Experimental Production and
the Opportunity for SR&ED

Experimentation during production presents a great opportunity for claiming Scientific
Research and Experimental Development (SR&ED) tax credits. However, the expenditures
that may be claimed will depend on the context of the production trials. Is the production
run entirely experimental or is the SR&ED work layered on top of regular commercial
production? The specific facts in each situation can mean the difference between the
entirety of your production costs and only the incremental costs being eligible for SR&ED.
The key to distinguishing between these two scenarios is identifying risk.

SR&ED and Production

The first step is to verify that the production
process is part of a SR&ED project. This can be
done by answering the following questions:
Does the commercial process relate to your
technological objectives? Have you tested
changes to the process on a small scale but
now need to verify it at full scale? Have you
changed a product in a way that makes you
uncertain about how it will run in production?
Affirmative answers suggest the existence
of SR&ED activities. In summary, if you are
uncertain about how the process will perform
as a result of changes you have implemented,
you may be in the realm of experimental
production. The logical question that follows is:
Can you claim the full cost of the production
run as a SR&ED tax credit?

Two Types of Production SR&ED

There are two types of production related
to SR&ED: (1) experimental production (EP);
and (2) experimental development alongside
commercial production (ED+CP). EP occurs
when the context of the production run is
entirely experimental, and no commercial
activities are occurring. In contrast, ED+CP
contains a commercial element and only the

incremental costs can be claimed as a SR&ED
tax credit. Consequently, the distinction
between these two scenarios can have an
enormous impact on the amount of eligible
costs that can be claimed. Consider the
wages of all operators and supervisors, as
well as materials and overhead, involved in a
production run versus a few additional (i.e,
incremental to the typical set-up) personnel
present for a trial. Establishing the SR&ED
context of a production trial is essential to
determine the extent of EP or ED.

The Trial Story

The context of an EP trial is that there is
significant risk to the product and/or process.
What are the potential negative impacts of
the changes being tested? These effects could
include increased scrap rates, production slow-
downs, or stoppages. The issues don't have to
occur during the production trial. However,
evidence will be needed to show that such
risks were present. Documentation is key to
substantiating the production context. This
can include operating instructions, meeting
minutes, special authorizations, notes, and
pictures of the trial. These documents should
establish planned changes, identify associated
risks prior to the production trial, describe
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additional efforts required during the trial (e.g., monitoring,
process adjustments, excess costs, etc.), and analyze trial results.

While it may seem obvious, it's important to determine the
start and end of the trials. This includes the timing of the
experimentation and what portion of the production process is
involved. Ideally, these parameters will be established as part of
the trial planning documentation. However, if a trial doesn't have a
defined start or end, then you will need to rely on the presence of
technological uncertainty. When could the experimental changes
start to have an impact? When have you reached the point where
you are confident that the potential issues will not occur? You
will need the full story of the trial to answer these questions. In
addition, there could be a transition from EP to ED+CP as risk is
lowered, but observation continues.

Costing Experimental Production

The costs associated with EP or ED+CP can be identified once
the context of a trial has been defined. For EP, the salaries and
wages of all technical employees involved in the experiment
plus any other personnel involved in running production may be
included as eligible expenses in the SR&ED tax credit calculation.
Scrap materials may also be eligible. However, if you do end up
selling some of the product resulting from a trial (which wouldn't
be expected in the case of EP), an adjustment will be required
to recapture the material costs only (not the labour or overhead
involved).

For ED+CP, only the incremental costs will be eligible for the

SR&ED tax credit. For example, the salaries and wages of personnel
that were present for the trial but wouldn't normally be required
for production. An alternative method to determine the eligible
incremental cost is to take the cost of production during the trial
period and subtract the standard production cost.

The burden of establishing risk in the context of the production
trial is well worth the effort. The difference in eligible SR&ED
costs between EP and ED+CP can be substantial. Therefore,
ensure that trials are well documented, including the recording
of any potential risks to product or process. Understanding and
documenting the risks will help ensure that all eligible costs are
captured and defendable.

