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Eligible R&D Expenditure
This R&D Tax Incentive (RDTI) How-To Guide helps you to make the right claim for research and development expenditure on your R&D supplementary return, when you are
ready to file it. You can also use this Guide to help estimate your research and development expenditure when applying for general approval for your activities (for more on R&D
activities that are eligible for the RDTI, see our separate How-to guide.)
You should familiarise yourself with the general principles, and then take early steps to
ensure that your business records are in a format to make the final calculation (and any
estimates) easy.

Introduction
To claim the RDTI, you must first check whether your business entity is eligible (see our How-to
Guide here) and whether your R&D activity is eligible, and you need to understand which items of
expenditure qualify. You will also need to keep good records of the costs of your R&D.
This Guide will assist you in compiling and recording the data needed to submit your claim, after the
end of the income year.

General requirements
There are two key requirements for expenditure to be eligible for the RDTI:
1. it was incurred on core or supporting R&D activities (eligible R&D activities), and
2. it was of an eligible type and not on the schedule of ineligible expenditure types (Schedule 21B
Part B of the Income Tax Act 2007).
Start with a good idea of the scope of each R&D activity, and what has been involved during the year,
to assist in identifying the expenses which supported it.
You must incur at least $50,000 of eligible expenditure during the year in order to claim the RDTI. An
exception (to the $50,000 threshold) is where you pay an Approved Research Provider (ARP) to do
the work for you (you can find a current list of ARPs here).

EXPENDITURE MUST BE INCURRED ON ELIGIBLE ACTIVITIES
The expenditure must relate directly to the research and development activity. See the separate
Eligible Activities How-to Guide describing which activities qualify for the RDTI, as a starting point.
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The degree of connection with the activity is important. Generally, you should include expenses
which are incurred directly because of the activity itself. You can also include expenses of a general
or overhead nature which might be incurred in any event, but which are required in order to undertake the research.
In some cases, a particular expenditure item may need to be apportioned, see below.

MAXIMUM CLAIM
The expenditure must relate directly to the research and development activity. See the separate
Eligible Activities How-to Guide describing which activities qualify for the RDTI, as a starting point.
The degree of connection with the activity is important. Generally, you should include expenses
which are incurred directly because of the activity itself. You can also include expenses of a general
or overhead nature which might be incurred in any event, but which are required in order to undertake the research.
In some cases, a particular expenditure item may need to be apportioned, see below.

Eligible expenditure types
To be eligible, your expenditure must be on the list of eligible expenditure categories provided in
Schedule 21B part A of the Income Tax Act 2007. The following categories of expenditure are listed
in the schedule:
Employee costs, to the extent to which the employee’s employment relates to performing an
R&D activity.
Amounts for goods and services, to the extent to which the goods and services relate to performing an R&D activity.
Depreciation loss for depreciable property, to the extent to which the property is used in performing an R&D activity.
More information can be found about each category on pages 5 and 6 of this How-to Guide.
You can also claim expenditure on R&D contractors and approved research providers, to the extent
that the contractor or approved research provider’s expenditure is on eligible R&D activities and is
not on an ineligible expenditure type.
Find out more information on page 7 of this How-to Guide or the How-to Guide for contracting out
R&D activity, also available at rdti.govt.nz.

