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Clarity 
on a common 

fallacy

 

The Rules

R&D tax relief is very generous and as such it 
receives a fair amount of publicity. The rules are 
quite complex and there are, unsurprisingly, a 
number of hoops to jump through, however a 
successful claim can make a significant 
difference to the financial viability of a new 
venture, so it is important to ensure that your 
company is claiming the relief if it is eligible.

During the 2022 autumn budget the 
government announced that they will be 
making some changes to the R&D rules 
impacting the amount of R&D relief available. 
This guide will go into more detail on the reliefs 
available and the changes that will come into 
place from 1st April 2023.

What is R&D?
The Background

The UK is an innovation and research and 
development (R&D) hub and a current 
Government aim is for the UK to become the 
most innovative country in the world, with R&D 
spending as a percentage of GDP rising from 1.7% 
in 2016 to 2.4% by 2027. Available since 2000, R&D 
tax relief has been steadily increasing over the 
last 20 years and it is estimated by HM Treasury 
that for every £1 spent on R&D tax relief, the 
economy benefits by approximately £2.30. R&D 
tax credits help encourage businesses to invest in 
R&D and innovation. The overall results benefit 
the UK economy and wider society as a whole, 
providing jobs and ensuring that we’re leading 
the way in terms of innovation and preparation for 
the future.

HMRC have become concerned at the level of 
potential fraud in the system in recent years and 
changes from April 2023 are designed to target 
this abuse whilst ensuring that companies 
carrying out genuine R&D continue to benefit. 

Your scientific or technological 
advance could be in any sector, 

and the project need not be 
ultimately successful. The tax relief 

is for the research and 
development involved in the 

attempt to solve the problem, 
rather than the successful solution. 

Is it for me? 

R&D tax relief is available to entities subject to UK corporation tax, and to corporate members of LLPs 
where the LLP is conducting qualifying R&D. If your company is seeking a scientific or technological 
advance– one that couldn’t easily have been done by a ‘competent professional’ in the relevant field – 
than you may qualify. Your project must represent an advance in the overall field, rather than simply 
applying existing technology to a new sector or including existing technology in a new product; for 
example, designing a new component for inclusion in your product or a whole new product altogether.
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What's out there?

SME Scheme

Available to small & medium sized groups: 
where the company, other members of the 
worldwide group and certain associated 
businesses have fewer than 500 staff, as well as 
turnover of less than €100million or a balance 
sheet total of less than €86million.

Relief given: until 31 March 2023 a company 
claiming the relief will get an additional 130% 
deduction of qualifying R&D expenditure.  From 
1st April 2023 the additional deduction is 
reducing to 86% of qualifying R&D expenditure.

R&D Repayment: should the company be loss 
making the R&D related losses can be 
surrendered for a tax credit at 14.5% meaning 
the company can receive cash back from 
HMRC of up to 33.35% of their R&D costs. For 
expenditure incurred on or after 1st April 2023 
the related R&D losses can be surrendered for a 
tax credit at 10% meaning the company can 
receive cash back from HMRC of up to 18.60% of 
their R&D costs.

The R&D tax credit is capped at £20,000 plus 3 x 
the company’s total PAYE and NI liability for the 
period. 

Note: If the project has received grant funding, or the R&D 
work is being carried out on behalf of a large company or 
group, only RDEC is available.

R&D Expenditure Credit (RDEC)

Available to large groups: where a company 
does not meet the SME definition. 

Relief given:  a credit of 13% of qualifying R&D 
costs (12% before 1 April 2020), which increases 
operating profit, and is also deducted from the 
corporation tax liability.
From 1st April 2023 the credit will increase to 
20%. 

The credit is taxable in itself, meaning the RDEC 
results in an overall reduction in the 
corporation tax liability of 10.53% (up to 15% 
from April 2023) of the qualifying expenditure.

R&D Repayment:
Should the company be loss making the credit 
is repayable to the company subject to 
additional conditions being satisfied. 

There are two different schemes for claiming R&D relief: 
the Small and Medium-sized Enterprises (SME) scheme 
and the Research & Development Expenditure Credit 
(RDEC). SME is more generous but restricted, whereas 
RDEC is easier to get, but the relief is less generous.*

*The government launched a consultation in January 2023 on merging the new schemes – it is likely in future that all companies 
will claim under one scheme which looks most like the current RDEC scheme. 
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What costs 
quali£y?
R&D expenditure must fall 
within one of the following 
categories: 

Staff costs
Gross salary, employers NI and 
pension contributions, and 
certain reimbursed expenses, but 
not benefits in kind.

EPW’s
Externally provided workers.

Subcontractors
Some limits apply.

Consumables
Material and utilities “used up” in 
the R&D process, rather than 
fixed costs such as rent and rates.

Software 
Used directly in an R&D project. 

The eligible EPWs and subcontractors’ costs are 
restricted to 65% of the expenditure which relates 
to the R&D work, unless the staff provider or 
subcontractor is connected to the company 
making the R&D claim. In this case the qualifying 
costs would be the staff costs, EPWs, 
consumables and software and costs of the staff 
provider or the subcontractor. 

