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Business matters

Compliance
From 1 April 2023, it is proposed that 
businesses must inform HMRC online that 
they will be making an R&D claim within six 
months of the end of the accounting period to 
which the claim relates. 

Failure to notify could lead to disallowance 
of the R&D claims. However, businesses that 
have claimed R&D in one of the preceding 
three periods will not need to pre-notify. 

Overseas activities
From 1 April 2023, R&D tax relief will be 
restricted to activities undertaken in the UK 
with only a very limited scope for claiming 
any overseas activities.

UK companies that currently claim R&D 
costs paid to, for example, overseas group 
companies or overseas third parties may no 
longer be able to include these costs in their 
claims.

Externally provided workers
Also from 1 April 2023, payments to externally 
provided workers to carry out R&D will only 
qualify for relief to the extent that those 
workers’ earnings are taxed through the pay as 
you earn (PAYE) system. 

Cloud and data expenditure
Spending related to cloud computing and data 
can be included in R&D tax relief claims from  
1 April 2023 – a change that will be 
particularly beneficial for businesses working 
in the tech and media sectors.

For example, businesses that pay licence 
fees to rent cloud computer space or pay for 
data in the context of R&D will be able to 
incorporate these costs into their claims.

Cash refund cap
It is also worth remembering that the cash 
refund cap is now in effect for accounting 
periods beginning on or after 1 April 2021. 

From 1 April 2021 the amount of R&D tax 
credit that a business can receive was capped 
at £20,000 plus 300% of its total Pay as you 
Earn (PAYE) and National Insurance 
Contributions (NIC) liability for the period. 

However, a business is exempt from the 
cap if:

•  its employees are creating, preparing to 
create or managing intellectual property

•  it does not spend more than 15% of 
its qualifying R&D expenditure on 
subcontracting R&D to, or the provision of 
externally provided workers by, connected 
persons.

This change does not affect the 130% relief 
on qualifying annual R&D costs, just the 
amount which you can surrender for cash. So, 
if the cash refund is restricted, you can still 
carry forward the rest to claim as part of 
trading loss in future years.

New off-payroll working rules for certain 
private sector contracting companies have 
been in place since April 2021, but for the 
first 12 months businesses have benefitted 
from HMRC’s relaxed stance on penalties. 

Businesses affected by these changes 
should bear in mind that that ‘honeymoon 
period ‘is now over and HMRC is charging 
for any inaccuracies relating to the rules 
that have occurred from 6 April 2022 
onwards.

As you may be aware, these off-payroll 
working rules are designed to reduce tax 
avoidance by contractors who HMRC 
believe to be ‘disguised employees’.

It used to be the responsibility of 
contractors to assess their own employment 
status. However, since April 2021, for those 
operating via a personal services company 
(PSC), this burden switched to the ‘end user’ 
client – if the client is a qualifying medium 
or larger business. These size classifications 
are based on Companies Act definitions and 
should be checked annually.

For companies that are covered by the 
rules, compliance has been complicated by 
uncertainties around a clear definition of 
employment as opposed to self-
employment. Recent Court of Appeal cases 
have shown that even HMRC’s Check 
Employment Status for Tax (CEST) tool can 
be wrong in determining employment 
status.

Shipleys continues to advise clients on 
the off-payroll working rules and there is 
further guidance on this on our website at:  
https://tinyurl.com/28kwpn59

Businesses may need to rethink their strategies to accommodate 
changes to tax relief on research and development (R&D). Here’s a 
brief breakdown of what to look out for.
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tax breaks 

HMRC gets tough 
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mistakes

Shipshape Autumn 2022


