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Making R&D easier
for small companies

This guidance outlines how tax relief
for Research and Development (R&D)
works for small and medium-sized
enterprises [SMEs).

It pravides:

+ straightforward definitons and explanations of
the schemes

+ details of qualifying costs

» guidance on how to make a daim under the SME
and RDEC schemues

« advice on where to find help and further detaled
mformation,

_ This
_ and where there is doubt you shwould contact HMRC,

ublication provides general guidance on the law, but h

ampanic

ow the law applies in a particular case & fact-dependent



Background

In 2000 the government introduced
a scheme to encourage scientific and
technolagical innovation within the
United Kingdom.

R&D is @ Corporation Tax (CT) tax relief that may reduce
your company's tax bill if your company is liable far

CT of, in some circumsiances, you may receie a
payahle tax credit, Thes guidance s designed ta help
you make a claim for tax relief if you are an SME

The Research and Developrment Expenditure Credit
[RDEC] scheme was intraduced in the Finance Act 2003
= it enables companies with na CT liability to benefit
through a cash payment or a reduction of tax or other
duties due,

Specic detimbbong of BED cany B fpuandd at
govukhmrcinternal-manualsicorporate-intangibles-
research-and-development-manual fcirdd § 500

Futhier quidarnee an EOEC can be found at
govubhmecintermal-manualsécorporate-intangihles
research-and-devetopment-manual \crd 39705
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What is R&D relief?

For tax purposes, R&D takes place when
a project seeks to achieve an advance in

overall knowledge or capability in a field

of science or technology.

R&D relief allows companies that carry aut gualifying
R&D related to their trade to claim an extra CT
deduction for certain qualifying expenditure,

Thie level of relief available depends upon

which schame the company wses.

The SME scheme

Fram 1 April 2015, the relief a company can get has
increased to 230% on their qualifying R&D costs.
Loss-making companies can in certain crcumstances

surrender thesr losses in return for a payable tax credit.

Research and Development Expenditure Credit
[RDEC) scheme

From 1 April 2015 a taxable credit is avadable at
1% of gualifying R&D expenditure. For los making
companies the tax credit & fully payable Eubject 1o
cartain restrictions),
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Features of the RDEC scheme

Companies with no CT liabdity will benefit fram ROEC
either through a cash payment ar a reduction of tax or
ather duties due. The payable credit i imited to the
carmpany’s PAYE/MNIC liabilities of the staff engaged

in gualifying activities in the accounting penaod.

SMEs will be able to daim ROEC if they do subcontracted
ar subsideed research, Companies in groups can
surrender the RDEC against another group company's

CT liability.

it e [k o pasge 230




Is my company small or large?

To find out if 3 company is an SME for R&D tax relief When accounts are prepared in sterling, comvert the
purposes we look at: turnover and balance sheet totals to euros, using the

Lk 14 __ﬁ.___W_m_ _|..I_.Tu [[%]) .H_.r —U_n.__....__ ik ._Tm_ _“.m...n.m—....._
g W—um w_m..nwuﬁ_u._.__l__ .._._.L. 5 |_u_.m-l n..._“__“_.w
L] L LEa= L 1

Sametimes, a company will have o take into account
its cwn data, a propartion of a partner enterprise’s data
ar the data of a linked enterprise. There's mone about
partrier and linked enterprises an the next page. If your
company has no external imvestors and &'t in a group,
ol only need ta count your own company data

s ajther turnover [E100m] or balance sheet total
(le<s than £86m).




Does my company have linked

or partner companies?

If your company has external investors
or is in a group, it's worth looking at
the detailed guidance, The following is
a summary of the main rules.

Linked companies

If the company is controlled by or controls other
carmpanies it is a linked company, for example if it
has mare than S0% of the shareholders' or members'
weting rights in ancther company.

The data of the linked companies should be added
to the data from the compary that does the R&D.

8 Research and devslopment fex relied: Makir ] R&D easser Far small car Iparees

Partnar COMmpanses

If 25% ar mare of a company is owned by another,
ar if the company owns 25% or more of another, it is
& partner comparny.

Certain companies and types of investor are excluded
from consideration as a partner. There is mare about
this in the detailed guidance.

I g ukfhmreintemal
carporate-intangible s reseanch-and-diwe
manmalteErgd 1000

A proportion of the data of the partner companies
should be added to the data from the company that
does the R&D. 5a if the ather company controls 30%
of the R&D company, add 30X of its data,




Example of a company being a linked or
A il Bde 255 gl the accoumds fgqures of 11

partner company Sex iF 0 has & plirmoseer of £30m
; Aol add &7 Sam b i tonals
Compary A is linked to Company B because B has a

&0% holding in A

B also has two partner companies: C and D, Sy R,

whach own 32% and 25% of B, ot e

A must add 100% of the data of B plus 35% of the : A . .

data of C and 25% of the data of D to its own data. = T _w__h._,..h_*_.,.ﬂ“_._.._., _”z._w_“u_m“ gl gy
s N L Aowell add EEDmG IS botals

Mowill aded I5E of the of the acoounts figures
af £ 53 i has tomoeer of € TOOm, & will
acird €3 5im toiis Lidals
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Which projects qualify?

