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R&D tax relief 

Since 2000, companies in the UK have been able to claim tax relief on certain types 
of Research and Development (R&D) activity. With three different schemes, the 
process of making a claim can be complex, so we have put together this simple 
guide which outlines the key considerations and steps to making a successful, value-
adding claim and covers the following topics: 

what is R&D relief? an overview and history of the regimes

am I eligible? determining whether you can claim

what costs qualify? what costs can be claimed

how do I claim? how the claims process works

industry examples areas for consideration in construction

how can ela8 help? how we can help you claim relief

We hope you find this guide useful, but please get in touch if you want to discuss 
R&D tax relief in more detail or wish to pursue a claim. 

the detail an in depth view on eligibility and costs
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what is R&D relief? 

In 2000, the UK government began to introduce schemes aimed at reducing the cost 
of R&D activities conducted in the UK. Intended to stimulate innovation, retain skills, 
drive investment, increase growth and ultimately create wealth, the schemes offer 
generous reliefs for particular types of R&D activity. There are currently three 
separate schemes: 

For small and medium sized 
companies or SMEs (<500 
employees, and <=€100m 
turnover or €86m on the 

balance sheet)

Benefit is up to 33.35% of 
qualifying R&D costs if loss-
making, 24.7% if profitable

Whilst the expression “Research & Development” conjures images of laboratories 
and scientists, the tax definition covers a huge range of activities across every sector. 
If your company engages in innovation or technologically challenging work to 
improve or develop a design, product, material, service, tool, methodology, 
approach or process you may be able to claim relief. 

For large companies, and 
SMEs where the work is 

subsidised or subcontracted

Delivers a taxable credit  
(R&D Expenditure Credit or 
RDEC) of 11% of qualifying 

R&D costs, resulting in a real 
benefit of 8.9%

For any company incurring 
capital expenditure on R&D 

activities

Company can claim an 
immediate 100% deduction 
on the capital cost in year 
one, creating significant 

timing benefits

SMALL COMPANIES LARGE COMPANIES R&D ALLOWANCES
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am I eligible? 

 

Eligible activity can be found in almost every industry, from construction to 
pharmaceuticals, from software engineering to food production, and all points in 
between. For all R&D regimes, the BIS Guidelines outline the key eligibility criteria:  
 

 

Providing these criteria are satisfied, any activity in a field of science or technology 
can be considered eligible. In practical terms this means that a vast array of day to 
day development tasks can potentially be included in a claim for R&D tax relief. The 
process of assessing eligibility starts with the questions below. More information can 
be found on pages 8 and 9.  
 

What sort of activities does your company undertake? 

If you answered YES you may be eligible to claim

Have you 
suffered 
technical 
failures in 
doing the 

work?

At the start 
of the work, 
did you have 
to consider 
whether the 
project was 
feasible or 
realistic?

Are you 
facing 

scientific or 
technological 
challenges in 

trying to 
reach your 

goals?

Are you trying 
to make 

something 
more efficient, 

scale it up, 
reduce its 

cost or 
improve its  

impact on the 
environment?

Are you 
conducting 
experiments 

with new 
equipment 
or testing  

new or 
improved 

production 
techniques?

Are you 
developing 

or improving 
products, 

tools, 
services, 

materials or 
processes?

Activities must seek to achieve an 
appreciable advance or improvement in 

science or technology 

 

In pursuing the advance there must be 
the resolution of scientific or 

technological uncertainty

 

UNCERTAINTY

A competent professional working in the field must not be able to 
readily deduce the solution to the problem

 

DIFFICULTY

ADVANCE
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what costs qualify? 

 

Once the scope of eligible activity has been agreed, attention can turn to calculating 
the costs incurred during the activity and the relief available. Qualifying costs 
may relate to two types of eligible activity:  
 
 

A claim for relief should cover both direct and indirect activities, and care must be 
taken to ensure that costs relating to this work are calculated correctly. As is usual 
with reliefs under the UK tax regime, there are a number of complex rules that must 
be considered and not all costs relating to eligible activities are “qualifying”.  

For many organisations, working out the costs associated with R&D activity can be 
challenging. However, any approach that is demonstrably fair and conservative, and 
backed by the technical experts in the company, can be acceptable to HMRC. We 
have developed robust and successful approaches that allow claims to be made at 
project, role, team or individual level. More information on costs can be found on 
pages 10 and 11. 

