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Announcements

Before we commence the main part of the webinar, please find below two announcements we would like to
highlight:

30-minute complimentary consultation R&D with Patent Box — 4th edition

Resgarch and

forvss Deviarn
mazars -

Loy Lo
77

After this webinar you will be sent a survey to provide your feedback.  This book, published by Claritax Books, explains how the scope of the

Within the survey you will be asked if you would like a 30-minute relief is wider than is often imagined, whilst also showing the statutory

complimentary discussion with the Forvis Mazars Innovation Incentives  conditions that must be met for a successful claim. The book also

team. If you answer yes to this question, your contact details will be  demonstrates how the tax rules have developed in recent years,

shared, and someone from Forvis Mazars will contact you shortly. including details of the newer merged scheme and of the rules for
enhanced R&D-intensive support (ERIS). forvss

6 mazars




03/10/2024

01

Brief overview of R&D

* Who can claim R&D tax relief?

* What is the definition of R&D for tax relief purposes?

ICAEW Webinar
Overview of UK R&D tax relief

R&D is a corporation tax relief, designed to reduce your company’s tax liability if you pay corporation tax. In certain circumstances, you may receive
a tax credit (cash repayment).

Overview What is the definition of R&D for tax relief purposes?
« Corporation tax relief Your company is likely to qualify for R&D if it has undertaken a project
« Must be subject to UK Corporation Tax that is:
« Designed to reduce your company’s tax liability if you pay corporation

tax. « aiming to achieve an advance in science or technology,
« In certain circumstances, you may receive a tax credit (cash « working to resolve scientific or technological uncertainty, and

repayment). - the solution is not easily found by someone competent in the field.

Sector agnostic

Previous two R&D regimes - SME & RDEC In summary, if experienced people in the field have to spend a
For accounting periods beginning on / after 1 April 2024, introduction significant amount of time and effort, the costs associated with the work
of new Merged R&D regime required to solve the problem could qualify for R&D tax relief.

Separate R&D Intensive regime for eligible companies

forwss
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Recent R&D changes

* Merged R&D regime
» Enhanced R&D Intensive Support regime

03/10/2024
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Merged R&D regime

Confirmed in the Autumn Statement in 2023, taking effect for accounting periods beginning on or after 1 April 2024.

Overview

* The MRDEC scheme is a taxable credit with a current rate of 20% of
the qualifying expenditure included within a claim.

» Could provide a cash benefit of up to 16.2p for every pound of
expenditure identified.

Calculation

* The calculation and payment steps of the MRDEC scheme are
broadly the same as those of the old RDEC scheme, but with two
main differences:

+ A lower rate (19%) of notional corporation tax (Step 2) is available
for small-profit and loss-making businesses (defined as companies
with total profits chargeable to corporation tax of less than £50,000,
excluding the RDEC claimed).

« The more generous PAYE cap (i.e. £20,000 plus 300% of the
companies relevant PAYE and NIC liabilities) applies.

Illustration

Qualifying expenditure
Taxable credit rate
Gross taxable credit

UK Corporation Tax 25%
19%

Cash benefit of up to 16.2p for every pound of expenditure identified.

£
100,000
20%
20,000

15,000
16,200

forwss
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Enhanced R&D Intensive Support (ERIS) regime

Confirmed in the Autumn Statement in 2023, taking effect for accounting periods beginning on or after 1 April 2024.

Summary

Loss-making SMEs whose R&D expenditure constitutes at least 40%
(for expenditure incurred on or after 1 April 2023) or 30% (for
accounting periods beginning on or after 1 April 2024) of total
expenditure, referred to as ‘R&D intensive SMEs’.

The ERIS is designed to support R&D intensive SMEs by allowing

them to claim under a regime that is more advantageous that those
available for larger or less R&D-intensive businesses.

The ERIS scheme could provide a cash benefit of up to 26.97p for
every pound of expenditure identified.

Calculation

The calculation and payment steps of the ERIS are broadly the same
as those of the old SME scheme.

