
WHO TO CONTACT DURING THE LIVE PROGRAM

For Additional Registrations:

-Call Strafford Customer Service 1-800-926-7926 x1 (or 404-881-1141 x1)

For Assistance During the Live Program:

-On the web, use the Chat function to send a message

If you get disconnected during the program, you can simply log in using your original instructions and PIN.

IMPORTANT INFORMATION FOR THE LIVE PROGRAM

This program is approved for 2 CPE credit hours. To earn credit you must:

• Participate in the program on your own computer connection (no sharing) – if you need to register 

additional people, please call customer service at 1-800-926-7926 ext. 1 (or 404-881-1141 ext. 1).  

Strafford accepts American Express, Visa, MasterCard, Discover.

• Listen on-line via your computer speakers.

• Respond to five prompts during the program plus a single verification code.  

• To earn full credit, you must remain connected for the entire program.

Federal and State R&D Credits: Comparing Federal and State 

Guidelines, Eligibility Requirements, Retroactive Application

WEDNESDAY, SEPTEMBER 7, 2022, 1:00-2:50 pm Eastern

FOR LIVE PROGRAM ONLY



Tips for Optimal Quality FOR LIVE PROGRAM ONLY

Sound Quality

When listening via your computer speakers, please note that the quality 

of your sound will vary depending on the speed and quality of your internet 

connection.

If the sound quality is not satisfactory, please e-mail sound@straffordpub.com

immediately so we can address the problem.

mailto:sound@straffordpub.com


Recording our programs is not permitted. However, today's participants can 

order a recorded version of this event at a special attendee price. Please call 

Customer Service at 800-926-7926 ext.1 or visit Strafford’s website 

at www.straffordpub.com.

http://www.straffordpub.com/
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Notice

ANY TAX ADVICE IN THIS COMMUNICATION IS NOT INTENDED OR WRITTEN BY 

THE SPEAKERS’ FIRMS TO BE USED, AND CANNOT BE USED, BY A CLIENT OR ANY 

OTHER PERSON OR ENTITY FOR THE PURPOSE OF (i) AVOIDING PENALTIES THAT 

MAY BE IMPOSED ON ANY TAXPAYER OR (ii) PROMOTING, MARKETING OR 

RECOMMENDING TO ANOTHER PARTY ANY MATTERS ADDRESSED HEREIN. 

You (and your employees, representatives, or agents) may disclose to any and all persons, 

without limitation, the tax treatment or tax structure, or both, of any transaction 

described in the associated materials we provide to you, including, but not limited to, 

any tax opinions, memoranda, or other tax analyses contained in those materials.

The information contained herein is of a general nature and based on authorities that are 

subject to change.  Applicability of the information to specific situations should be 

determined through consultation with your tax adviser.



IRC Section 41 Research 
Credit

How To Identify, Obtain, and Sustain a 

Successful Tax Credit at both the Federal 

and State Level
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IRC Section 41 Research Credit: Why Now?

The R&D Credit is an often 
overlooked and a 

misunderstood tax benefit. 

Most tax preparers associate 
R&D only with technology, 

biotechnology and 
pharmaceutical type 

activities.

Recent Treasury regulations 
have substantially 

broadened the range of 
taxpayers eligible for the 

credit.

With PATH Act changes to 
make the credit permanent 

and accessible, more 
taxpayers can plan for it and 

count on realizing the 
benefits.

The IRS estimates that 35% 
of taxpayers eligible to claim 

the credit actually take 
advantage and often 
understate the credit.
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Federal IRC Section 41 Research Tax Credit 

► The R&D Credit is a Federal tax incentive (also 
available in approximately 36 states) designed to 
promote innovation.

► Section 38 General Business Credit – Dollar for Dollar 
Reduction of Tax Liability. Generally, the credit is 
around 9 -11% of total qualifying expenditures

► Allows companies to receive tax credits for expenses 
incurred for research and development in the United 
States.

► Ability to scope the research credit for each Portfolio 
Company separately.

► Two methods to calculate the research credit – which 
need to be assessed annually.

