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1.  Executive Summary  

1.1 We welcome the opportunity to comment on the consultation on a move to a single 
scheme for R&D tax reliefs.  

1.2 In summary, our key points are as follows: 

• We welcome the introduction of a single scheme for R&D tax relief.  Having a 
single scheme should reduce complexity especially where it is not clear which 
scheme a company falls within or in cases where a company claims under both 
schemes. 

• We welcome the government focussing on maximising the multifactor 
productivity from innovation tax reliefs in order to increase the UK’s productivity 
growth.    

• Prior to finalising the detail of a single scheme, we would recommend that the 
government reviews schemes in place in other countries which deliver the 
desired higher investment in R&D and subsequent benefit to the economy in a 
cost-effective manner. 

• We welcome the government’s focus on tackling fraud and error within the R&D 
tax relief regime as it is essential that support is obtained by those companies 
which most require the support in order to drive innovation and the economy.   

• Any single scheme should follow the format of the current RDEC scheme as it is 
easier for companies to calculate the cash benefit at the start of a project as it 
does not depend upon the company’s tax position.  The above the line credit is 
more visible in the financial statements which is beneficial for potential 
investors/customers.   

• We agree that the same treatment of subcontracting should apply to all 
claimants in a single scheme.  The customer, rather than the subcontractor, 
should be eligible to make the claim as the customer is leading the R&D project 
and bears the risk.   

• The subcontractor rules should be updated so that they are in line with the 
current SME regime.   

• We would ask the government to reconsider the introduction of the restriction 
on inclusion of subcontractors and EPWs not based in the UK as many SMEs use 
a mixture of both UK and overseas subcontractors and externally provided 
workers for genuine commercial reasons. 

• The PAYE/NICs cap should follow the format of the RDEC regime but should be 
amended to include total PAYE/NICs on employees rather than PAYE/NICs 
incurred on employees/directors involved in qualifying R&D.  This would reduce 
the impact on SMEs and reduce the risk of fraud (ie non-qualifying employees 
being included in the claim). 

• We do not oppose a PAYE/NIC tax credit cap, however, we do believe a 
minimum value of, say, £20,000 tax credit before any restriction, in accordance 
with the current SME regime is introduced, so that companies with low salary 
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costs (either due to companies having poor cashflow or due to subcontracting a 
high proportion of the R&D work) are not penalised.    

• We recommend that qualifying indirect activities are removed from the merged 
regime as their inclusion provides little benefit, the guidance is unclear and they 
are subject to potential abuse under the existing regimes.   

• In order to support SMEs during the transition to a merged regime, we 
recommend that detailed guidance is provided as soon as possible and that the 
new regime is implemented for accounting periods beginning on or after 1 April 
2026.   

• We would also recommend that the changes due to be implemented in April 
2023 be delayed so that all changes are brought into effect at one time as this 
will reduce uncertainty.    

• In order to further support SMEs, we welcome the increase in Innovate UK grant 
funding available.  The government should take steps to ensure that this is well 
advertised to incentivise SMEs to apply for the grants.  Innovate UK should be 
responsible for determining what level of grant funding and support a company 
will obtain based on the type or level of R&D being undertaken.   

• It would also be useful if the government reviewed the optimum combination 
of grant funding and R&D tax credit support as opposed to just consider one, 
new, R&D tax credit regime.   

• It would also be beneficial if the R&D tax relief scheme and Innovate UK grant 
funding could be joined up in order to make the R&D claim procedure easier for 
those companies claiming Innovate UK grants.  For example, a recipient of an 
Innovate UK grant could receive a grant award number which could be 
incorporated into the corporation tax return.  This would act as pre-notification 
of an R&D claim and mark the claim as lower risk of an HMRC enquiry.    

• We would recommend that the government reviews other R&D schemes in 
other countries to see if they have a threshold for qualifying expenditure and, if 
so, the level of the threshold and how successful it is in reducing fraud.  If 
successful, we would welcome a threshold but would not want it to be higher 
than £20,000 as this may prevent some SMEs from making smaller claims which 
would be highly valuable to them and possibly the UK economy.   

