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Abstract:

Purpose: The aim of this article is to develop a sequential model to help businesses identify
R&D activity and related costs for the correct tax settlement of R&D tax relief.
Design/Methodology/Approach: The article employs a literature review and a case study.
Based on a review of literature concerning R&D activity, including government support
programmes, a sequential model was proposed to ensure the correct settlement of R&D tax
relief. The practical application of this model is then demonstrated using the example
of a manufacturing business operating in Poland.

Findings: Researchers tend to focus on the role of R&D in the innovativeness of businesses
or economies, as well as on evaluating the effectiveness of tax incentives in supporting such
activities, according to an analysis of the literature on R&D activities and government
support programs. However, there is a lack of proposed solutions to assist businesses
in developing their own R&D activity and innovation capabilities through tax relief.
Consequently, the authors proposed a model solution to serve as a practical support tool
for business entities wishing to utilise R&D tax relief. This model integrates the identification
of various R&D activities undertaken by an businesses and their associated costs with
an assessment of their eligibility for R&D tax relief, and calculates the income tax benefits
derived from the relief. The case study demonstrates that, once adapted to the specific needs
of a business entity and the applicable tax regulations, the proposed model serves as a useful
support tool in the process of utilising the R&D tax relief. The model outlines a sequence
of key actions that, when implemented, not only streamline the preparation of the necessary
data and documentation for R&D tax relief, but also mitigate the risk of issues arising during
tax audits — such as those arising from the incorrect identification of R&D activities or
errors in determining eligible costs.

Practical implications: The proposed Sequential Model for the Qualification of R&D
Activity and Costs, which is designed to ensure the correct settlement of R&D tax relief, can
serve as a useful tool. Once adapted to the specific needs of a business and the applicable tax
regulations, it facilitates access to the R&D tax relief and helps to reduce the associated risk.
Originality: This article contributes to the literature on R&D activity by providing business
entities with a practical tool in the form of a sequential model to support the process
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of qualifying R&D activities and their associated costs for the purpose of correctly settling
the R&D tax relief.

Keywords: Business innovation, Research & Development, R&D Tax Credit Scheme, R&D
Tax Relief, Tax Incentives.
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1. Introduction

Research and development (R&D) plays a pivotal role in innovation by providing
businesses with new knowledge and skills. This enables them to develop new
products and services or implement new operational solutions, facilitating effective
market competition and long-term growth. However, conducting R&D activity can
pose significant challenges for businesses, due to factors such as long
implementation periods, high costs and uncertainty over whether efforts will
ultimately yield financial returns.

The government has a strong interest in encouraging businesses to engage in R&D,
as their innovation contributes to economic development. Consequently,
governments provide various forms of support for innovation, including grants and
tax incentives.

While R&D is a vital part of innovation, not all innovative activities qualify
as R&D. This distinction is particularly significant in relation to R&D tax incentives,
as eligibility for this form of public support depends on meeting specific criteria.
Determining whether the activities a business undertakes qualify as R&D under tax
law can be challenging, and errors in this regard, especially during tax audits, can
have adverse consequences.

This article addresses the issue of correctly accounting for R&D tax incentives by
developing a sequential model to assist businesses in classifying R&D activities and
associated costs. Implementation of this model was demonstrated using the example
of a manufacturing business in Poland, showing that it can serve as a useful support
tool in the process of utilising the R&D tax relief — including by mitigating
associated risks.

The issue at hand is of great significance, given that the business sector accounts for
the largest share of R&D activity in Poland. In 2024, this sector incurred internal
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R&D expenditure totalling PLN 32.6 billion, accounting for 63.3% of total gross
domestic R&D expenditure (Statistics Poland, 2025). Regarding innovation activity,
data from the Polish Agency for Enterprise Development (2026) indicates that,
between 2022 and 2024, 29.7% of business entities with ten or more employees in
the industrial and service sectors implemented innovations. R&D expenditure
constituted the largest share of spending on innovation activities, highlighting the
importance of supporting businesses in utilising the R&D tax relief.

