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15 February 2007 
 
 
Minister of Finance 
Minister of Revenue 
 
 

BTR tax credit design package: delivery mechanism 

Executive summary 

The government is considering targeted tax credits in three areas: R&D, export market 
development and training. 
 
This report: 
 

• explains the generic design of the credits, should the government proceed with 
their introduction; 

• explains the delivery mechanism for the credits that would be adopted; and 

• explains implementation of the delivery mechanism 

The credits are designed as income tax credits, determined in relation to eligible expenditure 
on R&D, market development and training.  The credit would reduce the tax liability of the 
claimant. 
 
Where it exceeds the tax liability, the tax credit would be refundable.  This means tax-exempt 
or tax-loss-making entities would receive the credits in cash.  There are two recommended 
limitations on refunds.  First, it is recommended that Inland Revenue have the power to 
withhold refunds if not satisfied with the eligibility of the claimant or the claim.  Second, it is 
recommended that refunds be applied to amounts payable by the person under an Inland 
Revenue Act before being paid out in cash.  These limitations are similar to the limitations on 
GST refunds.   
 
The tax credits would give rise to a credit in the imputation credit accounts of companies, 
which ensures shareholders can receive some of the benefits of tax credits when dividends are 
paid out.   
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The tax credits would reduce residual income tax and therefore reduce provisional tax 
payments, giving taxpayers the benefits of the credit close to the time of related eligible 
expenditure. 
 
The credits would be claimed by filing an income tax return or an equivalent return for a tax-
exempt entity, and by filing an additional document containing information essential for 
statistical, evaluation and audit purposes.  The additional document could only be filed 
electronically.  There would be a time limit of six to eighteen months for filing the additional 
document, depending on the balance date of the filer, with a further year to make adjustments.  
The recommended time limits are to avoid retrospective reclassification of past expenditure as 
eligible expenditure and are similar to those for an income tax return. 
 
Successful implementation of the tax credits in the early years is critical to their long-term 
sustainability.  Successful implementation requires certainty for taxpayers and good 
administration.  The policy work undertaken to date has aimed to provide the foundation for 
clear and stable legislation, which will give certainty.  The risks to clarity and good 
administration are increased when there is a short time within which to implement a policy.  If 
the credits were to be available in the 2008/09 year, early-balance-date taxpayers would be 
able to undertake an eligible activity as soon as October 2007. 
 
There are two main models for implementing the tax credit delivery mechanism, one of which 
would involve Inland Revenue taking responsibility for all aspects of delivery and the other of 
which would involve other agencies taking responsibility for some aspects in which they have 
expertise.  Because of time limitations, we recommend the option which involves Inland 
Revenue taking full responsibility for delivering all aspects of the credit.  In the longer term, 
however, the second option has some merit. 
 
As part of the implementation of the credits, we recommend that Inland Revenue provide 
educational material and a technical helpdesk to provide guidance to taxpayers, and bring in 
appropriate expertise in some areas to cope with the new credits.  This will require additional 
resources. 
 
We also recommend the introduction of a new set of determinations to determine eligibility 
for the R&D and export market development credits.  Inland Revenue would be able to 
recover all costs of producing these determinations, consistent with the treatment of rulings 
and The Income Tax (Determinations) Regulations 1987.   
 
Inland Revenue and the Treasury have different views about the degree of flexibility Inland 
Revenue should have in providing determinations in the early years of the implementation of 
the tax credit. 
 
Inland Revenue recommends that the Commissioner have the power to begin accepting 
applications for determinations only after he is satisfied that those applications can reasonably 
be processed.  Inland Revenue makes this recommendation because the availability of  
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determinations would create a risk of an unmanageable volume of determination applications 
early in the implementation phase, either because of many applications or because the 
required expertise would be occupied in other functions such as providing public guidance. 
  