The claimant company will receive an enhanced R&D deduction
equal to 86% of its qualifying expenditure and will be able to
surrender its relevant losses for a payable tax credit at 14.5%.

Illustration

£
Qualifying expenditure 100,000
Enhanced R&D deduction rate 86%
Enhanced R&D deduction 86,000
Total R&D deduction 186,000
Surrendered rate 14.50%
Cash repayment 26,970

Cash benefit of up to 26.97p for every pound of expenditure identified.

forvrs
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Overview of different R&D regimes
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The table below provides an overview of the different R&D regimes, including the potential benefits of claiming under each regime:
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Key differences between MRDEC and previous SME and RDEC regimes

The MRDEC scheme has brought about some key changes to the types of expenditure that qualify under the regime.

Subcontracted expenditure and contracted-out R&D

In general, the company that made the decision to undertake the
R&D, and that is therefore ultimately bearing the risk, will be entitled

to make the R&D claim.

* As a result, subcontractors will only be able to make a claim for

R&D tax relief under the MRDEC scheme in a limited number of
circumstances, some of which are outlined below:

o where they are performing work under a contract where the
other party is not able to make a UK R&D claim (e.g. the
company is an overseas entity, a government body, or not
subject to UK corporation tax);

o where the subcontractor’s internal R&D team undertakes
qualifying activities that are not related to a customer contract;
or

o where the subcontractor can demonstrate that the customer
did not intend to contract out the qualifying R&D activities at
the time the contract was entered into.

UK and overseas expenditure

From 1 April 2024, all qualifying subcontracted expenditure will
need to be performed within the UK, with all qualifying externally
provided worker payments subject to UK PAYE and Class 1 NICs.

There are a few exceptional circumstances where oversees
activities will be allowed:

o where it is unreasonable to undertake the R&D in the UK due
to geographical, environmental, or social factors;

o Wwhere legal or regulatory requirements require the activity to
take place in a specific territory; or

o in the case of certain SME businesses registered in Northern
Ireland (subject to certain conditions being satisfied).

forvrs
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Key differences between MRDEC and previous SME and RDEC regimes

The MRDEC scheme has brought about some key changes to the types of expenditure that qualify under the regime.

Subsidised expenditure - For accounting periods beginning on or
after 1 April 2024, due to the introduction of the MRDEC scheme
this is no longer relevant.

Contributions to independent research - For accounting periods
beginning on or after 1 April 2024, this category of qualifying
expenditure no longer exists.

Don't also forget...

Data and Cloud computing costs - For accounting periods
beginning on or after 1 April 2023, qualifying expenditure will be
increased to include data and cloud computing costs.

The definition of cloud computing costs includes:
- costs of data storage;
- operating systems;
- software platforms; and

- hardware facilities.

forvrs
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Impact of recent changes on both SME
and larger companies

* SME companies
» Large companies
* R&D intensive companies
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Impact of recent changes on both SME and larger companies

The recent changes to the R&D regime will likely impact every claimant Company in some capacity. The following
are some of the key factors impacting both SME’s and Large companies respectively

SMEs Large
* ‘New mechanism for claiming relief (7 step RDEC) While the Merged Scheme is fundamentally based on the previous
RDEC scheme, there are some key changes for large businesses to be

» Removal of issues surrounding subsidised R&D .
mindful of:

» New rules on Contracted out R&D - .
+ General restrictions on overseas expenditure:
- EPWs must be subject to UK PAYE/NIC

- Subcontracted work must be carried out in the UK

» General restrictions on overseas expenditure:
- EPWs must be subject to UK PAYE/NIC

- Subcontracted work must be carried out in the UK « New rules on Contracted out R&D

Loss making R&D intensive SMEs * More beneficial PAYE/NIC cap

In addition to the points above, those R&D intensive SMEs who are loss
making in the period, will be able to claim relief under the current SME
regime mechanism.

i.e.. an enhancement of 86% is applied to the qualifying expenditure
and the total enhanced losses can be surrendered for a 14.5% cash

t.
paymen forvrs
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Current R&D landscape

* The history of R&D
» The reaction
* The latest statistics
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The impact of recent reforms and HMRC'’s increased compliance activity

Over the last 18 months HMRC have increased their compliance activity by opening a specific compliance centre

designed to investigate R&D claims.

