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Has your company recently invested in the development of some kind of advancement that either makes 
your work easier, or improves a service or product that you provide?  You may well be entitled to a tax 
credit.  If you have not inquired with your CPA about the tax benefits of the project, then you would not 
be alone if this is the case. Many small businesses either are unaware of the credit or do not believe that 
the credit could benefit their business.  

 
Some common areas where the R&D credit is often overlooked are: 

• Software development or modification (both for internal use or for sale) 
• Development or improvement upon an already-existing formula or product 
• Developing or improving a production process 
• Assisting customers with a technical or development process, as well as patent application work 

and prototype development 

Below is an exploration that may help you determine if the tax credit could benefit you. 

Could your company be eligible for this credit? 

In order to be eligible for the R&D credit, a company must demonstrate that the subject project is R&D in 
nature, meaning that the project is undertaken for the purpose of discovering information which is 
technological in nature and the application of which is intended to be useful in the development of a new 
or improved business component of the taxpayer.  The phrase technological in nature refers to any 
activities in which the process of experimentation used to discover information fundamentally relies on 
the principles of the physical or biological sciences, engineering or computer sciences.  As such, there 
must be an element of uncertainty, risk, and trial and error.  Finally, a business component is any product, 
process, computer software, technique, formula or invention which is held for sale, lease, or license in the 
taxpayer’s trade or business, or is used in the taxpayer’s trade or business.   

What kinds of expenses are eligible? 

Once it is determined whether the project qualifies, a determination must be made as to which actual 
expenses constitute qualified research expenses (QRE’s).  In-house company QRE’s will consist of: 

1. Wages1 paid or incurred to an employee for qualified services performed by such employees (i.e. 
hours spent working on the project by: (1) the employee conducting the project, (2) their 
supervisor on level above, and (3) the employee working one level below them); 

2. Amounts paid or incurred for supplies used in the conduct of qualified research; and 
3. Amounts paid or incurred to another person for the right to use computers in the conduct of 

qualified research.2 

                                                           
1 Employee benefits are not included under this category. 
2 Note that there are other expenses that may qualify, we have limited this summary to the expenses most generally applicable to our clients. 



Sixty-five percent of any amounts paid to outside contractors related to the project would also be included 
in this sum.   To calculate the amount of QRE’s, you must determine the total amount of in-house 
expenditures, add to that any the applicable percentage of any amounts paid to contractors, and the result 
constitutes the total QRE’s expended for the year. 

100% of  65% of  QRE’s for the year 
 
Qualified wages paid to qualified employees + supply costs 
+ various other rental costs 

 
 
+ 
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= 

 
 
 

 
Calculation of the Credit 

Once this sum is reached, there are two methods of calculation to determine the credit for which your 
company would be eligible.  In order to determine how the credit can best be applied to benefit your 
company, please reach out and schedule an appointment with LMHS, P.C. 

 

The reader is advised to contact a tax professional prior to taking any action based upon this information.  LMHS, 
P.C. assumes no liability whatsoever in connection with the use of this information and assumes no obligation to 
inform the reader of any changes in tax laws or other factors that could affect the information contained herein. 

http://www.lmhspc.com/