The Treasury acknowledges Inland Revenue's concerns regarding the potential volume of 
applications and the ability of specialist resources to process these promptly. However, it is 
not possible to accurately predict whether such volumes will eventuate, or the precise nature 
of resulting pressures. The Treasury is therefore of the view that it is not necessary to 
determine the appropriate solution to any such problem at this point in time. Should 
unmanageable volumes arise, the Treasury recommends that the full range of options, and the 
associated trade-offs, be presented to joint Ministers for their consideration and approval. 
Trade-offs will include certainty for taxpayers, fiscal cost and timeliness. 
 
If the government decides to proceed with the credits, a design team will be established 
immediately to co-ordinate the implementation of tax credits.  This will require sufficient 
expertise and funding.  Some expertise – such as appropriate scientific expertise in the case of 
research and development credits – is expected to be difficult to obtain, and therefore costly.   
 
Inland Revenue is developing detailed resource requirements, including for the initial design 
work, to report to Ministers in time for inclusion in the Budget round. 

Recommended action 

It is recommended that you: 
 

(a) Agree to the form of the credit, being an income tax credit refundable in cash where 
the credit exceeds the tax liability. 

 
Agreed / Not agreed  Agreed / Not agreed 

 
(b) Agree that there be a time limit of six to eighteen months for filing the detailed 

document that accompanies a credit claim, a period of up to one year for amending it, 
and that the document may only be filed electronically. 

 
Agreed / Not agreed  Agreed / Not agreed 

 
(c) Agree that Inland Revenue have the power to withhold refunds if it is not satisfied 

with the eligibility of the claimant or the claim, and that refunds must be first applied 
to other amounts payable under Inland Revenue acts before being paid in cash. 

 
Agreed / Not agreed  Agreed / Not agreed 
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(d) Agree that taxpayers will receive a credit equal to the amount of the tax credit to an 
Imputation Credit Account or Māori Authority Credit Account, to prevent the credit 
being fully clawed back by the government on distribution to shareholders. 

 
Agreed / Not agreed  Agreed / Not agreed 
 
(e) Agree that taxpayers be able to apply for a determination of eligibility of an activity 

for a research and development or market development tax credit. 
 

Agreed / Not agreed  Agreed / Not agreed 
 

(f) Agree that Inland Revenue be able to recover the cost of making determinations from 
applicants, consistent with the treatment of binding rulings and The Income Tax 
(Determinations) Regulations 1987. 

 
Agreed / Not agreed  Agreed / Not agreed 

 
(g) Note Inland Revenue has concerns regarding its capability to process determinations 

in the event of a large volume of applications immediately following enactment of tax 
credits, because of the short time period before implementation and the commitment 
of the necessary expertise (such as scientific expertise) to other valuable roles such as 
providing public guidance. 

 
Noted Noted 
 
(h) Agree  

 
Either: that the legislation will allow Inland Revenue to delay the availability of 
determinations until the Commissioner is satisfied that applications for determinations 
will reasonably be able to be processed (Inland Revenue preferred option). 
 

Agreed / Not agreed  Agreed / Not agreed 
 
Or: that in the circumstances indicated in (g) the legislation will provide, subject to 
joint Minister approval, the flexibility to delay or decline determinations (Treasury 
preferred option)  

 
Agreed / Not agreed  Agreed / Not agreed 

 
(i) Agree that Inland Revenue will have responsibility, in the short term, for all aspects of 

implementation of the tax credits, because the short time available makes this the less 
risky option. 

 
Agreed / Not agreed  Agreed / Not agreed 
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(j) Note that the keys to successful delivery of the tax credit are the provision of certainty 
to taxpayers and good administration, especially in the early years of the credit.   

 
      Noted Noted 
 
  

(k) Note that if the government decides to proceed with the tax credits, a design team 
needs to be established immediately if there is to be certainty for taxpayers and good 
administration, and that this team will quickly require additional resources, probably 
including overseas technical expertise. 

 
      Noted Noted 
 
 

(l) Note that Inland Revenue is developing detailed resource requirements, including for 
the initial design work, to report to Ministers in time for inclusion in the Budget 
round. 