• We would welcome the opportunity to be consulted on the details of the 
merged scheme when drafted and provide feedback as we are dedicated to 
supporting the government making the R&D tax relief scheme as successful as 
possible.   

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 or Justine 
Stalker, Tax Partner, on 01423 724588 or email justine.stalker@saffery.com. 
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2. General points 

2.1 We welcome HMRC’s seeking stakeholders’ opinions when considering and forming 
appropriate changes to the R&D regime. 

2.2 We also welcome the broad policy that reliefs in this area should be relevant, effective 
and targeted, and aimed at driving higher rates of future innovation and the 
additionality that such innovation brings. 

2.3 The R&D tax credit regime is a great innovation catalyst. Feedback from our clients 
indicates that innovation tax relief advances investment decisions, as it helps manage 
the risk of taking on R&D projects that may come to nothing. 

2.4 We welcome the prospect of having a merged regime as this should simplify the R&D 
tax relief scheme and make it easier for companies to understand.  It will remove the 
often complex considerations about which scheme a company should claim under and 
those scenarios where a company has to claim under two regimes.  We believe one 
simpler regime should reduce the likelihood of error and help to take positive steps 
towards reducing fraud.   

2.5 Care is, however, required to ensure that any changes to the current rules do not 
disadvantage the SME sector. This is particularly relevant should the direction of travel 
be a new merged scheme that is more aligned to the current RDEC scheme rather than 
the SME regime. 

2.6 The government should ensure that clear policy intentions are factored into the R&D 
regime to drive the right taxpayer behaviour. Any changes should not be immediately 
brought in so to ensure that investment decisions which have already been made and 
that factor in R&D tax credits under the current rules are not adversely affected; 
particularly if the regime becomes more targeted and the benefit reduces. 

2.7 The new rules should be objective and easy to understand.  The tax system in general is 
already complex and for this reason we would urge that any changes to the R&D 
legislation keep the system as simple as possible. 

2.8 We have answered those questions in this consultation where we have some valuable 
insight and experience. 
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3. Specific consultation questions 

3.1 Question 1:   Do you agree a new scheme should be an above the line RDEC like credit? 
If not, what alternative would you propose?  

3.1.1 The above the line credit seems to motivate the R&D activity of large companies, 
particularly where staff are incentivised on bonus arrangements linked with the 
profitability of a company or a division. We would only be able to speculate on the 
efficacy and effectiveness of bringing this feature into the SME regime.   

3.1.2 The benefit of bringing in an above the line RDEC-like credit for SMEs is that it would 
provide more certainty at the start of a project as to the potential relief available and 
the cash value of that relief. Currently, the level of relief for SMEs depends upon the tax 
position of the company (tax paying, loss making, level of losses available).  An above 
the line RDEC like credit would give consistency as it is always calculated in the same 
way.   

3.1.3 The above the line RDEC like credit is more visible in the financial statements which can 
be seen as beneficial for not only the company as the credit will improve the company’s 
operating profit but also potential investors/customers.    

3.1.4 RDEC is a scheme that is well understood and seems to be effective in terms of 
stimulating growth/ GDP from innovation and be liked by those companies that fall 
within the regime. We therefore believe that an above the line RDEC-like credit is a 
suitable solution should both schemes be merged so have not considered an alternative.   

3.1.5 However, before this approach is ultimately decided as the best way forward by the 
Government, we would recommend that a full review of other successful R&D tax relief 
schemes in place in the world is undertaken so that it is possible to benchmark this 
current merged scheme proposal against these alternatives. This would help to ensure 
maximum multifactor productivity at minimum cost.  

3.2 Question 2:  Does the taxability and subsequent different post tax net benefits impact 
your decision making when allocating R&D budgets? 

3.2.1 For large companies claiming under RDEC, our experience is that clients will take into 
account the post-tax net benefit when allocating R&D budgets. 

