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R&D TAX RELIEFS

I am delighted to introduce this guide to 
research and development (R&D) tax reliefs. 
These reliefs are not only of great value 

to the many businesses that claim them, but 
they also have a hugely beneficial impact on 
the UK economy more widely 

In this year’s March Budget, the 
government announced a wide-ranging review 
of R&D reliefs, beginning with a consultation 
exploring the nature of current private-sector R&D 
investment and the impact of existing R&D relief schemes. We believe, 
therefore, that there is no better time to make the case for their 
retention.

This guide includes a refresher on the different types of R&D tax 
reliefs, together with a more detailed look at reliefs for SMEs and an 
overview of the different types of qualifying expenditure. In addition, 
we assess the impact of recent developments – in particular, the Covid 
pandemic and the recent Budget announcements – and we consider 
the future for R&D tax claims.

We also challenge suggestions made by some statisticians and 
economists which we feel hugely underestimate the positive impact 
SME tax reliefs have on the wider UK economy. We believe in the 
importance of the UK scheme to the economy. The UK scheme 
compares well to other international schemes in terms of being both 
generous and less bureaucratic than many competitors.

R&D claims are unusual as technology and science judgments are 
present, not just accounting issues. We know from our own experience 
just how vitally important these reliefs are. Let’s hope the government 
remains supportive of them.

Terry Toms
Founder of Terry Toms and Partners Ltd trading as RandDTax
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About RandDTax
RandDTax offers a specialist R&D consultancy service that is totally independent 
and R&D consultancy is all we do. We have helped with over 6,000 successful 
R&D tax claims which has generated over £176m for our 1,450 plus clients since 
2012. We are passionate about all aspects of the R&D schemes, and we engage 
with HMRC through the Research and Development Consultative Committee 
(RDCC) to both gain knowledge of, and contribute to, any points of debate 
around the R&D tax schemes.

Our clients have a key relationship with one of our consultants, but the 
knowledge and experience of our highly successful firm behind their claim. All 
of our 22 shareholders are involved in the day-to-day operation of the business 
and providing a first class, secure service is our focus. We won the SME National 
Business Innovation Award in 2017 due to our highly effective and responsive 
business model. We aim to help our clients flourish.

We believe in high ethical standards and strong compliance processes. 
We conduct money laundering checks and ongoing monitoring; this is crucial 
in a field where one bad apple can spoil the whole basket. We adhere to the 
PCRT (Professional Conduct Relating to Taxation) and six of our Directors/
Shareholders and Consultants hold professional taxation or accountancy 
qualifications. Since 2012, RandDTax has given free CPD R&D workshops for 
accountancy firms covering the R&D Tax schemes and have run more than 200 
of these.

Since 2019, we have operated our Giving Back scheme which involves free 
R&D consultancy for first year trading companies. All we ask in return is that the 
client makes a case study video at the end of the claim. These can be found at 
www.randdtax.co.uk/giving-back. 
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R&D TAX RELIEFS

An overview of R&D tax relief 

Expenditure on R&D can be relieved in the following 
ways:

	z for a trading company, revenue expenses are allowable as 
a deduction against the profits of the trade, and capital 
expenditure may be eligible for a 100% R&D allowance 
(CTA 2009 s 87)

	z in addition, for companies only, qualifying expenditure 
on R&D is eligible for additional R&D tax relief, the type 
of relief will depend on whether the company is a small 
or medium sized enterprise (SME) or a large company 
(see below)

There is a requirement for both the SME and large company 
R&D reliefs that the R&D must be relevant R&D for the 
claimant company which means that it is related to a trade 
carried on by the company or the trade of the company will be 
derived from the R&D in the future (CTA 2009 s 1042).

In addition, the qualifying R&D expenditure has to 
be allowable as a deduction in computing the profits of 
the trade subject to corporation tax. This rule is relaxed 
for intangible assets where revenue R&D expenditure is 
included in the cost of the intangible on the balance sheet. 
In this situation, the intangible R&D expenditure can be 
claimed in full in the year when it is incurred as long as all 
other conditions for R&D relief are satisfied. Any subsequent 
amortisation would not be allowed as a deduction (CTA 2009 
ss 104A, 1044, 1308).

Meaning of SME and large companies for R&D
To qualify as an SME, the company must be independent and 
have no more than 500 staff, and either an annual turnover 
of no more than €100m, or an annual balance sheet figure of 
no more than €86m. 

These thresholds must be calculated by taking into 
account the staff, turnover and balance sheet of all linked 
and partner enterprises of the SME, not just the SME itself.

The company must also be a going concern which means 
not only that the company’s last accounts cannot be qualified 
on a going concern basis, but also that the company has since 
not gone into administration or liquidation.

A large company is one that does not qualify as a small or 
medium-sized enterprise (CTA 2009 s 1122).

The SME threshold tests above are taken at the year end 
of the company. If the threshold is exceeded at the end of 
the year, a company will not automatically become a large 
company for R&D relief purposes as there is a year of grace. 
A company will only become large when the thresholds are 
exceeded for a second consecutive year. The reverse applies 
when a large company becomes an SME.