 
       Noted  Noted 
 
 
 
 
 
 
 
[information deleted in order to protect the privacy Keith Taylor 
of natural persons, including deceased people] Policy Manager, Inland Revenue 
for Secretary to the Treasury     
 
 
 
 
 
Hon Dr Michael Cullen Hon Peter Dunne 
Minister of Finance Minister of Revenue 
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Background 

 
1. This report: 
 

• explains the generic design of the tax credits under consideration for spending on 
R&D, export market development and skills training and how taxpayers would 
claim them; 

• identifies the key requirements for a successful implementation of the tax credits; 

• explains the tax credit delivery mechanism Inland Revenue proposes to implement 
if the tax credits proceed, including the general model used and some details of the 
mechanism; and 

• explains the process for implementing the tax credit delivery mechanism if the tax 
credits proceed. 

2. It is one of five reports that seek decisions on the detailed design of the targeted tax 
credits, should the government proceed with their introduction. 

Generic design of the credits and claiming the credits 

Design criteria 

3. The Business Tax Review discussion document identified four ideal criteria for the 
generic design of a tax credit: 
 

• It should be available to entities with only tax-exempt income. 

• It should be available to entities in a tax-loss position. 

• The credits should not be clawed back when distributed as dividends. 

• The credits should not be clawed back by overseas tax authorities when paid to 
overseas owners of New Zealand companies. 

4. In designing the credits, officials made a number of trade-offs between theoretical 
efficiency and practical concerns about compliance costs.  Nevertheless, the recommended 
design substantially satisfies the first two of these criteria, and partly satisfies the third.  It has 
not been practical to satisfy the fourth criterion with an income tax credit.   
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Design 

5. The credits under discussion are first and foremost income tax credits.  A taxpayer 
claiming credit would work out the liability for tax in the normal way, then subtract the 
amount of the credit.   
 
6. Where the amount of credit exceeds the tax liability the balance would be refundable in 
cash, subject to the Commissioner’s satisfaction with the claim and subject to the requirement 
that the refund first be applied to any amounts payable under Inland Revenue Acts.  The 
recommended treatment of refunds is similar to the current treatment of GST refunds. 
 
7. The amount of credit claimable would be determined in relation to the amount of 
eligible expenditure undertaken by the taxpayer and that taxpayer’s eligibility for the credit.  
The eligibility criteria vary according to the particular credit and are explained in other 
reports.   
 
8. For companies with imputation credit accounts or Māori Authority Credit Accounts, we 
recommend a deemed credit to the account for the full amount of the tax credit, as if the credit 
were an amount of tax paid.  This is to prevent the credit being fully “clawed back” on 
distribution.  Where some or all of the credit subsequently refunded in cash, there would be a 
debit to the account just as for a refund of income tax.   
 
Example:   
 
Company “A” started business in the current year. “A” has assessable income for the year of 
$100,000 and deductions of $99,000.  $30,000 of deductible expenditure is eligible for a 15% 
research and development tax credit.   
 
The company’s taxable income is $1,000 and its tax liability (with a 33% tax rate) is $330.  It 
has a research and development tax credit of $4,500 ($30,000 x 15%).  It uses the first $330 of 
the credit to satisfy its income tax liability.  The remaining $4,170 of the credit is refunded in 
cash.   
 
When the tax credit first arises there is a credit to the company’s imputation credit account of 
$4,500.  When the refund is subsequently paid, there is a debit of $4,170 to its imputation 
credit account.  The final credit balance in the account is $330. 
 
9. The tax credit will reduce residual income tax, which will reduce provisional tax 
liability, allowing taxpayers to receive the benefit of the credit closer to the point of the 
related eligible expenditure.  This reduction will be immediate for people who estimate 
provisional tax, but delayed for people who use the “uplift” method for calculating 
provisional tax. 
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10. Most of the normal penalties and interest rules are intended to apply to tax credits as if 
they were amounts of tax. 