Wark that advances overall knowledge
or capability in a field of science or
technology, and projects and activities
that help resolve scientific or technological
uncertainties, may qualify for R&D relief,

11 Research and development tas ielef: Maving BS D easier for s

R&D has a specfic statutory definition for the
purposes of RED tax relief which is not the same as
the commercial, engmeering or accounting defintions.

To qualify the campary must be carrying out research
and development work in the field of science or
technology. The relief & not just for ‘white coat’ scientific
research but also for ‘brown coat” development work in
dessgn and engineening that imvolves overcoming diffioult
techmological problems.

This can include creatng new processes, products or
services, making apprecable improvemsnts to exsting
anes arid even using science and technology to duplcate
exrsting processes, products and services in 3 new way.
But pure product development in itself does not gualify.

Some examples of qualifying activities include software
develapment, engineering design, new constructon
technigues, bio-energy. cleantech, agr-food and life
ard health sciernces, There are case studies at the end
of this guide for these industries

nall coempanies

Things to consider
v Does my company have a project?

v Am | seeking an advance in 3 field of science
ar technology?

+ Dioes the advance extend the overall knowledoe
ar capability in the field of science or technalogy
and not just the campany's own state of knowledge
or capability?

v [hoes the project involve an uncertainty that competent
professionals can't readily resobve and where solutions
aren't commaon knowdledge?

Judging which progects and activities will qualify For
RED tax relisf is wsually the srea where most people
seek help. Experience has shown that companies
can benefit from HWMRC's early involvenent, There i
infarmation about our Advance Assurance schema
which helps with these issues, later in this quide.




How to show that your project
is R&D within the tax definition

When you submit a claim it u_..nm_:u_m_ if youl 1. What is the scientific or technological advance? 2. What scientific or technological uncertainties
; ; : i ' were encountergd?
give details of your project. The questions  concentrate an the science and technalogy
i ide | . Did you really encounter ‘uncertainty'?
Fm__.ﬂE .__._.,__E _.__m__:u ..______u_L decide if your project Rather than stating the product, process or functianality 7 i W
is within our definition for R&D. If your being developed, consider what scientific or technological — Scientific or technalogical uncertainty exists when

claim clea 1._._____ sats out how you m_uﬂ_ﬂn_m._n_-m arhvance is heing sought, This focuses sttention an the knowledge of whether someshing is scientifically
these questions, it helps HMRC see that progect’s asm for an advance. This is important in judging  possible or technologically feasible, or how ta achieve

tois.dh R&ED whether or not R&D for tax relef purposes is being it m practice, sn't readily available or deducible by a
your company really Is doing k&L, undertaken. competent professional working in the field,
Some activities anen't science Mot every problem is an uncertainty
Seience doesn't include work in the arts, humanities But uncertainties that can be resolved threugh
and social sciences (including economics) relatively brief discussions with peers are routine
uncertainties rather than technological uncertainties,
'‘Commerdally innovative’ 1sn't enough Technical problems that have been overcome n

previous projects on similar systems aren't likely to

Itsnot enough that a product & commeraially be technodogical uncertainties

innaeeative, Y¥ou can't claim in respect of projects to
Lm_..m_n.u innovative busineds _”_E_n_:n._.., of services that set out what happened
don't incorporate any advance in science ar technology.,
In your claim, you shauld ==t out at 3 high level, in a
way that can be understaad by someone who's not
an expert, what the uncertainties were and when they

started and ended

12 Research and development tax relie]” Making RED easier for small mompanies




3. How and when were the uncertainties overcomea?

Describe the methods used to overcame the
uncertainties and the inestigations and analysis
undertaken. This shouldn't be in great detail

But enough to show it wasn't straight forward,

Describe the successes and failures and the impact of
these on the overall project IF the uncertainties weren't
overcame, explain what happened,

Remember that the commercial failure of the product
or project does not mean that RED was not present
And if the scentific uncertainties weren't overcome,
that can still mean that the work to address the
uncertainties can be RA&D

4. Why wasn't the knowledge being sought readily
deducible by competent professionals?

Explain the uncertainty in the context of the known
state of the field of research

It might be publicly known that others have tried ta
resolve the uncertainties and failed. Or maybe athers
have resolved the uncertainties, but precisely how it

was done ism't in the public domain, In aither case 3 valid
technological uncertainty can still exist,

What if there's limited available information ahaut the
state of the field of research?

If there's little public information available about the
praject, you'll need to show that the peopde leading

it are competent professionals working in the relevant
field, This might be done by outlining their relevant
background, professional qualifications and recent
expensnce and then have them explain why they
consider the uncertainties are scentific or technological
uncertainties rather than routine uncertainties,

Whichever is appropriate. set out the details and have
evidence available if needed.

13 Reseach and ._......__.__ menf tax reliel Making R&D easier 1o
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The start and end of a project

for R&D tax purposes

It's important to know when an R&D
project starts and ends, because that
makes sure your company claims the
right amount of relief.

When a project starts

The project starts when wark to resolve the uncertainty
starts, This is when you have identified the technical
msues that need to be resclved, and the current state
of knowledge within that field of science ar technalagy
has not provided a solubon to those uncertambes,

When a project ends

A project ends when that uncertainty is resalved ar

the wiork to resolve it ceases. This is when you have a
working prototype or material devicedpraduct ar process
ready to be tested or go into production, or if you decide
not to take the project forward,

R&D can take place even after production starts

if any new problems arise immlvng scentific or
technological uncertainty after the product has been
put into production or into use then the R&D process
may start again. There iz a distinction betwesen

such prablems involving science and technaological
uncertainties and routine fault feeng or design tweaks,

It is particularly important that the people doing the
wiork are irmvolved when cansidering whether the project
is R&D for tax purposes a5 they are the ones who
understand best the scientific or technological problems
involved, They should Focus on what advances the
project is seeking to achieve and the uncertainties ta

be faced rather than on the eventual product aspiratson,
specification or design.