► Ability to assess and capture tax credit benefits in 
current and prior tax years. 
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R&D Qualified Activities: The Four-Part Test

Business 

Component / 

Permitted 

Purpose Test

The activity must 
relate to a new or 
improved product, 
process or design 
(business 
component) that are 
intended to improve:

• Function

• Performance

• Reliability

• Quality

Technological 

in Nature

The activity 
performed must rely 
on the principles of:

• Physical science

• Computer science

• Engineering

• Biological science

Elimination of 

Uncertainty

The activity must be 
intended to discover 
information to 
eliminate uncertainty 
related to:

• Capability to 
improve product 
process of design

• Method to improve 
product process or 
design

• Appropriateness of 
design

Process of 

Experimentation

Substantially all the 
activities must relate to:

• Identifying uncertainty 
regarding the 
development of the 
product, process or 
design

• Utilize a process to 
evaluate one or more 
alternatives to eliminate 
the uncertainty

• Testing, trial and error, 
or modeling, to refine or 
discard alternatives
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R&D: Additional Tests for Internal Use 

Software

Significant Economic Risk

The project involved a significant commitment of 

resources – and because of the substantial 

uncertainty associated with the technical risk, the 

taxpayer is uncertain of the recovery of the resources 

within a reasonable period.

Innovativeness Test
The software is intended to provide a significant 

improvement in performance, a reduction in 

operational costs, or other measurable improvement.

Commercial Unavailability

Software offering the precise functionality desired by 

the taxpayer must not be commercially available.

Note: Off the shelf software that requires significant 

modifications or enhancements is considered to be 

commercially unavailable.
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R&D: Non-Qualified Activities
Research After Commercial Production:  The development reaches the stage of commercial production if 
the business component is ready for commercial sale (or use) or meets the basic functional and economic 
requirements of the taxpayer.

Funded Research:  Research funded by a government grant or by a customer must be analyzed to 
determine whether the taxpayer bears significant rights to the research and the economic risk associated with 
the research.

Foreign Research:  Research activities conducted outside the United States, Puerto Rico, or other US 
possessions.

Routine Testing / Quality Control / Maintenance:  QC testing or inspection to determine whether particular 
units of materials or products conform to pre-identified parameters is not qualified.  QA testing to determine if 
the design of a product or process is appropriate may be qualified.

Adaptation and Reverse Engineering:  Adaptation of an existing product to particular customer 
requirements or needs, without any uncertainty present.

Non-Scientific Research:  Market research, efficiency surveys, advertising studies.

Aesthetics:  Aesthetic changes to style, taste, cosmetic or seasonal changes.
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Qualified Research Expenses (“QREs”)
QUALIFIED RESEARCH EXPENDITURES

W-2 Wages:

• Box 1 W-2 

Wages

• Time Tracking 

Data

• Survey 

Results

Supply Costs:

• Account 

Detail

Cloud 

Computing / 

Computer 

Rental Costs:

• AWS, Azure, 

Google Cloud

Contract 

Research:

• Vendor Name

• Location of 

Vendor 

Activity

• Account 

Detail

See more detailed list on Information Request Slide
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R&D: Determining Qualifying Wages

Qualifying wages include wages that are derived from: 

► Conducting qualified research

● Meet IRS requirements

► Direct supervision of qualified research

● First-line managers supervising experimentation 

● Executives conducting or supervising research 

► Direct support of those engaged in qualified research

● A secretary who types research results

● A maintenance worker who cleans equipment used in research

● Support does not include indirect activities such as an employee who 

prepares paychecks for an engineer

● Must be allocated to the appropriate project via time-tracking system 

or other method of documentation (lab reports, meeting minutes, 

emails, etc.)
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Supplies and Contract Research

Supplies included in 
QREs

• First-run production 
that is scrapped

• Material used in 
testing

• Costs of Prototypes

• Extraordinary Utilities

Cloud 
Computing/Computer 

Rental

• Amounts paid for cloud 
computing as it relates 
to development 
environments

• Amazon Web 
Services, Azure, 
Google Cloud 
Platform, etc. 