Applying for SR&ED

Ryan can assist in determining which experimental production
scenario applies to your organization’s fact pattern, as well as in
the preparation of the SR&ED tax credit application. In addition,
we can determine if your business is eligible to receive other forms
of Canadian government assistance, and whether such programs
can be stacked, to optimize the funding for your next innovation
project.

Shaun Button
Manager, Scientific Research and Experimental Development

shaun.button@ryan.com

Skills Development Fund Invests
in Ontario‘V\/orkforce
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The Government of Ontario has opened a third intake window
for its Skills Development Fund (SDF), with an additional $90
million in funding committed to improve economic stability and
growth. The SDF has been implemented specifically to address
the current labour market shortage, in which experts forecast that
over 370,000 jobs are unfilled across Ontario.

Eligible non-profit and for-profit businesses can now apply to
receive funding for workforce development projects from the SDF
until January 31,2023, but applications will be assessed for funding
on a first-come, first-serve basis.

In the previous two rounds of funding, the SDF provided support

for 388 approved training projects across the province, which
assisted around 393,000 people in finding career options in
competitive industries.

“As we continue to combat the largest labour shortage in a
generation, there are tens of thousands of people who need
a hand up.” said Monte McNaughton, Minister of Labour,
Immigration, Training and Skills Development, during an
official press conference regarding the SDF. ‘I am calling
on Ontario’s employers to help us deliver programs that lift
people up and give them the tools they need to earn bigger
paycheques and lead purpose-driven lives.”
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Funding Details and Eligibility

The SDF supports innovative hiring and training projects and
provides funding for employers and jobseekers to address labour
shortage problems in Ontario in hopes of building a stronger
province in the aftermath of the COVID-19 pandemic.

With the additional $90 million, the Ontario government has
invested over $560 million in total funding via the SDF, helping
eligible Canadian businesses with innovative workplace
development projects.

The SDF seeks to invest in projects
that will address labour shortages
and stimulate growth in key sectors
of Ontario’s economy, increase the
province’'s long-term economic
competitive advantage by creating a
sustainable and resilient workforce, and
help those who may be facing barriers
to employment, including people with
disabilities, Ukrainian newcomers, at-risk
youth, people rejoining society from the criminal justice system,
Indigenous peoples, and others facing challenges in finding
career opportunities.

Funding Amount: There is no maximum or minimum funding
criteria for projects to be considered eligible for the SDF. However,
it is worth noting that projects with budgets larger than $150,000
will be prioritized through a dedicated stream for larger capital
projects. While it is not required, applicants are also encouraged
to seek additional sources of funding for their project expenses
when applying for the SDF.

Eligible Applicants: Most types of businesses across a wide
range of industries are eligible to apply to the SDF. Applicants
must be employers with a presence in Ontario and at least one of
the following organizations:

- For-profit professional, industry, employer, or sector
associations;

- Non-profit organizations with a physical presence
in Ontario, including Indigenous band offices and
Indigenous skills and employment training agreement
holders;

- Apprenticeship training delivery agents (other than
those eligible to apply as co-applicants);

- Trade unions and union-affiliated organizations;

- Municipalities, district social services administration

boards, consolidated municipal service managers, and
hospitals; or

- Publicly assisted colleges, universities or Indigenous
institutes in Ontario or private career colleges registered
under the Private Career Colleges Act, 2005.

Given the broad wording of the
eligibility criteria, it is anticipated that

many types of training and skills
development projects will qualify for
funding under the SDF program.

Eligible Expenses: Examples of eligible expenses for qualifying
SDF projects include, but are not limited to, the following:

- Staffing, training, marketing, and mental health related
costs;

- Virtual employment and training services;

« Apprenticeship training (whether virtual or in-class) and
on-the-job supports;

« Research and development of innovative approaches
to training (e.g., e-learning
delivery, online assessment, virtual
simulation, and other alternative
training methods);

- Capital costs, including new
training equipment, vehicles, and
mobile unit purchases directly
related to delivery of services;

- Wrap-around supports for job
seekers and apprentices; and

« Materials and consumables used in the delivery of
projects by participants.