MM Research and development tae relief: Making R&D eaver for small companies




Possible commercial project timeline —
defining R&D for tax purposes

This illustrates the qualifying and non-gualifying
activities within a ‘whaole life” project plan,

Examples of how this may apply to same of the
industry sectors can b foline on page 35 onwands,

Baginning

= Mor-Csslfyig L Mualifeas 4 Mon-alifing
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The parts of a project that require R&D activity to knowledge & codified in a wsable form, ar when wark

resolve scientific or technological uncertainties qualify  to resolve the uncertainty ceases.
far tax relef, The qualifying work starts when work fo
resalve tha uncertainty starts, and ends when the new
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What costs qualify?

Direct and externally provided staff,
subcontracted R&D, consumables,
software, trials, prototyping and
independent research costs may all
qualify for R&D relief. Capital expenditure
does not qualify under this scheme,

nor does expenditure on the production
and distribution of goods and services.

1T Research and develogpment tax relief Mak 3] RED

Direct R&D staff costs

Your compamy can claim for salanies, wiages, dass 1 MIC
and pension fund contributions far staff directly and
actively engaged in the R&D project.

This covers employees wha undertake ‘hands on’ R&D
work and the proportion of supervisory and managerial
tirme spent specifically directing such employees in those
activities.

Support staff costs, for example adminstrative or

clerical staff, do nat qualify, except when they relate to
qualifying indirect activities. These can be activities like
maintenance, clerical, adminkstrativie and security work,

hrnregoy uk fmanual scirdmanual /CIRDET00.Rtm

Your company cannot claim for employment-related
benefits.

Externally provided R&D staff

These are the staff costs paid to an external agency for
staff who are directly and actively engaged in the R&D
project — these are nat employees and subcontractors.
Relief is usually given an B5% af the payments made to
the staff provider. Special rules apply if the company and
staff provider are connected or elect to be connected.

..
fi t e, govy. uk fmanualstondmanualld
circf S 4000 R

easkel far small companies




Stubcontracted R&ED
SME Scheme

Your company can generally claim for 65% of

the payments made to unconnected parties.

The subrontracted work may be further subcontracted
to any thard party. Specal rules apply where the parties
are connected or elect to be connected,

RDEC Scheme

R&D expenditure subcontracted to ather persoms is
generally nat allowable unless it is directly undertaken
by a chanty. higher education institute, scientific research
organisation or health service body — or by an individual
ar a partnership of individuals,

Fuetheer lsfarmation on SAERGEC wchamies can be fou

it e gencuk Smanuatsiordmameal Cird 84 250 him

Consumable tems

Your company can claim for the cost of items that are
directly employed and consumed in qualifying RED
projects. These include materials and the prapostion
of water, fuel and power consumed in the R&L process.

From 1 April 2015, the costs of materials incorporated
in products that are sold are not eligible for relief.

Further informafion a | fems can be foioad ol

b ] R ST il [
hmire.gev.uk/manuals/ird82 30 him

Software directly used in the R&D

Your compary may claim far the cost of software that
is directly employed in the R&D activity. Where software
iz only party employed in direct R&D. an appropriate
appartionment should be made.

Freihies indarmarion on saftwarne diecth

m.n. (T =] T it

hmirc.gonukmanualfeirdmanual fcrd 82 500 htm

Clirical trial volunteers

Pharmaceutical companies and research organisations
aften make payments to valuntesrs taking part in clinical
trals, These are allowable for releef, but read

the guidance first.

Fiartheer indmr il i P ITeE 1 |.-.u_........
part i chinacal tnals can 2e ungd &
hmre gov.uk/manualifeirdmanual fidrd 34 400 hom

Contributions to independent research

Only large companies may claim R&D relief on
contributions they make towards funding relevant
independent R&ED. This R&D must be carred out by

the recpient and be related to the company's trade.
Contributions must be made to 3 qislifyng body -

a charity, higher education nstitute, scentific research
arganisation or health senice body — or to an individual
ar a partnership of mdniduals.

Furthier mformatmn on coentobulans 1o indegencent
raedrnt Can O 10uns al

| ___.__.n.._wn....._._r fmanualwcirdmanualfeird 82200 HEm

himre.gowuk manualsordmanualicird 82 250 htm
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Prototypes

Where a prototype & created to test the R&D being
undertaken. the design, construction and testing costs
will normally be qualifying expenses.

Howeyer, if the prototype is slso buslt with a view to
selling the prototype itself such a5 the construction
af a bespoke maching), HMRL considers that to be
production and outside the R&D scheme, even if R&D
was undertaken to create the prototype.

In that case vou need 1o work out the split between
RE&ED expenditure and prodection costs. For example,
the construction costs and matenals consumed wauld
nat be qualifying expenses, but degn. modelling and
testing costs could stilt qualify.

