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This report sets out my opinion on the feasibility of a scheme similar to the R&D Tax Credit scheme (www.hmrc.gov.uk/randd/) in meeting the objective of enhancing undergraduate engineering education.  I also offer any further recommendations beyond this scheme which might be suited to these objectives.

How the Scheme Could be Structured to Maximise its Effect 

Brief Outline of Current R&D Tax Credit Scheme

The current R&D tax scheme seeks to incentivise companies to increase expenditure on areas which achieve an advance in science or technology.  For companies which are loss-making, a repayable tax credit is receivable, whilst for companies which are in a tax-paying situation a corresponding credit is applied against the tax liability.  Once all the calculations have been applied, the value of the tax credit for small and medium sized companies is £24.50 for every £100 of qualifying expenditure.

Preparing a claim for the R&D scheme does require specific work to be undertaken but the burden upon the company is small particularly when considered in light of the potential rewards.

Surprisingly one of the greatest barriers to the R&D scheme has been in informing qualifying companies of the criteria for a claim.  There are many instances of companies who would qualify for this tax incentive but are unaware of their suitability.

How This Could Be Applied to a New Scheme
The incentive under the R&D scheme is generated via enhancing tax relief on expenditure.  It could therefore in theory be extended to cover any other area, simply by altering the definition of qualifying expenditure.  This would be done under a new scheme and there has been a precedent set for this already – the Vaccines Research Relief (VRR).  This tax relief is almost identical to the R&D tax relief credit except in the type of qualifying expenditure.  Expenditure does not have to be on areas which achieve an advance in science or technology (and therefore subject to the detailed requirements of R&D credits) but instead needs to be on the research and development into vaccine and medicines for the prevention and treatment of certain diseases.  Before August 2008, contributions made to a charity, university or scientific research organisation would also qualify.

Critically, the VRR scheme can be combined with R&D tax credits in areas which qualify for both.  Any new scheme would be disadvantaged if it failed to offer this as companies would have a disincentive to integrate with universities in projects which currently qualify for R&D.  Permitting the two schemes to be combined would have the benefit of encouraging companies to integrate the university with their most cutting-edge projects. 

Types of Qualifying Expenditure
Determining what expenditure would qualify is of importance as many past schemes have resulted in companies "playing the system".  It is always worth questioning whether in providing an incentive for expenditure in one area, whether a disincentive is being created elsewhere and what negative effect this could have.

In August 2009, I was made aware of a client of my firm who currently employ a seconded member of staff, already with the assistance of a government grant, but are unable to afford the cost of employing a second, despite a desire to.  Payroll expenditure on secondment students would be necessary for inclusion in the scheme, presumably subject to an upper salary limit.

The commitment of staff time to mentoring students, attending Advisory Boards, teaching in lecture rooms or providing student projects, is one of the key issues that needs sufficient incentive to occur.  From personal experience, companies which would be seen as desirable for cooperation with universities are very streamlined and have very little scope for activities beyond their core operation.  This may not be the case in much larger organisations with much larger workforces.  It is likely to remain one of the hardest challenges of the Engineers for Enterprise Study – how to incentivise companies to commit staff time.  It therefore would be vitally important for companies to be able to claim for the time proportion of staff salary spent on university-related activities as a qualifying activity, in just the same way as they do for R&D activities.

One area where a new scheme could consider providing incentive concerns the donation of equipment.  Where companies have machinery which would be welcomed by the Engineering department of a university, the scheme could, as one suggestion, consider the depreciated value of that machinery to meet the criteria of qualifying expenditure.

What Objectives Could the Scheme be Capable of Achieving

The scheme could be expected to be highly effective at motivating industry to assist in those areas where the activity is seen to be mutually beneficial and at no extra cost to the company.  This would include activities such as industrial placements and staff secondments.  Industry will benefit from the assistance of another member of staff employed at a reduced cost and potentially lower recruitment costs in the future as students are given more permanent placements upon finishing their degree.  Currently barriers do exist which restrict the cooperation between universities and industry in this area due to the costs being deemed too high.

Quite separately, there are those activities which will offer little immediate benefit to industry and for which the company would be correspondingly compensated.  This would be activities which require staff time to be given, for example in providing student mentoring, attending advisory boards or creating student projects.  A scheme such as that proposed could be expected to be far more effective in this area than previous attempts to incentivise companies.  As opposed to grants, the incentive offered would be directly proportional to the time provided.  Many engineering companies will already be familiar with the R&D scheme and the prospect of claiming under a similar scheme would likely be far less daunting.  The strict requirements and frequent inspections, both characteristics of the R&D scheme, would persist and prevent the scheme from being open to abuse.  For these reasons it is possible that such a scheme could be capable of achieving the greatest challenge – of motivating companies to commit valuable staff time to working alongside university students.
� Harrison North (� HYPERLINK "http://www.harrisonnorth.co.uk" ��www.harrisonnorth.co.uk�) is a firm of London based accountants established in 1994.  With six years experience of compiling and submitting R&D tax claims, Harrison North has built up a reputation as one of the country's most accomplished firms operating in this area.