EMPLOYEE COSTS
Amounts for employees are eligible to the extent they relate to time spent performing R&D, and are
deductible for income tax purposes. Employee costs include:
salary and wages,
bonuses,
employee share schemes (if a tax deduction is available),
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employee recruitment and relocation costs,
overtime,
holiday pay,
long-service pay,
superannuation contributions.
Timesheets are one way to allocate employee costs but are not an absolute requirement.
If employees work on eligible R&D part of their time, appropriate apportionment might be based on
any of the following:
timesheets that separately capture eligible and ineligible work,
regular (e.g. weekly or fortnightly) project reporting which estimates and records the time put
into eligible R&D activity during the reporting period,
security systems that record presence at a certain location if work done there has been assessed as eligible R&D activity.
If you can provide evidence that work patterns were consistent, you might apportion based on
information derived from a sample period.
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DEPRECIATION
Capital assets such as machinery that is depreciable for income tax purposes can also be eligible for
the RDTI, to the extent the assets are used in performing eligible R&D activities.
The up-front cost of actually building or acquiring the assets is not to be included, (although exceptions exist – see page 76 of the IR1240 guidance for more information).
Records should identify the asset used in the R&D activity and when it was used. If the asset was not
used exclusively for eligible R&D activities, or not for the whole year, you should apportion based on
use, to determine the actual depreciation loss attributed to the core R&D activities.

APPORTIONMENT
If employees, capital items, or goods and services are used on eligible R&D activities and on other
activities, for instance some general overheads such as rent or electricity, these will need to be apportioned to ensure that the amount claimed reasonably reflects the amount incurred on eligible
R&D activities. The same applies to depreciation of capital items.
When an apportionment is used, it must be:
on a reasonable basis,
supported by an audit trail of documents.
Apportionment should be a meaningful measure e.g. the percentage of the total time an asset is
used, or in some cases the relative area of space used in business premises.

“APPORTIONMENT” EXAMPLE –

A Co.

A Co. has a computer that is used 20% of the time on eligible R&D, and 80% of the time
on other activities.
The RDTI may be claimed on 20% of the annual depreciation deduction based on actual
usage.

MATERIALS, CONSUMABLES AND OVERHEADS
Expenditure on consumable items such as materials and components used in eligible R&D activity
is generally eligible for the RDTI. Records should document the use–this might be through a stock
control system or apportionment on a reasonable basis.
Expenditure on overheads such as rent, insurance, administration personnel and cleaning costs are
eligible to the extent they were incurred to support eligible R&D activities, so may need to be apportioned, but you should note the exclusions that apply if your R&D is performed in the course of
commercial production (more information about this is found below).
A key requirement for overheads is that your records demonstrate both how the overhead item is
related to eligible R&D and how you have applied reasonable apportionment methods.
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Excluded expenses
The second main issue to address is the list of excluded expenditure categories, found in Schedule
21B Part B of the Income Tax Act 2007. You should familiarise yourself with those that are most relevant to your business or sector.
Examples include:
The cost of land
Expenditure of a financial nature such as the interest on borrowings
The cost of depreciable assets (though the depreciation itself may be able to be claimed)
The cost of acquiring bespoke software
Most in-house administration software development
Professional fees to help you determine your entitlement to the RDTI.

Records
You should retain records demonstrating that the expenditure or depreciation loss claimed meets
the RDTI eligibility requirements. Record-keeping for specific eligible expenditure types is discussed
below.
Before you consider what records to keep, review the information about ineligible expenditure and
ensure you have processes in place to exclude any from your claim.
While the R&D supplementary return will ask for expenditure at a ‘project’ level, you should keep your
records at the level of each R&D activity, showing whether the cost related to a core or supporting
activity. Each core activity can describe a series of investigations, analysis or experiments, provided
they test aspects of your proposed solution to a scientific or technological uncertainty.
Similarly, each supporting activity needs to be described and the related expenditure recorded or
apportioned.
When recording this information, it is important to avoid excess detail. For example, in a trial of new
cultivars (varieties of a plant), support activity could be described as ‘crop management’, rather than
breaking it down into cultivation, weed control and irrigation.
You should capture/write your records at the time the R&D activity was undertaken, rather than waiting until year end.
The R&D supplementary return will ask you to categorise your claimed expenditure–you should
capture this information within your system for coding expenditure:
Employee related costs,
R&D contractor payments,
approved research provider payments,
materials consumables and overheads,
depreciation.
Please see further explanations below, for each of these categories.
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Contractor payments
If you’ve used a contractor to conduct some or all of your R&D activity, you may be able to claim
payments made to the contractor as eligible expenditure. However, you can only claim payments to
contractors to the extent to which expenditure incurred by the contractor:
Is incurred on eligible R&D activities, and
Is not on the schedule of ineligible expenditure.
You will therefore need to work with the contractor to ensure that any expenditure being claimed
meets these criteria. Where your contract includes both eligible and ineligible activities, you’ll need
to make sure the contractor has systems in place to enable you to identify the expenditure on eligible
R&D.
You’ll also need to make sure that any expenditure that is subject to a cap (e.g. the overseas expenditure cap or the internal software development cap) or to special rules (e.g. the feedstock or commercial production rules) is correctly identified and treated appropriately. Finally, note that to qualify
you must own or be able to use free of charge any of the results of the contractor’s work.
For more information on contracted expenditure, and on R&D contractors more generally, refer to
our How-to Guide for contracting out R&D activity, also available at rdti.govt.nz.