Collabarative working

In general, where two companies collaborate on a R&D
projct, each can claim relief on the qualifying costs they
have mourred,

Where a company and a unsversity or other research
institute collaborate, only the company can claim relief
an the qualifying costs it has incurred.

Collaborative arrangements are governed by thes
contracts and you should seek advice from HMRC
where it's unclear which company gets the relief,




What costs do not qualify

Mot all costs gualify, and you cannat receive R&D
relief for:

» The production and distribution of goods and services

« Capital expenditure under either of the R&D relief
schemes. However, a generous 100% Research and
Development Allowance may be due an capital assets,
such & plant. machinery and buildings used for R&D
activity.

oy car be fau t goacuk e e nal-
raanuals/capital-allowances-manual/cab 0000

« Thie cost af land

v Payments for the e and creation of patents and
trademarks, as these are the cost of protecting the
completed R&D, The also includes the staff costs
in relation to the time spent by all staff on the
preparation and submission of such applications.
Howewver. the Patent Bex enables companies ta apply
a 10 per cent rate of Corporation tax to profits earned
from their patented mventions after | April 2013,

il T2 HaN ) et Hie pe

gawukSguidancefiarnporation-Lax-the-patent-bax
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Subcontracted R&D

SMEs that subcontract qualifying R&D
activities can claim tax relief on 65%
of the payment to the subcontractor.
SMEs undertaking qualifying R&D for
large companies may claim under the
RDEC Scheme.

Unconnedted Subcontractors

subcontractor

21 Ressarch and deselopment tax relied: Making F

Your company as the contractor

Lnder the SME Scheme the subcontractor does not
need to be 3 UK resident and there is no requirement
for the subcontracted R&D to be performed in the LIK,
There are special rules where the parties are connected
or elect to be connected. The diagrams below help
explam what you may claim,

i e T T es canm b Tow 47
gow.uk'hmecinternal manualsfrarparate-intangibles
research-and-development-manualfelrd31000

Connected Subcontractars

n Mote 1 i

Your company as the
supcontractor

enerally, if an SME or larnge company carries out an
R&D project under contract to a large company o
persen not chargeable to taxin the UK 2 3 trade,
profession o vacation. they are likely ta be able to
make a claim urder the RDEC schems

hmire, gow ukmanalsfcird manual ford 3 1470k im

Generally the

expenditure Hesty

contracted o i itdual. 3 martnerehie
other persans ol e i
et ailowable 1 qualifuinat
hmrcgoe ok manuals’
cirdmanual fcird &2 250, ktm

amrcgoviksmanuals!
gindmanualcird Bk htm

{3 pasier far ssnall companies




Subcontracting —
who can make a claim?

Cantracting comparey Rl Subrantracto helied

SME e SME Mo

SME Tes Large company [
Aualifyng bady, indwvidual ar

S e partnership "
SME [ewan if the SME Furthe

Large campany Mo subcaniracts bo quelfying bocky ¥es (undar ROEC scheme)
ndradual or partnership)

Lange company Iy Large company a5

) i Cualifying body, mdividual or
Large company =] Ve Hn
Lange comparmy g Anaother group compary s
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Grants and subsidies

Grants or subsidies that your company
receives for your R&D project may make
a difference to your R&D claim.

23 Research snd develoome

The SME scheme is a notifiable State Aid and 3 company
can't gat the SME relief if & receiving any other notifisble
State &uds for the same R&D project.

50 if you are thinking of daiming for a project that has
already received a grant, it is essential that you establish
whether that grant was a notifiable State Aid The grant
provider will be able to tell yvou that.

If wou have received a grant which & notifiable State Aid,
for an R&D project, you can't get relief under the SME
schieme, but abgibie expenditure will qualify under the
ROEC schamea,

You don't need ta reduce the RDEC eligible expenditure
by the value of the grant racened,

If the company has a number of projects it may
make ROEC claims for projects that hawve had State Aid,
and SME claims for non-grant funded project(s).

o tax retiel: Making RS0 sauer for small companies




More on grants and subsidies

You may have received a grant which if you have received a grant which is not a notifiable Example
i< not a notifiable State Aid — mxm_:.__u_m.m State A, or have received any other Dype of _F._Ea__._ fei
ol N . . one of your R&D projects, you may be eligible to claim = : :
include de minimis State Aid, Horizon under both the ROEC and the SME schermia £125,000 - staff and consumables

2020 or Framework Programme funding.

Expenditure on propect;

Amount of grant recemved.

¥ou can claim under the RDEC scheme for eligible
" : 3 £80,000 — potentially eligible for ROEC claim

expenditure which has been subsidised by the grant ar
subsidy. In addition. if there & eligible expenditure on Balance of expenditure;

the praject which has nat been covered by the subsidy, £45000 — potentially eligible for SME Claim
you can make a daim for the balance of the expenditure

under the SME scheme

24 Hezearch and deseloprment tax rebif Making R&D easir for small companies




Why is RDEC important to SMEs?

SMEs may also claim relief under the
RDEC scheme if they cannot claim under
the SME scheme because of a grant or
subsidy, or because they are carrying out
subcontract R&D for a large company.

