 The normal “negotiation process” could include:



34

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

Legal Timeframes for tax appeals
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Notable quote

“The best way to predict the future is to 
invent it.”  

- Alan Kay
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X – SR&ED Tax Court Cases

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge Maximum Efficient Use of Knowledge Corporation       © 2013         ME + U = Knowledge

HOW MEUK CAN HELP

R&D Base.net - $1,000/ year / user

Technical documentation support 
Financial / tax filing support

Full claim preparation – using your 
existing accountants (typical fee 20% 
of ITC recovery)

© 2010 MEUK Corporation
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Notable quote

“Leaders don't create followers, they 
create more leaders.”  

- Tom Peters
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