• Not software licensing 
fees

Contract Research

• 65% of amounts paid 
to vendors or 
contractors performing 
research on behalf of 
the taxpayer

• Supporting 
Documentation:

• Contracts / MSAs 
describing rights to 
research and who 
bears economic risk

• General ledger detail 
by vendor, invoice, 
date, location, 
project
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Calculating the Research Credit

► General Considerations:
● The IRC Section 41 Credit for Increasing Research Activities is an 

incremental credit
● Taxpayers must identify the amount of QREs in prior years in order to 

calculate a Base Amount of Qualified spending that must be overcome 
before current year spending becomes credit-eligible

► Traditional / Regular Research Credit:
● The Base Amount is calculated based on the QREs and Gross Receipts 

of the Trade or Business from the 1984 – 1988 tax years
● There are Start-Up rules for Trades of Businesses with QREs in fewer 

than three years in the 1984 – 1988 tax years
● The Research Credit is equal to 20% of the QREs in excess of the Base 

Amount

► Alternative Simplified Credit (“ASC”):  
● The Base Amount is calculated by analyzing the QREs for the Trade or 

Business in the prior three tax years
● Base Amount is equal to 50% of the average of the QREs from the prior 

three tax years
● The Research Credit is equal to 14% of the QREs in excess of the Base 

Amount
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R&D: Typical Process

• Gather relevant information about the 
Taxpayer’s business operations

• Collect electronically-available financial 
information from the Taxpayer’s accounting 
records

• Identify the potential pool of the Taxpayer’s 
QREs from the financial data

• Conduct interviews with the client’s 
technical subject matter experts to assist in 
identifying the qualified expenses

• Provide an estimate of the federal and 
state research credits

• Prepare a work plan for the taxpayer’s 
approval in order to begin the research 
credit study

• Accumulate financial / cost accounting 
information necessary to quantify QREs on a 
business component by business component 
level (to the extent possible)

• Review and organize contemporaneous 
documentation associated with the qualified 
research activities

• Conduct interviews with technical subject 
matter experts

• Analyze the current year and prior year 
expenses in order to substantiate the base 
amount and the credit-eligible QREs

• Prepare a methodology memorandum and 
interview memoranda to demonstrate how 
Taxpayer’s R&D activities meet the 
requirements for qualification under IRC 
Section 41

• Prepare an IRS audit-ready deliverable

Scoping the Research Credit Benefits Performing the Research Credit Study
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R&D: Typical Information Requests

Download of W-2 data with 
following fields

1.Employee Number

2.Employee Name

3.Job Title

4.Cost Center / 
Department Number

5.Cost Center / 
Department Name

6.Original Hire Date

7.Termination Date

8.Box 16 W-2 Wage 
(State)

9.Box 1 W-2 Wage 
(Federal)

Download of General Ledger 
Information

1.Account Number

2.Account Name

3.Vendor Name

4.Invoice Number

5.Year

6.Amount

7.Initiative / Project

Time Tracking Data 
Download (If Available)

1.Date

2.Client

3.Project

4.Project Code

5.Task

6.First Name

7.Last Name

8.Employee Number

9.Hours

10.Department

11.Billable

12.Initiative
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R&D: Time Survey
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R&D Deliverables Designed to Address 

Questions asked by the IRS

1. Identify all units, divisions, departments and committees that had responsibility for approving, 
monitoring and/or reviewing research for the taxable years under examination

2. Identify the individuals with decision making authority that had responsibility for approving, 
monitoring and/or reviewing research, and set forth each individual’s title

3. What were the procedures in effect for obtaining funding approval for research?

4. What Firm Did your Study: Who will assist the examination team with the research credit audit?

5. SME List: Identify employees familiar with the technical aspects (e.g., Lead Project Engineer, 
Chief Software Architect, etc.) of each of the research projects or activities for which expenses 
have been claimed, in whole or in part, as qualified research expenses.

6. Controlled Group: Provide work papers reflecting the computation of the controlled group’s 
qualified research expenditures for all applicable base years.

7. Business Components: Provide a list of qualified projects. For each project, identify the Business 
Component (see IRC 41(d)(3)).