APPROVED RESEARCH PROVIDERS
Approved research providers are a special kind of R&D contractor provided for in the RDTI legislation. Total R&D expenditure of less than $50k in one year is ineligible for the RDTI, unless it is performed by an approved research provider.
The rules for claiming expenditure on an approved research provider are similar to those for using an
R&D contractor. The legislation imposes an obligation on approved research providers to maintain
records that show the amounts they derive and incur when performing R&D activities on behalf of
others claiming the RDTI. You should inform the approved research provider that you intend to use
them in this capacity.
A list of approved research providers is maintained on Inland Revenue’s website here. You can find
more information on approved research providers in our How-to Guide for contracting out R&D
activity, also available at rdti.govt.nz.

Special rules
You will also be asked to identify any claimed expenditure subject to the special rules detailed further
below:
foreign expenditure,
expenditure subject to the feedstock rules,
expenditure incurred in the course of commercial production,
expenditure on internal software development.
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FOREIGN R&D EXPENDITURE
A maximum of 10% of the total eligible expenditure can relate to R&D activity performed overseas.
Expenditure on temporary employees or contractors performing R&D in New Zealand who are not
New Zealand tax residents also counts towards that 10% cap. However, expenditure on materials
imported, or depreciation on imported equipment, to be used in R&D conducted in New Zealand
doesn’t count as ‘overseas R&D’.
Your activity and expenditure records must clearly identify where services were provided outside of
New Zealand (or by non-New Zealand tax residents), that they related to supporting R&D activities,
and the related costs.

FEEDSTOCK RULE AND R&D IN THE COURSE OF COMMERCIAL
PRODUCTION
The ‘feedstock rule’ applies when R&D is being done while goods are produced for sale. In this case,
you must deduct the sale price or market value of the goods from your eligible expenditure. Only the
net expenditure on inputs (materials and energy) is eligible for the RDTI. The net cost is the excess
of the input cost over the value of the output. If your R&D is subject to the feedstock rule, you must
retain records that show the price received for (or if not sold, the market value of) the output. You
also need to be able to clearly identify the input costs (materials and energy).
The commercial production rule applies when goods or services are being produced in conjunction
with commercial activity. In this case, the only amounts you can claim are:
the expenditure in relation to your employee’s contribution to the R&D,
the additional expenditure you incur because of the R&D.
If your R&D is conducted in the course of commercial production, you should record your rationale
for deciding that the claimed expenditure was more than you would have incurred without the R&D.

INTERNAL SOFTWARE DEVELOPMENT
Eligible expenditure on R&D for internal software development is subject to a cap of $25 million in
your income year regardless of how much you have spent. Some internal software development
expenditure is ineligible.

Where do I find more information?
For further guidance information to help you determine whether your R&D expenditure is eligible to
claim the RDTI:
Visit the RDTI Hub: www.rdti.govt.nz
Visit the Inland Revenue’s detailed guidance.