Activities without which eligible R&D effort 
could not have taken place, creating the 

context for R&D 

INDIRECT QUALIFYING

Activities directly needed in the attempt to 
resolve scientific or technological 

uncertainty 

 

DIRECT QUALIFYING

Are you incurring any of these expenses? 

Subcontracted 
R&D, where you 

are paying a 
third party for a 

package of 
work

Computer 
software that is 

specifically 
required to 

support your 
R&D efforts

Consumables 
such as 

prototype 
components 

and test 
materials, 

including water, 
fuel and power

Staffing costs 
such as salaries, 
employers’ NI 
and pension 
contributions

If you answered YES, you are likely to have qualifying expenditure

Payments to 
staff controllers 

such as 
agencies and 

other third 
parties 

supplying 
manpower
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how do I claim? 

The process of making a claim for R&D tax relief does not have to be onerous. There 
are a relatively small number of steps required, and as long as the right people, and 
right data, are available then the process itself can be completed in a matter of 
weeks in all but the most complex businesses. There are four main phases of work: 

Securing relief can be complex though - navigating the intricacies of the regimes is 
difficult especially for first time claimants, and we often find that even well-
established claims are understated simply because the eligible work is too narrowly 
defined. The key to a successful claim is combining accountancy, technology and 
scientific acumen so that the claim is carefully constructed, accurately calculated and 
documented in a satisfactory manner. 

Initial assessment of which projects within 
an organisation may be eligible for relief, 

usually undertaken with the technical 
experts (the “competent professionals’)

 

INITIAL TRIAGE

A set of technical discussions, undertaking 
analysis and narrating eligible activities to 
demonstrate how they satisfy the eligibility 

criteria in the BIS Guidelines

 

TECHNICAL ASSESSMENT

Gathering of financial data, working out the 
most appropriate approach and 

undertaking the various calculations 
required to quantify the claim

 

COSTING CALCULATIONS

Compilation of the formal report for 
submission to HMRC, bringing together 

technical narratives and cost data

 

REPORT WRITING
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contact us
If you would like to discuss making a 
claim, a review of your existing claims 
or just have some questions about R&D 
tax relief please do not hesitate to get 
in touch. You can f ind further 
information on our website at 
www.ela8.co.uk and we are always 
happy to talk! 

Mark Davis  
Managing Director
07810 071 769    mark.davis@ela8.co.uk                   

Working in partnership with you is important to us. Whatever the size of your 
business or constraints on your time, we tailor our work to suit your needs. We only 
use highly experienced and senior personnel, from commencement of the work to 
delivery of the final report.  We never outsource our work and we don’t use junior 
staff. Our services include:

how can ela8 help? 

We work across all industry sectors, supporting software, pharmaceutical, 
engineering, construction, energy, telecoms and other businesses in maximising 
their claims and streamlining their claims process.

“Efficient, reliable, engaged. We have 
used ela8 for the last 7 years to support 
our R&D claim preparation and fully 
endorse their service.” Phil, CEO of R&D, 
engineering and manufacturing business 

"Our company has engaged ela8 since 
2007. Their service has been intelligent; 
timely and successful each year. I highly 
recommend their services” John, MD of 
SME Software and  IT consultancy 

Helping you 
pursue your 

first R&D 
claim, guiding 
you through 

the entire 
process from 
end to end

FIRST 
TIME 

CLAIMS

Undertaking 
the full claim 

process 
annually, 

helping you 
optimise the 
process and 
maximise the 

benefit

FULL 
CLAIM 
PREP

Supporting 
your as you 
undertake 
your own 

claim 
preparation 

and 
calculations

CLAIM 
SUPPORT

Reviewing 
your R&D 
claims to 

ensure they 
have been 
compiled 
accurately 

and are 
maximised

AUDIT & 
REVIEW

Providing 
education and 
information, 

process 
development 
or technical 

support 

TRAINING 
AND 

GUIDANCE

testimonials
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eligible activities (1)

The key to making a successful claim is establishing beyond doubt that research and 
development is is taking place, in line with the BIS Guidelines that define “R&D for 
tax purposes”. These Guidelines sound demanding at first glance but later make it 
clear that a wide range of practical technological activities can be eligible and we 
have seen claims across all industries and sectors. There are two main characteristics 
of eligible activity: 

 
 

Activities must seek or create an 
appreciable advance or improvement in 

science or technology 

 

ADVANCE

The Guidelines state that “...a project 
which seeks to achieve an advance in 
science or technology ...through the 
resolution of scientific or technological 
uncertainty...” is considered eligible.  
 