The year of grace is not applied in some situations where 
there are linked or partner enterprises, for example where a 
large company or group acquires an SME. 

SME R&D tax relief
An SME incurring qualifying R&D expenditure can claim 
an additional deduction of 130% of the relevant costs 

incurred in calculating its taxable total profits, giving a total 
deduction of 230% of the original costs. If the SME incurs 
a trading loss in the period in which R&D tax relief has 
been claimed, it can surrender all or part of that loss for a 
tax credit of 14.5%, which is subject to a cap linked to the 
company’s total PAYE and NIC costs for accounting periods 
beginning on or after 1 April 2021. 

There are some circumstances when an SME cannot 
claim relief under the SME R&D scheme but relief may still 
be available under the large company scheme. 

Large company R&D tax relief
Large company R&D relief takes the form of R&D 
expenditure credits (RDEC) which is 13% (for expenditure 
on or after 1 April 2020, 12% for expenditure on or after 1 
January 2018) of qualifying expenditure. RDEC is a taxable 
credit which can be used to discharge a company’s liability 
to corporation tax (see CTA 2009, s 104A).

Comparison of effective tax savings under different 
schemes
The effective tax relief under each type of relief can be 
illustrated as follows:

Loss 
making 
SME  
(£)

Profit 
making 
SME  
(£)

Profit 
making 
large 
company 
(£)

Qualifying R&D expenditure 200,000 200,000 200,000

Enhanced deduction at 130% 260,000 260,000

Total deduction of 230% 460,000 460,000

Tax credit@ 14.5% / RDEC at 13% 66,700 26,000

Tax deduction / charge at 19% 87,400 4,940

Net RDEC credit 21,060

Effective tax saving on £200,000 
initial expenditure

33.35% 43.7% 10.53%

Common misconceptions about R&D tax relief
R&D tax relief claims are still low and some common areas 
of qualifying R&D expenditure which are often overlooked 
include:

	z unsuccessful and internal projects, which could qualify 
as R&D;

	z expenditure where there isn’t a new product, as R&D 
can be related to changes or modifications of an existing 
product; and

	z R&D that does not relate to products, as R&D 
expenditure can also be relevant to services and 
processes.
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The R&D SME tax reliefs

Enhanced R&D deduction for SMEs
A company incurring qualifying R&D expenditure can claim 
a deduction equal to 230% of the relevant costs incurred in 
calculating its taxable total profits (CTA 2009 s 1044(8)).

The deduction is given by allowing a further 130% of the 
qualifying R&D expenditure, in addition to the usual 100% 
deduction for such qualifying expenditure, in arriving at the 
adjusted profits for tax purposes.

Note that where the company also qualifies to claim one 
of the creative sector reliefs (such as television tax relief 
and video games relief), it must choose between SME R&D 
relief and the creative sector reliefs, it cannot claim both 
in respect of the same project because they are both state 
aid. An SME can claim large company R&D expenditure 
credit (RDEC) on the same project for which a creative 
sector relief claim has been made but the expenditure on 
that project can either be relieved under the creative sector 
relief or RDEC it cannot be relieved under both schemes, 
see below for more details of R&D claims where state aid 
has been received.

Conditions for SME R&D relief
In order for a company to claim SME R&D relief:

	z the company must be an SME throughout the period;
	z the company must be a going concern;
	z the company must carry on a trade in the period (unless it 

is claiming pre-trading relief, in which case it must intend 
to carry on a trade resulting from the R&D);

	z the company must incur qualifying R&D expenditure;
	z the company must not have been contracted to carry out 

the R&D;

	z the company’s expenditure on R&D must not be 
subsidised; and

	z the R&D project must not receive total relief of more than 
€7.5m.

If it transpires that the €7.5 million aid cap will be 
exceeded, the company should consider whether RDEC can 
be claimed on the excess. It is also worth exploring whether 
the project could be split into smaller projects, as each 
distinct project will have its own aid cap, thereby extending 
the amount of relief available to the company overall.

SME R&D tax credit
An SME with a trading loss that has incurred qualifying R&D 
expenditure can surrender all or part of the loss for a tax 
credit. 

From 6 April 2021 all companies claiming SME payable tax 
credits are required to complete and submit a supplementary 
form, the CT600L alongside the main corporation tax return 
(CT600).

Firstly, the surrenderable amount needs to be calculated. 
This is the lower of:

	z the unrelieved trading loss; and
	z 230% of the qualifying R&D expenditure.

For these purposes, an unrelieved trading loss means 
the trading loss of the period reduced by any actual and 
potential claims for relief for that loss in the current period 
and any other actual loss relief claims made in respect of the 
loss.

No account is taken of losses brought forward or carried 
back to this accounting period.
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The amount of credit available is 14.5% of the 
surrenderable loss, although this is subject to a cap linked to 
PAYE expenditure from 1 April 2021 (CTA 2009 s 1058).

