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Status of issues 2023  
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Agenda 

• Various MPC /DPC organization structures  
• Sources of SR&ED funding & effects  

– Example using Dr. Lamy MPV Tax case  
– AFP/APP options  

• Wages vs. Third Party payments 
• Reporting options & recommendations  
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CRA Medical issues paper 2020 – 
issues / organization structure 

• Direction paper released  
• 2 scenarios for who claims & tax effects 

– Individual Physician or  
– MPC  

• We will focus on MPC issues 
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Legal person 
or entity

Who is directly undertaking 
the work?

What this means

Scenario 2: MPCs doing SR&ED work for themselves & incur 
expenditures

MPC No contractual obligation to perform 
SR&ED behalf another party

B) MPCs undertaking 
SR&ED work on behalf of 
another party

MPCs have a contractual relationship to perform 
SR&ED work.

Physicians have a contractual relationship to 
perform SR&ED work.

See Scenario 1 (b) for more information.

D) MPCs research behalf 
another party AND ALSO 
directly undertaking (and 
funding) themselves

Important contracts reflect SR&ED work behalf 
another party & directly undertaken (& funded) 
by MPCs themselves - Scenario 2 (a) and 2 (b)

A) MPCs directly 
undertaking SR&ED work

C) MPCs’ employees 
SR&ED another party AND 
only physicians on contract 
performing SR&ED
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Legal person 
or entity

Who is directly undertaking 
the work?

Who claims the 
SR&ED?

Considerations

Scenario 2:

MPC

B) MPCs undertaking 
SR&ED work on behalf of 
another party

MPCs Qualified expenditures may be 
reduced by assistance and contract 
payments.

Individual physicians

D) MPCs research behalf 
another party AND ALSO 
directly undertaking (and 
funding) themselves

MPCs Qualified expenditures may be 
reduced by assistance and contract 
payments.

A) MPCs directly 
undertaking SR&ED work

MPCs SR&ED expenditures must be paid 
and incurred.

C) MPCs’ employees 
SR&ED another party AND 
only physicians on contract 
performing SR&ED

Qualified expenditures may be 
reduced by assistance and contract 
payments.
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Common structures & SR&ED effects 
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FULL TIME AT RESEARCH HOSPITAL

Hospital Research group - e.g 
Cardiology

Allocations to Dr. X MPC (any SR&ED 
assistance?}

Dr. X MPC pays SR&ED wages to Dr. 
X 

PART TIME AT UNIVERSITY 

University Research group - e.g  
Dentistry

Allocations to Dr. X personal 
rather than DPC

No claim by Dr. X personally / 
may claim work via DPC

INDEPENDENT PRACTICE

MPC initiates project

SR&ED wages & Third Party 
payments

Various Reporting Options



Sources of funding & SR&ED effects 
Legislation  

• Income tax act “Reduction of qualified 
expenditures” (127(18)) 
–  “Where …taxpayer has received, is entitled to 

receive or can reasonably be expected to receive 
a particular amount that is government 
assistance, non-government assistance or a 
contract payment that can reasonably be 
considered to be in respect of scientific research 
and experimental development, … 
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Sample CRA denial pre 2020 
-“All AFP or surgical funding SR&ED 

assistance” 
CRA stated,  

– “The doctor being a member of the Department of 
the hospital AFP Practice Plan is receiving $X of AFP 
academic funding from the Government of Ontario, 
as well as receiving $Y of surgical repair funding.  

– These amounts … considered Government 
Assistance … per subsection 127(18) of the ITA.” 
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Sample CRA denial pre 2020 – use 
contract as basis for allocation 

AFP agreement defined  
• "Academic funds" as "monies to support teaching and 

research activities by Participating Physicians" and  
• "Clinical Repair Funds" as "monies to support clinical 

activities by Participating Physicians".  
• Therefore, we conclude that part of the academic 

funding was in respect of the SR&ED. Since Y% of Dr. 
X’s' time is dedicated to research per the ''Letter of 
Offer'' provided, we are reducing the qualified 
expenditures by Y% of the academic funding received.  
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Key points of CRA positions pre 2020 

• 100% of AFP & other types of funding being 
considered government assistance 

• Using expected % R&D per contract as basis 
for allocation 
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Factors determining performance of 
SR&ED work 
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1. Are there written or verbal agreements between the parties? Do 
these agreements include an obligation to perform medical research?

2. Are there written or verbal agreements between parties and the 
physician(s) describing which entity paid the expenses related to the 
provision of medical services and medical research?