Claiming the credits 

11. We recommend that a claim of tax credits require a tax return to be filed, as well as an 
additional supporting document providing information essential for statistical, evaluation and 
audit purposes.   
 
12. For a taxpayer who files an income tax return, the tax return would be the standard 
annual income tax return.  For a taxpayer who does not file an income tax return – such as an 
entity with only exempt income – the tax return would be a new return (in a form to be 
prescribed).   
 
13. The second document would record detailed information for administrative, evaluative 
and statistical purposes.  If a person is part of a group of associated persons for the purposes 
of the credit, the document will be filed by the group. (See the accompanying report on tax 
credit caps for information about grouping.)  The document must be filed electronically to 
reduce processing costs and to permit more information to be captured. 
 
14. We recommend taxpayers have between six and eighteen months to file the document, 
depending on their balance date.  This is the same maximum length of time allowed for 
income tax returns for taxpayers with agents. 
 
15. We also recommend allowing taxpayers twelve months to amend the document, 
following the last date for initial filing.  This time limit is intended to give enough time to 
prepare the relevant information, but discourage retrospective reclassification of expenditure 
as eligible for tax credits.  Retrospective reclassification, or “grave-digging”, has been a 
problem in Canada and Australia. 

Keys to successful implementation 

16. We have discussed the implementation of targeted tax credits with tax administrators 
and tax professionals in other jurisdictions.  Those discussions indicate that a successful 
implementation requires, from the outset: 
 

• certainty for taxpayers; and  

• good administration. 

 
17. Uncertainty for taxpayers or administrative shortcomings, especially if they occur early 
in the introduction of credits, can lead to significant problems.   
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18. In the short term, these problems can include low use of the credits, abuse of the credits, 
criticism from potential recipients about uncertainty, and instability of the tax base.   
 
19. In the longer term, early problems can lead to potentially disruptive changes to the 
legislation and a long period of recipient dissatisfaction.  The overseas experience is that the 
cost of such changes, both for taxpayers and the Crown, can be high. 
 
20. The primary source of certainty for taxpayers is clear and stable legislation.  The 
primary focus of the work underlying the issues papers, and policy development work since 
those papers were released, has been to provide the foundations for clear and stable 
legislation. 
 
21. Potential credit claimants will also look for additional certainty from Inland Revenue.  
For this reason, clear internal and external guidelines about each step of the administrative 
process will be necessary.   
 
22. The risks associated with the introduction of tax credits are higher where there is a short 
preparation period, because there will be less time to draft legislation, put in place 
administrative capability and prepare guidelines.  If the credits were introduced in time to 
apply in the 2008/09 income year, it is likely that taxpayers would be starting to seek 
guidance about them as soon as the introduction of a tax bill in May 2007.  Some taxpayers 
with early balance dates could be undertaking an eligible activity from October 2007. 

Choice of implementation model 

23. There are two practical models for implementation of the tax credit.  At an earlier stage, 
Ministers ruled out a third model involving compulsory pre-approval for tax credits because 
of concerns about compliance costs.  The two models are: 
 

• Tax-administration centred model: Inland Revenue administers the tax credits.  
Inland Revenue could draw on the support of other government departments or 
outside parties by negotiation between the relevant parties, but would be 
accountable for providing education, advice, determinations, auditing, dispute 
resolution and litigation in relation to each credit. 

 
• Shared delivery model: Inland Revenue would administer most aspects of the tax 

credits, but other government departments or independent third parties would 
make final and binding decisions on the eligibility of an activity for credits.  For 
example, NZTE might make decisions about the eligibility of an activity for 
market development credits, and MoRST or FoRST might make binding decisions 
about whether an activity is research and development for the purposes of the 
credit.   
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24. The tax-administration centred model has similarities to the model employed for 
administering R&D credits in Canada.  There, the taxation authority has a dedicated in-house 
team of scientists and auditors to administer all aspects of the credits.   
 