PAYE cap on the R&D credit
The amount of payable R&D credit available to SMEs is 
subject to a maximum limit, with effect for accounting 
periods beginning on or after 1 April 2021. The cap restricts 
the credit available to £20,000 plus 300% of the ‘relevant 
expenditure on workers’, being:

	z the company’s total liability for PAYE and NIC for the 
period (for all workers, not just those engaged in R&D), 
less

	z any amounts for employees acting as externally provided 
workers or sub-contractors on the R&D activities of 
connected companies (to avoid double counting as the 
connected company will include these costs), plus

	z PAYE and NIC paid by connected companies where they 
provide externally provided workers or subcontractors 
performing qualifying R&D for the claimant company
(See FA 2021 Sch 3.)

The £20,000 is proportionately reduced for accounting 
periods less than 12 months.

An exemption from the cap is available provided the 
following conditions are met:

	z condition A: the company creates, is preparing to create, 
or manages IP (patents, trade marks, copyrights, design 
rights, etc), and

	z condition B: no more than 15% of the qualifying costs for 
the period relate to connected party subcontractors and 
externally provided workers, including those connected by 
election (under CTA 2009, s 1130)

Where the cap applies such that only part of the 
surrenderable loss can be utilised for a credit, the balance of 
the loss is available to be carried forward as a trading loss, to 
be used in accordance with the loss relief provisions. 

Taking a repayment or keeping a deduction?
A loss-making SME will usually prefer the option of 
surrendering the loss and taking the credit as immediate 
cash is available, assisting with cash flow. Mostly SMEs will 
prefer the cash flow advantages of the credit, but it is useful 
to remember that the repayment from HMRC is less than the 
tax ultimately saved if the relief is carried forward as a loss.

To make the decision between taking a repayment and 
keeping a deduction, the SME should consider the cost of 
the capital employed in the business (the interest cost, any 
returns due on preference shares, etc) and balance that cost 
against the benefit of a loss deducted against profits in the 
future. If a deduction is taken, no benefit as such is received 
until the business moves into profit, when it will defer the 
point at which the business exhausts its losses and begins to 
pay tax on profits.

Therefore, the SME needs to be funded until it moves into 
profit and becomes self-sustaining. If the deduction is taken, 
then more funds (either raised by borrowing or from the sale 
of equity) will be needed than if a repayment is claimed. If 
the cost of that additional borrowing or equity sale, less the 

future tax saving, is more than the difference between the 
repayment and the future tax saving, then it is likely to be 
better to take the repayment and have the cash immediately, 
reducing the funding requirement.

SMEs and R&D expenditure credit (RDEC)
Where an SME can claim the SME R&D relief it should 
choose to do so, rather than claiming the R&D expenditure 
credit, as the SME relief is substantially more generous. 
This is because of the higher rate of relief and because, for 
a loss-making SME claiming the SME relief, the resulting 
loss can be surrendered for repayment at a better rate than 
under RDEC.

However, there are situations where an SME cannot 
claim SME R&D relief and then it should consider whether 
it can claim RDEC instead. Conversely, a large company can 
never claim SME R&D relief.

SME R&D relief is restricted where the:
	z value of the project has exceeded the €7.5m aid cap on 

SME R&D relief (see above for more details on the aid 
cap)

	z work has been sub-contracted to the SME by a large 
company or by a person other than in the course of 
carrying on a chargeable trade (i.e. someone outside 
the scope of UK income or corporation tax, such as an 
overseas person or a charity)

	z SME has received a subsidy in respect of the project (see 
below)
(CTA 2009, s 104A(3))

In these situations, it may be possible to claim RDEC 
if all qualifying conditions are met. RDEC is a taxable 
credit payable to the company and is calculated as a 
percentage of the company’s qualifying R&D expenditure; 
the percentage is 13% for expenditure on or after 1 April 
2020 (12% for expenditure prior to 1 April 2020 and on 
or after 1 January 2018; 11% for expenditure prior to 
1 January 2018).

Subsidies and coronavirus (Covid-19) support
HMRC has confirmed that costs of employees furloughed 
during the coronavirus (Covid-19) pandemic, which were 
met via the coronavirus job retention scheme (CJRS) rather 
than the employer, are treated as a subsidy. That part of 
the expenditure covered by the CJRS would not qualify for 
SME R&D relief. 

The following three schemes are all notified State aid:
	z Coronavirus Business Interruption Loan scheme
	z Coronavirus Large Business Loan scheme
	z Bounce Back Loans

This means that a claim for SME relief could be 
prevented, although HMRC has stated that it would only 
expect this to happen where the loan relates specifically 
to the company’s expenditure incurred on an R&D project, 
rather than providing general support for the company (see 
CIRD81650).

HMRC has also confirmed that the Future Fund scheme 
is not notified state aid and does not need to be considered 
when looking at the State aid cumulation rules.
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R&D tax relief is only available for expenditure which 
meets certain conditions and that falls within certain 
types of qualifying expenditure. The conditions and types 

of expenditure are similar for both SME R&D relief and large 
company R&D relief, although there are some exceptions.