SME warked example

ADIEC wenriesd example

Sales

Cost of sales

Grass profa

RE&D qualifying expenditure
(ither expenses

Total operating ooy

tat profi before fas

Ta duse [see below)

Total tax

Profit after tax

ket profit befone tax

Less RED redied

Adjusted profit before tax
Carparation Tax due at 20%

Corporation Tax

Profit and Loss
Arcount [£]

1 00
(5o
500
o
(150}
(250
250
24
2

RF

Corporation Tax

Computation (£]

250

(130%) (130
120

24

Corparafion Tax

payable [£]

4

Sales

Coest of sales

Groas prafit

RED qualifying expenditune
1% ADEC on expenditure
Other expanses

Fotal cperating costs

ket profil before Lax

Taw due at 20%

Total tax

Profit after tax

Mt profi before tax
Corporation Tax due at 708

Carparalion Tas dun
Lees o oredit
Carporatian Tax payable

Prisfet B Loss,
Aurcant [E)

1.000
(500}
S
|
1
(150
(239
Ial
522
52.2

2eg

Carparatian Tac
Computatian (£}

261
Sz

Tax payahle (£)
532

(1))

4120
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How to claim R&D tax relief

Payable Tax Credit

Making a claim

: Under the SME scheme, SMEs that prepare their accounts
1600 on & going concemn basis may be able to claim a payable
tax credit - up to 14,5% of the R&D loss surrendered from

fou can claim R&D relief by entering the total qualifying S i
ori 14,

expenditure an the full Company Tax Return farm
CTeO0.

&F  Rescarch and devslopmiont tas relef Glghi

Backdated claims

If your comparty has been undertaking qualifying R&D
and has not yet claimed R&D relief, you may make a
backdated claim within the anniversary of your filing
date — generally two years sfter the end of the
accounting period.




There are three stages to making your
claim. Using an example, we explain
how to take your figures and turn them

How to calculate your claim

1. Work out your allowable

-

expenditure

inta a claim.

leseach and development tax relsel: Making RED easic

FoLe botal cost What is allowabis Tat;
Rl staff [43) with total E1S0.000 x 80% allowable  £120.000
dents EFSVOO0 and B0% i staf costs
time directly on fsD
A& manager's costs 100000 & 20% allcreable £ 20 (10
E1D0.000 with 20% of a6 staff casts
tmed dwectly managing
the RED acthity.
Heat and light £5.000 £5000 = 258 allowable £1.250
with 25K cansumed in 5 carsurmatle tems
AGD progect
Divposable lsboratory E3D0 alowable as 1200
EQUIpmeeng Coasumed carsurmahble fems
f200
EJ0000 payments FA0004 x B5F of £52.000)
10 an uwnoannecied payments Alowable as
subcontractar fee R&D subontracted RED
WOTE
ETOL000 payments to ET00000 x 553 allowabde £45 500
an uneannected staff & an externally prosidad
provicler for staff directly  worker [EPW)
ergaged on RED

£2348,950

HFlal campanies

In this example, we've worked out that the total
qualifying expenditure & £238950,

The next thing to do i to tun this nto 3 figure for
the amount of R&D tax relief that the company wants
to clgem,




2. Turn the allowable
expenditure info an
R&D tax relief figure

Tatal allowable mosts £238950
Multiply by 130% E31dk3h
Add these together o get the total RED tx ralief: F549.585
‘arhanices] expendibure’
M Rewonich and development tas reliel: Making B&D easier for

3. Put the R&D tax relief into
the right box on the company
tax return

Maw that we have warked out the R&D tax relief, this can
he anterad onto the company tax return

Far accounting periods that start on or after 1 April

2015, use version 3 of the company tax return. Version 2
s for periods before this. The twa versions have different
box numbers. 5o we provide quesdance on bath, Check the
front page of the tax return to see which version you are

Lising.

o L AR TP T

Lising version 3 of the company tax return
Put an X in the box at box 650

Enter the enhanced expenditure figure in box 860
— in this example you would enter £549,58%.

infenrmation et @b s e nad i
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Lising wersion 2 of the company tax return
Fut g0 X in the box at bax 99

Enter the enhanced expenditure figure in box 101
— in this example you would enter £549 585,

Claiming the payable tax credit?

If your company wants ta claim a payable tax credit,
there are a couple more steps to carry out before you
fill in the tax return.

First you need to know how much tax you are due ta
pay in this period.

Sacond, you need to caleulate the amount of the
payable tax credit. In the simplest cases, this figure will
be Cenhanced expenditure’ x payable tax credit rate).
Using 2016 rates and the example above, the payable
tax credit will be:

ES49585 x 14.5% = £79.690,
el an how t fulzle the amomint of the payable
A CRedil can bee foured at: govukf hmreaniermal-manualsd
carparate-intangibles-research-and-develppmant:
mianualemdD 0500

Naw you are ready to enter the figunes.
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Using version 3 of the company tax returm
Enter the company's Self Assessment figure in box 525,

Enter the tax credit figure in box 530 — in this example
you would enter £79,690.