Eligible Projects: SDF eligible applications must demonstrate
how the project would: empower workers and job seekers who
face high barriers to entry and help them find work; encourage
partnerships across the economy and support innovative ideas
and training solutions to address the labour shortage; and help
create a resilient workforce by supporting access to the labour
market. Given the broad wording of the eligibility criteria, it is
anticipated that many types of training and skills development
projects will qualify for funding under the SDF program.

How to Apply

Non-profit and for-profit businesses interested in securing SDF
funding can apply from September 29, 2022, to January 31, 2023.

Applications for SDF support should be submitted early, if
possible, as funds are limited and will be awarded on a first-
come, first-serve basis to eligible applicants. Applications will be
reviewed on a rolling basis during the intake period.

The team of professional government funding application
experts at Mentor Works, a Ryan company, can help determine
the likelihood that a project will be eligible for funding and assist
your Ontario business by streamlining the application process and
increasing your chances of success.

Alena Barreca
Marketing Specialist, Government Funding

alena.barreca@ryan.com
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Federal Fall Economic Statement Quiet on Taxes

Canada’s fall economic statement, presented on November 3,
2022, was relatively quiet on the tax front, with the most notable
measures announced relating to
corporate income tax.

The federal government is proposing
refundable investment tax credits
for both clean technology and clean
hydrogen production. A refundable
income tax credit will be available
for 30% of the capital cost of eligible
clean technology investments,
including specified clean electricity
generation systems, stationary electricity storage systems, low-
carbon emission heating equipment, and zero-emission off-road
industrial vehicles and related charging or refuelling equipment.
The credit rate will be reduced to 20% for companies that do not
adhere to certain labour conditions, such as paying prevailing
market wages and ensuring the creation of apprenticeship
training opportunities.

The proposed clean technology investment tax credit would be
available from the date of the 2023 federal budget until the start
of 2035, subject to a phase-out beginning in 2032.

The federal government is proposing
refundable investment tax credits for

both clean technology and clean
hydrogen production.

Similarly, a proposed refundable tax credit for clean hydrogen
production would be available for eligible investments made as
of the 2023 budget date, with a phase
out planned after 2030. The maximum
tax credit rate for the lowest carbon
intensity tier of hydrogen production
would be at least 40%, with the level
of support varying based on a carbon
intensity-based system yet to be
determined, subject to a 10% rate
reduction where established labour
conditions are not satisfied.

Consultations with various stakeholders will be undertaken (some
of which are currently underway) to help finalize the details for
both credits, as well as the exact nature of any associated labour
conditions.

The government also announced its intention to levy a 2% tax
on the net value of all share buybacks by public corporations
in Canada, effective January 1, 2024. Further details on this
proposed new tax will be released as part of the next federal
budget.

Ontario Fall Economic Statement Focused on Building

Ontario’s fall economic statement stayed true to a “building”
theme—addressing the construction of roads and other
infrastructure, increased support for skilled trades, investments
in critical minerals development and electric vehicle battery
production, and the creation of a stronger and more resilient
provincial economy.