3.2.2 For SME companies, our experience is that R&D budgets are allocated where cashflow 
allows and sometimes where the best return is anticipated to be generated. Although 
R&D tax relief is beneficial, our understanding and experience is that SME companies do 
not often allocate budgets according to the tax reliefs available.  The R&D tax relief is 
often considered in hindsight rather than upfront.    

3.3 Question 3:  If you use RDEC now, is there anything in your view that should be 
changed? 

3.3.1 The current RDEC rules provide a restriction on subcontractor costs that can be claimed 
when a company subcontracts part of its R&D project to other companies.  Given a 
significant number of SMEs that we work with subcontract work to other companies, we 
would recommend that this provision is carefully reviewed and its appropriateness 
considered so that we understand whether the current rules would seriously and 
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adversely affect intended access to tax relief by SMEs and whether this specific rule 
should be changed within the merged scheme. 

3.3.2 It is not very clear how steps 3 onwards in calculating the repayable credit works in 
practice for groups.  Whilst a change to the rules is not necessarily required here, 
clarification and clearer guidance should be provided.    

3.3.3 We have set out below in the relevant sections how we believe the merged scheme 
should be differ from the current RDEC regime. 

3.4 Question 4:  Do you agree the same treatment of subcontracting should apply to all 
claimants in the merged scheme? 

3.4.1 We agree that the same treatment of subcontracting should apply to all claimants in the 
merged scheme.   

3.4.2 This would help reduce the level of complexity of the merged scheme (and eliminate the 
complexity that currently exists under existing rules) and make it clear at the outset of a 
business arrangement which party would be able to claim tax relief.  If there is clarity on 
which entity can access and claim R&D relief, this could then be factored into the price 
of the work to be undertaken and contracts between the contractor and subcontractor.   

3.4.3 We would recommend that the subcontractor rules within RDEC are amended to be in 
line with the SME rules as set out in CTA2009 s1133 to s1136.  Currently, under RDEC, in 
accordance with CTA2009 Chapter 6A s104K, subcontracted expenditure can only be 
qualifying if it is revenue expenditure on relevant R&D which has been subcontracted by 
the company to be directly undertaken by: 

a. A qualifying body 

b. An individual, or 

c. A partnership, each member of which is an individual 

These current rules would be detrimental to SME companies who, in our experience, 
primarily subcontract R&D qualifying activities to other corporate entities.   

3.4.4 We would also recommend that HMRC review its plans to limit subcontractor 
expenditure to UK expenditure.  Our client base is varied and we see clients using a 
mixture of both UK and overseas subcontractors and externally provided workers. The 
choice of subcontractor is often driven by a mixture of skills/expertise, price and when 
work can be carried out, with the extent of each factor varying depending on the 
circumstances of the claimant company and industry. In the main, the narrow R&D 
overseas subcontractor exemption is unlikely to apply to the majority of our clients.   

3.4.5 Some industries where location of subcontractor is irrelevant, such as software 
development, will use talent/skills outside of the UK based on skills and price. We also 
see more traditional industries, such as vehicle manufacture, use overseas 
subcontractors where the skills/services are not typically available in the UK. 

3.4.6 Should relief be restricted only (subject to the narrow exemption) to R&D activities 
incurred in the UK, our concern is that this could affect investment decisions.  
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3.5 Question 5: If so, where R&D activity is subcontracted, do you think that the customer 
should claim the tax relief, as in the SME scheme, or the subcontractor, the person 
carrying on the R&D, as in the RDEC?  

3.5.1 We believe that the customer should be entitled to claim the tax relief on the basis that 
they have sub-contracted an activity forming part of their wider R&D project and have 
the cost and risk of the overall R&D project not being successful.  This is in line with the 
SME regime.   

3.5.2 In our experience, our SME clients are subcontracting an activity to other companies 
rather than having work subcontracted to them.   

3.5.3 We appreciate that this change would benefit large companies who are currently unable 
to claim relief on subcontracted expenditure under RDEC.  A cost analysis would be 
required to be undertaken to calculate the potential cost to the Treasury of this 
amendment.      