25. The shared delivery model has similarities to the Australian model for R&D tax 
incentives.  In Australia, a private sector board exists to determine whether or not an activity 
is R&D for the purposes of the tax incentive, and this determination is binding on the 
Australian Tax Office. 
 
26. The appendix contains more detail about overseas administrative arrangements. 
 
27. The choice of model is affected by the need to provide clear guidelines and operational 
capability within a period of just a few months.  Because of time limitations, the tax-
administration centred model, in which Inland Revenue has more accountability, has 
less delivery risk in the short term and is recommended.  Over the longer term, the shared 
delivery model would allow government organisations with specialist skills to take 
responsibility for areas consistent with their own expertise, and might have merit for this 
reason. 

Implementation mechanism details 

28. The new system for delivering the proposed tax credits will be required to: 
 

• provide guidance to taxpayers, including in response to enquiries; 

• provide determinations; 

• process claims for credits; 

• provide for an appeals/disputes process; 

• litigate where necessary; and 

• provide for periodic reviews of definitions, criteria and processes. 

 
29. In addition, the new system will need to administer a list of Listed Research Providers, 
which are described in more detail in the R&D tax credit report. 
 
30. Accomplishing these tasks will require organisational and legislative changes.  In the 
section of this report, we seek your agreement about a major legislative change – providing a 
new class of determinations.  We describe Inland Revenue’s overall approach to managing the 
required organisational change in the section Process for implementing the delivery 
mechanism.   
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Providing determinations 

31. To provide greater certainty for taxpayers, we recommend they be allowed to request a 
determination about the eligibility of an activity for the R&D or market development tax 
credits.  A new class of determinations would be legislated to allow this.  Determinations 
would not be allowed in relation to skills tax credits because the eligibility criteria are very 
clear in that case. 
 
32. Determinations are the preferred mechanism for obtaining additional certainty, because 
eligibility of an activity for a tax credit is typically a matter of fact.  Rulings can be made only 
about matters of law, not matters of fact. 
 
33. We expect it would be feasible to offer these new determinations once the tax credits 
were well established.  On the basis of the Australian experience, once the tax incentive is 
well established the number of determinations could be relatively low – fewer than 100 per 
year.   
 
34. It might be less practical, however, to provide the determinations during the early years 
of the credits.  At that time, there would be a higher risk of being overwhelmed by many 
applications from taxpayers unfamiliar with the tax credit rules.  Also at that time, some of the 
required technical expertise would be tied up producing public educational material. 
 
35. We recognise the importance of obtaining certainty, and this is why determinations 
should be legislated for.  However, because of the possibility of an unmanageable volume of 
determination applications in the early years following enactment of the credits, Inland 
Revenue would like some flexibility to delay or decline applications without having to go 
through the lengthy process of introducing new legislation.   
 
36. Inland Revenue and The Treasury have different views about the degree of flexibility 
Inland Revenue should have in providing determinations in the early years of the 
implementation of the tax credits. 
 
37. Inland Revenue recommends that this flexibility take the form of a power to introduce 
determinations only when the Commissioner is satisfied that applications will be able to be 
reasonably processed.   
 
38. Treasury recommends that the flexibility instead take the form of a power, to be used 
only with ministerial approval, to delay or decline applications once the volume becomes 
unmanageable. 
 
39. Both departments recommend that Inland Revenue be allowed to recover the costs of 
producing the determination.  This will discourage frivolous applications and further limit the 
risk of the determinations system being overwhelmed.  Recovering the cost of a determination 
is consistent with the treatment of binding rulings and The Income Tax (Determinations) 
Regulations 1987. 
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Process for implementing the delivery mechanism 

Design team 

40. To effectively implement the mechanism by October 2007, when the first potential 
claimants may be eligible, a design team will need to be quickly established.  A project 
manager has already been appointment for this purpose.  Inland Revenue would lead the team, 
with other members of the team potentially coming from FoRST and MoRST (research and 
development), MFAT, MED and NZTE (market development), and MoE and NZQA 
(training). 