Key tax changes announced by the province as part of this year's fall
economic statement include:

- Extending the range over which the small business
corporate income tax rate available to Canadian-
controlled private corporations (CCPCs) is phased out;

- Temporarily allowing CCPCs, unincorporated businesses
carried on directly by Canadian residents who are
individuals (excluding trusts), and Canadian partnerships

where all partners are CCPCs or Canadian-resident
individuals to immediately expense up to $1.5 million in
eligible property per year;

+ Revising certain cultural media tax credits, including
expanding the definition of eligible tangible property
expenditures for Ontario Production Services Tax Credit
purposes to include more types of real property leased
for on-location filming and limiting such expenditures to
5% of an applicant’s qualifying production expenditures;

- Extending the previously announced temporary tax rate
cuts for gasoline and diesel fuel until December 31, 2023;
and

- Increasing the non-resident speculation tax rate from
20% to 25% (which took effect on October 25, 2022).
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Further Exemptions from Saskatchewan PST on Admissions

and Entertainment

Saskatchewan moved forward with making admissions,
entertainment, and recreation subject to Provincial Sales Tax
(PST), effective October 1, 2022. However, before the taxation of
admissions and entertainment began, the province announced
changes to the rules that significantly expand the number of
activities eligible for exemption.

Under the latest revisions, recreational fees and charges related to
the following remain exempt:

- Gym and fitness club memberships
or fitness activities, such as yoga,
pilates, cross-fit, and personal
training;

- Instruction or supervision of
individuals in a recreational or
athletic class, such as art, music,
dance, acting, photography,
cooking, and sports lessons; and

- League or club memberships

The province announced changes to
the rules that significantly expand the

number of activities eligible for
exemption.

for sporting activities (e.g., golf, curling, hockey, tennis,
bowling, basketball, soccer, etc)) by individuals under 18
who participate (including as part of a team) in a round,
game, or match.

While the first two exemptions apply to participants of all ages
and include pay-as-you-go charges for access to fitness or learning
facilities in recreation centres, the latter exemption is only available
for activities provided to individuals under 18. Fees related to sports
activities (other than fitness activities)
for individuals aged 18 and over are
generally subject to PST.

These exemptions are in addition to
those in place for non-profit organization
or school-organized recreational
programs for individuals 14 and under,
certain charity-related fundraising
events, and public sector body events
featuring unpaid participants (which
mirror exemptions for GST/HST purposes).

British Columbia Introduces Major Events Municipal and Regional

District Tax

On October 31, 2022, British Columbia announced that it will
introduce a special Municipal and Regional District Tax (MRDT) of
up to 2.5% for “Major Events.” This new tax will be time-limited and
is separate from the MRDT rates that currently apply to short-term
accommodations in various locations throughout the province.
It is intended to generate revenue to help offset the cost to a
community of hosting a major international event, such as the

upcoming FIFA World Cup 2026 matches to be played in Vancouver.

The Major Events MRDT will apply to short-term accommodation
supplies within a municipality or regional district hosting an
internationally recognized tourism event that is expected to draw
a significant number of visitors from outside British Columbia, but
only after the jurisdiction has applied for and received approval
from the province.

New Brunswick to Accelerate Property Tax Rate Reductions

On November 1, 2022, New Brunswick announced that it will be
accelerating the implementation of its previously announced
property tax rate reductions.

Initially to be phased in over a three-year period (starting on April
1, 2022), the provincial property tax rate reductions will now be
fully implemented for the 2023 taxation year, resulting in total rate
reductions from 2021 of 50% for non-owner-occupied residential

properties and 15% for other residential and non-residential
properties.

For further information on any of these changes or other recent
tax developments and the potential impact on your organization,
please visit our News & Insights page or contact the Ryan TaxDirect®
line at TaxDirect@ryan.com or 1.800.667.1600.

Call the Ryan TaxDirect® line at 1.800.667.1600 or visit: ryan.com/Canada/ryan-taxdirect/
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RyaniSurvey Confirms DisCoRhect
BEtween Tax and Finance

Ryan, in conjunction with Industry Dive, a leading business
journalism company, recently polled finance and tax executives
across 13 countries in Europe. The objective of the research was to
understand the current state of the tax function and identify the
challenges and potential risks faced by today’s tax departments.

The results reveal a significant disconnect between the
perceptions of finance and tax executives on various tax
topics and highlight a function-driven dissonance. The results
also provide the foundation of a business case for change to
amplify the strategic value of the tax function within the wider
organization.

