
UK Tax Breaks 
for Innovative 
Businesses
Businesses locating in the UK from overseas 

find an economy which is “open for business”. 

They have access to the one of the biggest 

financial services sectors in Europe; a skilled 

workforce; world-class universities and good 

communication links with Europe and beyond.
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The World Bank survey found the time to set up  
a business in the UK is less than half the European 
average, it ranks number one in Europe and sixth 
in the world. It also has one of the most flexible 
workforces in the developed world.

Government policy is specifically aimed at  
attracting and incentivising inward investment  
and this is reflected in its tax regime; one of  
the most competitive amongst the G20. 
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Corporation tax reduced to 20% from April 2015;  
expected to be the lowest in the G8
From April 2013, the rate of UK corporation tax is 23%. This 
will be reduced to 21% in April 2014 before being cut further to 
20% from April 2015. By then, the UK should have the lowest in 
corporation tax rate in the G8.

Capital expenditure
The UK also has an extensive range of capital allowances that 
allow the costs of capital assets to be written off against  
taxable profits.

Tax relief for Intellectual Property
The UK tax regime strongly encourages entrepreneurial activity 
and innovation and supports high-tech companies. There is a 
generous tax deduction for expenditure on intangible assets such 
as patents, knowhow and goodwill. 

Patent Box
The “Patent Box” tax regime became effective on 
1 April 2013 to encourage companies to locate 
the development, manufacture and exploitation 
of patents in the UK. The regime offers a 10% 
corporation tax rate on profits generated from 
patents or similarly protected innovations. 
Income from existing patents will be included as 
well as from new patents The benefit cannot be 
claimed until the patent is granted: but once it is 
the benefit can be backdated to the date the patent 
application was made. 

The patent must be registered in the UK or Europe but the tax 
breaks apply to worldwide income that gets taxed in the UK. 
Companies can benefit where they have rights to IP owned by 
others (e.g. overseas group companies) but careful structuring is 
required to achieve this.

A great place for corporate HQ
The majority of UK-based companies benefit from an exemption 
from corporation tax on any foreign dividends that they receive 
and there is no withholding tax on dividends they pay out. 

UK trading companies can normally sell subsidiaries and some 
other share investments without paying tax . 

Employers pay lower social security contributions  
in the UK than in most other European countries
The rate for employers’ “National Insurance Contributions” (NIC) 
on the earnings of each individual employee (earning over £148 
per week) is 13.8 per cent. NIC holidays can apply for small 
start-up businesses. 

R&D tax credits
R&D tax credits are available for corporations investing in research 
and development. The incentives have been in place since 2000 
and recent figures show that the volume and value of claims 
continue to rocket; reaching circa £1.2 billion per annum in 2012. 

There are two R&D tax credit systems in the UK; those for 
small and medium sized entities (SMEs) and those for larger 
companies.

•  SMEs: In addition to the normal 100 per cent deduction,  
SMEs are entitled to a further deduction from their taxable 
income of 125 per cent of their current spending on qualifying 
R&D. A tax saving of up to £2,875 for every £10,000 spent on 
eligible R&D. Companies which don’t yet pay UK corporation 
tax can claim 24.5% of their eligible spend as a cash  
back incentive.

•  Large corporations: From 1 April 2013 a new scheme has 
been introduced for larger companies, increasing the 

amount payable and allowing refunds against payroll 
taxes for those companies who do not yet pay 

UK corporation tax. Up to 10% of eligible R&D 
expenditure can now be claimed by way of a 
quasi-grant. 

The European Union
Being part of the European Union (EU) means 

that businesses located in the UK have the 
benefit of being able to sell intra-community 

without necessarily incurring custom duties or VAT. 
Withholding taxes on dividends, interest and royalties 

normally don’t apply within the EU.

Tax treaty network
The UK has the largest network of treaties for the avoidance of 
double taxation globally, reflecting its importance as a trading 
nation and allowing businesses to optimise their tax strategy.

Other support 
In addition to tax incentives businesses based in the UK are able 
to access a wide range of discretionary grants and incentives 
from the devolved government agencies, local development 
agencies and local business support organizations. If locating in 
Science Vale (which includes Milton Park) the following incentives 
additionally apply as the area is denoted as an Enterprise Zone:

- simplified planning regime

-  a reduction on business rates of £275,000 per company over 
a 5 year period

- superfast broadband

- business support
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