3.5.4 Should the potential cost of this change be prohibitive, it may be that a limit should be 
set on the amount of subcontracted expenditure to be claimed or on the total amount 
of R&D tax relief available to companies with taxable profits over a certain threshold.  
This would need to be considered in more detail.   

3.6 Question 6:  Can you see any positive or negative impacts on your business or sector 
from the Government adopting either approach? 

3.6.1 A positive impact would be that all UK subcontractor costs would be eligible for R&D tax 
relief.   

3.6.2 A negative impact is that, should the customer be entitled to claim relief, any SME 
companies claiming for relief in respect of work subcontracted to them by large entities 
would be penalised as they would no longer be able to claim R&D tax relief.  In theory, 
from a commercial perspective, if this change was adopted, there is scope for SMEs to 
reflect the R&D they are undertaking in the price of the work they charge their customer. 

3.6.3 The change would benefit larger companies who are currently unable to claim relief on 
payments made to other companies.  Although a positive outcome for those entities the 
likely economic outcome should be considered to ensure that the appropriate level of 
support is given to SMEs and the scheme design delivers enhanced productivity.   

3.6.4 This approach is likely to be more expensive for the Treasury but this is an area for the 
Treasury to further consider.    

3.7 Question 7: Do you have an alternative model you think could apply all claimants in 
the new scheme? Please provide qualitative and quantitative evidence with your 
proposal.  

3.7.1 We are unable to provide an alternative model.  However, we would recommend that 
the government reviews alternative R&D tax relief schemes in other countries which 
deliver the desired multifactor productivity to ascertain how other schemes treat 
subcontracted expenditure.   

3.8 Question 8: What are your experiences of the PAYE / NICs cap? 

3.8.1 In most circumstances, the PAYE/NICs cap has not impacted on the level of the repayable 
credit as the level of PAYE/NICs paid has been sufficient to not result in a restriction.  



 
 

 
 

4128-5275-6550.1 
 

Page 9 of 12 

 

However, we have some experience of SME clients that have had the repayable credit 
restricted due to the mechanics of this cap, which has impacted on cashflow. Examples 
are where the companies have low salary costs and/or subcontract a lot of the 
development work to subcontractors.   

3.9 Question 9: Are there any ways the Government could simplify the PAYE / NICs cap 
whilst ensuring there is protection against abuse?  

3.9.1 In order to mitigate the risk of companies including a small percentage of time of staff 
not really engaged in R&D activities with the view of increasing the PAYE/NIC cap, we 
believe it would be simpler to allow total PAYE/NIC expenditure incurred by the 
company in the calculation. 

3.9.2 Although 3.9.1 may result in increased repayable tax credits due to be paid to 
companies, we believe the additional cost to the Government would be balanced out by 
fewer fraudulent claims and simpler administration for HMRC.    

3.10 Question 10: Which of the SME and RDEC PAYE & NICs cap should the Government 
implement in the new scheme? 

3.10.1 Our recommendation is that the RDEC PAYE & NICs cap should be implemented within 
the new scheme subject to the changes set out in 3.11 below.   

3.11 Question 11: Should the Government change the way either cap is calculated if is taken 
forwards? And if so, how?  

3.11.1 In order to reduce the impact on SMEs, we would recommend that total PAYE/NIC 
incurred on all employees is brought into account.   

3.11.2 The cap on PAYE/NIC within the RDEC regime is defined in CTA09 s104P as total 
expenditure on workers which is: 

a. the relevant portion of the company’s staffing costs for an accounting period; 
and 

b. if a company is a member of group and has incurred expenditure on externally 
provided workers, the relevant portion of any staffing costs for the period 
incurred by another member of the group in providing any of those workers for 
the company.   

The relevant portion of the company’s staffing costs only takes into account amounts 
paid to directors or employees who are directly and actively engaged in relevant 
research and development and form part of the total amount of the company’s 
PAYE/NIC liabilities for the accounting period.    