Recruitment of specialist skills 

41. The design team would be required to implement comprehensive early guidance about 
the tax credits.  This will require appropriate funding and technical expertise.  Recruitment or 
contracting-in of experts will need to begin quickly, which could increase costs. 
 
42. Providing guidance on the R&D tax credit is likely to pose particular problems.  
Guidance in this area requires a combination of scientific, legal and tax expertise.  There is a 
real risk that the required combination of expertise does not exist in New Zealand and will 
need to be attracted from overseas, with reliance being placed on Australia and other 
jurisdictions with experience in this area.  For example, the Australians have significantly 
more experience than New Zealanders in deciding what an “appreciable element of novelty” 
is for the purposes of eligibility for research and development incentives.   
 
43. Providing guidance on the market development and skills tax credits is less likely to 
need offshore expertise, but will still require additional resources. 
 
44. The technical expertise in the design team will be required for a considerable period to 
provide consistency across pre-implementation and post-implementation phases of the 
project. 

Funding 

45. Inland Revenue is developing detailed resource requirements, including for the initial 
design work, to report to Ministers in time for inclusion in the Budget round. 
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Consultation 

46. There has not been a full consultation process with MoRST and FRST on their 
provision of advice on what constitutes R&D activity.  However, MoRST has been advised of 
Inland Revenue’s deliberations about the issue and has proposed three options for full 
consultation: 
 
• A fully IRD-administered delivery mechanism, with FRST only providing supporting 

expertise to IRD project teams.  

•  A largely IRD-administered delivery mechanism, but with FRST determining which 
activities constitute R&D in any audit process. 

• Possibly in conjunction with the second option, a largely IRD-administered delivery 
mechanism, but with FRST undertaking some of the initial promotional and advisory 
activity.  This would enable FRST to make enquirers aware of other R&D assistance, 
particularly in the case where an activity is unlikely to qualify for tax credits.   

47. MoRST agrees in principle that a role for FRST is logically consistent and 
complementary to its role of delivering discretionary grants. FRST, MoRST and IRD will do 
further work to establish exactly what this role should be before seeking approval from 
relevant Ministers.   
 
48. Submissions on the Business Tax Review discussion document indicated that: 
 
•  Any system implemented should be clear and simple to understand, and easy and cost-

effective to comply with.  

• The incentive should be embedded in the tax system rather than a separate application 
process. 

• It should accommodate companies in different stages of development – for example, 
those making losses.  

• Reliance on selective auditing was generally preferred but some thought that pre-
approval could be an option for those entities requiring added certainty.     

49. We agree with these submissions, and they are reflected in the design of credit and the 
implementation mechanism. 
 
50. A submission on the R&D tax credit issues paper argued that the tax credit should not 
be received through a reduction of an income tax liability, but rather as “cash credit”, which 
amounts, in our view, to a straight cash payment.  It was argued that a credit of tax would 
skew incentives within large companies where the individual business unit undertaking the  
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eligible activity may not be aware of the company’s tax liability.  It was also argued that a 
straight cash payment would satisfy all of the criteria for an ideal credit in the Business Tax 
Review discussion document.  Finally, it was argued that if the credits were a credit of income 
tax, this would probably require disclosure in financial statements, revealing confidential 
information.   
 
51. We might argue with some of the statements made in the submission, but that would 
miss the point.  Our main concern with the submission is that Ministers have expressed a 
strong preference for an income tax credit, and a “cash credit” is not an income tax credit.   
 
52. Another submission on the R&D tax credit issues paper argued that the suggested 
income tax credit “just pushes the tax liability from the corporate to the shareholder”.   
 
53. We acknowledge that without an adjustment to the imputation rules, some or all of the 
tax credit would be “clawed back” on payment of dividends to shareholders.  We are therefore 
recommending an adjustment to the imputation rules to deem a credit to the imputation credit 
account of a company when a tax credit is received.  This reduces the “claw-back” of the 
credit on payment of dividends. 
 