2. Literature Review
2.1 Research and Development and Innovation Activities of Businesses

The subject of research and development (R&D) activity, and its importance
for business and economic innovation (Aghion and Howitt, 1992), has been widely
discussed in literature. Research focuses on identifying and characterising R&D
activities, their impact on innovation processes and productivity, and the factors that
determine business investment in this area. A significant proportion of research also
focuses on public support instruments for R&D, including tax incentives,
and analyses their impact on expenditure levels, business behaviour and innovation
outcomes.

Literature concerning the identification of R&D activities highlights the importance
of criteria that distinguish genuine R&D work from routine or imitative activities. In
this context, the methodological basis is provided by the criteria defined in the
Frascati Manual (2015): novelty, creativity, uncertainty, a systematic approach, and
the transferability and/or reproducibility of results. The Frascati Manual defines
R&D as creative and systematic work undertaken to increase the stock of knowledge
and use it to create new applications. However, only work that meets these criteria
qualifies as R&D activity.

Cohen and Levinthal (1990) argue that R&D not only generates new knowledge, but
also enhances business ability to recognise, absorb and utilise external knowledge.
Griliches (1998), in turn, focuses on the economic significance of R&D expenditure
and its relationship with business productivity. Hall et al. (2010) observe that R&D
is viewed as both a cost and an investment in knowledge, offering economic
benefits.

R&D activity forms part of a business wider innovation activities. According
to the Oslo Manual (2018), business innovation is defined as the introduction
of a new or significantly improved product or process that differs from the previous
products or processes and has been introduced to the market or put into use.
Alongside R&D, business innovation activities include engineering, design
and other creative work, intellectual property-related activities, training, software
and database development, the acquisition of tangible assets, and innovation
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management. Therefore, although R&D is one type of activity that can lead
to innovation, not all innovation activities qualify as R&D.

Researchers (Biel, 2023; Zhou et al., 2023; Ho et al., 2021; Nilsen et al., 2020),
emphasise that the essence of R&D is the creation of new knowledge and solutions.
This enables businesses to introduce new or significantly improved products
to the market, enhancing their innovativeness and competitiveness. In turn, business
growth, translates into national economic growth. However, conducting R&D can
be costly and risky due to uncertainty regarding the achievement of useful results,
which may exceed the capabilities of many businesses. Consequently, it is crucial
to encourage business entities to engage in R&D through various forms of
government support, such as grants or tax incentives.

2.2 The R&D Tax Relief in the Literature

The literature on R&D tax incentives is dominated by analyses of the instrument's
effectiveness at business, sectoral or macroeconomic levels. Researchers primarily
focus on whether these incentives increase R&D expenditure, generate additional
R&D activity, or influence business innovation outcomes. Bloom, Van Reenen
and Williams (2019) argue that market economies may generate insufficient levels
of investment in innovation due to the public nature of knowledge. Consequently,
R&D tax incentives and direct public funding are key instruments for supporting
innovation and are particularly effective in the short term.

Meanwhile, Becker (2015) focuses on whether public support crowds out private
R&D spending. She notes the absence of a 'crowding-out effect', demonstrating that
recent empirical studies rarely show public funding displacing private investment.
While direct subsidies typically increase business financial commitment, the author
finds that fiscal incentives have an even more positive impact on the growth of
business R&D spending.

Through public policy instruments, such as R&D tax relief, governments lower
the cost of private R&D investment to boost the scale of business research
and development activities (OECD, 2016). This constitutes not merely a standard tax
preference but a form of public support for R&D investment.

Hall and Van Reenen (2000) analyse the economic rationale for public intervention,
as well as the empirical effects of tax relief. They demonstrate that such measures
generate additional business R&D spending. Similarly, Bloom, Griffith and Van
Reenen (2002) show that tax incentives are effective in increasing R&D intensity.

