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1. Executive summary 

1.1 We welcome the opportunity to comment on potential changes to the scope of qualifying 
expenditures for Research and Development (R&D) Tax Credits. 

1.2 In summary, our key points are as follows: 

• Any changes to the definition of qualifying costs for R&D purposes should be kept as simple 
and fair as possible to ensure that companies undertaking genuine R&D are not adversely 
affected by the changes. 

• New measures should not deter claimants on the grounds of lack of understanding and 
the cost of administering claims should not outweigh the benefit. 

• What is a data consumable is not always clear. Further guidance or a change in rules to 
clarify the position would be welcomed. Should changes to the rules be introduced, clear 
guidance should be provided at the outset to assist companies and their advisers make 
claims.  

• The constituent elements of cloud-based software costs are not always straightforward to 
identify. The lack of clarity as to what is qualifying expenditure in this area potentially 
reduces the amount of relief that would otherwise be available for genuine R&D projects.  

• We consider that relief for expenditure on indirect activities should not be further limited. 
Such costs are generally not significant and there is a commercial need for them to be 
incurred. Changes to the definition of qualifying indirect costs would likely affect many 
legitimate R&D claims. Should changes to the definition of indirect costs be introduced, 
HM Revenue and Customs (HMRC) must ensure that unintended consequences are 
avoided through an impact assessment.   

• We consider that expenditure on routine work should not be further limited or excluded 
from eligibility for relief. The routine and non-routine elements of a project are 
intertwined and routine work will be needed to resolve technical uncertainties as part of 
the overall R&D project. 

 

1.3 Section 2 below makes some general comments on the proposals, and section 3 covers our 
responses to the specific questions raised in the consultation document. 

1.4 We would be happy to discuss the points raised here in further detail.  If you have any questions, 
or would like any further information, please contact: Robert Langston, National Tax Partner, on 
0207 841 4129 or email robert.langston@saffery.com, Justine Stalker, Tax Director, on 01423 724 
588 or email Justine.stalker@saffery.com or Alison Hobbs, Director, National Tax, on 0207 841 4016 
or email alison.hobbs@saffery.com 

2. General points 

2.1 We welcome the government’s continued support for companies undertaking R&D activities 
through R&D Tax Credits and grants. We agree that such support should be targeted and relevant 
for both the current and the future business/technological environment. 

2.2 We recognise that an extension of targeted tax relief must be balanced with the cost to the 
Exchequer of providing that additional support. However, the tax system in general is already 
complex, so it is important that any changes to the definition of qualifying costs for R&D purposes 
should be kept as simple and fair as possible to ensure that companies undertaking genuine R&D 
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are not adversely affected by the changes. New measures should also not deter claimants on the 
grounds of lack of understanding and the cost of administering claims should not outweigh the 
benefit.  

3. Specific consultation questions 

3.1 Question 1a: Are there uses of data that contribute to R&D but which do not currently attract 
relief through the RDEC and SME schemes? Please provide examples to support your response. 

3.1.1 The costs of bought in data that are not consumed and library data costs that are used in R&D 
projects do not currently qualify for relief. Where a company generates data used in R&D activities 
itself, however, relief for at least part of the commercial cost of that data would qualify for relief as 
R&D staff costs. It is unclear as to why the source of data used in R&D projects should result in 
different treatments.  

3.2 Question 1b: To what extent are data sets employed in the R&D process consumed? To what 
extent do they retain value? Please provide examples to support your response. 

3.2.1 When data are consumed is not always clear. For example, a subscription may allow unlimited 
access to a data set in return for a fixed payment.  The data would continue to be available after 
the R&D project is completed and would therefore not be “consumed”.  On the other hand, where 
payment is required each time data is access, or where credits are purchased and then used each 
time data is accessed, we would take the view that the data are “consumed” as access to additional 
data would require further payment. 

3.2.2 The type of data set relevant to R&D is dependent on the industry concerned. 

3.2.3 As a result, including costs related to data in a claim may be perceived to introduce an element of 
subjectivity and uncertainty into a claim. In our experience Finance Directors therefore tend to 
prefer to exclude data costs from claims, so as to err on the side of caution, and submit prudent 
R&D claims that they consider will not be challenged by HMRC. Due to this approach, such data 
costs do not often get included in claims and there may be missed relief. Clearer guidance or a 
change in rules would be welcomed. 

3.3 Question 2a: Do you already claim for software costs under the current definition? If so, what 
was your experience of separating out the R&D specific costs for the purposes of the claim? 

3.3.1 Yes, our clients make claims which include software costs. Prior to the introduction of cloud-based 
software, it was relatively straightforward to separate software costs into their various components 
(e.g. annual licence fees, support etc.). However, the constituent elements of cloud-based software 
costs are not always as straightforward to identify. 