3. If the agreements were verbal, is there objective evidence regarding 
the terms of such agreements and the moment of their formation? 
Emails or signed attestations may be acceptable to validate this 
information.
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4. Do corporate documents, such as articles of incorporation, amendments thereto, resolutions, 
minutes of meetings of the directors and/or shareholders, etc. refer to:

The major business activity as the provision of medical services and medical research?
Any agreement with the health care entities?
Payments or compensation for the provision of medical services & research?
Any agreement between the MPC and the physician?

What services the physician is to provide to the MPC?
How the physician is to be compensated for the work performed for the MPC?
How much of the physician's time should be spent on medical research?
How much of the physician's time should be spent on other activities?

What portion of the physician's remuneration pertains to the medical research performed?
What method was used to determine what portion of the physician's salary pertains to the 
medical research performed?
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AFP Practice Models – purpose & variations  
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What portion of AFP relates to SR&ED? 
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AFP Payment Allocation?
Specialist services 25%
Education 25%
Research 25%
Other factors 25%



Author’s summary / opinions 
• Many uses of funds, 
• Nature of AFP model   

– strong argument that none, or perhaps only a minimal 
amount  AFP funding  

– directly related to SR&ED 
– More REGULATION than ASSISTANCE  
– Recent CRA approaches “reasonable” allocation 
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Sample allocations using facts from Dr. 
Lamy MPC SR&ED tax judgment 

• Explore these issues further  
• Using facts in Tax Court of Canada SR&ED 

judgment for Dr. Andre Lamy MPC  
• For discussion & illustration purposes  
• SR&ED Tax planning ideas and alternatives 
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Implications of Dr. Lamy MPC case 

• CRA challenged work on 2 sponsored projects 
• Ruling - Dr. Lamy eligible on ALL projects 
• Case provides excellent examples of  

– Strong evidence of input on protocols (Coronary 
Project) government sponsored & open source 

– Less evidence of involvement (Compass project) 
for Bayer & private   

– Risk the CRA may challenge input despite strong 
evidence – e.g. Coronary project challenged 
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Dr. Lamy – background 
HHSC contractor via MPC   
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SR&ED integrated with cardiac surgery  
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7 days / week via MPC  
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FULL TIME AT RESEARCH HOSPITAL

Hospital Research group - e.g 
Cardiology

Allocations to Dr. Lamy MPC 

Dr. Lamy MPC pays SR&ED wages to 
Dr. Lamy 



Averaged 55% of time on SR&ED  
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Other teaching work – personally 
no effects on SR&ED  
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Available hours vs. paid hours? 
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Hours worked during year
Hours / Day 8 8 10 12
Days / Week 5 7 7 7
Hours / week 40 56 70 84

Vacation / holiday 5 5 3 3
Work weeks 47 47 49 49

Hours / Year 1,880      2,632      3,430      4,116      

Sample allocations
Surgery / teaching 646          984          1,344      1,652      
Teaching (personally) 200          200          200          200          
SR&ED (55%) 1,034      1,448      1,887      2,264      



Sample time & cost allocations 
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Legal person or 
entity

Available 
hours

Wages  SR&ED 
project 
hours 

Considerations SR&ED 
%

SR&ED 
eligible $

Scenario 1: $50,000               200 50% $0

Individual - teaching & 
research

Scenario 2:            1,100 55% $192,500

MPC  - contracting to 
hospital 

Totals 2,400  $      400,000            1,300 $192,500

400

     2,000 Salary paid by 
MPC = 

$350,000

Qualified expenditures may be 
reduced by assistance & contract 
payments 

Proprietors cannot receive a salary 
(T4 income) as qualified SR&ED 
expenditure.



Not paid for research – Canadian 
funded project 
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Overview of SR&ED project  
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BENCHMARKS
Competitive products or processes: 56 products
In-house technologies: 5 products / processes
Queries to experts: 12 responses

OBJECTIVES RESULTS
On pump primary composite outcome CABG: 13 % 13.3
Off pump primary composite outcome CABG: 13 % 12.1
On pump repeat coronary revascularization: 0.5 % 0.8
Off pump repeat coronary revascularization: 0.5 % 1.4
UNCERTAINTIES & KEY VARIABLES CONCLUSIONS
1 - Coronary project - on vs. off pump factors

Cerebrovascular disease Y
Effect of diabetes Y
Euroscore Y
Left ventricular function: Grade 1 to 4 Y
Number of vessels diseased Y

METHODS
Analysis 27000
Trials 4752
Prototypes

COSTS
Hours 500
Materials $
Subcontractor $

2101 -  Andre Lamy MPC - Coronary Project (WIN)



SR&ED work done at no charge – 
internationally funded projects 

SREDStakeholder.CA  Nov. 30, 2023 28 

Bayer International

Hamilton HSC

Lamy MPC



Why do research at no charge? 