Systems for tax relief can encourage behaviour that is aimed at maximising benefits
based on eligibility criteria, and this does not necessarily lead to a genuine increase
in innovation, according to Dai and Wang (2024). In designing public policy,
it is therefore necessary to define eligibility conditions so that the incentive is linked
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to actual R&D activity rather than merely the formal classification of expenses into
categories covered by the tax relief. This means that it is very important to correctly
classify projects as R&D activity and to correctly categorise R&D-related costs.

While Lukaszewska (2018) presents R&D tax relief as a means of enhancing
the innovative standing of Polish business entities, Krajewska (2024) explores
its essential characteristics and practical applications. In turn, Dada (2025) focuses
on labour costs and associated tax risks. Svensson (2024) also addresses risk issues,
highlighting two opposing types. The first is 'under-inclusion' — a situation where
businesses fail to utilise the instrument despite conducting genuine R&D activities,
potentially due to a lack of knowledge, difficulty in identifying R&D activities
or fear of tax risk. The second type is 'over-inclusion', where activities that do not
constitute genuine R&D are classified as such to secure benefits. Svensson identifies
relabelling other expenditures as R&D costs as one of the risks associated with tax
instruments.

Meanwhile, Janiszewska and Janiszewski (2020), in their analysis of fiscal
instruments supporting innovation in Poland — including R&D tax relief and the IP
Box — pointed to the limited effectiveness of these measures. They believe that this
may be due to businesses having a low level of awareness of the opportunities to
implement them. Although these instruments are viewed positively, only a small
percentage of surveyed business entities actually use of R&D relief or the IP Box.
However, Grant Thornton (2025) observed a significant increase in the number of
companies utilising R&D relief and the IP Box between 2021 and 2024.

3. Research Design and Methodology

An analysis of the available literature reveals that researchers tend to focus on
the role of R&D and innovation activities, and on evaluating the effectiveness of tax
incentives in supporting these activities, rather than on methods to help businesses
develop their own R&D and innovation capabilities using tax relief. In addressing
this research gap, the subsequent part of the article presents a model to help
businesses claim R&D tax relief. A manufacturing business operating in Poland
is used as a case study.

The research question posed in this article is as follows:

RQI: How can a business entity correctly classify its R&D activities and associated
costs to ensure the proper tax settlement of the R&D tax relief?

RQ2: The research aims to develop a sequential model to help business entities
identify R&D activities and related costs for the correct settlement of R&D tax
relief.

4. Research Results
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4.1 Sequential Model for the Qualification of R&D Activity and Costs

The proposed Sequential Model for the Qualification of R&D Activity and Costs
comprises the following stages:

STAGE 1. VERIFICATION OF CONDITIONS FOR THE R&D TAX RELIEF

1

STAGE 2. CLASSIFICATION OF THE BUSINESS’ ACTIVITIES AS R&D
BASED ON SPECIFIC CRITERIA

!

STAGE 3. DISTINGUISHING SCIENTIFIC RESEARCH (BASIC/APPLIED)
OR DEVELOPMENT WORK WITHIN THE BUSINESS’ R&D ACTIVITY

!

STAGE 4. IDENTIFICATION OF ELIGIBLE COSTS FOR THE BUSINESS’
R&D ACTIVITY

!

STAGE 5. DETERMINATION OF THE BUSINESS STATUS FOR R&D TAX
RELIEF PURPOSES

!

STAGE 6. CALCULATION OF THE MAXIMUM VALUE OF ELIGIBLE COSTS
UNDER THE R&D TAX RELIEF

!

STAGE 7. CALCULATION OF THE TAX BENEFIT RESULTING FROM
THE REDUCTION OF INCOME TAX DUE TO THE USE OF THE R&D TAX
RELIEF

The process of preparing a business entity to utilise R&D tax relief should begin
with an analysis of the relevant tax regulations. Tax laws often use specific
definitions and criteria that differ from those commonly used in standard business
practice. This can lead to misunderstandings and difficulties for businesses during
tax audits. Therefore, it is crucial to first determine whether the business can meet
the conditions set out in the regulations to qualify for R&D tax relief (Stage 1).