8. Credit Calc: Provide work papers used by the Taxpayer for computing the research credit.



23

R&D Deliverables Designed to Address 

Questions asked by the IRS / Continued

9. CD: Provide all documents relied upon, reviewed by the taxpayer for the purpose of determining the qualified research 

expenses claimed

9. Methodology Memo: Describe the methodology employed for capturing amounts treated as qualified research expenses

10.Who Filled out Survey: Identify each individual who determined which of the taxpayer’s activities involved qualified research

11.Who Determined Costs were Qualified: Identify each individual who determined which expenses would be claimed as 

qualified research expenses

12.Cost Center Methodology: If analysis is made on a departmental/cost center basis, provide: (a) Identification of relevant 

corporate divisions or functions evaluated; (b) Department names, numbers and descriptions; (c) Expense reports for each 

department which should include a list of general ledger accounts and year end balances. Account detail should include 

which accounts were included v. not included as QREs; (d) Qualified expenditures claimed for the department; (e) Detailed 

descriptions of the work done in each department or cost center

13.Wage / Department / Job Title/ Box 1 W-2: If Qualified wages were computed through an employee analysis, provide: (a) 

Payroll records covering the entire taxable period; (b) The names of employees whose wages were claimed in whole or in 

part as QREs; (c) Job titles and job descriptions applicable to the taxable years under examination for all qualified research 

employees; (d) Confirmation that the Box 1, W-2 wages are the basis for wage QRE calculations

14.Business Component: Time Tracking: If analysis is made from project accounting records, provide: (a) Project names and 

numbers; (b) A brief description of the project; (c)  Time frame for each project: (d) Total costs claimed as QRE for each 

project; (e) Annual costs claimed as QRE for each project
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Disclosures Required to Claim R&D 

Credit on Amended Returns

► On October 15, 2021, The IRS Office of Chief Counsel published a memorandum 

providing further insight into what a taxpayer must include in a claim for 

refunding as it relates to the research tax credit under Section 41

► Specifically, starting January 10, 2022, to be considered sufficient, a refund 

claim for an IRC Section 41 research credit must, at a minimum:

● Identify all the business components to which the IRC Section 41 research credit 

claim relates for that year

● For each business component:

▷ Identify all research activities performed

▷ Identify all individuals who performed each research activity

▷ Identify all the information each individual sought to discover

● Provide the total qualified employee wage expenses, total qualified supply 

expenses, and total qualified contract research expenses for the claim year (this 

may be done using Form 6765, Credit for Increasing Research Activities)

● This information must be submitted when the refund claim is filed and be provided 

with a declaration signed under the penalties of perjury verifying that the facts 

provided are accurate. Otherwise, the refund claim should be rejected as deficient.
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Research Credit Hot Topics

► Allowance to offset AMT for eligible small businesses
► Allowance to offset employer payroll taxes for eligible start-up 

companies
► Ability of retroactively elect the ASC
► The ability to avoid filing amended returns for prior open years in which 

the taxpayer could not utilize credits
► IRC Section 59(e) elections – Amortization of IRC Section 174(a) 

expenses
► COVID-19 Activities generating QREs
► Industry 4.0: Digital transformation of industrial company activities.
► Changes to the regulations under IRC Section 174 with respect to 

prototypes / supply costs
► IRC Section 280C: The necessity to make an election for the reduced 

research credit on a timely-filed return, even in years where the client 
cannot utilize credits or where the client has not performed a research 
credit analysis

► The interaction of PPP loans and the Employee Payroll Retention Credit 
with the Research Credit

► IRS Audit Techniques
► IRA 2022/CHIPS
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Small Business: AMT Offset with R&D 

Credits

► Beginning with 2016 tax year credits - eligible 
small businesses or their owners may use R&D 
credits to reduce AMT liabilities

► IRC §38(c)(5)(C) defines “eligible small business”
a business with average annual gross receipts of 
$50 million or less for the three preceding taxable 
years

► Partnership or S corporation -- the gross receipts 
test is applied at the individual owner level

► Unused R&D Credits for 2016 tax year of an 
eligible small business may be carried back one 
year to offset any AMT liability for 2015 Tax
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Small Business: R&D Credits Elected as 

Payroll Tax Credit

Pivotal tax incentive to credit up to $250,000 annually against employer payroll taxes 

