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Research & Development Tax Credits
Q&A with Partner Rich Sullivan

The Research & Development tax credit is an opportunity for a significant
reduction to current and future year's federal and state tax liabilities. In fact, over
$5 billion in federal RED tax credit benefits are given out each year.

However, many businesses are unaware of how or even what qualifies, thus,
the opportunity goes unclaimed. We caught up with Rich recently to learn more
about these tax incentives and how P&EG helps clients take advantage of these
credits:

What are some of the key advantages available for clients who pursue RED tax credits?

A: A business who has invested time, money and resources to the advancement and improve-
ment of a product or process, most likely qualifies for the Federal R&D Tax Credit Incentive Program.
Some key aspects of the credit are:

A hidden and immediate source of cash for many small and mid-size businesses.

A significant reduction to current and future year's federal and state tax liabilities.

The 20% research tax credit is not a deduction. It is an actual dollar-for-dollar credit against
taxes owed or taxes paid. Plus the taxpayer may be able to expense all such costs in the
year incurred.

Tax credits may carry forward 20 years.

What qualifies as R&D?

A: [ often joke with clients that a laboratory with mice and lab coats is not required. We have found
that many clients tend to regard their own efforts to make new, lighter, stronger, less expensive, more
reliable products, or to make more precise, cost-effective and more versatile processes as “just doing
my job”, when in fact they have been performing RED qualifying activities all along, (see RED, p. 4)

Need a Copy of a Tax
Return Sent to a 3rd Party?

Read this Important Update
Impacting All Clients

Before we can mail or email a copy of your
personal or business tax return to a third party
(bank, vendor, etc.), we must now obtain your
signed consent.

IRS Section 7216 (26 CER Part 301), a criminal
provision enacted by Congress in 1971 that pro-
hibits preparers of tax returns from knowingly
or recklessly disclosing or using tax return infor-
mation, has been substantially unchanged for
over 30 years. The regulation did not address
the modem return preparation marketplace,
particularly electronic filing and the cross-mar-
keting of financial and commercial products and
services during the return preparation experi-
ence. These updated regulations apply to uses
and disclosures of tax return information and
now require client consent. Effective January 1,
2009, the Internal Revenue Service requires tax
preparers to obtain a Signed Consent from the
taxpayer authorizing the tax return to be trans-
mitted to any third party.

We have a request form available for this
purpose. As a practical alternative, we can mail
or email (PDF) the requested copy directly to
the taxpayer without requiring the consent
form. The taxpayer may then forward the copy
to the third party.

Bates, DiSanto & Company, Inc. Joins P&G

Recently, we had the opportunity to welcome an entire public
accounting practice into Piccerelli, Gilstein & Company, LLP. Bates,
DiSanto & Company, Inc. had been home based on Providence's
East Side for many years, providing quality service to both busi-
nesses and individuals. Of course, a firm is comprised of people
and we are proud to introduce the fine people who are joining us
from Bates, DiSanto & Company, Inc. — Ron Bates, CPA and Laurie
DiSanto, CPA along with paraprofessionals, Kim Bancroft and Lisa
Ferretti. We welcome these fine professionals and their clientele
into P&G and look forward to working with all of our combined
clients during these difficult economic times.
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Please Don’t Forget:

By Sharon Kennedy

Send us your 1040 information no later than
March 24, 2009 in order for us to electronically file
your Federal and RI returns by April 15, 2009.

Ignore and delete any e-mails received
from the “IRS” - the IRS does not ()
e-mail taxpayers requesting bank '
account numbers or any other
personal information.

Maximize your 401k contribution
for 2009 by withholding $16,500

New Triple Damages Requirements Makes
Compliance with Wage/Hour Laws Even More Critical
» Effective July 2008, all violations of Massachusetts wage and hour laws will
be subject to mandatory treble (triple) damages, even when employers

have acted in good faith and took reasonable

Small Tall( steps to comply with wage payment laws. This

new law contrasts with federal law under the Fair

Labor Standards Act (“FLSA”), which provides employers with a defense for
good faith violations. This new law is likely to cause more litigation as it pro-
vides employees an incentive to file claims for a variety of types of wage
payment claims. Pay practices subject to claims include overtime pay, mini-
mum wage, vacation pay, pay to independent contractors, prompt payment
of wages for current and terminated employees, Sunday/holiday pay under
Massachusetts “Blue Laws,” and tip pooling.

plus an additional catch up

contribution of $5,500 if you
will reach age 50 by the end
of the year.

Retain bank statements and
deposit slips for six years.

Referrals Are Welcome:

Referrals are the cornerstone of any service business. This firm,
like other professional service firms, relies on satisfied clients
as our primary source of new business. Your referrals are both
welcome and most sincerely appreciated. Please feel free to
contact any of our professionals!

Know the Tax Rules on Severance Packages

Many businesses are being forced to cut back employees or initiate layoffs —
or both. In many cases, employees are exiting with severance pay.

How does a business treat those severance packages for tax purposes? It depends
on the form of payment and whether the business offers a fringe benefit instead.

Generally, severance packages are fully taxable. However, it can make a big differ-
ence to employees if payments are not subject to withholding and are exempted
from employment taxes. The company’s payroll department must be able to handle
these critical decisions.