If the Stage 1 assessment is positive, the business entity can proceed to the next
stage, which involves determining the extent to which its R&D activities meet the
tax relief criteria (Stage 2), before categorising them as either research or
development (Stage 3). This distinction is important because different regulations
within the R&D tax relief framework may apply to these two types of R&D:
scientific research and development work.

Next, the business must verify which R&D-related costs qualify for the tax relief
(Stage 4). As the maximum value of eligible R&D costs may depend on a business
status, which is determined by criteria such as business size, establishing this status
is essential (Stage 5). Once this status has been determined, the maximum value of
eligible R&D costs that can be claimed under the tax relief can be calculated (Stage
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6). The process concludes with the settlement of eligible costs under the R&D tax
relief, enabling the business to benefit from a reduced income tax liability (Stage 7).

It is worth noting that the proposed sequential model is general in nature and will
require refinement during the implementation phase. This is due to differences
in R&D tax relief regulations governing various tax types and countries, as well
as the specific nature of business’ operations.

The implementation of the Sequential Model for the Qualification of R&D Activity
and Costs — aimed at the correct settlement of R&D tax relief — will be illustrated
using the example of a limited liability company utilising R&D tax relief in Poland.

4.2 Case Study: Empirical Apliciation of the Proposed Model

XYZ is a limited liability company based in Poland. It manufactures industrial
transport systems for the automotive industry and supplies solutions to major
passenger car and truck manufacturers in European and American markets. XYZ’s
business model is based on designing solutions tailored to specific client needs,
manufacturing the necessary components, and handling implementation (integrating
components into production lines at client facilities).

Due to declining demand for European and American vehicles and the rapidly
growing market share of Chinese manufacturers in Europe — which resulted in
reduced demand for its industrial transport systems — XYZ decided to expand its
product portfolio to include heat pumps and initiated relevant research and
development activity. XYZ launched its R&D operations in 2024; these activities are
ongoing and are organized entirely as distinct projects.

A tax analysis regarding eligibility for the R&D tax relief covered fifteen projects
conducted by XYZ in 2025: twelve projects involved the design of various heat
pump models, one focused on a heat pump test stand, one concerned patents, and
one addressed heat pump certification.

The analysis of XYZ’s projects regarding eligibility for the R&D tax relief was
conducted in accordance with the model proposed in this article.

STAGE 1. VERIFICATION OF CONDITIONS FOR THE R&D TAX RELIEF
The R&D tax relief under Polish income tax regulations:

The R&D tax relief is a tax incentive for business that first came into effect
in Poland in 2016. The R&D relief aims to reduce the income tax burden
on taxpayers conducting R&D activity by allowing them to deduct so-called 'eligible
costs' from their taxable base. The specific conditions governing the R&D relief are
set out in the Corporate Income Tax Act (CIT) and the Personal Income Tax
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Act (PIT). Given that XYZ is a limited liability company (a limited liability
company in Poland has the status of a legal person), the following analysis focuses
on the R&D relief regulations contained in the Corporate Income Tax Act.

To benefit from the R&D relief, business entities must cumulatively meet
the following conditions:

conduct research and development activity,

e incur eligible costs related to research and development activity,

e generate taxable income (revenue) (in the case of legal persons: income
other than from capital gains; in the case of natural persons: income from
non-agricultural business activity).

Under the income tax acts, research and development activity is defined as "creative
activity comprising scientific research or development work, undertaken
systematically to increase the stock of knowledge and to use the stock of knowledge
to devise new applications" (CIT, 2026). However, the definitions of scientific
research and development work were adopted from the Act on Higher Education
and Science (HES, 2024).