For accounting periods starting on or after 1st 
April 2023 expenditure on subcontractors and 
externally provided workers will only generally 
qualify if the work is undertaken in the UK. 
Subcontractor costs can only be included in a
RDEC claim where the work has been 
subcontracted to an individual, a partnership of 
individuals, a charity, a higher education institute, 
a health service body or a scientific research 
organisation.

For accounting periods starting on or after 1st 
April 2023 the definition of consumables is 
expanded to include expenditure on data and 
cloud computing costs.

To be included in a claim the costs need to be 
treated as revenue items or an intangible asset in 
the accounts. If any tangible fixed assets have 
been acquired for use in an R&D project they can 
get 100% relief in the year of acquisition and this 
relief is separate from the Annual Investment 
Allowance so will not use up any of the £1m 
annual allowance.

5

100% relief in 
the year of 
acquisition



Whilst a report is not strictly required, and there is no 
set content for the report, our experience has taught 
us that the following approach helps to ensure 
claims are successful and any resulting repayments 
are made in a more timely manner. 

You may be aware that there are several firms whose 
sole activity is R&D claims, and your company may 
even have been approached by such a firm, usually 
offering a contingent fee in return for a contract 
covering a number of years. It used to be possible for 
these firms to prepare and submit the R&D claim 
entirely outside of the usual corporation tax 
compliance process, however HMRC now require the 
R&D claim to be included in the computation so 
such firms will need to liaise with the existing 
advisers of the company to ensure that the R&D 
claim is correctly reflected in the computation. 
Additionally, from April 2023 claims will need to 
include details of all agents who have been involved, 
be submitted digitally and be signed off by a senior 
officer of the company. 

It is important to note that corporation tax 
returns can be resubmitted up until 12 months 

after their filing date, so generally up to 2 years 
after the accounting year end. Therefore, for 
periods ending before 31 March 2023, if you 
think your company has been doing R&D but 
has not made a claim then you may be able to 

recoup some historic corporation tax or convert 
some of your losses in a repayable tax credit. 

How to cla m

Only an expert in all areas of corporation tax can ensure 
that you are making the best use of the tax deductions. 

Heather Tulloch, Director 

The process of claiming under both schemes 
is the same – the necessary adjustments are 
made in the relevant corporation tax 
computation which is submitted to HMRC 
along with a report in support of the claim. 

The report should have two 
elements;

Narrative
A written description detailing 
the projects (or a sample if 
there are a number of these) 
which are qualifying R&D 
work, setting out the 
technological advancement 
that was being sought and 
the uncertainties involved.

Financial detail
Financial details of the claim 
such as the percentage of 
each staff members salary 
that has been included. 
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For accounting periods starting on or after 1st April 
2023 Companies will need to notify HMRC within 6 
months of the end of the period to which the claim 
relates that they intend to make a claim (unless they 
have claimed in one of the last 3 years). If you think 
you might have a claim, please get in touch as soon 
as possible to ensure you do not lose out. 



We met this innovative investigations software company around five years ago when they 
approached us as they thought they had qualifying R&D expenditure. We worked with them to 
confirm their projects met the criteria and helped them to calculate the claim and prepare the 

supporting report. As this was the company’s first claim, HMRC opened an enquiry into the R&D 
claim. We supported the client through this process. The claim was accepted. Following 

completion of the enquiry process the company asked us to take over their annual accounts and 
corporation tax compliance in addition to the R&D work. Today, the company now also uses our 

virtual finance function service.  And we have continued to  make successful R&D claims, with no 
further enquiries. 

 
 
 

Case Studies

When we took this oil processing company on as audit client over 10 years ago we identified that 
they had significant expenditure which qualified for R&D relief. After meeting with the client our 

R&D team discussed the work carried out with the relevant technical staff in order to  prepare the 
narrative and arrive at estimated percentages of time spent on R&D activities, and worked with the 

finance team to collate details of the eligible expenditure. The client has made a successful claim 
every year since then and through working with us they have built up the necessary experience to 

prepare the report themselves for us to review. 
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We met with this software development business in early 2020, as part of an audit, accountancy 
and tax compliance tender process, and it was recognised by us that the client had been incurring 
substantial spend on R&D activities for a number of years, but had never been made aware of the 

possibility of a claim by their advisers. After an initial meeting with our R&D team, we had 
discussions with the finance team and several members of the technical team in the UK and India. 

This enabled us to prepare a comprehensive narrative and detailed analysis of all individuals and 
other costs involved. The entire process took around a month, and overall it took around ten hours 

of the company’s time, in order to claim around £600k of cash, and an ongoing credit of c£300k pa.
 
 
 



Contact us

Ashcroft LLP, Stonecross, Trumpington High Street, Cambridge CB2 9SU

ashcroftllp.com

All our work is completely tailored to the client. This
is the only way to fully understand the activities

taking place, in order to maximise the value. 

T +44 (0) 1223 920200 E info@ashcroftllp.com