Camplete box 545 — in this example, you would enter
E£79.650,

Complete box 570 — that's box 545 minus box 525,

| reoonod s
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Fut an X in the box at box 650,

Enter the enhanced expenditure figure in box &G0
= in the example you would enter £549, 585,

Informagion abaut enbuanced @xpiadliin
Fimiye aful Deramligaiari! [R&DH o irsts seli ixd papeiadifan e
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Enter the payable tax credit figure at box 875 = in this
exampae, you would enter £79690,
Using version 2 of the company tay retumn

You need to complete bowes 86, 87, 89, 99, 101 and 143,

Claiming the RDEC?
Using version 3 of the company tax retum

You need to calculate the expenditure credit due to the
compary, Using 2016 rate, and for the example, it would
be £238950 x 11% = £26.285,

Enter the expenditure credit figure at box 530 — in this
case, it is £26,285,

T o impohriiation

U ——— =
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Complete box 570,
Check bow 653, and for box 660 enter £549,585,
Complete box BE0 = in this case it will be £26.285.
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Keeping records

There is no additional record keeping
requirement specifically for the purposes
of claiming R&D relief,

3l eseanch ard deve iment tax reliet: Making BELF pasar for smalk .

Yo should be able to give a summary of the R&D
praject undertaken and explain how the project is R&D
within the tax relief definiton. It would be helpful if you
pravide this information in a short report at the time of
rmaking your claim.

Forus on the advances beng sought and the
uncertainties faced rather than just a description of
the finished product. Inclsde & breakdown of the
expenses that gualify for relief,
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Advance Assurance

In November 2015, HMRC introduced If your company caimies out R&D for itself ar other

. companies, it could qualify for Advance Assurance.
Advance Assurance for companies that This means that for the first three accounting periods

claim R&D tax relief in November 2015. 4 claiming for R&D tax relief, HMRC will allow the dlaim
withaut further enquines,

Applying for Advance Assurance is voluntary and you
can do this at any time before the first claim for R&D
tax relief. Your company can still apply for B&D tax relief
without Advance Assurance

gov.ukifguidancefresearch-and-development-tax-retief
advance-assuranoe
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Case Studies
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The Agri-food Sector

The Agri-food sector is increasingly

exploiting new science and technology.

d developrient tax reliel: Making B&D easier for

Me

A praject to develop a new feed or to grow crops that
have substantially increased vitamin cantent, produce
better ar more reliable yields, or are more tolerant to
weather conditions and resistant to blight, would be
gualifying R&D.

The scientific and technolagical advance is in reseiving
the uncertainty in the creation of a new improved stram.
However, work to protect this new strain with plant
breeding rights does not qualify as it is requiatory,

ot scientific or technological activity.

Mot every change advances overall knowledge and
capability. Creating new Vitamin C rich confectionery
simply by adding Vitamin C to the ingredients does

nat qualify. A competent professional could carry out

the process without uncertainty in either combining the
ingrediants or their reaction in the bady when consumed.

| ORI

Creating an innavative chilled food container

that provides a substantially longer sheif Life than
currently available, would also qualify, The scentific

or technological uncertainties ta be addressed are in the
interactions between the foad, gas content and contamner
ta keep the food fresh for longer, By contrast, the work
in dealing with authorities to comply with extended
use-by date regulation would not qualify.

Mot all innovation qualifies. A project to create a food
container where the innovation lies in the artstic
design or presentation of the packaging to encourage
prospective customer purchases would not qualify.
The uncertainty here is in design or marsetng, rat

in soence o technalogy,




ICT

The computer games industry provides
particularly good examples of innovative
projects that do meet the requirements
of the R&D schemes and also examples
of projects which do not,

Mo matter how original and inventive the game
storylines are, these are not scientific or technclogscal
advances. The important criterion is not what' s
produced but "haw’,

A company realised that each object on a game’s screen
had to be programmed in respect of its interaction

with all the other abjects. As the game became more
complex, mare chjects were introduced and the amount
af code required rose exponentially, The solution was

to programme the properties of each object. When

the chjects interacted. a separate code was na longer
required as the inherent properties produced the
sutcomes. The qualifying expenditure on developing this
innovative cade qualified for R&D relief.

The ICT sector is so fast-maving that further advances
overtake new and ground breaking developrents very
quickly. What i important is that a progect represents
an advance at the time of development.

New encryption and security technigues are besng
developed regularly and in many cases give rise ta
further advances. Even if the techrique & quickly
rendered redundant it will probably qualify for retief.
The same applies to new search engines wsing new
search methods.

Many advances are in the software field but advances
in hardware are not unusual and will qualify for RaD
relief if they are designed to overcome a scientific or
technological uncertainty. Equally, very small comparses
dealing in subcontracted wark may qualify if the wark
undertaken is sufficiently innovatve, even if the larger
contractors project does not dqualify.

36 Areach and development tax relief, Making R&D easwer for sl
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Advanced materials

Whilst some companies spedialise in the
design and production of new materials,
other companies find they become
involved in this area as an adjunct

to their main activities.

A company, specialising in agricultural engineering,

wsed a probe to pravide information on the quality of
rereals which were transported in sacking, Measurements
could onky be taken at the top, as anywhere else wauld
damage the sacking. This however did nat produce
representative samples.

The company designed a material which aliowed a
probe to enter the sacking and which reverted to

a sealed surface gnce the probe was remdoved,
Although the market for this material was limited.
it proved extremely successful in overseas markets.
For R&D purposes the company incurred gualifying
expenditure in avercoming the uncertainty in
developing the material.

A further development arase when the company
received orders from Eastern European countries,
where the material did not react in the required way

in sub-zera temperatures. The company undertook
further research ta amend the material to meet the
requirements of the extreme conditions. The additional
expenditure on manufacturing the material was not
qualifying but the research costs of amending the
material ta meet ‘cold weather' ssues again qualifeed.