• Culture of contribution 
• Direct improvement on clinical practices 
• Ability to get more studies 
• …..? 
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Options for AFP allocations 

1. Actual time spent – e.g. 55% for Dr. Lamy  
 

2. % R&D expected per contract - if specified 
(CRA approach) e.g. 60%  
 

3. Per annual associates report - if specified – 
e.g. 0% 
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Determining AFP amounts –  
often at group level 
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Gross receipts ('000's) % Nature of work

OHIP billings 15,000 75% Surgeries, patient care
AFP 4,000 20% R&D, specialties, …..
Other 1,000 5% Misc. income

20,000

Sample Associates report sources of group income 
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Option 1 - Flow of revenues & 
expenses – with prorated AFP  
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Group allocations
Total billings 20,000,000$   
AFP portion 4,000,000$      
AFP % of total 20%

Allocation to Dr. X MPC
Total billings 500,000$         
AFP portion (20%) 100,000$         
R&D % of AFP 25%
SRED portion of AFP funds 25,000$           5%

Wages to Dr. X via MPC 350,000$         
SR&ED portion 55%
SR&ED wages 192,500$         
SRED portion of AFP funds 5%

9,625$             

Research group - e.g 
Cardiology

Allocation to Dr. X 
MPC

Dr. X MPC pays 
wages to Dr. X 



Option 2 – contracted amount & full 
AFP (CRA prior to 2020)  
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Alternate CRA calculations
R&D expected per contract 60%
Total AFP received by MPC 100,000$         
SRED portion of AFP 60,000$           

Differences
Contract (60%) vs actual (55%) R&D %
Total ($100K) vs. prorated ($25K) AFP
AFP received via MPC ($500K base) vs. related SR&ED expenses ($350K)



Option 3 - What if allocation in annual  
associates report? 
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Dr. X MPC (Associate)

Gross receipts 500,000$      

Distributions
Payments to associate (MPC) 500,000$      
Payments on account of SRED -$               



Arguments for $0 AFP reduction 

• Hard to allocate R&D vs. other AFP funding 
components – specialities, locations, 24 hour 
services, … 

• Funding for R&D arguably augmented / 
provided by clinical revenues 
 

SREDStakeholder.CA  Nov. 30, 2023 35 



Does patient work fund SR&ED? 
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Gross receipts ('000's) % Time spent Nature of work

OHIP billings 15,000 75% 45% Clinical 
AFP 4,000 20% 50% R&D, Specialties
Other 1,000 5% 5% Misc.

20,000

Sample Associates report sources of group income 



AFP allocations to SR&ED –  
current situation 2023  

• New CRA allocations either $0 or attempting a 
reasonable basis vs. 100% prior 

• CRA did not propose any AFP payments to Dr. 
Lamy SR&ED related – just direct payments 

• Some associates reports allocating SR&ED 
amounts (often $0) 
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What if – MPC billed Bayer directly? 

• E.g. private medical practice contracting with 
Bayer International? 

• MPC Paid for data collection & analysis work  
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Bayer International

Hamilton HSC

Lamy MPC

Bayer International

Lamy MPC



Definition of “contract payment” 
ITA 127(9)  

Contract payment means 
• (a) an amount paid or payable to a taxpayer, by a 

taxable supplier in respect [SR&ED] …performed 
– (i) for or on behalf of a person … entitled to a deduction 

in respect of  37(1)(a)(i.01) or (i.1), and 
– (ii) at a time when the taxpayer is dealing at arm’s length 

with the person or partnership, or 
• (b) an amount in respect of an expenditure of a current 

nature … payable by a Canadian government or 
municipality or other Canadian public authority or by a 
person exempt, because of section 149, from tax .. for 
[SR&ED] to be performed for it or on its behalf;  
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            Effect? 
   

