
R&D Tax Relief 

Illustration – SME (profit making) 

£ £ 

Staff costs 

Salaries 61,000 

Employers NI 11,000 

Pension contributions 8,000 

80,000 

Subcontractors  
(£60,000 @ 65%) 

39,000 

Consumables 28,000 

Utilities 3,000 

Total qualifying expenditure 150,000 

Additional deduction @ 130% 195,000 

Tax saved @ 19% 37,050 

Illustration – large company 
R&D Expenditure Credit (RDEC) £ £ 

Staff costs 

Salaries 61,000 

Employers NI 11,000 

Pension contributions 8,000 

80,000 
Subcontractors  
(restricted under RDEC) 

- 

Consumables 28,000 

Utilities 3,000 

Total qualifying expenditure 111,000 

RDEC @ 12% 13,320 

Tax on RDEC @ 19%   (2,531) 

Net tax credit 10,789 

In the first instance, the net tax credit will be offset against your 
company’s corporation tax liability in the period.  

Any excess tax credit may be surrendered to other group 
companies or be repaid back to your company. 
Following an announcement in the 2014 Autumn 
Statement, the R&D Expenditure Credit increased from
10% to 11% as of 1 April 2015.

Illustration – SME (loss making) 
£ £ 

Staff costs 

Salaries 61,000 

Employers NI 11,000 

Pension contributions 8,000 

80,000 

Subcontractors  
(£60,000 @ 65%) 

39,000 

Consumables 28,000 

Utilities 3,000 

Total qualifying expenditure 150,000 

Additional deduction @ 130% 195,000 

Total enhanced expenditure 345,000 

Tax credit claimed @ 14.5%* 50,025 

*The losses eligible for surrender are restricted to the adjusted 
unrelieved trading losses arising in the period. The tax credit claimed 
represents 33.35% of the total qualifying expenditure identified. 

About PEM 

 One of the largest firms of chartered accountants and
tax advisors in East Anglia

 Based in Cambridge with 16 Partners and 150 staff
 Dedicated Technology team
 Member of Kreston International, the 12th largest

accounting network in the world.

Contact us: 

Jan Fachot 
Partner 
Tel: 01223 728269 
Email: jfachot@pem.co.uk 

Judith Pederzolli 
Director 
Tel: 01223 728258 
Email: jpederzolli@pem.co.uk 

Tel: 01223 728222 
Email: pem@pem.co.uk 

R&D tax relief provides incentives for companies who have invested resources developing new or improved products, 
processes and software. Under the SME scheme, your company can claim an enhanced deduction of up to 230% 
from 1 April 2015 of qualifying expenditure, significantly reducing your company’s tax bill.  

It is also possible for a loss making SME to claim a cash credit of up to 33.35% of their qualifying R&D expenditure. 
Large companies may benefit from R&D Expenditure Credits. The following illustrations help explain what can be claimed 
and demonstrate the potential value of R&D tax relief. 

RDEC @ 13% (12% prior to April 1 2020) 14,430

Tax on RDEC @ 19% (2,742)

Net tax credit 11,688



Please note that the information contained within this factsheet is correct as at May 2020 and is not intended to give specific technical advice nor should it 
be construed as doing so.  Professional advice should always be sought before action is either taken or refrained from as a result of information 
contained herein.

Is your company eligible for R&D tax relief? 

+ Did the company carry out R&D activities?
Developing or improving the technology behind your 

products, processes and services could be R&D; 
routine or cosmetic improvements can’t be R&D 

SME? 
An SME company has less than 500 employees 
and either turnover of up to €100m or balance 
sheet assets of up to €86m. 

There are rules that may require your 
company’s figures to be increased where it has 
interests in other enterprises or other 
enterprises have interests in your company. 

Did the company incur qualifying expenditure? 

a. Staffing costs for R&D employees
b. Consumables, water, fuel and power for R&D
c. Software directly used in the R&D
d. Subcontracting out R&D activities 
e. Paying an external staff provider for R&D staff

Is it R&D? 
If you are unsure whether your activities 
constitute R&D we can discuss the 
requirements with you. 

Has notified State Aid funding been received 
in respect of the project? 

R&D expenditure 
Generally a company can claim 65% of their 
expenditure on subcontracting out R&D 
activities and payments to staff providers. 

There are conditions that can prevent 
expenditure qualifying.  For example: 

 Expenditure which is capital for tax
purposes does not qualify

 There are restrictions on expenditure on
subcontracting if you do not undertake the
work on your own account or the
expenditure is subsidised.

A notified state aid is any government support 
which has been notified by its administering 
Government department to the European 
Commission. 

This includes contracted work and grants.  If the 
project is only partly funded by someone else, 
payable credits may be available but at a 
reduced amount. 

Was the project entirely funded by someone 
else? 

Was the company loss making in the 
period? 

The company is likely to be 
eligible for R&D tax reliefs 

The company is likely to be eligible 
for payable R&D tax credits 

The company may 
still be eligible to 

make a claim 
under the large 

company or RDEC 
scheme 

The company is not eligible 
for R&D tax reliefs 

Is the company an SME? 

Yes 

No 

No 

Yes 

Yes 

No 

Yes 

Yes 

No 

No 

No 

Yes 