Here's a brief summary of the rules:

Severance pay: Regular severance pay is subject to income tax, FICA and FUTA. It is
treated as supplemental wages.

Supplemental unemployment benefits: A company may decide to provide termi-
nated employees with additional unemployment benefits. These supplemental
unemployment benefit payments are exempt from the FICA and the FUTA but are
subject to income tax withholding.

Payments for contract rights: If a company fires or lays off an employee who has a
written employment contract, the company may have to shell out some cash to ter-
minate the contract. This type of payment is taxable to the employee. Reversing a
longstanding position, the IRS recently ruled that the payment is also treated as
wages subject to income tax withholding and employment taxes (IRS Revenue
Ruling 2004-110)

Outplacement services: Generally, outplacement services, such as job counseling
and resume assistance, qualify as a tax-free, working condition fringe benefits—
even if the services are provided offsite. However, if the company offers employees
a choice between cash and a benefit, they are fully taxed on any cash received.

(see Severance, p. 4)

o

Employee Benefit Plans:
Is Yours in Compliance?

Too often considered simple and routine, government-
required benefit plan audits are anything but. According
to the US Department of Labor, roughly one third of all
benefit plan audits are so seriously flawed that the plan's
sponsor is required to perform additional procedures or
simply redo the entire audit. The sponsor of the plan is
the plan administrator under the law unless another indi-
vidual or entity is specifically designated to assume this
responsibility.

If your employee benefit plan is required to have an
audit, one of the most important duties of the plan
administrator is to hire an independent qualified certified
public accountant. A quality audit will help protect the
assets and the financial integrity of your employee bene-
fit plan and ensure that the necessary funds will be
available to pay retirement, health and other promised
benefits to your employees. Recently, the US
Department of Labor has significantly increased its
enforcement of the audit requirement for employee ben-
efit plans and has the right to assess penalties of up to
$1,000 per day on plan administrators for deficient filings.

At Piccerelli, Gilstein & Company, LLP, we have exten-
sive experience in preparing, auditing and reporting on
financial statements of employee benefit plans, including
defined benefit pension plans, defined contribution
plans, 401(k) and profit sharing plans and employee
health and welfare benefit plans. Please contact Irene
Fasano at 401-831-0200 to discuss the requirements of
your company's employee benefit plans.



PGD0109

2/11/09 11:12 AM Page 1

RED (continued from page 1)

—p—

Why should clients consider an RED study now?

If your organization is involved in any of the following activities, you

may be able to claim the tax credit:

Developing prototypes or models (including computer

generated models)

Designing tools, jigs, molds and dies
Developing or apply for patents
Certification testing

Testing new concepts

Development of new technology
Trying new materials

Adding new equipment
Environmental testing

Developing or improving production/manufacturing processes

Developing, production control software

Improving or building new manufacturing facilities

Automate internal processes

Paying outside consultants/contractors to do any of the

above stated activities.

Many taxpayers incorrectly regard RED as an

activity associated solely with high-tech, biotech
and pharmaceutical type companies.

Massachusetts
Legislation Providing for
Tax Amnesty Program

The Commonwealth of Massachusetts recently

enacted legislation (H. 5143) giving the commis-

sioner of revenue the power to establish a tax
amnesty program to be held for a period of two
consecutive months in 2009.

The time period for the program will be deter-
mined by the commissioner, but may expire no
later than June 30, indicating that all required
payments must be made on or before June 30,
in order for the amnesty to apply.

The commissioner's authority to waive penal-
ties during the amnesty period will not apply to
any taxpayer who, before the start date of the
program, was the subject of a tax-related crimi-
nal investigation or prosecution.

The amnesty program will not authorize the
waiver of interest or amount treated as interest,
the bill indicates.

A: Prior to December 2001, the requirements necessary to qualify

for the RED tax credit were rather difficult to obtain. However,

in December 2001, the Bush administration issued IRS

regulations which made it significantly easier to qualify. The

new regulations are in harmony with the intent of Congress and

are much more taxpayer friendly.

As the pace of your business accelerates and competition increases,

you may be more likely to overlook this source of cash

because you lack the time, resources or expertise needed to

identify and manage R&D tax credit claims. At P&G, we are

able to assist you in identifying the conditions that may yield a

potential credit. For additional information on how you can take

401-831-0200.

Severance (continued from page 3)

Noncompete agreements: If an employee has
unique talents or contacts, an employer may
pay him or her not to work for a competitor.
The payments are not subject to income or
employment tax withholding.

Extra health insurance: Besides the require-
ment under COBRA to offer continuation of
health insurance to ex-employees, a company
might opt to subsidize some or all of the cost
for a specified period. Since the ex-employees
are treated as if they were still active for tax
purposes, payments on their behalf are free
from income tax and exempt from all withhold-
ing requirements. For further information on
severance packages, please contact your P&G
professional.

Source:
The Tax Strategist

About the Author

Richard Sullivan, CPA, MST is a Partuer and has been with the Firm since 1980 after
spending nine years in an international accounting firm. He has assisted many clients
in maximizing RED credit capture opportunities. A history buff, Rich is definitely a
“people person” and has a deep commitment to his work, his family and his community.

advantage of these tax incentives, contact your P&G Partner,

Contact Rich by email at richs@pgco.com or phone, 401-831-0200, ext. 266.
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