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CASE STUDY

The R&D Tax Credit is a general business tax credit for companies that incur R&D 
expenses in the United States. With a dollar-for-dollar reduction in federal and state 
tax liability, the credit offers up to 10 cents in benefit for every qualifying dollar 
identified in a performed study. Any business in almost any industry can be eligible 
for the R&D Credit if it meets the Four-Part Capstan Criteria, and the results of this 
permanent, powerful credit can be quite significant. 
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ELIMINATION OF UNCERTAINTY

Prior to and throughout the project, the Company encountered various  
technical uncertainties, such as:

• The appropriate design of the electronic interfaces;

• The ideal integration of various software models to increase functionality;

• The methodology of compiling and testing source code to achieve the required outputs; and

• The methodology of merging and integrating legacy systems with the new platform.

NEW OR IMPROVED BUSINESS COMPONENT 
A Company in the service-based software industry creates custom websites and applications 
for businesses to use in day-to-day operations.  This Company undertook a project to develop 
a new interface platform.  The platform would allow users to track client interactions, create 
simplified workflows and reporting structures, and automate certain business tasks, thereby 
enhancing user performance, functionality, and reliability.  Through an evaluation of various 
technical criteria, the Company ensured that the final software architecture and design met all 
project requirements prior to testing and implementation. 
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THE CAPSTAN CRITERIA
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PROCESS OF EXPERIMENTATION

To overcome these uncertainties, the Company 
undertook an iterative design and testing process.  
Initially, the Company engaged in a meticulous 
planning process to define the scope of work and 
resource availability to ensure that the new system 
would meet strategic business objectives.  Once 
complete, the Company analyzed the software 
requirements and conducted a feasibility analysis 
to clarify the technical and economic aspects 
impacting the application development process.  
During this step, the Company created a detailed 
document for both the development team and the 
client to confirm agreement.  

Next, the Company began conceptualizing the 
detailed software architecture for the platform 
to meet the specific project requirements.  This 
included creating a custom-tailored software design 
that defined the workflow, features, and database 
structure.  During this phase, the Company built a 
prototype model for use in the next stage of the 
process.  Additionally, the Company identified the 
fundamental hardware and software components, 
tools for future development, and the structural 
abilities of the system to further display the 
functionality of the platform. 

The Company then entered the development and 
coding process, which involved converting the 
design documentation into an actual software 
platform.  The Company’s development team 
began by writing the necessary code, making 
certain the code met the software specifications 
and conformed to the client’s expectations.  After 
further software refinement, the Company moved 
on to the integration and testing process. 

During this phase, the Company conducted 
a continuous testing process to check the 
functionality, usability, and stability of the product 
under the rapid development process.  The 
Company performed a range of tests that simulated 
the real-life use of the software, including systems 
integration, interoperability, and user acceptance 
testing.  Throughout this process, the Company 
identified and resolved hidden glitches or bugs by 
reprogramming the original code to include new 
code.  The Company iteratively performed this 
verification and validation process until it arrived at 
an issue-free, integrated software solution.

Lastly, after final approval of the product’s 
functionality and stability, the Company installed 
the platform according to a step-by-step 
implementation plan.  Specifically, the Company 
deployed an initial release of the software to the 
necessary servers and devices to allow a group of 
end-users to use the product and provide feedback.  
After analyzing the feedback, the Company made 
modifications as necessary until a fully functional 
software platform was achieved.
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TECHNOLOGICAL IN NATURE

Throughout the project, the Company relied on the principles 
of computer science to achieve the most appropriate software 
design.  For example, the Company evaluated and tested various 
algorithms and source codes throughout the project to establish 
functional specifications that satisfied the performance and 
reliability requirements. 
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SOFTWARE-PLATFORM DEVELOPMENT RESULTS 

COMPANY’S ANNUAL GROSS RECEIPTS:  
$3,100,000
QUALIFIED RESEARCH EXPENSES:  
$225,000 (Including $90,000 in Payroll and $135,000 in Contractor Costs) 
R&D TAX CREDIT:  
$20,000
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