TAX BREAKS FOR INNOVATIVE COMPANIES!
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The Québec government announced in its budget tabled March 17, 2016 tax
measures for innovative companies. These measures are in addition to other
measures in place to promote research and development, and the commercialization
of this research.

R&D Tax Credits
Québec, like many other jurisdictions, provides a tax credit for R&D activities.
Although the government has set an eligibility threshold of $ 50,000 non-repayable in
2015, this measure aims to encourage businesses to conduct R&D, and promotes a
more dynamic environment.

First Patent Program
Last year, the government also launched the first patent program. This program is
designed to reimburse the costs associated with filing and obtaining a patent for
Québec companies that have not previously filed patent applications. The allocated
monies for the 2015-2016 year are now exhausted, but this program, according to all
expectations will be renewed in 2016-2017 and 2017-2018. The government did not
disclose the exact number of companies able to qualify, so it is difficult to measure
the real impact of this program.

Tax Reduction for Innovative Companies
The government continues to build on these incentives, and announced a tax
reduction for innovative companies, to offer support to the commercialization of
intellectual property in Québec. This measure, sometimes called "patent box" is
designed to tax income from the exploitation of a patented technology differently from
other income. Thus, as of 1 January 2017, this deduction will allow manufacturing
companies marketing a product that incorporates a patented technology to benefit
from a tax rate of 4% instead of 11.8%.
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The government’s avowed goal is to encourage investment in innovative
manufacturing companies, retain intellectual property in Québec, and to increase the
competitiveness of Québec companies. It also tries to encourage the production and
marketing of goods resulting from patents for inventions made in Québec. In
documents accompanying the provincial budget, it also states that it wants
encourage innovative companies to choose Québec for their activities with high value
added manufacturing and R & D.
Specific details regarding eligibility have not yet been disclosed. However, we know
that qualifying companies are companies carrying on business in Québec whose
capital exceeds $ 15M and whose activities in Quebec are mainly manufacturing and
processing activities.
Revenues must be generated from a product manufactured in Québec incorporating
technology covered by a qualifying patent. One may think that not only patents on
objects as such will qualify, but also the method of patents for manufacturing the
object in question. The question arises with respect to biotechnology and ICT
industries - will the government take a generous interpretation of the word "object", or
is the government targeting traditional manufacturing companies? We are closely
monitoring this issue, and as soon as more information becomes available, we will
provide updates.
For a patent to be admissible, it must be held by a corporation with an establishment
in Québec. It must also protect an invention whose development was supported with
R&D tax credits claimed in Québec. This requirement articulates the intention of the
government to provide a closed loop package – for the company to benefit, it must
have previously been active in Québec and claimed R&D tax credits in Québec. It is
therefore not intended to encourage companies who do not already have such
activities in Québec from immediately benefiting from the deduction.
Another important condition in order to qualify in the program is that the patent is the
result of an application that was filed the day after the budget speech. An application
must therefore bear a filing date after March 17, 2016. The question arises whether a
priority application filed less than a year ago could allow a company to benefit from
the deduction.
The introduction of this measure in Québec taxation makes it possible to crystallize
the vision of the government's fiscal and budgetary support measures for innovation,
which now form a whole from R&D to commercialization and production of the object
in question.
A discussion with your IP professional and with your taxation professional is required
to put in place the processes to prepare and file patent applications that are the
result of R&D efforts in Québec and identify income from the exploitation of IP for the
benefit of the reduced tax rate.
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ROBIC, un groupe d'avocats et d'agents de brevets et de marques de commerce voué depuis 1892 à
la protection et à la valorisation de la propriété intellectuelle dans tous les domaines: brevets, dessins
industriels et modèles utilitaires; marques de commerce, marques de certification et appellations
d'origine; droits d'auteur, propriété littéraire et artistique, droits voisins et de l'artiste interprète;
informatique, logiciels et circuits intégrés; biotechnologies, pharmaceutiques et obtentions végétales;
secrets de commerce, know-howet concurrence; licences, franchises et transferts de technologies;
commerce électronique, distribution et droit des affaires; marquage, publicité et étiquetage; poursuite,
litige et arbitrage; vérification diligente et audit. ROBIC, a group of lawyers and of patent and
trademark agents dedicated since 1892 to the protection and the valorization of all fields of intellectual
property: patents, industrial designs and utility patents; trademarks, certification marks and indications
of origin; copyright and entertainment law, artists and performers, neighbouring rights; computer,
software and integrated circuits; biotechnologies, pharmaceuticals and plant breeders; trade secrets,
know-how, competition and anti-trust; licensing, franchising and technology transfers; e-commerce,
distribution and business law; marketing, publicity and labelling; prosecution litigation and arbitration;
due diligence.
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