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Objectives

w Speaker Introductions

w Research and Development Tax Credit
w Work Opportunity Tax Credit

w Credit Utilization

w Tax Depreciation Updates PATH Act

w Fixed Asset Studies and Cost Segregation
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?@_ Research and Development Tax Credit




What is the R&D Tax Credit?

w A tax credit for research performed on U.S. soil.

w TheTraditional Federal Credit is 20% of qualified costs or
13% if the reduced credit is elected. The effective credit is
approximately 6.5% of qualifying costs.

w The Federal Alternative Simplified Credit (ASC) is 14% of
qualified costs or 9.1% If the reduced credit is elected. The
effective credit is approximately 4.6% of qualifying costs.

w The IN creditis 15% or 10% Iif the alternative incremental
credit is elected.

w Credit is designed to keep jobs in the United States and to
encourage companies to improve their products and
processes




Goals of R&D Study

w Maximize Cash Flow

w ldentify, quantify and document the maximum
sustainable amount of R&D Credit

w Develop a methodology for capturing and
enhancing credits in future tax years

w Very little disruption to company operations




Research Tax Credits Statutory
Requirements

Permitted wNew or improved product or process

(must be improving the functionality, performance,
Purpose reliability, or quality)

LL=Io3g]glo] oo (= IMIRN A ctivities must rely on the principles of physical or
biological sciences, engineering or computer science

wAt the outset of the activity, the taxpayer must be
uncertain as to capability, method or design

PI’OCGSS Of wMust evaluate one or more alternatives to eliminate
technical uncertainty (i.e., modeling, simulation or

SALEIdlEI 0l systematic trial and error)




Internal Use Software (IUS)

Software developed for use in general and administrative
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- Financial management functions
- Human resource management functions
- Support services functions (i.e., data processing or facilities services)

Innovative

L L Not Commercially
Significant Economic Ris Available

wSoftware results in a wTaxpayer commits wSoftware cannot be

reduction in cost,
improvement in speed,
or other measurable
improvement that is
substantial and
economically significant

substantial resources to
the development and
there is substantial
uncertainty, because of
technical risk, that such
resources would be
recovered within a
reasonable period

purchased, leased, or
licensed and used for
the intended purpose
without modifications




Eligible Expenditures

1. Wages for individuals
A Performing R&D
A Directly Supervising R&D
A Directly Supporting R&D
2. Suppliesconsumed in the researgbrocess
Tangible property used
3. ContractorCosts
A OutsideConsultants and contract employees

A Fees to Laboratories
A Fees to University Researchers




Nonqualified Activities

w Research related to style, taste, cosmetic or seasonal design
factors

w Research after commercial production
w Adaptation of existing business components
w Duplication of existing business components

w Surveys/studies, i.e., market research, routine data collection,
routine or ordinary testing or inspection for quality control

w Computer software developed primarily for internal use by
the taxpayer (IUS) see additional 3part test

w Foreign research
w Social sciences
w Funded research




Agriculture Industry Examples Product
Development

w Development of new or improved agriculture
related products

¢ Hybridization or development of new strains of
crops, plants, or livestock

w Modification of product formulations
¢ Development of disease resistant crops or livestock




Agriculture Industry Examples Process

w Development of growing processes to increase
yields/reduce reliance on chemicals

¢ New breeding technigues
¢ New feeds or feeding techniques for livestock
¢ New ways to prevent or control disease or insect pests

¢ Experimentation with new or different fertilizergorganig

w Development of processes to improve operational
efficiency

¢ Development of new irrigation systems
¢ Development of automated processes
¢ Implementation ofequipment to improve harvest cycléame

¢ Optimize treatment and management of farm wastes in
efficient manner




Research Tax Credi$rocedures

w Obtain the detailed tax information necessary to calculate
the credit

w Perform a site tour to gain an understanding of the
operations.

w Interview key personnel to understand activities and
determine percentage of time that qualifies for the credit.

w Analyze cost information to capture gqualified contractor
and supply costs.
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credit claim including preparation of comprehensive
narratives documenting the activities performed.

w Calculate the federal and state credit amounts by yeatr.