In many projects involving advanced materials, the
scientific andfor technological uncertainty can be readily
dentified. However, the use af ‘new’ materials in existing
processes may also qualify if ¢ can be shown that the
outcome has or was intended to significantly improve
efficiency, for examgple, significantly reduce waste.

37 Research and development tax relief, Making RED essier for small companes



Advanced engineering

R&D is increasingly providing an
important competitive edge in this sector.

A praject is commissioned to praduce a prototype

[mot to be sold) that will test a design for a new
eco-petral engine and exhaust. The goal i 1o achieve

a substantial reduction in eco-unfriendly emissions with
a performance at least as gaad as a comparable engine.

This appears to competent professional engineers to
offer hope of achieving a real advance by way of an
improvement in vehicle technology. The urcertainty

in science and technalogy is whether this substantial
reduction with the comparable performance sought
possible, Bven if unsuccessful, this and the construction
af the prototype & still a qualifying R&D project.

3B  Research and development tax relief: Malkoeg B&D easier far small ompanes

0n the ather hand, an innovative m-bus eco-waste bin,
where the innovation is in the attractae and appeating
presentation of different compartments designed
specifically to encourage the usage and promation of
recycling, does not qualify. The uncertainty of persuading
pecple to put their litter in the bin is in the field af social
science, not in the field of techrology. The technology
requined wouldd be obvious to a competent Engineer,

A project for a new standard bus engine which i
substantially lghter, cheaper, or faster to produce

than any currently avallable or known to be possible

{for example patented), whilst maintaining performance
levels (for example in power, robustness and life) can all
qualify as R&D. However, a minor and routine adjustrment
such as ane to incorporate slightly better spark pludgs,
already designed and wsed in another vehicle, would

rot quality,




Life and health sciences

The creation of new drugs is an obvious
example of qualifying R&D in this sector,

Creating a new drug, up to and including Phase 1 trials,
to more effectively and safely reduce the risk of a stroke,
s a qualifying project. The salaries of both the scientists
and their laboratary assistants doing this hands-on R&D
can gqualify, However, their work to achieve important
regulatory FOWA approvals does not qualify, because any
uncertainty in achieving these i in regulation,

nat science of technalogy.

A project to create a new artifidal bladder system for
patients with urinary difficulties, substantially more
comfartable, safe and leak-proof than any other
designed, gualifies as R&D. The advance sought and
uncertainty addressed & how fo bio-engineer the
materials to achieve these qualities, enabling safe
msertion and avoiding rejection.

38 Fesearch and
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Howenear, where a competitor reverse-engineers thic
product, for markets nat covered by any intellectual
property protection, this does not qualify. The advance
in scienoe or technology worldwide has already been
overcome and the competitors uncertainty is nat an
uncertainty at industry sector level, rather an uncertainty
in their own state of knowledge.

& project for newly-diagnosad diabetes patisnts to
provide details of their blood sugar ta the hospital via
a simple internet web form i innovative. |t allows the
hespital to monitor their candition in real Gme and
advise the patient immediately an he best to manage
their conditicn.

Although this achieves an advance in patient. care,

any uncertainty associated with the patient's use of
the saftware & not an uncertainty in the techmology
itsalf. As such. this is not a qualifying R&D project.

The design of the web-based system would be abvious
to a competent professiana,




Construction

In general, this is a traditional and
well-proven industry, However an
increasing number of companies
undertake R&D to exceed the traditional
methods in terms of life expectancy of
buildings, durability or robustness.

40
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A company created a cladding system which bad the
appearance of ‘normal’ brckwork but incorporated the
capacity for off-site fabrication, improved fire protection
and suitability to fast-track production, Mechanical fixing
rather than wet mortar provided strength and durahbility
which together with the capacty to construct inall
weather conditions provided significant cost savings.
The uncertainty of the materials in the cladding system
and the technological uncertainties sumounding fixing
were qualifying RED progacts,

Anather company specialised in constructing lahoratories,

To combat contamination the compary designed some
new buitdings with remaovable sections. Exterior walls
could be slid away and a unit could be removed in total
and replaced by a new unit before the extenor walls
wiere slid back into place.

Falarmng H&L easser for small COmpanies

The technolagical uncertainties surrounding the
mechanisms fa achieve this had to be overcome
before the concept proved visble, making this a
qualifying praject.

A further example of innavation & 3 compary which
used wood in part of a project, Traditionally the wood
neaded to be of a certain age but the company was able
to modify a coating sa that younger and cheaper woad
could be used whilst still having the reqused qualities

Significantly this development was a small element of
an overall comventional project. Only after disossian
with the site foreman did the company directors realise
that the maodification and application of the coating
qualified for R&D relief
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Frequently asked questions

can | claim R&D rebief and a grant? What is the difference between a subcontractor How long will it take to receive an R&D tax credit
ox honwever the ELI ntification status P and an externally provided worker? repayment?
will affect under which R&D scheme you can claim. A subcontractor s a person paid by the R&D company to HMEC aims to deal with 95% of payable tax credit claims
Most grants are notifiable’ therefore both SMEs and carry out a specific R&D activity. An externally provided within 28 days of receiving the claim.
large compamies can elaim under the Large Comparty warker is an individual who provides or s under an
Scheme or the RDEC scheme on the gross qualifying abligation to provide their services persanally to the
expenditure. R&D company under the terms of a contract between
shem and the staff provider, The individual will be pasd
How do | know if a grant is notified? by the staff prowvider but work under the R&D company’s

. . direction, The comparty pays the staff prowve
Your grant provider will be able to tell you whether iy ey the Stefi provilen

or ot the grant/subsidy & notified. How do | treat R&D losses?