Broadly, the expenditure must be:
	z revenue not capital in nature (although capital allowance 

may be available);
	z related to a trade carried on or to be carried on by the 

company, the relief is a corporation tax relief and so is not 
available to unincorporated businesses; and

	z allowable as a deduction in calculating the profits of the 
trade for the purposes of corporation tax.

However, not all expenditure which meets the qualifying 
conditions is available for R&D tax relief. The expenditure 
must also fall within certain qualifying categories:

	z staff costs;
	z software;
	z consumable or transformable items;
	z relevant payments to the subjects of clinical trials;
	z subcontracted out R&D costs (but this is restricted for large 

companies);
	z cost of R&D work subcontracted to the company (this is 

restricted for both SMEs and large companies);
	z externally provided workers; and
	z for large company R&D relief only, contributions to 

independent research.

Staff costs 
Staff costs include the reimbursement of expenses which 
were initially incurred by the employee as long as they are 
in the nature of staff costs and the costs have been incurred 
by the employee when carrying out their duties, for example 
qualifying travel and subsistence expenses of an employee 
engaged in R&D activities.

Staffing costs for directors and employees directly and 
actively involved in R&D will qualify. Where someone is partly 
engaged in R&D, their time is apportioned so that only staffing 
costs incurred on R&D activities can be included. The cost of 
staff who provide support to R&D functions do not generally 
qualify, such as secretaries or administrative staff, unless 

their activities are within the definition of qualifying indirect 
activities.

HMRC has published guidance on the treatment for R&D 
purposes of staff costs incurred during the coronavirus 
(Covid-19) pandemic. During this time, many employees 
were furloughed and some staff costs were met via the 
Government’s coronavirus job retention scheme (CJRS), and 
some were paid by the employer. Payments made via the CJRS 
are treated as subsidised expenditure, which does not qualify 
for relief under the SME R&D scheme. Such a restriction does 
not exist for RDEC.

Externally provided workers
Where a company makes a payment to another person for the 
provision of workers, several conditions apply in order to get 
relief for the payment. An externally provided worker must:

	z be an individual;
	z not also be a director or employee of the R&D company;
	z be obliged to provide services to the R&D company 

personally under a contract between the individual and any 
person other than the R&D company; and

	z be under the control of the R&D company.

As with the company’s own staff, the externally provided 
workers must be directly and actively involved in R&D. 
Secretarial and administrative services are specifically excluded.

As there must be a staff provider, the costs of the services 
of a self-employed consultant cannot qualify as externally 
provided worker costs. Neither will the costs qualify as staff 
costs. Unless the contract with the consultant can be regarded 
as being subcontracted R&D, no R&D relief will be available 
for the costs of a self-employed consultant.

Where a worker is partly engaged in R&D, the expenditure 
must be apportioned. If the externally provided workers 
are not provided by a connected company, 65% of the 
payment made will be qualifying expenditure. However, 
the R&D company and the staff provider can jointly elect in 
writing for the connected company rules to apply if, as for 
sub-contracting, the staff provider is prepared (in effect) to 
disclose their profit margin to the R&D company. The election 
is irrevocable and must be made within two years from the 
end of the first accounting period in which the contract is 
entered into.

Where the workers are provided by a connected company, 
and that company draws up its accounts in accordance with 
GAAP, the whole of the payment up to the staff provider’s 
cost of the workers can be claimed.

Timing of R&D qualifying expenditure
Qualifying expenditure will only be eligible for relief if payment 
is actually made. While it need not have been made in the 
accounting period in which the expenditure was incurred, it 
must have been made before the claim can be valid.

Published by Tolley®Guidance. No matter what your level of 
experience or specialist practice area, we’ll break down the 
complex information and give  
you practical guidance. Visit  
www.tolley.co.uk/practical. 

Qualifying expenditure for R&D tax relief
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R&D tax claims: current issues
A look at the impact of Covid, the 2021 Budget and the future of R&D tax claims. 
Contributions by Chris Toms, Tim Walsh, and Terry Toms of Terry Toms and 
Partners Limited trading as RandDTax.

1. Covid impacts
When Covid first impacted the economy in March 2020, 
we were naturally concerned about the survival of many 
of the businesses we advise. However, to date there have 
been fewer business failures than initially expected. This is 
perhaps for two reasons. Firstly, the companies doing a lot 
of R&D tend not to be in those sectors worse effected by 
Covid restrictions (such as the hospitality and travel sectors). 
Second, the government support has been substantial.

However, a third issue which is specific to R&D tax claims 
has also helped. HMRC has been excellent at maintaining 
claim processing and payment speeds throughout the crisis, 
despite the difficult circumstances. This has been hugely 
beneficial to the cashflow of claiming businesses, at a time 
when this has been of vital importance. HMRC has played 
a significant part in reducing the impact of Covid on the UK 
economy. 

Time to Pay arrangements and R&D related payments
The pandemic has understandably put financial pressure on a 
lot of businesses. One disappointing issue is that HMRC will 
offset any R&D related payments against the full amount of 
any overdue debt owed to it, overriding any agreed payment 
schedule. This can be a shock to companies’ cashflow 
and it is important to be clear about this with clients. It is 
understandable, though, that HMRC will not pay out money 
when it is owed money. 

