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On 13 November 2024, additional information was provided by Canada Revenue Agency
(CRA) representatives regarding recent legislative amendments to the Income Tax Act (the
Act) that exclude from government assistance certain bona fide concessional loans made
after 2019.

The CRA has now clarified that claimants affected by the change in definition of
government assistance may file amended tax returns and revised scientific research and
experimental development (SR&ED) claim forms for the year(s) affected even if their
SR&ED reporting deadline has passed as long as the taxation year is not statute-barred.

Background

Bill C-69, Budget Implementation Act, 2024, No. 1, enacted on 20 June 2024, included a
significant change to the definition of government assistance, which has a direct impact on
the calculation of SR&ED expenditures and investment tax credits (ITCs). The amending
legislation provides that a bona fide concessional loan with reasonable repayment terms from
a public authority in Canada would generally not be treated as government assistance. The
relieving rule is effective retroactively to 1 January 2020 and applies to loans made after
2019.
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However, Bill C-69 did not provide clarity on whether a claimant could amend their SR&ED
claims from previous taxation years to reflect the change in the treatment of these
concessional loans; as such, we had requested additional clarification from the CRA.

For more details, refer to EY Tax Alert 2024 Issue No. 40, Amendments to treatment of
concessional loans impact SR&ED claims.

Key highlights

Representatives from the CRA have clarified that taxpayers impacted by the change in the
definition of government assistance may submit amended tax returns with their revised
SR&ED forms for the years affected even if the taxpayer’s SR&ED reporting deadline has
passed, provided that the taxation year is not statute-barred. However, no new SR&ED
expenditures will be accepted on the amended Form T661, Scientific Research and
Experimental Development (SR&ED) Expenditures Claim, if the taxpayer's SR&ED reporting
deadline has passed.

As a result of the retroactive application of the amended definition of government assistance,
amounts that are no longer considered government assistance can be removed from line 431
on Form T661.

Any amounts of assistance related to an “excluded loan,”! as defined in subsection 12(11) of
the Act, that were previously included in income on Schedule 1, Net Income (Loss) for Income
Tax Purposes, of the T2 Corporate Income Tax Return in the same tax year can be removed
from Schedule 1.

In addition, Schedule 31, Investment Tax Credit - Corporations (2022 and later tax years), of
the T2 return (or Schedule T2038, Investment Tax Credit, for earlier years) should be
updated to incorporate the changes made on the amended Form T661, which will result in an
increase in the amount of ITCs earned. If the increased ITC amount is non-refundable, the
amount can be applied to Part | income tax payable (if any), carried back up to three taxation
years to recover previously paid Part | income tax or carried forward to offset Part | income
tax payable in any of the next 20 taxation years.

1 An excluded loan is a non-forgivable loan, evidenced in writing, that is from a payer that is a
government, municipality or other public authority in Canada (or from a Canadian resident or
partnership, if it is reasonable to conclude that the Canadian resident or partnership would not have
made the loan but for the receipt of amounts from a public authority). In addition, bona fide
arrangements for repayment of the loan within a reasonable time must be made at the time the loan
was granted, and the funds must be used for the purpose of earning income from a business or
property. An income inclusion will not result to the extent the amount was received by the taxpayer as
an “excluded loan," pursuant to subparagraph 12(1)(x)(ix) of the Act.
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In situations where a previous tax return that included government assistance is statute-
barred, taxpayers may report repayments of government assistance in the taxation year in
which the amount was repaid — regardless of whether the government assistance would now
be considered an excluded loan — to recover the related ITCs. However, any ITCs earned will
be non-refundable.

Action required

Taxpayers who received concessional loans that were reported as government assistance in
tax returns that are not statute-barred should review their SR&ED claims to determine if the
change in the treatment of concessional loans affects their deductible SR&ED expenditures
and ITC calculations. It is advisable to consult with EY tax professionals to ensure compliance
with the new legislative provisions and to optimize SR&ED benefits.

Learn more

For further information or assistance in reviewing and adjusting your SR&ED claims in light of
the new rules, please contact one of the following EY advisors. Our team can assist you in
assessing how the changes to the concessional loan rules affect your SR&ED claims.

Susan Bishop
+ 1416943 3444 | susan.g.bishop@ca.ey.com

Rod Hynes
+ 1604 8918301 | rod.s.hynes@ca.ey.com

Navid Hemmati
+1 780638 6657 | navid.nemmati@ca.ey.com

Dean Anderson
+ 1 306 649 8354 | dean.anderson@ca.ey.com

James Christianson
+ 1902 421 6249 | james.christianson@ca.ey.com
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EY exists to build a better working world, helping to create
long-term value for clients, people and society and build
trust in the capital markets.

Enabled by data and technology, diverse EY teams in over
150 countries provide trust through assurance and help
clients grow, transform and operate.

Working across assurance, consulting, law, strategy, tax and
transactions, EY teams ask better questions to find new
answers for the complex issues facing our world today.

EY refers to the global organization, and may refer to one or
more, of the member firms of Ernst & Young Global Limited,
each of which is a separate legal entity. Ernst & Young Global
Limited, a UK company limited by guarantee, does not provide
services to clients. Information about how EY collects and uses
personal data and a description of the rights individuals have
under data protection legislation is available via ey.com/privacy.
For more information about our organization, please visit
ey.com.

About EY's Tax Services

EY's tax professionals across Canada provide you with deep
technical knowledge, both global and local, combined with
practical, commercial and industry experience. We offer a range
of tax-saving services backed by in-depth industry knowledge.
Our talented people, consistent methodologies and unwavering
commitment to quality service help you build the strong
compliance and reporting foundations and sustainable tax
strategies that help your business achieve its potential. It's how
we make a difference.

For more information, visit ey.com/ca/tax.

About EY Law LLP

EY Law LLP is a national law firm affiliated with EY in Canada,
specializing in tax law services, business immigration services
and business law services.

For more information, visit eylaw.ca.

About EY Law's Tax Law Services

EY Law has one of the largest practices dedicated to tax
planning and tax controversy in the country. EY Law has
experience in all areas of tax, including corporate tax, human
capital, international tax, transaction tax, sales tax, customs and
excise.

For more information, visit http://www.eylaw.ca/taxlaw
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not be regarded as comprehensive or a substitute for professional advice.
Before taking any particular course of action, contact EY or another
professional advisor to discuss these matters in the context of your
particular circumstances. We accept no responsibility for any loss or
damage occasioned by your reliance on information contained in this
publication.
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