Can | claim patent costs! Under the SME scheme, for expenditure incurred on

ar after 1 April 2014, the company may surrender the
R&D boss for a payable tax credit of 14,58 (previousty
11% from | April 2012). Any ursurrendered or unutilised
losses under either the SME or RDEC schemes may be
carnied forward to be set aganst future years trading
profits under the normal corparation tax rules,

Ihe costs of preparing and registering a patent are nat
R&D — they are the costs af protecting the campleted
RED. However, the Patent Box enables companies ta
apply a 10% rate of Corporation Tax to prafits from Its
patented inventions after 1 April 2013

frund & _.u.,......._._r..nE..:.:..;Eﬁ tani-the-patent-box
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Glossary

Appreciable improvement — to change ar adapt the
<ciantific or technological characteristics of something
to the point where it & ‘better’ than the ariginal. The
improvement should be mare than minar o routing
upgrading and should represent something that wauld
generally be acknowledged by a competent professional
iny that field as a genuine and non-trivial improverment.

Appropriate proportion — the expenditure claimed

by the company for R&D must be representative of

the amaunt of time spent carrying cut qualifying R&D
activity, The company must be able to demonstrate that
costs have been calculated to remave any elements that
ware riot incurred during the R&D process.

Competent professional — 2n expert working within
the field of scence or technology in which the advance
is being sought.

Consumable items — Where R&D activity results in
iterns being wholly used up ar transfarmed within the
pracess these are consumable items and may be aligible
for relief. However, from expenditure incurred on or after
1 April 2015 where those items are incorporated inta the
final product and sold then the costs of those items wall
not be eligible for relief.

Corporation Tax — A limited company must pay
Corporation Tax on profits from doing business, however
the amaount of Carporation Tax you pay may be reduced
if you are undertaking relevant RED activity.

Externally provided workers (EPW) — Workers are
provided through a staff provider. The staff provider s
required to operate PAYE in relation to indnidual warkers
supplied to a dient.

gov.uk/hmreinternal manualsicorporate-intangibles
research-and-development-manwalicird 34100

Filing date — The date by which a company has ta
subrmit its tax return ta HWMRC The date will be sheawn
on the notice issued to the company. Ay amendment to
a tax return mist be submitted no later than 12 manths
after the filing date.

Notifiable State Aid - State Aid is granted by public
autharities through state resources to provide assistance
to an organisation, Mary companies receie State Aid as
a contribution towards their research and development
activity, If your company receives State Aid then HMRC
neads to know as it can affect the amount you can daim
in R&D tax relief. Your grant notification documents will
say it the grant is notifiable State A or not.

Prototype — An ariginal model constructed to include
all the technical or scientific characteristics of the new
product or process determined by the R&D urdertaken
withan a project
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R&D — Research and Development for tax purposes
takes place when a project seeks ta achieve an advance
in science or technology. The work is undertaken on a
systemitic basis in arder to resolve technical or scientific
uncertainty and aims to advance the level of knowladge
in a particular field of scence beyond the level known
hefore the research and development took place.

R&D project — The R&D project is not the project

to develop the product. See paragraph 19 of the
Department for Business, Energy and Industrial
Strategy [BEIS) quidelines (formerly Business Innowation
and Skills {BISH) which defines the “project” for RED
purpases, We very often see claims stating that the
advance & the creation of a project which does x. y,

ar 7 (and where the claim is based on the costs of
creating that produect).

That & not the correct test. The spexific advances in
science and technalagy with that [commercial) progect
must be identified, Each such spexific advance will be
a separate R&D project Only the costs of resolving the
scientific or technological uncertainties linked to each
af thase advances will qualify

RDEC — Research and Development Expenditure Credit.
A stand-alone credit to be brought into account as 3
receipt in caleulating the profits of large companies foor
research and development expenditure incumed on o
after 1 April 2013, Companies with no corparation ax
liahility will benefit from ROEC either throwgh a cash
payment or a reduction of tax or other duties due.

Readily deducible — Where the knowledge or capability
is publicty available or known by competent prafessionals
working in the field.

Science — Science & the systematic study of the nature
and behaviour of the physical and material universe,
Work in the arts, humanities and social soences, including
econarmics, & not science for the purpase of these
quidelines. Mathematical techniques are frequently

used in science but mathematical adwvances in and of
themselves are not science unless they are advances in
representing the nature and behaviour of the physical
and material universe.

EME — A small or madium sized enterprss,

SME scheme — You can only clasm under the scheme
fior SMEs if your company meets the definition of a SME
for R&D tax relief purposes. You can only daim R&D tax
relief a5 a SME if your company & 2 going concem and
not in administration ar liquidation when you make your
claim, If you've made a claim and the compary then
reases to be a qoing concern you can't get 3 tax credit

Technology — Technology i the practical application
af scientific principles and knowledge, where ‘scientific
is based an the definition of stence above,

Webinar - HMRC have a number of seminars and
presentations which take place on the internet, You can
register your interest to view these on the HMRL wiehsite.
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