Furlough schemes
Staff costs are often the most substantial expenditure in R&D 
claims. When considering R&D claims for the Covid crisis 
period, it is important to explain to clients that working time 
cannot be claimed for staff who are on furlough. This means 
that companies making a significant use of furlough may 
well have been doing less R&D and their R&D claims will be 
smaller. This is an obvious point, but it is sometimes missed.

Government backed loans, including bounce back loans 
and the Coronavirus Statutory Sick Pay Rebate Scheme
Government support for business through the pandemic 
cannot be viewed in isolation from other legislation. Despite 
leaving the EU, a UK state aid framework has not been 
established and the EU state aid regulations have become 
adopted into UK law. 

The result is that this will impact claims under the SME 
R&D tax relief scheme (the below the line deduction in the 
tax computation). A company that receives SME R&D tax 
relief cannot claim any other state aids on the same project 
and claim solely under the SME scheme. Therefore, the 
payment of just £1 of government backed loan under the 
Covid government support scheme can mean that an R&D 
claim cannot be made under the SME scheme. A claim can 
still be made under the large company R&D expenditure 
credit (RDEC) (above the line, with the seven steps for 

payment) if the claim would qualify under the RDEC scheme 
rules. However, if the state aid is de minimis in nature, with 
less than €200,000 received over a rolling three years 
period, slightly different rules apply. A company cannot claim 
SME R&D tax credits for project costs funded by de minimis 
aid; however, the entire project claim is not disqualified and 
the company can claim SME relief for costs not subsidised by 
government aid.

Even without the new Covid aids, the impact of 
government funding is one of the most complex issues when 
making SME R&D claims. Space and time do not permit me to 
cover every type of funding. What I will say is that it is widely 
considered that if a loan is for general business support it 
will not impact an SME claim. However, the figures must be 
considered in more detail. 

Suppose a business has £100k total expenditure in the 
accounts and no cash in the bank. It wants to claim £80k 
of that expenditure in an R&D claim on one project and has 
also received a £50k bounce back loan (BBL) as state aid. It 
is evident that some of the state aid in the accounting period 
was spent on R&D activities (as the non-R&D expenditure 
was only £20k, therefore £30k of the BBL was spent on an 
R&D project). This would exclude the entire project from 
an SME R&D claim. This is an area where investigation and 
understanding are required in an R&D claim. 

The Coronavirus Statutory Sick Pay Rebate Scheme (CSSP) 
is in many respects the most toxic to an SME R&D claim. 
CSSP is a notified state aid that is treated as part of the 
annual staff cost, and is apportioned throughout the year. 
Therefore, even if the period of the CSSP claim was outside 
the period during which the staff member worked on R&D, 
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the general subsidy rules mean that the R&D expenditure 
has to be treated as being subsidised and will therefore not 
qualify for relief within the SME scheme. HMRC has been 
quite clear on this view, through an update to the staffing 
cost (see CIRD83200). 

This is a tricky issue that many companies could get wrong. 
HMRC has made it clear that, even if this appears unfair, 
employers must follow the law. My advice is as follows. 

SME claims are generally worth in the region of two 
to three times more than RDEC claims, depending on the 
company’s tax position. Therefore, if it is not hugely material, 
exclude those staff members on whom CSSP has been 
claimed from your SME claims. An SME claim without the 
staff on whom CSSP has been claimed is likely to be worth 
more than an RDEC claim with your CSSP staff included. This 
will prevent you from claiming of state aid in the form of both 
CSSP and SME R&D on the same expenditure, which would 
nullify your SME R&D claims. 

2. The impact of the 2021 Budget
Review of the R&D tax schemes
This consultation has now been completed with responses 
made by the 2 June 2021. We await the response from the 
government. Responses have been understandably slow 
during the Covid crisis period and to be honest they were not 
much faster during the Brexit crisis period. A number of key 
issues have been identified:

	z Following an earlier review around software R&D claims, 
the review is due to take a decision on claiming data 
costs and cloud computing costs, which are currently not 
claimable. 

	z The review seemed to pitch ‘RDEC for all’. It is not clear 
what was meant by this, as the RDEC scheme is worth less 
to claimants and contains different rules and calculations 
which could be viewed as much less favourable to SMEs. 

	z The review considered not being able to claim overseas 
subcontractor costs. This was perhaps partly motivated 
by high profile fraud attempts involving overseas 
subcontractor invoices. The cap on payable SME R&D tax 
credits has been brought in already to help close or limit 
that fraud approach. 

	z The review considered standards amongst advisers. 
Specific PCRT (professional standards) topical guidance 
(see bit.ly/3nxkrqj) was issued on 1 June 2020, which we 
follow and believe should set the benchmark.

It is hard to gauge the appetite for significant changes, but 
to date the Conservative government has been supportive of 
the R&D schemes. 