R&D Tax Credits Other Considerations

w Unused Credit can be carried forward for 20
years

w Traditional Credit vs. Alternative Simplified
Credit (ASC)

w Amend Prior Year Returns
w Alternative Minimum Tax

w PATH Act Makes R&D Credit Permanent
¢ Also permanent in Indiana statute




Big Changes for 2016

w Now permanent. No more waiting oextensions

w Now allowed to offset Alternative Minimum Tax
(Qualified Small Businesses with less than $50M
IN gross receipts on)y

¢ Effectivefor amounts paid or incurred after December
31, 2015, so takes effect next tax year fioost

wMay offsetit KS FANBRUO PHpnaZnnan

portion of Payroll Tax (FICA

¢ OnlyQualified SmaBusiness Start Ups witlss than
$5M in gross receipts and no gross receipts for any
taxable year preceding thetaxable year beinfjled
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WORK OPPORTUNITY TAX CREDIT (WOT

w The tax credit allows employers to reduce their federal tax liability
by up to $9,600 per new hire. Fgorofit businesses of any size

qualify.

w The tax credit applies to temporary, seasonal, pdirne and fulk
time workers. The tax credit is available for new hires with job start
dates through December 32019.

w TheWOTC applies only to new employees who have never worked
for the hiring employer at any other time.

w Any type of job is acceptable.




HOW WOTC IMPACTS TAX LIABILITY

w Taxable employers claim the WOTC as a general business credit on

Form 3800 against their income tax. The WOTC is calculated using
Form 5884

w Wage expense deduction is reduced for wages eligible for WOTC.




QUALIFYING GROUPS
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For the employer to claim the WOTC for a new hire, the employee must be
certified as a member of a targeted group by meeting the criteria described
in any of the groups listed below. The employer is not expected to verify
eligibility of the employee at time of hire.

Shortterm Temporary Assistance for Needy Families (TANF) Recipient (Group 1)

Qualified Veteran (Group 2a)

Disabled Veteran (Group 2b)

Unemployed Disabled Veteran (Group 2¢)

Unemployed Veteran 4 Weeks (Group 2d)

Unemployed Veteran 6 Months (Group 2e)

Qualified Exfelon: (Group 3)

Designated Community Resident (Group 4)

Vocational Rehabilitation Referral (Group 5)

Qualified Summer Youth (Group 6)

Food Stamp Recipient (Supplemental Nutrition Assistance Progr&NAP) (Group)7

Long Term Unemployed (added 1/1/16)

Supplemental Security Income Recipient (Group 8)

Longterm Family Assistance Recipient (Group 9)




Eligibility

WOTCTARGET GROUPS DEFINED

Veteran

LongTerm or
ShortTerm
Temporary
Assistance for
Needy Families
Recipient

Supplemental
Nutrition Assistance
Program Recipient
(Food Stamps)

Designated Community
Resident

Vocational
Rehabilitation
Referral

ExFelon

Supplemental Security Income

Recipient

Summer Youth
Employee

Qualified Longerm Unemployment

Recipient

To be considered a veteran eligible for WOTC, an individual must meet these two standards:

1. Have served on active duty (not including training) in the U.S. Armed Forces for more than 180 days or have beerdiscbi@aged from active duty for a service
connected

disability; AND

2. Cannot have a period of active duty (not including training) of more than 90 days that ended duringdéne Fiod endingn the hiring date.

To be eligible for WOTC, a veteran must also be one of the following:
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hiring date;

OR
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o Hired within 1 year of discharge or release from active duty, or

o Unemployed for at least 6 months in the year ending on the hiring date; OR
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o At least 4 weeks (but less than 6 months) in the year ending on the hiring date, or

o At least 6 months in the year ending on the hiring date.

Shortterm Temporary Assistance for Needy Families (TANF) Reaipfenindividual who is a member of a family that:
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Longterm TANF RecipiemtAn individual who is a member of a family that meets one of the following:

©w wWSOSAPBSR ¢! bC o0SySFAGA F2NJ LG tSHad my O2yasOddiags Yzyika SyRAy3I 2y (GKS K
w {(02LIISR 0SAy3a StAIA6ES F2NJ ¢! bC LI &YSyidad RdzZNRy3 (K Ssepdynieris cauld®deSnhatieRandtizO | dza S
individual is hired not more than 2 years after such eligibility ended; OR
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August 5, 1997.