“Without a clear vision and commitment of resources, tax
professionals will be stuck in a low-level, repetitive loop. Tax
executives have two choices: persist in the status quo or build
a compelling business case for change,” according to Andrew
Burman, Tax Transformation Principal at Ryan.

Differing Levels of Concern

While both tax and finance executives recognized the evolving
complexity of the tax environment, more tax executives are
concerned that outmoded technology will pose a significant
challenge compared to their finance counterparts. The survey
showed that 68% of tax executives felt that outmoded technology
causing errors will impact the effectiveness of their tax function
in the next three years, compared to 37% of finance executives
holding this view.

Furthermore, even though tax and finance also agree that the
eventual need for real-time compliance requirements will require
process and technology changes, the scope of these changes
is often difficult to predict. What's more, roughly half of the tax
professionals in this survey simply didn't know where to start
tackling the known gaps.

Risk of Tax Getting Stuck in a Low-level Loop

43% of tax practitioners feel that their company lacks a clear
strategic vision when it comes to transforming the tax function,
compared to 77% of senior finance executives. The danger of this
disconnect is that companies will place a low priority on investing
in necessary tax automation technology, resulting in increased
audit risk and costs, and ultimately, keep the tax department
stranded in “a repetitive compliance loop.”

“As long as finance doesn't see the potential for tax to contribute
to the bottom line and bring cash back into the organization by
reducing taxes paid, the tax function will be stuck in the low value-
added loop, reacting to change, with outmoded technology,” says

Burman. The implications of this risk can be far-reaching, he adds,
and range from limiting the potential of tax to positively impact
the business, to increased audit risk and related compliance costs.

Impact of Competing Priorities

Most tax professionals recognized the importance of transforming
their tax function to meet the complexities of an evolving tax
landscape. However, the road forward has not always been
clear and is often hampered by a lack of commitment to divert
resources to tax transformation investments. Competing priorities
often prevail and inhibit the true potential of the tax function to
deliver long-term strategic value to a company. Over 70% of tax
professionals feel they are being overlooked when it comes to
investing in transformative technology. AlImost 80% indicated that
the lack of investment was because the tax department wasn't
seen as a source of strategic value. However, relatively fewer
finance executives held this view, with only 58% indicating that
competing priorities were diverting technology investment away
from the finance function.

Closing the Perception Gap

With a goal to ensure that the tax department can meet the
challenges of increasing tax complexity while optimizing costs
and providing strategic value to their companies, a critical
question is how to foster alignment between the tax and finance
departments.

According to Ben Knock, Managing Director and VP of VAT
Compliance, Consulting and Reclaim at Ryan, it's first about
helping CFOs and tax professionals to understand the changing
tax landscape in Europe, and why companies need to be prepared.
"Often the people on the tax team are having to be reactive to
these changes, so helping the Gsuite understand what's coming
up, what the implications are, and what they can do to make sure
their systems are ready for the changes is really important,” he says.

Tax professionals need to demonstrate that an investment
in tax technology has multiple benefits, including reduced
audit risk, a more efficient use of department employees’ time,
and a sustained return on investment. To that end, having an
intermediary that can work between tax, finance, and IT, one who
speaks the language of each, can be of significant value, adds Jun
Miyake, Principal, Tax Technology. “It's not expected that these
groups speak the same language, and that's why engaging an
expert partner who has deep experience in all three cannot only
explain why tax transformation is necessary but can expedite the
tax transformation process and help find the budget to do it."

The results of the survey demonstrate the importance of the
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evolution of the tax function and why tax professionals urgently
need to bridge the perception gap between finance and tax and
raise the profile of the tax function within the C-suite.

The full report takes a deeper dive into the insights that were
uncovered and describes how the tax function can fight any lack
of prioritization. By turning this challenge into an opportunity,

NOW AVAILABLE!

today’s tax functions, both in Europe and globally, can elevate their
true value within the organization, transforming from a reactive
cost centre into a strategic profit centre, thereby unleashing the
tax function’s full potential.