Beginning with R&D credits in tax year 2016

Election for specific amount of credit, is made annually at the entity level with tax return 

Filed on or before due date, including extensions

File with first payroll quarter beginning after the tax return is filed to establish the credit

Election limited to five taxable years

Excess credits are rolled forward to the next payroll quarter

Deduction for employer payroll tax allowed for credited amounts
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Small Business: R&D Credits Elected as 

Payroll Tax Credit

Qualifying Small Business

• The Path Act and IRC 41(h)(3) defines a 

qualifying small business for the employer 

payroll tax credit:

• Corporation, Partnership, or Individual --

• With less than $5 million in gross receipts 

during the current taxable year in which the 

R&D Credit is determined; and 

• $0 gross receipts in all taxable years 

preceding the five-year period that ends with 

the current “credit” year (a five-year look-

back) 

• Does not require company to be in existence 

for 5 years to qualify

• Generally limited to start-up companies

• Does not apply to tax exempt organizations 

under IRC Section 501

Payroll Tax Offset

• Credit applies to 

Employer’s share of 

OASDI or “Social 

Security” portion of FICA 

taxes

• Does not lower 

employer’s liability for 

“Medicare” portion of 

FICA

• Does not lower any FICA 

taxes withheld from 

employees

• Can not make election to 

offset payroll tax for any 

portion of R&D credits 

that can reduce current or 

prior year income taxes
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State R&D Tax Credit

Arizona (AZ) Idaho (ID) Massachusetts (MA) Ohio (OH)

Arkansas (AR) Illinois (IL) Michigan (MI) Pennsylvania (PA)

California (CA) Indiana (IN) Minnesota (MN) Rhode Island (RI)

Colorado (CO) Iowa (IA) Nebraska (NE) South Carolina (SC)

Connecticut (CT) Kansas (KS) New Hampshire (NH) Texas (TX)

Delaware (DE) Kentucky (KY) New Jersey (NJ) Utah (UT)

Florida (FL) Louisiana (LA) New Mexico (NM) Vermont (VT)

Georgia (GA) Maine (ME) New York (NY) Virginia (VA)

Hawaii (HI) Maryland (MD) North Dakota (ND) Wisconsin (WI)
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California State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and Partnerships

► Non-refundable

► Can be indefinitely carried forward until fully exhausted

► Filed with Tax Return on Form CA FTB-3523

► The credit is equal to the sum of the following:

● 15% of qualified expenses that exceed a base amount

● 24% of basic research payments

► The definition of gross receipts in California does not conform to Federal

► Both types of credit rely on CA gross receipts to establish a base

► Alternative incremental credit option can be elected on a timely filed return

► Unlike Federal R&D Credits, file Federal Form 3115 (just to CA state) if you are 

changing calculation type from Regular to AIRC 

► You don’t always make a 280C election in California – the higher the CA 

apportionment, the more likely you would benefit from making a 280C election. 

Always evaluate 

► For taxable years beginning on or after January 1, 2020, and before January 1, 

2023, there is a $5,000,000 credit limitation on the application of business credits 

for taxpayers
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Connecticut State R&D Tax Credit

► Available to C-Corporations only

► Non-refundable

► Can be indefinitely carried forward until fully exhausted

► Filed with Tax Return on Form CT-1120RC

● Must be attached to Form CT-1120K

► Section 174 Eligible Expenditures

● Experimental or laboratory, pre-production and pilot models, 

and patent related expenses

► Section 174 Disqualified Expenditures

● General and administrative, ordinary testing or inspection, 

quality control, efficiency surveys, management studies, and 

advertising or promotional expenses
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Florida State R&D Tax Credit

► Available to C-Corporations
► Non-refundable
► Can carryforward for 5 years
► Filed with Tax Return on Form 1196

● Credit must be pre-approved and certified by the FL 
Department of Economic Opportunity by March 20

● Must attach the Federal Form 6765 and 3800 to Florida 
Tax Return

► The tax credit is 10 percent of the qualified research 
expenses over the base amount (average four years) 
However, the maximum tax credit for a business 
enterprise that has not been in existence for at least 4 
taxable years immediately preceding the taxable year of 
the credit is reduced by 25 percent for each taxable year 
for which the business enterprise, or a predecessor 
corporation that was a business enterprise, did not exist
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Georgia State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 