Scientific research can be categorised as either basic or applied. Basic research is not
directly aimed at the commercial application of its results. It consists of empirical
or theoretical work primarily undertaken to acquire new knowledge about
the fundamentals of phenomena and observable facts. In contrast, applied research
involves work aimed at acquiring new knowledge and skills, with a focus
on developing new products, processes, or services, or introducing significant
improvements to existing ones (HES, 2024).

Development work, on the other hand, is defined as "activity involving
the acquisition, combination, shaping and use of currently available knowledge and
skills — including those related to IT tools or software — for production planning,
and for designing and creating altered, improved or new products, processes
or services. This excludes activities involving routine or periodic changes, even
if such changes constitute improvements" (HES, 2024).

These definitions show that scientific research primarily involves creating new
knowledge, whereas development work involves the practical (commercial)
application of existing knowledge and skills. However, in the context of R&D tax
relief, the distinction between basic and applied research is crucial. Business entities
conducting basic research may only deduct the associated eligible costs
if the research is carried out jointly (under a contract or agreement) with entities
specified in the Act on Higher Education and Science (CIT, 2026).

Under the R&D tax relief scheme, business entities cannot deduct all costs incurred
in connection with research and development activity, but only so-called 'eligible
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costs'. These are costs that qualify as tax-deductible under income tax laws, relate
to the R&D activity being conducted and fall within specific cost categories. They
must also not exceed established limits (maximum values).

The categories of eligible costs under the R&D tax relief (CIT, 2026) are:

e remuneration (including payments under employment, mandate, and specific
work contracts), together with employer social security contributions,
in proportion to the time dedicated to R&D activity;

e purchase of materials and raw materials;

e specialised equipment (e.g. laboratory glassware, utensils, and measuring
devices), provided it is not classified as fixed assets;

e expert analyses, opinions, advisory services, and equivalent services
provided or performed under contract by entities designated in the Law
on Higher Education and Science, as well as scientific research results
acquired from such entities;

o use of scientific research apparatus, provided the service was not purchased
under a contract with a related party;

e obtaining and maintaining a patent, a protection right for a utility model,
or a right arising from the registration of an industrial design;

e depreciation of fixed and intangible assets, excluding passenger cars,
structures, buildings and premises constituting separate properties.

For taxpayers holding the status of a research and development centre (R&D centre),
the following may be included in the category of eligible costs under the R&D tax
relief (CIT, 2026):

e depreciation of structures, buildings and premises that constitute separate
properties;

e costs of expert opinions, advisory services and equivalent services, contract
research, technical know-how and patents or licences for protected
inventions obtained from entities other than those specified in the Act
on Higher Education and Science,

provided that the value thereof does not exceed 10% of revenues other than revenues
from capital gains generated in the current tax year.

The maximum value of eligible costs depends on the cost category and
the taxpayer's status, amounting to the following (CIT, 2026):

e 200% of all cost categories if the taxpayer is a research and development
centre and a micro, small or medium-sized business entity;

e 100% of the costs of obtaining and maintaining a patent, a utility model
protection right, and an industrial design registration right, and 200% of
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other cost categories, provided that the taxpayer holds the status of a R&D
centre and is not a micro, small, or medium-sized business entity;

e 200% of remuneration (including that arising from employment, mandate
or specific work contracts), together with employer-side social security
contributions, and 100% of other cost categories for other taxpayers.

Eligible costs under the R&D relief are deducted from the tax base in the tax year
in which they were incurred. If the value of eligible costs exceeds the taxable income
for a given tax year, or if a tax loss occurs, the undeducted value may be deducted
in any of the six following tax years (CIT, 2026).

Special conditions apply to entities who started business operations in the current
or previous year, but who qualify as a micro, small or medium-sized businesses
in the current tax year. If the value of eligible costs that can be deducted exceeds
the taxable income for a given tax year, or if a tax loss is incurred, businesses may
obtain a direct refund for the undeducted portion of the eligible costs. The value
of this refund is calculated by multiplying the undeducted eligible costs
by the applicable corporate income tax rate (CIT, 2026).