The History

« Historically HMRC actively encouraged companies to claim R&D tax
relief

After 16 years of encouragement and historically low enquiry rates
(less than 1%) HMRC were required to provide the NAO with metrics
of compliance

This resulted in the launch of the MREP to establish meaningful
statistics

As a result, last year HMRC published their estimated levels of ‘Error
& Fraud’ for 2020/21

- 90,315 R&D claims made, value of £7.6billion in relief

- E&F =16.7% or £1.13 billion — significantly over the initial 3.6%
£336m estimate!

- Non-compliance was estimated at 24.4% for SMEs and 3.6%,
original estimates were 5.5% for SME and 0.9% for RDEC.

The reaction
HMRC'’s compliance action

+ The inception of the R&D compliance centre in tandem with
increased impetus from the specialist R&D team and FIS teams

Pre notification Requirements

+ For accounting periods beginning on or after 1 April 2023, those
companies planning on making an R&D claim MUST submit a pre
notification form within 6 Months of the end of the account period in
question. Unless:

- The company has made an R&D claim during the period of
three years ending with the last day of the claim notification
period, or

- Pre notified; or

- the accounting period in respect of which the RDEC claim is
made falls within the same period of account as another
accounting period in respect of which the company has made
an R&D claim or a claim notification.

forvss
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The impact of recent reforms and HMRC'’s increased compliance activity

HMRC have recently introduced additional compliance requirements, in the form of the claim notification form and

ICAEW Webinar

additional information form, when making R&D claims.

The reaction

« Transition rule to take note of:

- ‘“ignore any R&D claim for an accounting period beginning
before 1 April 2023 that is included in the company’s company
tax return only by virtue of an amendment made on or after that
date”

Additional Information Form

« All claims submitted on or after 8" August 2023 MUST submit a
digital AIF prior to the submission of the relevant CT return being
filed.

The Impact

Catalyst for issues with ‘complaint’ companies being badged in the
‘error and fraud’ bracket

Uptick in Tribunal hearings

For 2021/22 HMRC have published an updated estimate of Error &
Fraud within the scheme — 25.8% SME, 4.6% RDEC, 17.6% overall
or £1.3billion

2022/23 initial estimate of Error and Fraud — 13.3% or £1.1billion

llustrative estimate of error and Fraud for 2023-24 - 7.8% or
£601million

forvrs
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Recent HMRC statistics in relation to R&D claims

The latest HMRC statistics (released September 2024) show less companies made R&D claims in the tax year
2022 to 2023, but the overall amount of tax benefit increased by 1% from the previous year.

Key Points

Estimated R&D tax relief support for the 2022 to 2023 tax year was
£7.5 billion, an increase of 1% from the previous year.

Qualifying R&D expenditure included within R&D claims increased by
4% compared to the previous period.
R&D claims submitted decreased by 21% to 65,690 — the majority of

which were from the SME regime (23%) compared to the RDEC
regime (9%).

A significant decrease of claims were in relation to claims of up to
£15,000.

An increase occurred in relation to the number of claims of over
£250,000.

IT, Manufacturing, and Professional, Scientific & Technical sectors
continue to be the largest sectors in terms of claims made.

.

London and the South East continue to be the latest regions in terms
of R&D claims made.

20
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Patent Box considerations

* Overview

* Increase in benefit

» Trends

» IP losses and timing of election
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Patent Box - Overview

The UK Patent Box regime provides eligible companies with a lower effective corporation tax rate of 10% on profits
attributable to UK or certain European patents.