54. We have also met recently with a range of businesses.   One message received from this 
consultation was that businesses should be able to make claims more frequently than 
annually, to assist in smoothing cashflows.  The short time available for implementation of 
the credits, and the technical difficulty of allowing claims of an income tax credit more 
frequently than annually, mean that this is an option we do not think is feasible at this stage. 
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Appendix – overseas models 

Canada 

Canada has provided R&D tax credits in various forms for over thirty years.  The Canadian 
Revenue Agency (CRA) has specifically hired technical staff as part of a dedicated R&D unit 
within the CRA so that they can provide advice on all aspects of the credits, including (non-
binding) pre-advice on eligibility.  This unit also handles the tax credit claims and undertakes 
the audits.  It is therefore a “one-stop” shop.    
 
Although the legislation enables the CRA to seek the advice of Industry Canada and the 
National Research Council, this is done with regard to general issues only and not on specific 
customer files.  
 
Previously, the CRA had contracted technical consultants while conducting an audit of a 
company but it concluded that more technical resources were needed earlier in the process to 
assist compliance and reduce the number of disputes.   
 
The new system seems to be working well, with the annual number of objections having been 
reduced from 1700 in 1998 to 200 currently.    

Australia 

In contrast, Australia splits delivery responsibilities.  The Industry Research and Development 
Board (supported by AusIndustry) is the Australian government’s agency for delivering 
products, services and information that support industry, research and innovation.  Expertise 
in both the Board and AusIndustry is used to make determinations, provide advice and 
undertake audits on whether an activity is eligible R&D activity.   
 
Businesses intending to claim the R&D tax concession are required to register annually with 
the Board although registration is not the same as pre-approval and does not imply that 
activities are eligible.  Businesses are still expected to self-assess whether their activities are 
eligible, although they can gain some certainty through a process of “advance registration” 
which is additional to the standard registration. The Board audits around 10 percent of 
registrations, based on a risk assessment. 
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The ATO’s role is to provide advice and undertake audit activity of R&D expenditure 
(questions of whether the expenditure qualifies; whether the amount being claimed 
reasonable; and whether an entity qualifies).   It can request that the Board certify whether a 
particular business’s activities are R&D activities.    
 
This model has applied since the credit was first provided, in the late 1980s.  The private 
sector is generally positive about the way that the split of responsibilities and the system as a 
whole have been working.   

United Kingdom 

The UK R&D tax credit system, which has been in place in various forms since 2000, has no 
pre-checking process and instead relies on self-assessment in conjunction with the normal 
audit procedures of Her Majesty’s Revenue and Customs (HMRC).  A claim is made as part 
of the income tax return.  Unlike the Canadians, the HMRC has not specifically hired 
scientists and instead has trained a number of its staff on the various aspects of R&D claims.  
It intends, however, to set up specialist R&D centres that will deal only with R&D claims.    
 
The R&D definition is derived from Trade and Industry guidelines, which in turn are mainly 
based on accounting standards.  As a result, external accountants and advisers are for 
businesses a key source of information about the R&D tax credit.  The determination of 
whether projects and activities are R&D in nature is undertaken by the business claiming the 
R&D, on the assumption that the professional working on the activity should have a 
reasonable grasp of the state of knowledge within his or her particular field.  The business is 
expected to take reasonable steps to ensure the work is novel and that it can produce evidence 
of this, should it be required to do so.  
 
When a claim is made, it is subject to a risk assessment by HMRC to determine whether an 
enquiry should be opened into the return.  To assist in this consideration, HMRC encourages 
businesses to submit high-level information showing why they consider the projects fall 
within the definition for tax purposes, a summary of the costs incurred on R&D and how the 
figures in the return were arrived at.  This is not, however, a legal requirement.   
 
The UK R&D tax credit system is seen as best practice within Europe.  In a qualitative survey 
undertaken in 2005 of nearly 1,000 companies performing R&D in the UK, around 75 percent 
of claimants considered the claims process to be relatively simple.  



 

 

 