This sounds like a very high bar, but the 
guidelines also state that “...an 
appreciable improvement to an existing 
process, material, device, product or 
s e r v i c e t h r o u g h s c i e n t i f i c o r 
technological changes...” will be 
eligible, and that “Scientif ic or 
technological uncertainty will often arise 
from turning something that has already 
been established as scientifically 
feasible into a cost-effective, reliable 
and reproducible process, material 
device, product or service.” These are 
much more practical and common 
s i t ua t ions tha t occu r i n many 
organisations.  
 
In essence, only routine development 
activity, where the steps required are 
known, is definitely excluded. Anything 
else may well be eligible R&D activity.  

In pursuing the advance there must 
be the resolution of scientific or 

technological uncertainty

 

UNCERTAINTY

There are several types of technological  
or scientific uncertainty:  
 
o  “No one knows how to do what we 

are attempting...it’s never been done 
before” 

o  “ Someone has done this but 
nobody else knows how…” 

o  “There are several ways this could 
be done, it’s not clear which is the 
best way to do it...” 

o  “The uncertainty arises from the 
whole system rather than the parts 
of it…” 

o  ”We are putting things together in a 
way that was never intended…” 

o  “We won’t know whether or not this 
works until we actually test it out…” 

In all cases, the critical factor is that  
n e w t e c h n i c a l k n o w l e d g e o r 
understanding is being created or 
sought to overcome the uncertainty.  
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eligible activities (2)

In pursuing the advance there must be the resolution of scientific or 
technological uncertainty

 

PROJECT 
SCOPE
 
An eligible project is defined to be 
all those activities that are required 
t o s h o w t h e t e c h n o l o g i c a l 
uncertainty has been resolved. As a 
result this can include routine 
activities such as testing/field trials 
etc, but no commercial activity 
(such as market research or sales). 
There may not be a complete (or 
any) match between internally 
ident i f ied projects and th is 
definition. Some of a project costs 
may not be eligible, or there may 
be just one eligible high-level 
technological programme with 
a p p l i c a t i o n  t o  s e v e r a l 
implementation projects. 

“Qualifying Indirect Activities” are 
also allowed – these are non- 
technical activities which directly 
support the eligible project and are 
required for the R&D to take place 
(such as HR/IT/Finance etc). 

 

ASSESSING WORK 
FOR R&D

 
The starting point is always to consider 
whether anything in the work was 
considered to be technically challenging, 
and why. Proof-of-concept work, serious 
overruns, empirical tests and failure are 
good indicators of complexity, uncertainty 
and difficulty. Sometimes a project has a 
clear, difficult technological objective and 
is entirely eligible, whilst sometimes only a 
sub-project is eligible given its activities 
alone are sufficient to resolve the 
uncertainty. Sometimes it is necessary to 
carry out the whole project to prove a key 
piece of contributory technology, and it 
may be possible to claim all the activities 
under this circumstance, even if the pure 
design work is only in one area. 

It is usually helpful to consider the 
background to the work, the technological 
advance sought, and the technological 
uncertainty encountered. Addressing 
these aspects allows a rounded narrative 
to be developed, fully illustrating how the 
project satisfies the Guidelines. 

DIFFICULTY

 

A competent professional working in the field must not 
be able to readily deduce the solution to the problem

 Once it is clear that an advance is being sought, and that uncertainty is being resolved in the 
pursuit of it, the final “Competent Professional” test is applied. R&D relief is seeking to 
reward organisations that take economic risks in seeking scientific or technological advances, 
and therefore for the activity to be eligible the competent professional must not be able to 
easily achieve the advance through applying routine knowledge, methods or techniques 
(since if the advance could be achieved from existing knowledge there would be no risk 
involved). As a result, the claim must demonstrate what new knowledge has been created or 
is being sought and thus illustrate how this test has been met. 
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qualifying costs (1)

Not all expenditure incurred in relation to eligible activities can be included in claims 
for R&D tax relief. The legislation specifies the categories of qualifying expenditure 
and notes that expenditure must have been allowable as a deduction in computing 
the profit of the trade for which the R&D is relevant. Claims under the R&D 
Allowances regime are subject to different considerations.

