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The UK Government 
views investment 
in research and 
development 
(R&D) as one of 
the keys to our 
economic success. 
It is committed to 
encouraging more 
small and medium 
sized (SME) 
companies to claim 
R&D tax relief.

The tax incentives which 
are only available to 
companies include:

•  an enhanced corporation 
tax deduction for R&D 
revenue spending

•  a payable R&D tax credit 
for companies not in 
profit, and

• 100% capital allowances 
for eligible capital 
expenditure on buildings 
and plant.

Recent changes to the R&D 
scheme have increased 
the tax relief available and 
companies need to keep 
up to date to ensure they 
realise the full benefit of the 
incentives on offer.

What are the tax reliefs available for SME companies?
A company can claim an enhanced deduction against its 
taxable profits for costs which are classed as qualifying R&D 
expenditure. From 1 April 2015 a total deduction of 230% of  
the eligible costs is available representing a corporation tax 
reduction of £43.70 for every £100 of qualifying expenditure.

If the R&D relief claim creates a tax loss, then the company may  
be able to surrender the loss for a cash repayment. A surrendered 
loss can realise a repayment of up to 33.35% of the expenditure.

What is R&D?
R&D is undertaken where a project seeks to achieve an advance 
in science or technology through the resolution of scientific 
or technological uncertainty. This is a broad definition and 
can encompass a whole range of activities associated with a 
company’s products and processes.

The innovation needs to be an improvement in overall knowledge 
in the relevant field of research, not just an advancement for the 
company itself. The project does not need to be successful in 
resolving the uncertainties for the relief to apply.

An important point to appreciate is that the activity does not 
have to create something completely new from scratch.  
It could include:

• developing an existing product where there is some  
technological uncertainty which can be improved

• making an improvement to a product or process e.g. 
exploring new cost effective materials which will allow a 
product or process to perform better.

Companies will need to document the uncertainties and planned 
innovation at the start of a project to provide evidence to 
support an R&D claim and our team can assist with this so that 
the tax relief is maximised.



Examples of R&D claims 

1.  ABC Limited (an SME) has taxable profits of £50,000 
and a potential tax bill of £10,000 before making an 
R&D relief claim. We then identify allowable R&D 
expenditure of £70,000.

The enhanced claim is therefore £70,000 x 130% = £91,000.

Deducting this from the adjusted profits gives a loss of 
£41,000.

The company decides to surrender this loss for a cash 
repayment. 

The amount they would receive is £41,000 x 14.5% = £5,945. 

We have also eliminated the corporation tax charge of £10,000.

2.  XYZ Limited (another SME) has taxable profits of 
£500,000 before making an R&D relief claim and we are 
able to identify eligible R&D expenditure of £50,000.

The enhanced claim is therefore £50,000 x 130% = £65,000.

Deducting this from the profits gives a reduced taxable 
amount of £435,000.

The tax saving for the company is £65,000 x 19% i.e. £12,350.

Contact us for more information:

How we can help 
Our dedicated team of tax 
advisers have a wealth of  
experience of dealing with  
R&D claims across a wide 
range of industries. The 
depth of experience we are  
able to call upon is also  
extended through our 
membership of the 
nationwide (and indeed 
worldwide) Kreston network 
of firms. 

Obtaining the right tax  
relief for companies 
incurring R&D expenditure 
can best be achieved 
if professional advice is 
sought at an early stage, 
and we are here to help.

Types of expenditure
Qualifying expenditure can 
relate directly or indirectly 
to the R&D project and may 
fall into various different 
categories. These are as 
follows:

• staffing costs

• software

• expenditure on 
consumable or 
transformable materials

• costs of work done by 
subcontractors and 
externally provided 
workers

• costs of clinical trial 
volunteers.
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