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Tax incentives for Innovative companies 
 

The Patent Box – an attractive 10% rate of corporation tax for profits from 
patents   
 

Overview and key benefits 

The UK patent box is a tax incentive from the UK Government (in addition to R&D tax relief) to encourage 
companies to capitalise on their technological innovations. 
 
The patent box entitles a company to a reduced rate of corporation tax (10%) on the profits it earns from the 
exploitation of either UK or European patents (or similar intellectual property rights) owned by the company. 
This is especially attractive with current corporation tax rates for all other forms of profit at 19% (rising to 
25% from April 2023).  

 
Whilst the patent box has been around for a while, its latest format became mandatory for all companies 
from 1 July 2021.   

 
The calculation of the patent box amount is not necessarily straightforward. There are many rules to 
consider, so it is important to get the strategy right from the start. 
 
Key features 

All worldwide sales or licence income (and hence profits) derived from a UK- or EU-patent (or exclusive  
 patent rights) may be included in the patent box. However, there are a number of steps and conditions to 
satisfy to arrive at the patent box figure on which the lower rate of tax may be applied. 
 
A company may elect into the patent box up to two years after the company year end. It is important to plan 
the company’s timing of entry into the patent box. Once elected in: 
 

 all your company’s patented products must be included (ie you cannot bring in the profitable and leave 
out the loss-making elements). 

 the company will automatically remain in the box. If it decides to come out it cannot reenter for a period 
of five years. 
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Key conditions 

 

 The company must own either the exclusive rights to a UK or EU patent. 
 The company must have made a significant contribution to the creation of the patented 

invention or item incorporating the invention (as demonstrated through undertaking 
qualifying R&D). 

 
The calculation 

 
 There is a 4 step calculation to identify the profits that go into the box: 

o Step 1: Allocate all taxable profits to either a patent box or non-patent box stream(s). A 
patent box stream may be by patent, product, product suite and so on. There may be 
several streams depending on the number of products and patents. 

 
o Step 2: Reduce the patent box profit for each stream by an element of normal profit 

(known as the routine return deduction). 
 

o Step 3: Further reduce this by an amount that relates to brand (rather than the       
innovation itself) known as the Marketing Asset Return. 

 
o Step 4: Multiply what came out of Step 3 for each patent box stream by the R&D fraction. 

The R&D fraction is 
the lesser of 1 and (D+S1) x 1.3 

D+S1+S2+ A 
 

D = Qualifying expenditure on relevant R&D undertaken in-house 

S1 = Qualifying expenditure on relevant R&D subcontracted to third parties 

S2 = Qualifying expenditure on relevant R&D subcontracted to connected parties A = Qualifying 
expenditure on acquisition of relevant qualifying IP rights 

 
Final step – add together all the amounts for all the patent box streams coming out of Step 4 and 
that is the patent box profit to which the lower rate of corporation tax will apply. 
 
 

Points to consider  

 If R&D is conducted by a connected party (e.g. a fellow subsidiary) this may reduce the amount of 
benefit from patent box. Careful attention needs to be paid to the definitions of in house and 
subcontracted expenditure and who performs the relevant R&D. 

 Companies will need to think about how to link their relevant R&D expenditure to the patents in the 
box.  

 The R&D fraction is based on cumulative data (for up to 20 years) going back as early as 1 July 2016 
so it is important to consider longer term implications for how R&D is undertaken. 

 Companies acquiring IP may need to consider the impact on the R&D fraction – specific exemptions 
exist in certain circumstances. 
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How we can help 

 
Our tax advisers and accountants have assisted many of our clients with getting into the patent box, by 
identifying what can go into the box, preparing the supporting documents and undertaking the calculations.   
 
Patent box elections often go hand in hand with claims for R&D tax relief (indeed the patent box calculation 
requires the company to track its R&D and trace it to the patent). Our tax team has a strong track record in 
delivering on both R&D tax relief claims and patent box elections. The team includes science graduates 
who are familiar with scientific and technological processes and terminology and who have written articles 
on the patent box.  
 
As a firm of chartered accountants and tax advisers we also understand the accounting and audit context 
of the patent box, its interaction with R&D tax relief and the wider international context of intellectual 
property ownership. We also have good working relationships with the relevant HMRC departments and are 
in regular contact with HMRC specialists to ensure our clients benefit from the most up-to- date knowledge. 

 
Please contact your usual James Cowper Kreston contact or email msavory@jamescowper.co.uk if you would 
like to know more about the patent box. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This factsheet has been carefully prepared, but it has been written in general terms and should be seen as broad guidance only. The 
factsheet cannot be relied upon to cover specific situations and you should not act or refrain from acting upon the information contained 
therein. Please contact James Cowper Kreston to discuss these matters in the context of your circumstances. 


