Federal and State R&D Tax
Credit Studies
Aprio offers full service studies and audit defense of the federal and state Credits for
Increasing Research Activities (R&D Tax Credit). The R&D Tax Credit was enacted in
1981 as an incentive for American innovation and was made permanent in December
2015. Any company that designs, develops or improves products, processes,
techniques, formulas or software may be eligible. R&D relates to development before
commercial production for related U.S. activities.
The R&D Tax Credit results in an immediate benefit to a company since it can reduce
past, current and future years’ federal tax liability, thereby creating an immediate
source of cash. The credit provides a dollar-for-dollar offset against taxes owed or paid
which differs from a deduction. Starting in the 2016 tax year, the credit can be used to
offset Alternative Minimum Tax and payroll withholding in certain circumstances.
The federal credit averages about 6.5 percent of combined qualified R&D labor,
contractor labor and supplies.

New York has separate R&D tax incentives for
companies who increase their R&D spending from year
to year.
RECENT CHANGES TO NEW YORK R&D TAX INCENTIVES:
1.

Life Sciences Research and Development Tax Credit. Companies with operations
in New York are entitled to this refundable credit if they qualify as a life sciences
company, are a new business, have paid or incurred qualified research and
development expenses in New York state, and received a certificate of tax credit
issued by Empire State Development (ESD). This credit is available for tax years
beginning on or after Jan. 1, 2018, but before Jan. 1, 2028.
The Credit is equal to:
•

Fifteen percent of the qualified life sciences company’s research and
development expenditures in New York state for a company that employs 10
or more persons.

•

Twenty percent of the qualified life sciences company’s research and
development expenditures in New York state for a company that employs
fewer than 10 persons.

2.

R&D exemption for tangible personal property. Purchases of tangible personal
property for use or consumption directly and predominately in R&D in the
experimental or laboratory sense can be made without paying sales tax.
R&D in the experimental or laboratory sense means research that has as its
ultimate goal:
•

basic research in a scientific or technical field of endeavor;

•

advancing the technology in a scientific or technical field of endeavor;

•

development of new products;

•

improvement of existing products; or

•

development of new uses for existing products.

Activities not eligible for the exemption include:
•

testing or inspecting materials or products for quality control;

•

efficiency surveys;

•

management studies;

•

consumer surveys, advertising and promotions; and

•

research in connection with literary, historical or similar projects.

Exemption certificates and refunds. Qualifying purchases of tangible personal
property can be made without the payment of sales tax by giving the supplier
a completed Form ST-121, Exempt Use Certificate. Form AU-11, Application for
Credit or Refund of Sales or Use Tax, should be used to apply for a refund or
credit of sales tax paid on qualifying purchases.

AN OVERVIEW OF SERVICES
At Aprio, we have developed a turnkey methodology that leverages our expertise in
the credit calculation and reporting of substantive documentation to maximize the
credit benefit to you. Aprio has more experience than any firm in the country with the
payroll withholding aspect of the credit, and we routinely save our clients millions of
dollars.

OUR METHODOLOGY INCLUDES THE FOLLOWING STEPS:
1.

Educate company personnel on activity qualification criteria. This includes an
overview of the tests outlined in the Internal Revenue Code and associated
Regulations. Companies need to perform qualified research, undertaken for the
purpose of discovering information that is technical in nature and intended to be
useful in the development of a new or improved business component.

2.

Investigate qualified activities and associated qualified costs within the company.
An initial research credit study requires the investigation of prior years’ activities.

3.

Interview company technical personnel and analyze project and historical data
to identify projects, processes and technologies where potential qualifying
R&D expenditures may be found. We will spend additional time on site to better
understand your company’s facts surrounding these costs to determine which of
them may qualify. Our process has been proven successful through claims audited
by the IRS.

4.

Calculate the credit. Since its initial enactment in 1981, there have been several
changes to the credit calculation. We will leverage our technical expertise in
preparing a calculation that maximizes your benefit. In addition to calculating the
credit, we will substantiate the credit claim by referencing amounts to applicable
source documentation.

5.

Summarize our findings in an executive report. Our findings will also serve as
audit support in the event the credit claimed is audited by taxing authorities.

Any tax advice contained in this communication (including any attachments) is not intended
or written to be used, and cannot be used, for the purpose of (i) avoiding penalties under
the Internal Revenue Code or under any state or local tax law or (ii) promoting, marketing or
recommending to another party any transaction or matter addressed herein. Please do not
hesitate to contact us if you have any questions regarding this matter.
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