Partnerships

► Non-refundable

► Can carry forward for 10 years

► Filed with Tax Return on Form IT-RD

► Credit is equal to 10% of the additional research 

expense over the base amount but limited to 50% of 

income tax liability

► Beginning on or after January 1, 2012, excess 

research tax credit may be used to offset withholding

► File Form IT-WH, on Georgia website, to utilize against 

payroll withholding within 30 days filing tax return
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Maryland State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and Partnerships
► Non-refundable unless a Qualified Small Business
► Cannot carryforward 
► Application based due on November 15

● Require a letter in good standing
● Need physical location presence within the state

► Filed with Tax Return on Form 500CR
► Set to expire in 2027
► Two types:

● Basic R&D Credit - 3% of the lesser of its Maryland qualified research 
and development expenses incurred during the tax year or the 
Maryland base amount

● Growth R&D Credit - 10% of the Maryland qualified research and 
development expenses incurred during the year that exceeds the 
Maryland base amount

● The Maryland base amount is the average annual gross receipts of the 
business for the four preceding tax years multiplied by the Maryland 
base percentage



36

Massachusetts State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 

Partnerships

► Non-refundable

► Can carryforward for 15 years

► Filed with Tax Return on Schedule RC

► The credit amount is limited to the first $25,000 of 

corporate excise due, plus 75% of any excise due 

in excess of $25,000
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Michigan State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 

Partnerships

► Non-refundable 

► Cannot carryforward 

► Filed with Tax Return on Form 4570

► The R&D tax credit equals 1.9% of their Michigan 

QREs during the tax year

► The R&D credit, along with two other tax credits, 

cannot exceed 75% of the taxpayer's tax liability
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New Jersey State R&D Tax Credit

► Available to C-Corporations and S-Corporations
► Non-refundable
► Can carryforward for 7 years
► Filed with Tax Return on Form NJ 306
► Effective Jan 1, 2018, New Jersey allows the 

alternative simplified method (ASC) to calculate the 
state credit

► Credit equal to 10% of the excess of the qualified 
research expenses over the base amount, plus 10% of 
basic research payments 

► S-Corporations credits are limited to its corporation 
liability and pass through to individual shareholders is 
not permitted
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Ohio State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 

Partnerships

► Non-refundable

► Can carryforward for 7 years

► Filed with Tax Return on Schedule E

► The credit amount is equal to 7% of the net excess of 

total investment in qualifying research expenses for 

the taxable year and the average investment of the 

previous three year’s QREs

► Ohio follows Federal Alternative Simplified Calculation 

only which averages the prior three years of Qualified 

Research Expenditures as its base period
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Pennsylvania R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 
Partnerships

► Non-refundable
► Can carryforward for 15 years
► Application based due on December 1
► Must apply by using the Pennsylvania R&D 

Electronic System via the Pennsylvania DOR 
Website (Username and Password Required)

► The credit rate in Pennsylvania is 10% (20% for 
qualified small businesses)

► Pennsylvania offers a modified Alternative 
Simplified Credit
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South Carolina State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 

Partnerships

► Non-refundable

► Can carryforward for 10 years

► Filed with Tax Return on Form SC TC-18

► The R&D Tax Credit is 5% of the qualified 

research expenditures that occurred in South 

Carolina

► The R&D Tax Credit taken in any one taxable year 

cannot exceed 50% of a taxpayer's liability



42

Texas State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 

Partnerships

► Non-refundable

► Can carryforward for 10 years

► Filed with Tax Return on Form TX 05-178

► The credit amount is 5% of the excess amount of 

qualified research expenses in the current period 

over the base amount (50% of the average of the 

previous three years)

► Requires number of Texas Employees
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Utah State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 
Partnerships

► Non-refundable
► Credit 1 and Credit 2 Can carryforward for 14 years
► Credit 3 can not be carried forward
► Filed with Tax Return on Form TC-40A 
► The Utah research and development tax credit is the sum 

of:
● Credit 1: 5% of a taxpayer's qualified spending that 

exceed the base amount;
● Credit 2: 5% of payments made to qualified organizations 

for basic research in Utah that exceed the base amount; 
and

● Credit 3: 7.5% of qualified research expenses for the 
taxable year
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Vermont State R&D Tax Credit