There are complexities around the quantification of claims that cannot be covered in 
detail here, as well as differences between costs that qualify for relief under the SME 
regime and the large company regime (R&D Expenditure Credits). In making a claim, 
it is important to seek advice and further information in order to ensure your claims 
are valid and accurate. Nonetheless, below we have outlined details of some of the 
main categories of qualifying expenditure and some associated considerations:  

Staffing costs of directors 
and employees directly and 
actively involved in eligible 
activities or  in undertaking 
qualifying indirect activities 
are claimable.  For these 
purposes, staffing costs 
includes the following:  
 
o  Salaries and wages 
o  Bonuses 
o  Employer’s class 1 NICs 
o  Employer’s pension 

contributions  
o  Cash reimbursements of 

expenses incurred in 
order to fulfill the 
requirements of 
employment 

 
B e n e f i t s i n k i n d a n d 
redundancy costs are not 
qualifying costs for these 
purposes.   

 

STAFF COSTS SUBCONTRACTED R&D

Payments by an SME company for R&D which it 
subcontracts out may be qualifying expenditure 
for these purposes. For such expenditure, only the 
proportion of the subcontracted work that relates 
to the eligible activity can be claimed and where 
the parties are not connected this must be further 
reduced to 65% of the payment. Special rules 
apply where the parties are connected or elect to 
be connected. 
 
Large companies can only claim relief on 
expenditure subcontracted to individuals, 
partnerships  of individuals or certain qualifying 
bodies such as institutes of higher education, 
charities, scientific research organisations and 
health service bodies. 

CLINICAL TRIAL VOLUNTEERS
 
If you make payments to volunteers taking part in 
clinical trials, such expenditure may be claimable 



ela8 
tax relief for clever companies

0203 740 7172 enquiries@ela8.co.uk

CONSUMABLES 
AND 
TRANSFORMABLES
E x p e n d i t u r e o n c o n s u m a b l e o r 
transformable items which are employed 
within the eligible R&D activities qualify for 
relief.   
 
If an item is used partly for eligible R&D 
and partly for routine work, its cost can be 
apportioned appropriately, on a just and 
reasonable basis.    
 
Such items might include:-  
 
o  components for building prototypes 
o  chemicals used in trials 
o  materials used in the R&D project 
o  expenditure on water, fuel and power 

used for the R&D effort 

It should be noted that where a prototype 
is built with the intention of being sold, 
that sits outside of the regime and there 
would be a need to split the costs between 
R&D and production (e.g. design, 
modelling and test costs may qualifying, 
but materials and construction may be 
excluded).  
 
Importantly, the costs of materials 
incorporated into products that are sold 
onwards are not eligible for relief. 
 

 

COMPUTER 
SOFTWARE 
Expenditure on computer software 
used in the eligible R&D activity can 
be claimed. Where software is used 
partly in eligible R&D and partly for 
rout ine work, an appropr iate 
apportionment of the costs should 
be made. 

 

EXTERNALLY 
PROVIDED 
WORKERS
 
Companies often use contractors to 
provide additional manpower either 
due to a lack of resource or lack of  
required skills. For the purposes of 
R&D relief, individuals supplied to 
your company by an external party 
(“staff controller”) are referred to as 
“externally provided workers”. If the 
worker is provided by a company 
unconnected with the party making 
the R&D relief claim then 65% of the 
payment may be t rea ted as 
qualifying expenditure. Special rules 
apply if the company and staff 
provider are connected or elect to be 
connected and these need careful 
consideration. 

 

CONTRIBUTIONS TO INDEPENDENT R&D
 
Payments made by large companies to individuals, partnerships of individuals or certain 
qualifying bodies such as institutes of higher education, charities, scientific research 
organisations and health service bodies to fund relevant independent R&D may qualify for 
relief.  The R&D must be related to the company’s trade. 
 

qualifying costs (2)
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The information contained in this document is for general education and information purposes only. 
The information is provided by ela8 limited and while we endeavour to keep it up to date and 
correct, we make no representations or warranties of any kind, express or implied, about the 
completeness, accuracy, reliability, suitability or availability with respect to the website or the 

information, products, services, or related graphics contained in this document for any purpose. Any 
reliance you place on such information is therefore strictly at your own risk.

In no event will we be liable for any loss or damage including without limitation, indirect or 
consequential loss or damage, or any loss or damage whatsoever arising from loss profits arising out 

of, or in connection with, the use of this document.

Research and Development tax relief can be a complicated subject and we strongly recommend you 
seek professional advice in making a claim. 