However, it should be noted that eligible costs do not qualify for R&D tax relief
if they have already been (CIT, 2026):

e reimbursed in any form;
deducted from the income tax base; or

e taken into account when calculating exempt income derived from business
activity conducted within a special economic zone, or from business activity
carried out as part of a new investment specified in a support decision
(pursuant to the relevant Polish Investment Zone regulations).

Businesses wishing to benefit from the R&D tax relief must separately identify
R&D-related costs in their accounting records for corporate income tax purposes.

Claiming the R&D tax relief for a given tax year requires filing an annual tax return.
This return must detail income earned (or loss incurred) and income tax due.
It should also include a specific attachment. This is a statement regarding deductions
from the tax base for R&D-related costs. This statement must specify the value
of eligible R&D costs subject to deduction under the relief, broken down by cost
category and type of activity (basic research, applied research or development work).

After analysing the relevant provisions of the Corporate Income Tax Act concerning
the R&D tax relief, XYZ determined that it could meet the applicable requirements
and proceeded to Stage 2.

STAGE 2. CLASSIFICATION OF THE BUSINESS’ ACTIVITIES AS R&D
BASED ON SPECIFIC CRITERIA
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At this stage, XYZ must determine which of its heat pump projects meet the R&D
requirements set out in the Corporate Income Tax Act. XYZ decided to do this
by analysing responses to specifically formulated questions. If the response to any
question differed from the preferred answer, the project would not qualify as R&D
eligible for tax relief and would not proceed to Stage 3.

Each heat pump project at XYZ was analysed using the following list of questions:

1. Was the project carried out in 2025? Yes — required answer.

2. Does the project have documentation? Yes — required answer.

3. Was the outcome of the solutions certain from the start? No — required
answer.

4. Did the project have a strictly defined objective? Yes — required answer.

Did the project activities aim to develop new applications or create

something new, modified or improved? Yes — required answer.

6. Were the improvements to products, processes or services resulting from
the project merely periodic or routine? No — required answer.

7. Was the project conducted systematically (according to a schedule
or distinct stages)? Yes — required answer.

8. Were the project activities carried out in an organised manner (e.g. work
divided into specific stages and defined milestones)? Yes — required answer.

9. Did the project result in an increase in knowledge and skills? Yes — required
answer. If so, please specify the knowledge and skills acquired.

10. Did the project utilise commercially available knowledge and skills for new
applications? Yes — required answer. If so, please specify the commercially
available knowledge and skills that were used for new applications.

11. Did the project generate new knowledge and skills by utilising knowledge
and skills for new applications? Yes — required answer. If so, please specify
the new knowledge and skills.

12. Did the project aim to use the acquired knowledge and skills to create new
applications — e.g., a new, significantly improved, or modified product,
process, or service? Yes —required answer. If so, specify how the acquired
knowledge and skills were used to create new applications.

b

An analysis of 15 projects revealed that only 10 of them (relating exclusively
to the design of various heat pump models) could be classified as R&D activity
meeting regulatory requirements and qualifying for the R&D tax relief.

STAGE 3. DISTINGUISHING SCIENTIFIC RESEARCH (BASIC/APPLIED)
OR DEVELOPMENT WORK WITHIN THE BUSINESS’ R&D ACTIVITY

Each of the ten projects will be analysed to determine the type of R&D activities
conducted and the value of eligible costs incurred. The following questions were
asked, with at least one requiring an affirmative answer:
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L.

2.

3.

Did the project activities constitute scientific research, specifically basic
research (acquiring new knowledge about the fundamentals of phenomena
and observable facts without a focus on direct commercial application)?
Yes/No — select the appropriate answer.

Did the project activities constitute scientific research — applied research
(acquiring new knowledge and skills aimed at developing new products,
processes or services, or introducing significant improvements to existing
ones)? Yes/No — select the appropriate answer.