The full report, titled Building a Case for Change, can be downloaded
here.

Value-Added Taxation in Canada: GST, HST, and QST

6th Edition

A complete, easy reference guide to the application of the Goods and Services Tax (GST),
Harmonized Sales Tax (HST) and Quebec Sales Tax (QST), Value-Added Taxation in Canada
provides answers to the theoretical and practical questions posed by Canada’s value-added
taxes, with an emphasis on the implications for private and public sector taxpayers.

Written and edited by the tax professionals at Ryan and published by Wolters Kluwer, the
6th Edition of our book provides insight into legislation and administrative policy at both the
federal and provincial level, as well as expert commentary on unique aspects of Canada’s value-

added taxes.

The latest edition includes information and commentary on:

« New GST/HST and QST registration requirements for certain

e-commerce suppliers;

- New and expanded zero-rating and exemption provisions;

- Available rebates;

- Recently expanded rules for drop-shipments and holding

corporations;

- Elimination of the QST input tax refund restrictions for large
businesses and HST recapture of input tax credit requirements in

Ontario and Prince Edward Island;

- Specialized rules for financial institutions, including amendments
applicable to investment limited partnerships and pension plans

structured using master trusts;

- Administrative relief provided during the COVID-19 pandemic;

and
« Current GST/HST and QST rates and factors.
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This book is a valuable resource for anyone dealing with Canadian value-added taxes, including all types
of taxpayers, from manufacturers to consumers. The book retails for $179 and can be purchased online.

To learn more about our book or how to get a copy, please reach out to your Ryan representative or

visit ryan.com to read a free excerpt from the book.
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Ryan Webinars
1/19/2023 The Sales Tax Implications of Taxable Benefits - Part 1
1/26/2023 The Sales Tax Implications of Taxable Benefits - Part 2
2/16/2023 Value-Added Taxation in Canada: GST, HST and QST - Part 1
2/23/2023 Value-Added Taxation in Canada: GST, HST and QST - Part 2
3/16/2023 Value-Added Taxation in Canada: Advanced Topics - Part 1
3/23/2023 Value-Added Taxation in Canada: Advanced Topics - Part 2
4/20/2023 British Columbia Provincial Sales Tax - Part 1
4/27/2023 British Columbia Provincial Sales Tax - Part 2
5/18/2023 Cross-border Transactions - Part 1
5/25/2023 Cross-border Transactions - Part 2
6/15/2023 Managing Common Audit Exposures - Part 1
6/22/2023 Managing Common Audit Exposures - Part 2
7132023 The Luxury Tax
8/17/2023 Value-Added Taxation in Canada: GST, HST and QST - Part 1
8/24/2023  Value-Added Taxation in Canada: GST, HST and QST - Part 2
9/21/2023 Retail Sales Tax in Canada - Part 1
9/28/2023 Retail Sales Tax in Canada - Part 2
10/19/2023 Value-Added Taxation in Canada: Advanced Topics - Part 1
10/26/2023 Value-Added Taxation in Canada: Advanced Topics - Part 2
11/16/2023 Cross-border Transactions - Part 1
11/30/2023 Cross-border Transactions - Part 2
12/7/2023 The Sales Tax Implications of Taxable Benefits - Part 1
12/14/2023 The Sales Tax Implications of Taxable Benefits - Part 2
Mentor Works Webinars
1/10/2023 Top Government Funding Programs of 2023
1/25/2023 Government Funding to Scale Your Manufacturing Business
2/9/2023 Top Hiring & Training Programs for 2023
2/28/2023  R&D Funding Programs - SR&ED and IRAP
3/8/2023 Grants and Loans for Agriculture Businesses
3/23/2023 Hiring & Training Programs for Grads & Co-op Students
4/5/2023 Top Business Funding for Spring/Summer 2023
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