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When the heat is on,
you need a cool head

Past experience tells us that the
companies to emerge first from
a downturn and take a lead over
the competition are those that
have concentrated on business
fundamentals and have a clear
strategy.

Faced with today’s uncertainty, how are we
to bring order out of chaos?

First, we must regain control. We must
manage those things that we have control
over, and minimise the risks and impact of
those we do not. Detailed planning, careful
monitoring and speedy action will help us
through challenging times ahead.
Controlling quality, staffing levels, working

patterns and relationships will reap rewards.

The fundamental problem for the
economy is a lack of credit, so managing
working capital will be crucial in 2009.
However, this is one area where we are
largely dependent on the trading style
and demands of our main suppliers and
customers. Building a sound relationship

with both, so that favours can be called in,
will help. However, it also means taking
advantage of what is on offer in the system.

In this Insight we outline opportunities
that could help you bridge the funding gap
created by a lack of direct bank finance and
lower cash inflows from customers. We look
at R&D tax credits, government-backed
funding, the enterprise investment scheme
and grant funding from the South East
Economic Development Agency.

The recession will open up new
opportunities either to partner with or
acquire other businesses, to hire talented
staff or to win contracts from weaker
competitors. We must work towards the
best, but anticipate the worst in 2009, and
our team of specialists is available to work
with you through this.

If you would like to discuss any of the
articles in this issue or, indeed, any other

matter, please do not hesitate to contact us.

Malcolm Lucas, Partner
Head of Technology
mlucas@menzies.co.uk
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“The recession will open up new
opportunities either to partner
with or acquire other businesses,
to hire talented staff or to win
contracts from weaker competitors.

”n

In this issue

R&D tax relief
just got better

Make the most of
government-backed loans

Enterprise investment
scheme and grant finance
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R&D tax relief: a good scheme

that just got better

The research and development
enhanced tax relief scheme

was introduced in the Finance
Act 2000. Its purpose was to
encourage greater R&D spending
and to promote greater
investment in innovation.

According to HM Revenue & Customs,
there were 22,000 claims for R&D tax credits
between April 2000 and April 2006, and
almost £1.8 billion of support was claimed.
There can be little doubt that it has provided
a significant boost to many companies. The
good news is that this good scheme just got
even better.

Under the scheme, companies could
claim enhanced tax relief on qualifying R&D
expenditure. Originally, large companies
could claim 125% of their qualifying
expenditure, and small and medium-sized
companies (SMEs) could claim 150%.

But in 2007, the government announced
that it would be making improvements to
the system for R&D tax credits, and on 1

Loss-making SMEs
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Definition of SME extended

Pre 1 August 2008 | Post 1 August 2008 L iy,
Employees less than 250 500 g
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This means that many more companies who previously failed the definition
will now be eligible for the higher rates of relief and the R&D tax credit.

April 2008 the amount available under the
large company scheme went up from 125%
to 130%. The SME scheme is notified state
aid, so the proposed increase required
approval from the European Commission.
That was given, and on 1 August 2008 the
rate went up from 150% to 175%.

Additional benefits

The improvements do not stop there. The
government has also doubled the financial
limits that it uses to define a business as an
SME. So, many more companies are now
eligible for the scheme (see Table 1, above).

TABLE 2

An additional benefit of the scheme is that SMEs in a loss-making position can
surrender all or part of their R&D losses for a cash tax credit against PAYE national

insurance contributions paid in the year.

However, the amount that can be claimed has gone down from 16% to 14% of eligible
R&D expenses, and although this is offset by the increase in R&D allowance, the effective
rebate only goes up from £24.00 to £24.50 for every £100 of actual R&D spend.

Pre 1 Aug 2008

R&D actual spend £100.00
R&D uplifted deduction £150.00
Tax credit claim £24.00

Post 1 Aug 2008

£100.00
£175.00
£24.50

Loss-making SMEs will need to carefully consider whether to carry forward their losses
and set them off against future taxable profits, or whether to cash in now for a tax
credit. The best course of action will depend on individual circumstances, and
professional advice may be necessary.
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This is great news for anyone involved in
R&D as this already generous relief has now
become available to many more companies.
The increases in the rates will be particularly
advantageous if you claim under the large
company scheme, or are tax paying and
claim under the SME scheme. SMEs that
are in a loss-making position are still better
off under the revised rates, but not quite
so significantly (see Table 2, below left).

Highly innovative companies often
struggle with irregular cash flows,
particularly in the early years of their
development. Given the financial constraints
that companies are facing, now is an ideal
time to review activities and re-assess
whether any projects could meet the
definition of R&D for tax relief purposes.

Despite its clear benefits, a considerable
number of companies are still not claiming
the relief they are entitled to. One possible
reason is that people could be being put
off by the process, however professional
advisers can help with identifying what
expenses are eligible, submitting claims
and dealing with the specialist R&D units
at HM Revenue & Customs to push the
claim through successfully.

Our corporation tax team has submitted
many claims on behalf of clients and
has found this tax credit system to be
extremely valuable, particularly for
technology businesses.