Contract payments for SR&ED only if: 
• it is from a  

– “government” or  
– “taxable supplier” (i.e. another taxable Canadian 

company), & 

• if “taxable supplier,” it intends to claim SR&ED 
ITC.  
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Implications – no reduction 

Qualified Expenditures reduced by: 
 

• Government Assistance 
• Canadian sourced payments for SR&ED 

performed on behalf of a customer 
(Contract Payments) 

 

Qualified Expenditures not reduced by: 
 

• Foreign sourced payments for SR&ED 
performed on behalf of a customer 
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Scope of eligible activities 

• Income tax act “SR&ED” (248(1)) 
– “Scientific research and experimental 

development… includes … d) engineering, design, 
operations research, mathematical analysis, 
computer programming, data collection, testing 
or psychological research, where the work is 
commensurate with the needs, and directly in 
support, of….”  
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CRA Third-Party Payments Policy 
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Payments to Universities 
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MPC initiates project

Payments to"Third Parties"

Reporting options



Third party payments form – step 1 
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Step 2 
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Step 3 
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2.2.1 Examples of third-party 
payments 
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2.2.2 Examples not considered  
third party payments 
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Payment 100% SR&ED & related  
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Entitlement to Exploit 
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Intellectual property 

• IP often a “red herring” 
• SR&ED eligibility based on “entitlement to 

exploit” 
• Do NOT need to own IP but  

– positive indicator of entitlement 
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What payments & costs qualify –  
cash vs. in kind? 
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Third Party Payments “in kind” –  
not repayable or capital equipment 
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Third Party Payments “in kind” - 
ineligible Ontario 20% OBRI  
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Research Chairs – NSERC vs. others 
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Documentation 
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Third party vs. contract payments 
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Planning ideas - Third Party payments 

• Payments to NSERC, MITACS, etc. 
• Easy to qualify (T-1263 form)   
• additional credits (e.g. 20% (16%) OBRI in 

Ontario & 24% in Quebec)  
• Consider “in kind” payments  
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Comparison – wages vs. 3rd party  
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I Eligible Expenses Scene 1 Scene 2 Scene 3
Wages In kind Cash

Wages 192,500$            -$                         -$                     
Third Party (Universities) -$                    300,000$                300,000$            

TOTAL: Eligible (deductible) R&D Expenses 192,500$            300,000$                300,000$            

II Qualified Expenses: for ITC's
Add / Deduct

Proxy (SR&ED overhead) 105,875$            -$                         -$                     
20%  3rd party reduction -$                    60,000-$                   60,000-$              

TOTAL: Qualified for SR&ED ITC 298,375$            240,000$                240,000$            



Credits earned vs. refunded 
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III Provincial Tax Credit Wages In kind Cash
Refundable OITC 8% 23,870$              19,200$                   15,360$              
Non-refundable ORDTC 4% 9,608$                7,728$                     6,182$                 
Research Institute Credit (OBRI) 20% -$                    -$                         48,000$              

Qualified expenses Federal 264,897$            213,072$                170,458$            

Federal Investment Tax Credit 35% 92,714$              74,575$                   59,660$              

IV Credits: applied vs. refunded 
Applied vs. taxes payable Fed 25,000$              25,000$                   25,000$              

Ont 7,000$                7,000$                     7,000$                 
Expected ITC refunds Fed 67,714$              49,575$                   34,660$              

Ont 23,870$              19,200$                   63,360$              
ITC carry-forward (non-current) Fed -$                    -$                         -$                     

Ont 2,608$                728$                        818-$                    
Total Investment Tax Credits earned 126,192$            101,503$                129,203$            



Net taxes saved 
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V After tax cost of I.T.C Wages In kind Cash
ITC's earned = eventual taxable income 126,192$            101,503$                129,203$            
Tax Effect - Federal taxes @ 11% 13,881$              11,165$                   14,212$              
                   Provincial taxes @ 4.5% 5,679$                4,568$                     5,814$                 
Net Taxes Saved 106,632$            85,770$                   109,176$            



MPC / DPC SR&ED Planning ideas 
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Activity Opportunity

Participation in clinical trials Wages or Third Party payments
Published studies Define specific work within study

Clinical treatment or testing Sample size & scope
Brainstorming vs. Applied research Tie to Technological Uncertainty



Work within a team 

• What if MPC evidence shows only data 
collection? 

• Advancements made by other team members 
or investigators 

• Eg. Dr Lamy – Coronary project – recommended 
protocol changes for AKI (Acute Kidney Injury) 
effects monitoring via serum creatinine 
– flag evidence during development – emails, etc. 
– See example next slide  
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Options to report SR&ED 
collaborations on form T661 –  

e.g. published studies 
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Outline scope of work  
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Detail specific of MPC work vs.  
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Thanks!  

Email questions or comments to  
dsabina@meuk.net  
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