Cap on R&D tax credits for accounting periods starting 
from 1 April 2021
The cap will be £20,000 plus three times the company’s 
PAYE and NIC for the relevant accounting period. The cap 
has been covered on page 3. We have analysed the impact of 
the cap on our clients’ claims and take the view that the cap 
is rarely likely to be hit. 

A start-up making a claim of just under £60k qualifying 
expenditure will not face a cap even without PAYE/NIC. If it 
does pay some PAYE/NIC, the cap grows quickly due to the 

three times multiple. For companies with many reasonably 
paid staff, even at the maximum R&D tax credit level the 
credits tend to be a third of the cap amount. 

The potential exemptions around seeking to register 
intellectual property are potentially ‘grey’ in nature. We 
are awaiting HMRC guidance on this issue, but it is not yet 
pressing as accounting periods starting from 1 April 2021 
have not ended. 

Potential three year carry back of losses for 
accounting periods ending between 1 April 2020 
and 31 March 2022
This is something everyone should be aware of as R&D 
claims potentially create additional losses and 19% tax relief 
is worth more than the R&D tax credit surrender rate of 
14.5%. Practically, we have not seen much opportunity for 
the extended carry back and HMRC’s systems do not handle 
it particularly well. 

Increase in corporation tax to 25% with some tapering 
by 2023
This is a broad tax issue, but as R&D tax credit claims involve 
surrendering losses in some claims for 14.5% of their value 
and corporation tax relief is currently worth 19% and will rise 
to 25% with effect from 1 April 2023, an opportunity cost 
always exists in taking an R&D tax credit. It is important to 
talk through all the consequences with a client and not just 
default to taking the cash now. The 25% rate in 2023 should 
weigh on this discussion. 

3. The future of R&D claims
The UK’s innovation strategy
The government’s latest strategy for UK innovation – ‘UK 
Innovation strategy: leading the future by creating it’ 
(published on 22 July 2021) – makes little mention of R&D 
tax relief and credits. 

While it references the consultation announced in the 2021 
Budget, we remain concerned that the concerns of SMEs are 
less well understood at government level. Large companies 
tend to be much more effective at lobbying government, 
whereas hard pressed SMEs are naturally focused on day-
to-day operations, particularly in these difficult Covid times. 
While one would hope that trade bodies represent SMEs 
effectively, their agendas are often dominated by larger 
members, who pay greater dues and support the aspirations of 
trade body leaderships through sponsorship.

SMEs appreciate the ability to claim R&D tax relief or tax 
credit claims: simply put, if they qualify, they can claim. Unlike 
grants, it is neither a competition nor a beauty show limited 
to specific sectors. It is also not a centralised ‘command and 
control’ type scheme or a waste of time with an uncertain 
benefit but part of corporation tax self-assessment. 

There is no doubt that R&D tax relief or credits are 
important to those SMEs that claim them. We know this from 
our own experience helping about 700 companies a year to 
claim these relief and cash credits. Losing the benefit from 
R&D claims for SMEs would not only harm their innovation, 
but would also harm the commercialisation of R&D, the 
development of a skilled workforce, and UK PLC more 
generally. SMEs should be central to the UK’s innovation 
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strategy – and it is vitally important that the government 
understands the importance of SME R&D tax reliefs when 
making any big decisions.

We fear that the benefits of tax credits may not be 
understood. For instance, we were disturbed by a foreword 
written by Greg Clark MP to a recent report published 
on R&D and patent box schemes (‘Is the UK’s Flagship 
Industrial Policy a Costly Failure?’, Centre for Business 
Research, Cambridge Judge Business School, May 2021) 
(see bit.ly/3hs32vl), which stated:

‘Alarmingly, David Connell argues that the impact of the tax 
credits on business investment in R&D has been nugatory – 
with the increase in companies’ own investment representing 
less than half the cost to the taxpayer of the subsidy scheme. 
And, around half a billion pounds a year of that cost is 
thought to be subsidising research conducted outside the UK.’ 
[our emphasis]

This creates a totally negative impression of what we 
believe is an excellent R&D tax incentive scheme, at least 
for UK SMEs. Further, the report itself does not reflect this 
extreme negativity. In our experience, the R&D tax reliefs 
have had a very positive impact by encouraging science and 
technology-based innovation by a significant number of UK 
SMEs, including our 1,400 plus (mainly SME) clients. 

Why statistics do not always tell the full story 
The statistical analysis of SME R&D claims is also fraught 
with problems. It is hard to ascertain the true level of private 
investment in the UK in the absence of the R&D schemes. 
Also SMEs may not be as effective at reporting R&D as large 
companies through ONS surveys, and often don’t contribute 
to consultations.

The latest ONS statistics on Research and Development 
Tax Credits were published on the 30th September 2021. 
Key points are:

‘The estimated total number of R&D tax credit claims for 
the year ending March 2020 is 85,900, an increase of 16% 
from the previous year. The increase is primarily driven by 
a 16% rise in the number of SME R&D claims to 76,225.

‘The estimated total amount of R&D tax relief support 
claimed for the year ending March 2020 is £7.4 billion, an 
increase of 19% from the previous year. This corresponds 
to £47.5 billion of R&D expenditure, 15% higher than the 
previous year.’

