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As companies across industry sectors experience pressure
from a global perspective to be ever more innovative and
efficient, industry is forced to discover new ways to keep
up. The South African government is aware of the need to
keep up with world-wide technological trends, and opted
to to encourage this by offering a deduction for
expenditure on research and development. Section 11D of
the Income Tax Act was accordingly introduced to provide
a specific tax allowance for qualifying R&D expenditure.
A growing number of companies have taken this
opportunity, and PwC's R&D Tax Team can help you
claim this benefit.
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Qualifing activities

The PwC Experience

Many companies conduct research
and development. However, not all
forms of research and development
conducted will qualify for a
deduction. For the purposes of this
incentive, R&D refers to:

The process of applying for this tax reduction requires an in-depth knowledge of
tax legislation, coupled with technical knowledge that is translated into legal
terms. PwC's R&D Tax Team comprises engineers, scientists, tax specialists and
intellectual property experts who can help your company apply for this benefit.
There is no substitute for superior technical expertise in all disciplines. The
success of our team hinges on the integration of preparing a sound R&D claim,
backed by our attention to detail and minimal disruption to your core business.

 Systematic investigations and
experiments, the results of which
are uncertain; and

The incentive
South Africa's research and
development (R&D) is governed by
section 11D of the Income Tax Act.
This section was amended effectively
from 1 October 2012. Prior to this
date, a company engaged in R&D
activities in the Republic of South
Africa automatically qualified for a
150% tax deduction for qualifying
operating R&D expenditure.
With effect from 1 October 2012, all
eligible R&D expenditure
automatically qualifies for a 100% tax
deduction. To claim a further 50%
deduction, a company engaged in
R&D must submit a pre-approval
application to the Department of
Science and Technology (DST).
Unlike its predecessor, Section 11D
now provides that to qualify for a
further 50% deduction, the
expenditure has to be approved by a
committee and may only be claimed
in respect of expenditure incurred
after the date of lodging of a
successful application with the DST.

 The creation, development or
significant improvement of an
invention, a functional design, an
innovative computer program or
knowledge essential to the use of
the above, or discovering nonobvious scientific or technological
knowledge.

Qualifying expenses
For expenditure to qualify for a
deduction, the projects that a
taxpayer is engaged in must meet the
following criteria:

 The R&D activities must be
undertaken in the Republic;
 Expenditure should be incurred by
a company directly and solely for
R&D;
 Expenditure should be incurred in
the production of income; and
 Expenditure must arise in the
carrying on of a trade.
Essentially, the criteria set out in
Section 11D means that expenditure,
both capital and revenue in nature,
qualifies for a deduction as long as it
meets the above requirements.

Pre-approval process
In order to qualify for the 150%
deduction, a taxpayer is required to
submit an application to the DST,
which administers this process. The
application form must be completed
and submitted for approval prior to
the commencement of the R&D
activities. It should be noted that
only expenditure incurred on or after
the date on which the DST receives
the application will be considered.

Monitoring and progress
reporting
Taxpayers whose pre-approval
applications have been approved by
the DST are required to report any
changes to their R&D activities
before the incentive is claimed on the
IT14 tax return. Where no changes
arise subsequent to the approval by
the DST, a taxpayer is required to
submit a monitoring form to the DST
annually. Failure to comply with
these monitoring and progress
reporting requirements may result in
approval being withdrawn.