3.11.3 We would recommend that the company’s total PAYE/NIC liabilities (not just liabilities 
in relation to employees/directors employed in qualifying R&D activities) are taken into 
account when calculating the cap in line with the SME regime (CTA 2009 s1058A – 
s1058D).   

3.11.4 We would also recommend that in addition to the change detailed above, an initial sum 
is allowed in accordance with the current SME regime – for example £20,000 as set out 
in CTA2009 s1058 (1A) – so that any start-up companies whereby shareholders are not 
taking a salary are not penalised and can access a repayable credit.  
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3.12 Question 12: Do you consider the government should provide more generous support 
for different types of R&D or more R&D intensive companies relative to less R&D 
intensive companies? 

3.12.1 Many of our highly innovative clients also seek to obtain alternative government 
funding. We welcome the fact that Innovate UK support has increased substantially 
since 2021.  We would encourage the government to provide more generous support 
for different types of R&D and/or more R&D intensive companies and link these 
competitions/ grant funding to supporting R&D. It would also be useful if the 
government reviewed the optimum combination of grant funding and R&D tax credit 
support as opposed to just consider one, new, R&D tax credit regime.   

3.12.2 The level of award/ additional support for innovation should be tailored towards those 
industries/ companies that the Government consider are critical to the future health, 
success and economic prosperity of the country.  It would be too complex for the 
companies themselves or advisors to determine this. 

3.12.3 The additional focused support is likely to help provide R&D companies with greater 
certainty and improve both the viability and cashflow forecast of a proposed R&D 
project, thereby encouraging companies to move further forward with their R&D - in 
theory this may help the projects’ multifactor productivity.  The level of funding provided 
and timing of funding should be determined by Innovate UK in accordance to which 
category the R&D project came under.    

3.12.4 For those companies in receipt of grant funding and required to undertake grant audits, 
we would encourage the government to consider making the R&D claim procedure 
easier.  For example, one way in which such companies could be supported is for R&D 
tax credit claims relating to such grant funded R&D projects to be processed 
automatically, without the need for reports to support R&D claims.  To help tie these 
projects into future R&D claims and help combat malpractice in the industry and fraud, 
Innovate UK could provide a reference number at the time of the award that could be 
included on the corporation tax return. 

3.12.5 As a separate point, a welcomed feature of RDEC is that the receipt of the Innovate UK 
funding is not taken into account when calculating qualifying R&D expenditure and the 
quantum of the R&D tax credit. We would encourage this feature to be retained under 
a combined regime.   

3.13 Question 13: In the event this were to be done, how might this best be achieved within 
an overall cost envelope?  

3.13.1 This would be funded by the already allocated Innovate UK grant funding.  The 
government, as part of the R&D roadmap will need to determine if additional funding is 
required, the most suitable source of funds and how this is fairly awarded between large 
entities and SMEs.  

3.13.2 Given the increase in corporation tax rates, the government could consider whether 
additional funding from this source could help additional funding required.  

3.14 Question 14: If the schemes are merged do you agree the Government should 
implement the merged scheme on accounting periods starting on or after 1 April 2024?  

3.14.1 We believe that 1 April 2024 is too soon for the merged scheme to be brought into 
operation.  This gives insufficient time for: 
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a. Companies to plan their expenditure/cashflow forecasts while taking into 
account the changes. 

b. Legislation to be drafted, consulted upon and published in good time for 
companies and advisors to fully digest the changes, not to mention any reviews 
and economic studies to be carried out. 

c. Changes being brought into effect from 1 April 2023, for which no legislation 
has been finalised and published, to be digested and put into practice.    

3.14.2 We believe that the new regime should be relevant for accounting periods beginning on 
or after 1 April 2026.    

3.15 Question 15: How can Government ensure SMEs are supported in the transfer into a 
new scheme?  

3.15.1 Financially, the new merged R&D tax relief regime is likely to penalise SMEs, particularly 
in the absence of appropriate changes being made to the existing RDEC regime.  To help 
combat this, the Government should consider advertising the Innovate UK grant funding 
more widely and makes this more easily accessible to SME companies about to 
undertake qualifying R&D activities. Please see our response to question 3.12 above.    

