
Table of contents 

Other titles from Claritax Books ....................................................................... iv 
About the author ...................................................................................................... v 
Acknowledgements ..............................................................................................vii 
Abbreviations ........................................................................................................ viii 
Introduction ........................................................................................................... xiii 
 
1. First principles 

1.1 Who should consider a claim? ................................................... 1 
1.2 Benefits ............................................................................................... 1 
1.3 Mechanism for making a claim ................................................. 3 
1.4 Different schemes ........................................................................... 3 
1.5 Interaction with Patent Box ....................................................... 4 
1.6 R&D capital allowances ................................................................ 5 

 
2. Definition of R&D for tax purposes 

2.1 Introduction ...................................................................................... 7 
2.2 Process ................................................................................................ 7 
2.3 The accounts definition ................................................................ 8 
2.4 The tax definition ......................................................................... 11 

 
3. Can a claim be made? 

3.1 Overview of conditions ............................................................. 18 
3.2 Company subject to CT .............................................................. 18 
3.3 Relevant R&D ................................................................................ 19 
3.4 Expenditure criteria ................................................................... 20 
3.5 Conclusion ...................................................................................... 22 

 
4. Under which scheme should a claim be made? 

4.1 Introduction ................................................................................... 23 
4.2 What is an SME? ........................................................................... 24 
4.3 Definition of enterprise ............................................................. 25 
4.4 Cases of uncertainty ................................................................... 25 
4.5 Linked enterprises ...................................................................... 26 
4.6 Partnership enterprises ............................................................ 28 
4.7 Calculation of limits .................................................................... 29 
4.8 Specified investors ...................................................................... 32 
4.9 Changes of status ......................................................................... 35 
4.10 Further conditions of the SME scheme ............................... 37 

 
5. Calculating the benefit 

5.1 Introduction ................................................................................... 43 
5.2 SME scheme ................................................................................... 43 
5.3 Large scheme ................................................................................. 46 
5.4 Qualifying expenditure – both schemes ............................. 47 
5.5 Qualifying expenditure – SME only ...................................... 56 
5.6 Qualifying expenditure – RDEC scheme ............................. 57 
5.7 How much cost will qualify? ................................................... 59 

 
6. Large RDEC scheme 

6.1 Introduction ................................................................................... 64 



6.2 Rate of relief ................................................................................... 65 
6.3 Calculation ...................................................................................... 65 
6.4 Conditions ....................................................................................... 72 
6.5 Qualifying expenditure .............................................................. 72 
6.6 Refunds of qualifying expenditure ....................................... 73 
6.7 Group companies ......................................................................... 74 

 
7. RDEC scheme for SMEs 

7.1 Introduction ................................................................................... 76 
7.2 Subcontracted SME ..................................................................... 76 
7.3 Subsidised SME ............................................................................. 78 

 
8. Practical steps – making the claim 

8.1 Introduction ................................................................................... 81 
8.2 Mechanism...................................................................................... 82 
8.3 Enquiries ......................................................................................... 85 
8.4 HMRC approach ............................................................................ 86 
8.5 Record keeping ............................................................................. 88 
8.6 Optimising documentation ...................................................... 89 

 
9. R&D capital allowances 

9.1 Introduction ................................................................................... 93 
9.2 Summary of qualifying criteria .............................................. 94 
9.3 Is the company undertaking R&D for RDA  
   purposes? ...................................................................................... 95 
9.4 Is the expenditure on R&D? ..................................................... 95 
9.5 Is the expenditure “qualifying expenditure”? .................. 96 
9.6 Mechanism...................................................................................... 97 

 
10. Can a Patent Box claim be made? 

10.1 Introduction ................................................................................. 101 
10.2 How the benefit is calculated ................................................ 102 
10.3 Rights that can qualify ............................................................. 103 
10.4 Conditions to be met ................................................................ 103 
10.5 Making the most of Patent Box ............................................ 109 

 
11. How to approach the Patent Box 

11.1 Introduction ................................................................................. 110 
11.2 Preparing for the new regime .............................................. 110 
11.3 “New entrant” or “old entrant” ............................................ 111 
11.4 Meaning of “new IP” ................................................................. 112 
11.5 Navigating the Patent Box ...................................................... 112 

 
12. The pre-FA 2016 rules 

12.1 Introduction ................................................................................. 114 
12.2 Calculating relevant IP profits .............................................. 114 
12.3 Alternative streaming methodology for calculating  
   patent-related profits............................................................. 120 
12.4 Relevant IP losses ...................................................................... 120 

 
13. Old entrant – no new IP 

13.1 Introduction ................................................................................. 122 
13.2 Calculating relevant IP profits .............................................. 122 

  



13.3 Alternative streaming methodology for calculating  
   patent-related profits............................................................. 125 
13.4 Relevant IP losses ...................................................................... 126 

 
14. New entrant 

14.1 Introduction ................................................................................. 127 
14.2 Calculating relevant IP profits – summary ...................... 127 
14.3 Step 1 – divide credits into relevant IP income  
   stream and standard income stream ............................... 128 
14.4 Step 2 – divide the RIPI stream income into  
   sub-streams................................................................................ 129 
14.5 Step 3 – allocate debits to sub-streams ............................ 132 
14.6 Step 4 – deduct debits and routine return ...................... 133 
14.7 Step 5 – deduct the marketing asset return .................... 133 
14.8 Step 6 – the “R&D fraction” .................................................... 134 
14.9 Step 8 – (if elected for profits before grant) add  
   the profits relating to periods before the grant  
   of the patent. .............................................................................. 142 
14.10 Cost sharing arrangement (“CSA”) ..................................... 142 
14.11 Application to transferred trades ....................................... 144 
14.12 Relevant IP losses ...................................................................... 144 

 
15. Old entrant – new IP 

15.1 Introduction ................................................................................. 145 
15.2 Calculating relevant IP profits .............................................. 145 
15.3 Step 1 – divide credits into relevant IP income  
   stream and standard income stream ............................... 146 
15.4 Step 2 – divide the RIPI stream income into  
   sub-streams................................................................................ 148 
15.5 Step 3 – allocate debits to sub-streams ............................ 150 
15.6 Step 4 – deduct debits and routine return ...................... 151 
15.7 Step 5 – deduct the marketing asset return .................... 151 
15.8 Step 6 – the “R&D fraction” .................................................... 152 
15.9 Step 8 – (if elected for profits before grant) add  
   the profits relating to periods before the grant  
   of the patent. .............................................................................. 154 
15.10 Cost sharing arrangement (“CSA”) ..................................... 154 
15.11 Application to transferred trades ....................................... 156 
15.12 Relevant IP losses ...................................................................... 156 

 
Appendix 1 – Guidelines on the Meaning of Research and  
  Development for Tax Purposes .................................................................. 157 
Appendix 2 – Definition of SME: EU Commission  
  Recommendation ............................................................................................. 173 
 
Table of legislation ............................................................................................. 187 
Index of cases ....................................................................................................... 193 
General index ....................................................................................................... 195 
 
 