Did the project activities constitute development work (utilising existing
knowledge and skills, including IT tools and software, aimed at production
planning and the design and creation of new, modified or improved
products, processes or services)? Yes/No — select the appropriate answer.

It was determined that all 10 projects were conducted within the scope of R&D,
and that only development work was carried out.

STAGE 4. IDENTIFICATION OF ELIGIBLE COSTS FOR THE BUSINESS’
R&D ACTIVITY

At the beginning of this stage, an analysis was conducted to determine which
of the costs associated with the ten projects could be recognised as eligible costs
and ultimately deducted under R&D tax relief. The following questions were
therefore addressed:

1.

2.

Were the project costs incurred recognised as tax-deductible in 2025?
Yes — required answer.

Did the project costs fall under the category of eligible costs for R&D tax
relief in 20257 Yes — required answer.

Have the project costs incurred, that are eligible for R&D tax relief, been
identified separately in the accounting records? Yes — required answer.

Have the project costs incurred, that are eligible for R&D tax relief, been
reimbursed to XYZ in any form? No — required answer.

Have the project costs incurred, that are eligible for R&D tax relief, been
included in the calculation of exempt income derived from business activity
conducted within a Special Economic Zone? No — required answer.

Have the project costs incurred, that are eligible for R&D tax relief, been
included in the calculation of exempt income derived from business activity
conducted as part of a new investment specified in a support decision
(pursuant to the relevant Polish Investment Zone regulations)? No — required
answer.

Subsequently, the costs eligible for deduction under the R&D tax relief were
analysed by cost category, and the results are presented in Table 1.
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for the Qualification of R&D Activity and Costs

Table 1. Eligible costs incurred (in PLN) subject to deduction under the R&D tax

relief'in 2025.
. . Remuneration | Purchase of | Expert assessments,
Proje | Project . ..
ctno. | name (total employer | materials . opinions, . and
costs) and raw materials | consulting services costs
1 Heat pump A | 150,800 0 13,400
2 Heat pump B | 334,824 3,430 0
3 Heat pump C | 28,109 0 0
4 Heat pump D | 30,029 0 0
5 Heat pump F | 32,802 0 0
6 Heat pump G | 45,842 5,709 26,200
7 Heat pump H | 12,841 0 0
8 Heat pump [ | 49,594 0 0
9 Heat pump J | 24,453 0 0
10 Heat pump K | 32,081 4,318 0
Total 741,375 13,457 39,600

Source: Own elaboration based on data from XYZ.

All eligible cost items were allocated to ten projects based on relevant internal
documentation, and these were tracked via separate accounting records.

XYZ incurred three categories of eligible costs for these projects only: remuneration
(including employer social security contributions), the purchase of materials and raw
materials, and expert analyses, opinions and consulting services.

The remuneration item was allocated to projects on a monthly basis, taking into
account:

o the working time of employees involved in executing specific projects
(timesheets are maintained);

e the type of remuneration (base salary, bonuses, etc.) and employer social
security contributions;

e employment and civil-law contracts of individuals involved in executing
projects (self-employment under B2B arrangements is excluded).

After each employee's working time and the corresponding remuneration (including
employer-side social security contributions) had been allocated to specific projects
on a monthly basis, the figures were then aggregated on an annual basis, with
a breakdown by projects.

XYZ also purchased materials and raw materials, which were allocated to specific
projects annually based on internal documentation.
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In addition, higher education institutions were used to procure services related
to expert analyses, opinions, and consulting for the execution of projects.

STAGE 5. DETERMINATION OF THE BUSINESS STATUS FOR R&D TAX
RELIEF PURPOSES

XYZ is not a research and development centre and its applicable corporate income
tax rate is 19%.

