
Research & Development (R&D) Tax Relief

This enhanced tax relief was introduced by the Government 

to encourage R&D projects from companies operating 

within the UK. Approximately £1.5bn per year has been set 

aside for companies deemed to be undertaking qualifying 

R&D activities. Since April 2000, more than 20,000 

companies have claimed enhanced tax relief using the  

R&D tax scheme. 

The key criteria in determining what activities are R&D are that 

the activity results in an advance in science or technology by 

the reduction of scientific or technological uncertainty.

A common misconception is that R&D tax credits are limited 

to a company developing something completely new and 

from scratch, however R&D also includes:

§ Developing a process or product that already exists 

in the industry, where the information to resolve the 

technological uncertainty is not available to them; and

§ Improving an existing product or process, or producing  

an existing product in an appreciably improved way.  

For example exploring new cost effective materials that 

will perform to the same or better technical specification 

as an available product.

A little bit more about R&D tax allowances

§ R&D generally covers any project that ‘seeks an advance in 

science or technology through the resolution of scientific or 

technological uncertainties’

§ It does not matter whether the project achieves its 

objectives

§ The tax reliefs are only available to companies

§ The relief provides an additional tax deduction, sometimes 

called a ‘super-deduction’ or an ‘enhanced allowance’,  

in calculating a company’s taxable profits for a period

§ Different rules exist for SMEs and large companies

§ For loss-making SME companies the additional tax 

deduction can be converted to a repayment

§ For large companies a claim for an ‘above the line  

credit’ can be made which will reduce the Corporation 

Tax liability.
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Definition of an SME

§ Fewer than 500 full-time employees during a given year; 

and either:

- Annual turnover < €100m; or

- Balance Sheet total < €86m

§ These limits apply on a group-wide basis and so related 

companies are taken into account. 

What expenditure qualifies for R&D relief?

§ Must be revenue expenditure

§ Staff costs (salaries, employer’s NI and employer’s pension 

contributions) relating to directors and employees directly 

associated with the R&D project – note that these costs 

will need to be apportioned if the individuals do not work 

solely on R&D projects

§ Software and consumable items (including water,  

fuel, power) – apportionments may be required in  

some instances

§ 65% of payments to an agency who provide the 

company with third party staff who are directly involved  

in the R&D project.

How much relief is available?

§ SMEs

- Tax relief on 230% (225% pre 1 April 2015) of the 

qualifying expenditure: the expenses in the accounts 

will be an allowable deduction, together with a so-

called super-deduction of 130% of these costs in the 

company’s tax computations

- A claim can only be made if the company is a  

going concern and is not in either administration  

or liquidation at the time of the claim

- For loss making SMEs, the additional losses created 

by the R&D claim can be surrendered in exchange for 

a tax credit from HMRC. As of 1 April 2014, the rate  

of tax credit available is 14.5%.

§ Large companies

- A super-deduction of 30% is available, resulting in 

130% tax relief on the qualifying costs incurred

- For qualifying expenditure incurred from 1 April 2014 

an above the line credit claim can be made

- The above the line credit will become compulsory from 

April 2016

How to make a claim

§ The claim must be included on the company’s 

Corporation Tax Return

§ It should be made within two years of the end of the 

accounting period in question

§ It is best practice to include an R&D report as an 

accompaniment to the Corporation Tax Return.

Let us help

We have vast experience in preparing the necessary 

calculations and writing R&D reports ready for inclusion on 

the Corporation Tax Return. We would be happy to discuss 

your R&D activities and assess whether a claim is possible.

Please contact David Hibbert on  

01482 326916 for more information
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