A Supplemental Nutrition Assistance Program (SNAP) recipient 8@ yisars who is a member of a family that received SNAPfieef@od stamps) for:

® ¢ #nBnthoperiod ending on the hiring date; OR
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of

1977.

An 1839 year old who lives within one of the federadlgsignated Rural Renewal Counties or Empowerment Zones.

An individual with a disability who completed or is completing rehabilitative services from a state certified
agency, an Employment Network under the Ticket to Work program, or the U.S.
Department of Veteran Affairs.

An individual who:
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An individual who received Supplemental Security Income (SSI) benefits for any month that ended

during the 60day period ending on the hire date.

A 16 or 17 yeaold youth who:
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Any individual who is certified by the designated lcagéncy as being in a period of unemployment which:

A s not less than 27 consecutive weeks, and
A Includes a period in which the individual was receiving unemployment compensation under State or Federal law.




Credit Amount

VETERANS
Receives SNAP benefits $2,400
VETERANBNTITLED TO COMPENSATION FOR SERVICE CONNECTED DISABILITY
Hired one year from leaving service $4,800
Unemployed ateast 6 months $9,600

UNEMPLOYEDRETERANS
At least 4 weeks $2,400

At least 6 months $5,600
OTHERNOTC TARGET GROUPS

Short Term TANF Recipient $2,400
LongTerm TANF Recipient $9,000 (over two years)
SNAP (Food StamBgcipient $2,400
DesignatedCommunity Resident $2,400
Vocational Rehabilitation Referral $2,400
ExFelon $2,400
SSI Recipient $2,400

Summer Youth $1,200

Qualified Longerm Unemployment Recipient $2,400




OUR PROCESS

STEP 1: ldentify eligible employees
A Either take the electronic survey; or
A Provide forms and instructions to include in the application package

STEP 2: Request any supporting data to submit along with applications (forms 8850
and 9061) and submit to the state for verification of eligibility

STEP 3: Manage reporting and compliance process with thecstatkiding accepted
applications, appeals and denials

STEP 4: Collect data on eligible employees at year end to compute tax credit;
STEP 5: Compute and report tax credit on form 5884.

STEP 6: Identify any eligible candidates for related state tax credits and process as
needed to submit to the state(s).




WHO BENEFITS FROM THE SERVICE?

w Both for profit and not for profit clients

w Hiring (including turnover) at least 10 new people a year
w Who have fewer than 20 year NOL carryforwards

w Who value finding savings on their tax return
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Credit Utilization

w In computing taxable income, a cooperative is allowed all of the
credits available to corporations generally.
¢ Including R&D
w Several credits that are general business credits can electively be
allocated to patrons:

Small ethanol produce credit
Biodiesel and renewable diesel fuel credit

Renewable electricity credit
Low sulfur diesel fuel credit

w Portions of certain credits allowable to the cooperative that are not
able to be used because of the taxable income limit are allocated to
patrons:

¢ Work Opportunity Tax Credit
¢ See instructions for 109PATR
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%__L__ Depreciation Updateg, PATH Act




50% Bonus Depreciation

w Eligible: New (not used); recovery perigt20
yrs.

¢ Includes 15yr. qualified leasehold improv. prop.
6 Subject to a lease;
6 Placed in service 3 years after building placed in service;
6 No enlargement of building, elevator, escalator, or
structural component benefitting common area
¢ But not 15yr. restaurant or retail improv prop.

¢ No prop. outside U.S., tagxempt entity, or tax
exempt bond financing




50% Bonus Depreciation as Extended

Acquired & Placed In Service Bonus %
1/1/08 ¢ 9/8/10 50%
9/9/10 ¢ 12/31/11 100%
1/1/12 ¢ 12/31/14 50%
2015 thru 2017 50%
2018 40%
2019 30%
2020 --