3.15.2 Under RDEC, currently pre-trading expenditure is treated in line with CTA09 s61 as 
incurred on the day that trading begins and so there is no relief for it until trading starts.  
There is provision for SMEs to claim R&D tax relief in respect of pre-trading R&D 
expenditure (CTA 2009, s1045) which is beneficial to those companies incurring 
significant expenditure in developing innovative products/services prior to generating 
income.  We would recommend that a similar provision is brought into the RDEC regime 
if the schemes are to be merged.    

3.15.3 In order to make the transition for both RDEC and SME companies easier, we would 
recommend that a new “simple guide” was produced.   This could be supported by 
online webinars and/or workshops which would clearly set out the new rules under the 
merged regime.    

3.15.4 We would also recommend that details of the new scheme and rate of relief are 
announced as soon as possible together to give SMEs sufficient time to plan for the 
changes.   

3.15.5 We would also recommend that the changes currently expected to be brought into 
effect on 1 April 2023 are delayed and are instead introduced at the same time as the 
merged regime.  This would provide more certainty to all companies, in particular SMEs 
and prevent confusion in respect of the detailed rules. 

3.16 Question 16: Does claiming for expenditure on qualifying indirect activities influence 
your decision to undertake R&D?  

3.16.1 Claims we prepare typically include very low or no expenditure on qualifying indirect 
activities. Qualifying indirect activities tend to be a very incidental cost of the R&D 
project compared to direct activities.  As a result, such costs do not influence our clients’ 
decisions to undertake R&D. 

3.16.2 The definition in the BEIS guidelines and guidance continues to be deficient so there is 
still some ambiguity in respect of which activities qualify as qualifying indirect activities.  
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As a result, many companies, particularly those that would prefer to err on the side of 
prudence, do not spend time trying to identify any relevant costs.   

3.16.3 Conversely, due to the poor definition, there is also arguably scope for this category of 
qualifying expenditure to be open to abuse resulting in costs which are too far removed 
from the R&D project itself being included.   

3.16.4 Our recommendation is therefore that qualifying indirect activities be removed.    

3.17 Question 17: Do you think a threshold should be implemented? If one was 
implemented what at what level should it be introduced? 

3.17.1 Although there is currently no threshold, our experience is that companies will not 
submit a claim unless the qualifying expenditure is over a certain threshold as it is not 
cost effective for them to do so, taking in account the time involved and the cost of using 
advisors.   It is therefore our view that an R&D threshold is not required. 

3.17.2 Should the government find that there is evidence from other successful R&D regimes 
around the globe that introducing a threshold would reduce the level of fraud, after 
assessing the minimum levels of our clients’ R&D tax credit claims, we do not believe the 
threshold should be more than £20,000 of qualifying expenditure.  This is so that smaller 
companies do not completely forego the benefit of R&D tax relief.   Further, it is 
conceivable that a threshold that is set too high could motivate companies to artificially 
inflate expenditure to access relief.   

3.18 Question 18: What is the average amount of R&D expenditure per year per firm in your 
business or sector?  

3.18.1 The average amount of qualifying R&D expenditure within the SME regime within our 
client base is circa £560K.  Claims vary in size from as low as £10K up to £7.5m.    

3.18.2 The average amount of qualifying R&D expenditure claimed under the RDEC regime of 
our client base is lower at circa £200K.   Although some clients have qualifying 
expenditure of up to £0.5m, the average is lower as many of our clients make a claim 
primarily under the SME regime with a small proportion being claimed under RDEC (due 
to specific projects being subcontracted or funded).   

4. About Saffery Champness 

4.1 Saffery Champness is the 15th largest UK accountancy firm by fee income. We presently 
have more than 80 UK partners and over 1000 staff in nine offices in the UK and further 
offices in Guernsey, Geneva, Zurich, Dublin, Grand Cayman and Dubai. 

4.2 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, international and real estate. 

 