Source https://www.gov.uk/government/statistics/corporate-
tax-research-and-development-tax-credit/research-and-
development-tax-credits-statistics-september-2021  

Our research on SMEs
Back in 2016, one of our directors, Tim Walsh BSc, CTA, 
MBA, completed research to discover the effects of the SME 
R&D tax credit scheme as part of his MBA project. At the 
time, Tim could find no published reports that simply focused 
on SMEs. His research examines around 600 of our SME 

clients – mostly companies with less than 50 employees. The 
full report can be downloaded at bit.ly/3lEqKGn.

The quantitative data shows evidence that small 
companies undertaking R&D have increased their levels of 
R&D staff significantly more than industry average levels and 
that their turnover has also risen at a much faster rate.

The executive summary drew the following conclusions:

‘The qualitative data suggests that as part of the decision-
making process, the financial benefit gained through R&D 
tax relief encourages more intensive research, a deeper 
level of development and therefore, better products, 
services, systems and processes. The data also shows that 
the relief facilitates these enhancements being brought to 
market in a timelier fashion.

‘As well as the financial impact of the relief, I believe 
there could also be a psychological effect whereby, if it is 
perceived that what you are doing is worthwhile, evidenced 
by the fact that your government is willing to incentivise 
you to do it, and internationally respected business leaders 
like James Dyson are repeating the same message, then 
you are more likely to continue that behaviour and perhaps 
increase your commitment and involvement with it. This 
could be an interesting area for further investigation.

‘This report concludes that the original aim of the relief, to 
encourage innovative activities, is being achieved and that 
this fiscal measure should continue in operation for the 
foreseeable future.’

Final thoughts
It goes without saying that we have an obvious interest in 
the preservation of these tax reliefs, but in our view, based 
on our interactions with many claiming companies, the SME 
scheme has a hugely beneficial impact on the UK economy. 
The tax reliefs spur investment in R&D, which then has a 
wider multiplier effect. R&D activity creates a skilled and 
well paid work force. The UK information technology sector, 
for example, is the most significant of any European country. 
Our engineering and manufacturing sectors are stronger than 
many think and benefit from being innovation specialists. For 
instance, we often hear that they take on work that lower cost 
east European or Asian engineering companies simply cannot 
achieve. Our universities are great drivers for innovation in 
sectors such as artificial intelligence and biotechnology, but 
the UK only gets the benefit through linking their research to 
industry. The backward looking statistics look great but tell 
us little about the present or future. The impacts of Covid and 
Brexit, the great disruptors of our time, on R&D activity are 
unclear. This is where policy makers need to look and why the 
result of the 2021 Budget consultation is important.

 
Terry Toms and Partners  
Limited trading as RandDTax 
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Should we believe the statisticians and  
economists on R&D tax relief?

By Nick Cook, Director and shareholder of RandDTax.

In recent months, there has been a veritable feeding frenzy 
in the technical press related to R&D tax relief and its 
impact on the UK economy. A variety of interested parties 

have taken the opportunity of recent HMRC consultations, 
as well as the publication and analysis of statistics (including 
secondary analysis), to express their views and to interpret 
recently published statistics.

The recent consultation on R&D tax reliefs
It seems that even HMRC consultation documents are not 
immune…

The recently closed HMRC consultation on R&D tax 
reliefs, March 2021, (see bit.ly/3kaQSZL) states, at section 
3.7: ‘Evaluations … have indicated a significant difference in 
the additionality provided by the two reliefs, with additional 
R&D expenditure generated for each additional pound of tax 
foregone lower in the SME scheme than in RDEC.’ 

Aside from being difficult to understand, the relevant 
paragraph gives the reader the impression that the RDEC 
scheme is somehow better for the UK economy. But the 
measure is simply stating a truism, that the SME scheme is 
more generous than the RDEC scheme. And this was, and is, 
deliberate government policy.

Is additive expenditure of SME R&D tax relief claimants 
really less affected by R&D tax incentives than 
companies claiming using the RDEC tax relief scheme?
Notwithstanding the detail, however, the above consultation 
got me thinking about how SMEs provide data about R&D 
expenditure and R&D additionality, and whether SMEs are 
really more resistant to additionality than users of the RDEC 
tax relief scheme.

In this brief article, I intend to explore some of the common 
behaviours encountered when working with technologically 
innovative owners of small companies, and why much of the 
impact of this cannot be captured in the published statistical 
and secondary analysis with any reliability.

Let’s use an example. Consider this scenario…

A typical technologically driven SME doing R&D
The SME company is owner managed with 20 employees, 
turning over £1.5 million, and making profit before tax 
of £100,000, by designing and manufacturing bespoke 
automation machinery for factories where such manufacturing 
processes have never been successfully automated before. It 
is successful by its own definitions, and believes it conducts 
R&D in order to be able create and develop the products 
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it sells. The definition of R&D for tax 
relief purposes is consistent with the 
company’s R&D work, so a variable 
amount of R&D tax relief is claimed each 
year depending on the challenges faced 
in particular projects.