3.3.2 The current legislation and guidance in HMRC’s Corporate Intangibles, Research and Development 
Manual does not provide a detailed definition of software for R&D purposes. The lack of clarity in 
this area means that companies tend to take a prudent approach when considering the amount of 
software costs to include in their R&D claims. As software is used in many R&D projects, this lack of 
clarity as to what is qualifying expenditure potentially reduces the amount of relief that would 
otherwise be available in respect of genuine R&D projects. 

3.3.3 The lack of a definition for software when it was introduced as a separate class of qualifying 
expenditure in April 2004 meant that it took time for HMRC’s interpretation of the legislation and 
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the resultant practical implications for claims to become clear to companies and their advisers. We 
would therefore welcome clear guidance at the outset should changes be introduced.   

3.4 Question 2b: Are there any software costs that currently qualify for R&D tax credits, that could 
be limited or excluded from relief without materially affecting R&D projects? Please provide 
examples to support your response.  

3.4.1 No comment.  

3.5 Question 2c: Are there any software costs, partially or wholly for R&D purposes, that do not 
currently qualify for R&D tax credits, that should be if the regime is to better reflect the nature 
of modern R&D? Please provide examples to support your response on whether these costs could 
be separated out straightforwardly. 

3.5.1 Software costs that currently cannot be included within a claim would include certain cloud-based 
SaaS solutions, where software is leased from external parties and payments cover a range of 
activities including use of software, data storage rental, support and processor running time. In our 
experience clients often find it difficult to understand why such cloud-related software costs cannot 
be included in a claim, when they are clearly an element of the commercial cost of a project. 

3.6 Question 3a: What experience do you have of claiming R&D tax credits in other jurisdictions, 
where expenditures pertain to data or cloud computing? 

3.6.1 No comment.   

3.7 Question 3b: What evidence can you provide that a scope expansion in these areas would drive 
you to make additional investments in research and development? 

3.7.1 No comment.   

3.8 Question 4: Would changes to the R&D tax relief rules in the areas outlined above lead to any 
change in the commercial relationships between companies, insofar as expenditure is outsourced 
to a third-party provider? 

3.8.1 No comment.   

3.9 Question 5a: Are there expenditures on indirect activities which should be limited or excluded 
from eligibility for relief? Please provide examples to support your response. 

3.9.1 No. We consider that relief for expenditures on indirect activities should not be further limited. 
Such costs are generally not significant and there is a commercial need for them to be incurred. Any 
changes to the definition of qualifying indirect costs would affect many legitimate R&D claims. 

3.9.2 Most qualifying R&D projects include activities that are an integral part of the project, but which do 
not themselves directly contribute to the resolution of technological or scientific uncertainty (e.g. 
providing management information to monitor that a project is on track, administration and clerical 
activities, maintenance and security). Whilst all R&D regimes examine these costs differently, the 
inclusion of such costs recognises that the costs to a business in running an R&D project include 
more than just the costs directly attributable to the R&D work itself. 
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3.9.3 The key issue is that the UK rules encourage “good” (qualifying) behaviours. Any change to the 
indirect rules must ensure that unintended consequences are avoided through an impact 
assessment.   

3.10 Question 5b: Are there other expenditures on routine work which should be limited or excluded 
from eligibility for relief? Please provide examples to support your response. 

3.10.1 We consider that expenditure on routine work should not be further limited or excluded from 
eligibility for relief. The routine and non-routine elements of a project are intertwined and routine 
work will be needed to resolve technical uncertainties as part of the overall R&D project. If routine 
work were to be a significant part of a project or exceed the non-routine work on a project, we 
would question whether there was genuine R&D being undertaken. 

3.10.2 In the context of software, beta testing is already excluded from claims. As regards staff costs, we 
have had experience of HMRC seeking to break down a project into several sub-projects to identify 
the element of routine work included in claims. Our view is that this is not a productive approach, 
as in reality R&D projects should be viewed holistically, rather than seeking to artificially break them 
down into mini-workstreams, some of which are routine and some of which are not routine. 

3.10.3 We consider that changing the rules in this area would increase complexity and uncertainty in 
claims and could undermine their credibility. This would not be welcome, as changes to the R&D 
rules should provide increased clarity and certainty.   

4. About Saffery Champness 

4.1 Our performance in the last financial year has placed us in 13th position within the top 50 UK 
accountancy firms by fee income.  

4.2 We currently have more than 80 UK partners and over 700 staff in nine offices in the UK and further 
offices in Dubai, Dublin, Guernsey, Geneva and Zurich. All of our offices share the same professional 
approach and commitment to a genuinely partner-led service, supported by the knowledge of 
experts drawn from throughout the firm. 

4.3 We are a firm with a deliberate focus; we do not try to be all things to all people. Instead we choose 
to specialise in specific sectors and areas of business where we have real in-depth expertise and 
experience. These include not-for-profit, private wealth, landed estates and rural businesses, 
professional and consultancy businesses, entrepreneurs, sports and entertainment, and 
international. 

 