Stage 6: CALCULATION OF THE MAXIMUM VALUE OF ELIGIBLE COSTS
UNDER THE R&D TAX RELIEF

In accordance with Polish tax regulations regarding R&D relief applicable in 2025,
XYZ was entitled to deduct eligible costs from its income as follows:

e 200% of remuneration (including payments under employment, mandate
and specific work contracts), together with employer social security
contributions; and

e 100% of other cost categories.

XYZ determined that the maximum deduction of eligible costs under the R&D tax
relief for 2025 amounts to PLN 1,535,807, comprising:

e remuneration (total employer costs) (200%) = PLN 741,375 x 200% =
PLN 1,482,750,

e purchase of materials and raw materials (100%) = PLN 13,457,
expert analyses, opinions, and advisory services (100%) = PLN 39,600.

STAGE 7. CALCULATION OF THE TAX BENEFIT RESULTING FROM
THE REDUCTION OF INCOME TAX DUE TO THE USE OF R&D TAX
RELIEF

In 2025, XYZ’s taxable income was PLN 3,405,200. Consequently, the total value
of eligible costs could be deducted under the R&D tax relief (because the total value

was less than taxable income), resulting in a saving of PLN 291,803 on corporate
income tax (PLN 1,535,807 x 19%).

All the data required to claim R&D tax relief was reported in the 'Information
on deductions from the tax base regarding costs incurred for research
and development activities', which was attached to XYZ’s 2025 tax return
for income earned (or loss incurred) and income tax due.

5. Conclusions
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There has been growing interest among Polish businesses in conducting R&D
activity. Since the introduction of R&D tax relief into Polish law, the number
of entities utilising it has steadily increased. According to the Grant Thornton Report
(2025), a total of 571 taxpayers — comprising 264 PIT payers and 307 CIT payers —
took advantage of the R&D relief in 2016. The total value of eligible costs deducted
from the tax base that year was PLN 254 million (PLN 8 million for PIT payers and
PLN 246 million for CIT payers). In contrast, in 2024, a total of 3,541 taxpayers —
including 1,091 PIT payers and 2,450 CIT payers — utilised the R&D tax relief.
The total value of eligible costs deducted from the tax base reached PLN 10,959
million (PLN 423 million for PIT payers and PLN 10,536 million for CIT payers).

Several factors have contributed to the growing interest in R&D tax relief among
businesses in recent years. Business entities with diverse business profiles — not just
manufacturing ones — can benefit from the relief. Furthermore, the broad scope
of activities eligible for R&D, such as work on new or improved products
and processes, plays a significant role, as does the substantial level of potential
eligible costs that can be deducted from the tax base. This results in significant
benefits through reduced income tax liabilities.

Unless Polish regulations regarding R&D tax relief are changed in the future, it is
very likely that PIT and CIT taxpayers will carry on using the opportunity to reduce
their taxable income — and therefore their income tax liability — in the coming years.
This should, in turn, significantly encourage businesses to initiate or expand their
R&D activity, ultimately boosting their innovation and competitiveness.

The Sequential Model for the Qualification of R&D Activity and Costs, which
is designed to ensure the correct tax settlement of R&D relief, could greatly simplify
the process for taxpayers, particularly those who have not previously used this
incentive or have used it incorrectly.

6. Limitations and Future Research

The main limitation of this study is that the proposed Sequential Model
for the Qualification of R&D Activity and Costs, which is designed to ensure the
correct settlement of R&D tax relief, was developed based on Polish income tax
regulations. However, it was only tested using data from a single manufacturing
business. Consequently, the applicability of the model to other business entities,
industries or tax systems may be limited, potentially requiring significant
modifications.

Furthermore, only key issues reflecting the essence of the corporate income tax
regulations concerning the R&D relief in Poland, and taking into account the
specific nature of XYZ Limited Liability Company have been presented. A number
of detailed provisions have been omitted, as discussing them falls outside the scope
of this article.
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Future research could involve testing the model on a larger number of businesses,
as well as attempting to adapt it to the tax regulations of other countries.
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