When asked (e.g. as part of a Treasury 
or ONS survey), the management of 
the business completes the survey 
reply stating that the R&D tax relief 
has resulted in no additionality of R&D 
spend.

So, is the subsequent statistically 
based analysis a true and useful view? 
Yes and No:

	z The business would not exist at 
all without doing R&D each year, 
so it is arguable whether the R&D 
tax relief incentive is immaterial 
(doing the work anyway) or critical 
(competitiveness),

	z Owner-managers often pay 
themselves through dividends so 
have zero or very low employment 
costs relevant to R&D tax reliefs. When they conduct R&D 
themselves, as they often do, the ‘real cost’ is invisible to 
R&D tax relief claims, as is any additionality. Real life is 
more complicated and such individuals will conduct R&D 
when time allows.

	z Successful R&D within the company’s projects tends to 
result in growth in the overall business. When the workload 
has grown by more than one full-time employee, further 
staff may be employed, or existing staff redeployed – 
although usually into non-R&D roles, as these tend to be 
easier to recruit into. Again, this does not appear as R&D 
additionality in the owner’s mind.

It is also worth considering the differences in R&D decision 
processes in smaller businesses compared to large companies. 
Owner managers are often the technological evangelists and 
make decisions to invest in R&D based on their own expertise, 
gut feel and interest. This is probably why SMEs are so good at 
innovation compared to big corporations. 

SMEs often try-and-fail to achieve advances multiple 
times before any formal ‘exploitation plan’ (additionality) is 
established. Many do not prepare a business case, evaluate it, 
make a formal decision, employ staff and conduct the project. 
But large companies do, so when it comes to R&D surveys 
the large companies claiming RDEC are more able to provide 
concrete information on the additionality of R&D.

The SME business owner perspective
Focused discussion with owner managers often reinforces 
the veracity of the above observations. They view the benefit 
derived from the R&D tax relief schemes as one of the very 
few sources of investment funding into their business, seeing 
payable tax credits and tax refunds as resources to assist in 
buying machinery, train staffing, taking on apprentices and 
new non-R&D employees, moving buildings, etc. 

In addition, many SME owner managers would not naturally 
use the term ‘R&D’ to describe the innovation work of their 
company, and certainly don’t account separately for many 
aspects of it. So, when they receive R&D surveys to complete, 
they do not connect their innovative work and its implications 
in business terms (for the UK economy) to the survey 
responses needed.

Conclusion
Approximately 54,000 SME R&D tax relief claims are received 
each year (HMRC R&D Statistics, September 2020), but it 
is very uncertain how many of the 1.44 million businesses 
with employees are undertaking R&D without claiming 
R&D tax relief. The ratio of SME companies claiming relief 
(approximately 4%) is widely at variance with that of large 
companies claiming RDEC (approximately 100%).

Among those that do claim R&D tax relief, statistical 
analysis of R&D additionality based on company surveys is 
bound to omit or understate the real additionality caused 
by R&D activity in smaller companies. Attempting to adjust 
for this post-survey will always be challenging because one 
would need to understand the mindsets of a difficult to reach 
community – owner managers of an unknowable proportion 
of about 1.44 million SMEs in the UK that employ staff. 
Contrast this with the ability to adjust for the behaviours of 
most of only about 8,000 large businesses. SMEs will always 
be harder to reach and more unpredictable. Beware statistics 
that aim to draw complex conclusions from SME survey data.

 
Terry Toms and Partners Limited  
trading as RandDTax 
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Questions for 
Accountancy Firms 
and their Clients
“Is the R&D Tax Credits Business Opportunity being fully 
developed by your practice, and are you up-to-date with how 
the new HMRC Guidelines on claims impact your clients?”

Key initial questions for clients
• Do you develop innovative new products, processes or services?
• Do your activities involve science or technology?
• Do you employ or subcontract technical staff like engineers, developers, or scientists?
• Do you take on challenging projects that may even fail?
• Are you engaged in complex technical problem solving where the correct approach is not 

well known?

Our free assessments are available to anyone, but if you think the answer to some of the 
questions above is “yes” you have absolutely nothing to lose and potentially a lot to gain for 
your clients by talking to us.

We also offer free CPD workshops on R&D Tax Relief/Credits for accountancy firms, either 
in person or online, and we can often help if clients face HMRC informal or formal enquiry 
situations, where they have claimed on their own or with third party assistance. 

On average our 1456 clients have gained over £120,000 each from their R&D claims. It is 
worth a bit of time. After all, how much time and effort does it take their business to make 
£120k tax free profit from sales?

We are an award-winning, full-service R&D Tax Consultancy, fully owned by the Directors 
and Consultants who deliver our services. Over 300 accountancy practices already partner 
with us to add our expertise to their service, enhancing their clients’ experience. R&D Tax 
Consultancy is all we do, and we always work with our clients’ existing accountants.

Contact us today. 

www.randdtax.co.uk
info@randdtax.co.uk     I     01483 808301

https://www.randdtax.co.uk/