Overview

+ Innovation incentive relief in addition to R&D
+ Aim of Patent Box Relief

+ Patented products and processes

+ Other qualifying IP income:

- Licence fees and royalties
.- Sale of IP
- Infringement income

- Notional royalties

« Election

forvrs
» mazatrs

22



03/10/2024

ICAEW Webinar

Impact of recent increase in UK corporation tax rate

The recent increase in the UK corporation tax rate to 25% has increased the potential tax savings up to 15%
through the Patent Box program.

Pre-1 April 2023

An example assuming 50% of TTP is patent related

Post 1 April 2023

An example assuming 50% of TTP is patent related

£ £ £ £ £ £
IP profits 250,000 500,000 2,500,000 IP profits 250,000 500,000 2,500,000
TTP 500,000 1,000,000 5,000,000 TTP 500,000 1,000,000 5,000,000
CT @ 19% without PBR 95,000 190,000 950,000 CT @ 25% without PBR 125,000 250,000 1,250,000
CT @ 19% after PBR 72,500 145,000 725,000 CT @ 25% after PBR 87,500 175,000 875,000
Benefit 22,500 45,000 225,000 Benefit 37,500 75,000 375,000
forvrs
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Patent Box - Trends

The number of companies making Patent Box claims remains significantly lower than expected, particularly

considering the number of patent applications made each year.

HMRC data

*  HMRC estimates that c.1,600 companies are elected into the Patent

Box regime for the 2022/23 tax year
* £1.4 billion of tax relief in 2022/23

* Number of companies claiming Patent Box relief has plateaued in

recent years
* Key industry

» Claimants by size

24

Statistics

90,000 R&D
claimant
companies

1,600
companies
elected into
Patent Box

20,000
Patent
applications
per year

forvrs
mazatrs

24



03/10/2024

ICAEW Webinar
IP losses and timing of election

Careful consideration needs to be made before electing into the Patent Box regime, including looking at the
current year and future forecasts.

IP losses Timing of election
Are bad! * Important - don’t want to elect too early
Not like CT losses + Forecasts
Are carried forward to offset against any future IP profits * Revoking the election

Group impact

Timing is key!

forvrs
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Conclusions

+ Concluding remarks
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Conclusion

R&D and Patent Box continue to be extremely valuable reliefs which eligible companies should continue to claim,

despite the recent increase in HMRC activity.

Conclusion

* Focus on quality

« Ensure any claims submitted are robust and would stand up to

HMRC scrutiny if challenged

+ Track/ consider R&D in real time to ensure any new reporting

requirements (i.e. the claim notification form) are met

+ Consider the impact of the recent changes on your R&D claims,

ensuring cash flow forecasts are as accurate as possible

« Do you have any qualifying patents, or are you considering a Patent

application? If so, have Patent Box on your radar _,_'___'
———

27 mazars
Forvis Mazars Linkedin
Gary Collins Chris Ridley R
Tax Partner & Head of Innovation Incentives Tax Director — R&D X (Twitter,
gary.collins@mazars.co.uk chris.ridley@mazars.co.uk

Facebook
David Lewis Emma Wharton
Tax Dispute Resolution Director Associate Tax Director — Patent Box Instagram
david.lewis@mazars.co.uk emma.wharton@mazars.co.uk
Edward Neale Find out more at
Associate Tax Director — R&D www.forvismazars.com/uk
edward.neale@mazars.co.uk
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Q&As
Thank you for listening
Any Questions?
30-minute complimentary consultation R&D with Patent Box — 4th edition
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Thank you for watching

* Please take the time to fill out our » Contact the Tax Faculty
short survey - Phone: +44 (0)20 7920 8646
« Email: taxfac@icaew.com

* Web: icaew.com/taxfac

This webinar is presented by the Tax Faculty. Tax Faculty membership gives you access to exclusive
premium resources including our regular e-bulletin, webinars, discounts on events and conferences
and extensive online resources to support your career.

h. )

Forvis Mazars and ICAEW will not be liable for any reliance you place on the information in this pr tation. You Id seek indep t advice.
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