► Available to C-Corporations, S-Corporations, and 

Partnerships

► Non-refundable

► Can carryforward for 10 years

► Filed with Tax Return on Form BA-404

► The credit is equal to 27% of the federal credit for 

expenditures made in Vermont
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Virginia State Minor R&D Tax Credit

► Available to C-Corporations, S-Corporations, and Partnerships
► Refundable
► No carryforward
► Application based due on September 1 

● Filed on Form VA RDC 
● VA Based Employee SSN’s
● Summary of R&D activities within VA

► For the 2021 through 2024 tax years, the Virginia pool amount of 
allocable credit is capped at 7.7 million dollars.

► Credit is for a “applied for amount” and is rewarded based number of 
entity's applying for awarded credit amount

► Regular Credit
● Credit equals to 15% of the first $300,000 paid or incurred
● 20% if qualified expenses were in conjunction with a Virginia public 

or private college or university
► Alternative Simplified Method

● Credit equals 10% of the difference between current year QREs and 
50% of the average Virginia QREs incurred for the three previous 
years

● If no base year QREs, credit is 5%
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Virginia State Major R&D Tax Credit

► Available to C-Corporations, S-Corporations, and Partnerships
► Non-refundable
► Can carryforward for 10 years
► Application based due on September 1 

● Filed on Form VA RDC 
● VA Based Employee SSN’s
● Summary of R&D activities within VA

► For the 2021 through 2024 tax years, the Virginia pool amount 
of allocable credit is capped at 7.7 million dollars.

► Credit is for a “applied for amount” and is rewarded based 
number of entity's applying for awarded credit amount

► Needs more than $5,000,000 in qualifying research 
expenditures 

► Credit equals 10% of the excess over the base amount 
► It may only offset up to 75% of the tax liability in the tax year
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Appendix: Industry Considerations

Aerospace Agriculture Automotive Chemicals Electronics

Engineering Food Sciences Forestry
General 

Manufacturing
Hardware 

Development

Life Science Semiconductors
Software 

Development
Telecommunications And More…… 
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General Manufacturing

► Development of manufacturing 

techniques to build complex 

components

► Trials to improve process efficiencies, 

throughput or reduce waste and costs

► Automation of manufacturing processes

► Research and experiment around 

causes of manufacturing defects
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Software Development

► Apps, Apps, Apps

● Developing for business processes

► “Cloud” Adaptations

► Integrating vended solutions into 

proprietary software 

► Enhancing security features on existing 

products (HIPAA, HITECH)

► Development Approaches:

● Containers, Dynamic, Agile vs. 

Waterfall
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Engineering

► Construction of complex transportation 

projects ranging from roadways, 

bridges, interchanges, tolling facilities, 

and mass transit

► Focused on meeting unique client 

criteria throughout construction process

► Multiple design iterations utilizing CAD 

CAM drawings
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Food Science

► Designed snack bar using particular 

seed ingredient while meeting further 

requirements

► Extensive prototype testing performed 

to arrive at desired ingredient ratio 

accounting for low calorie count, low in 

sugars, natural sweeteners, plant based 

fiber and protein, and shelf life of at 

least one year

► Relied on technology of food science in 

developing design of the snack bar and 

manufacturing process
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About Cherry Bekaert
“Cherry Bekaert” is the brand name under which Cherry Bekaert LLP and Cherry Bekaert Advisory 

LLC, independently owned entities, provide professional services in an alternative practice structure in 

accordance with applicable professional standards. Cherry Bekaert LLP is a licensed CPA firm that 

provides attest services, and Cherry Bekaert Advisory LLC and its subsidiary entities provide tax and 

advisory services. For more details, visit cbh.com/disclosure. 

This material has been prepared for general informational purposes only and is not intended to be 

relied upon as tax, accounting, or other professional advice. Before taking any action, you should 

consult a professional advisor familiar with your particular facts and circumstances.
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