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What is Innovation? 

Innovation encompasses a wide range of business activity, including not only the development of new 
products and services, but also the new development of existing products and services, in addition to 
original manufacturing processes, inventive marketing and analysis methodologies and contemporary 
management and structural techniques. 

What does Incentivising Investment in Innovation Involve?

In the 2015/16 financial year, UK companies invested £16.5 billion in research and development.(1)
This briefing paper compiles key opportunities available to Greater Birmingham companies aimed at 
incentivising innovation, including tax reliefs, tax allowances and grants. These encourage businesses to 
invest in R&D to fuel the national economy and maintain Britain’s competitive standing at the forefront of 
global innovation. Brexit has made R&D investment even more important: it will be vital during uncertain 
times ahead that businesses remain flexible to exploring new technologies and opportunities. In light 
of this, in the Queen’s Speech 2017, the government announced legislative plans to further encourage 
innovation in electric cars and satellites (click here for the GBCC briefing paper on the Queen’s Speech).

How will it affect my business?

Research and innovation incentives are available in various forms at different points in the ‘Innovation Life 
Cycle.’ The Innovation Life Cycle follows a product or service through opportunity exploration, invention, 
(multiple) innovation stages, commercialisation and improvement. This may include grant opportunities 
and will often qualify companies for tax reliefs.

This briefing is divided into two sections:

• Research and Innovation Grants
• Tax Reliefs and Allowances

A number of competitive Government and EU funded grants, offered at international, national and local 
level are available for R&D, and key opportunities are outlined below. 

Tax reliefs and allowances for R&D represent an opportunity for businesses to reconsider tax as a 
strategic asset for redirecting funds towards innovation. In 2016/17, businesses paid £205 billion in UK 
taxes, amounting to 30% of the total tax revenue. Patent Box tax reliefs encourage the legal protection of 
innovative products and processes, allowing businesses to maximise profits.

Research and Innovation Grants

There are a number of grants available for R&D and innovation, however, they are highly competitive, 
submitting applications is time consuming and use of the money awarded under them is generally 
restricted. Nonetheless, grant funding can be very valuable, raise the profile of a business and fuel 
innovation. Depending on its nature and scale, support for a project may come from a number of 
different sources, including one or several grants.

During the last parliament, governmental science resource funding stood at £4.7 billion, and efforts were 
made towards delivering on a £6.9 billion science capital manifesto commitment. There has previously 
been a decade of protection of the science budget and the last parliament proposed a total investment 
of £26.3 billion between 2016/17 to 2018/19. It is likely this will be protected by the new Government.

UK research funding will be increasingly important as Brexit progresses. The EU is a major source of 
innovation funding for UK businesses.

(1) https://www.strategyand.pwc.com/uk/home/press_contacts/displays/2016-global-innovation1000-study-uk

https://www.greaterbirminghamchambers.com/media/226438/queens-speech-briefing-paper.pdf
https://www.strategyand.pwc.com/uk/home/press_contacts/displays/2016-global-innovation1000-study-uk


Innovate UK

• Innovation focused
• Available to all businesses, including pre-startups
• Offering grants between £25,000 and £10m

The Government’s principle agency for innovation funding in the UK, Innovate UK delivers funding 
of between £25,000 and £10m through competition rounds, to businesses of all sizes, including pre-
startups. Projects are encouraged to be collaborative, but must be led by a UK based company.

Funding is available where a business or group of businesses is seeking to test a new idea and ensure it 
will work; create a new product, process or service or improve an existing one, through R&D; and/or work 
with other organisations on collaborative projects.

Some funding competitions through Innovate UK are regional, and/or industry-specific to four sector 
groups: emerging and enabling technologies; health and life sciences; infrastructure systems; and 
manufacturing and materials. Beyond these however, Innovate UK also offers an open programme for 
innovative businesses in any sector or technology with high growth potential. 2 rounds of open funding 
competitions are run each year. Furthermore, Innovate UK awards funding for Knowledge Transfer 
Partnerships, and runs funding competitions on behalf of other organisations.

Click here for a maintained database of Innovate UK’s funding competitions. Entrepreneurs and 
businesses can sign up for email notifications from Innovate UK here. 

The Industrial Strategy Challenge Fund 

• Focused on strengthening UK science and business innovation
• Available to all businesses
• Offering grants between £6m and £246m 
• Up to 70% of project costs may be awarded

The first round of the Industrial Strategy Challenge Fund began in June 2017. The fund aims to strengthen 
UK science and business innovation by addressing some of the long standing challenges limiting UK 
productivity. The fund has identified 6 core investment areas so far: robotics and AI; driverless vehicles; 
healthcare and medicines; clean and flexible energy; manufacturing and materials of the future; and 
satellites and space technology. Businesses may be awarded up to 70% of their project costs, with total 
project cost limits variable for each grant.

Information for businesses will be coordinated through Innovate UK. Information for researchers will be 
managed by Research Councils UK. See the above links for opportunities. For details of the inaugural 
funding competitions, offering various grants between £6 million and £246 million, click here.

The Global Challenges Research Fund

• Focused on addressing problems facing developing countries
• Available to official agencies and their executive agencies

The last parliament’s science resource budget included a new £1.5 billion investment between 2016/17 to 
2020/21 in the new Global Challenges Research Fund (GCRF), to encourage UK research and innovation 
in addressing problems faced by developing countries (click here for list of ODA Recipients, reviewed 
every three years). 

The GCRF forms part of the UK’s Official Development Assistance (ODA) commitment, monitored by 
the Organisation for Economic Cooperation and Development. GCRF funding will be awarded in line 
with ODA guidelines. Click here to view a full analysis of these. Notably, projects must be provided by 
official agencies, including state or local governments, or their executive agencies and primarily aim to 
promote the economic development and welfare of developing countries. The majority of military aid and 
peacekeeping expenditures are excluded as ODA, however nuclear energy and cultural programmes may 
be eligible.

GCRF funding opportunities are led by Research Councils UK (see link above). There is no need for 
projects to be match funded by the country or countries involved.

https://apply-for-innovation-funding.service.gov.uk/competition/search
http://info.innovateuk.org/emailpref
http://www.rcuk.ac.uk/media/news/220617/
https://www.oecd.org/dac/stats/documentupload/DAC%20List%20of%20ODA%20Recipients%202014%20final.pdf
http://www.oecd.org/dac/stats/34086975.pdf


The Newton Fund

• Focused on science, innovation and research improving economic development and welfare
• Available to all businesses, but projects must meet ODA guidelines

With a total UK budget of £735 million to 2021, the Newton fund encourages science and innovation 
partnerships to increase economic development and welfare internationally, in participating countries 
including those listed here. 

The fund covers three categories of activity: improving science and innovation expertise, fellowships and 
mobility schemes and joint centres; research collaborations on development projects; and developing 
innovative solutions on development topics. To receive funding, a project must be eligible for ODA, as 
per the linked guidelines above and summary analysis here.  It must also be delivered with transparency, 
satisfy a clear need in the relevant country and receive matched funding or matched effort from the 
partnering country. It must be evidenced that an activity would not be undertaken without the assistance 
of the fund.

The fund will be administered by the Department for Business, Energy and Industrial Strategy, but is 
being delivered by Innovate UK and Research Councils UK (among others). Click here for a full list of live 
opportunities with affiliate links.

European Union Research and Innovation Grants
 
Horizon 2020

• Focused on research, research infrastructure and innovation 
• Available to education bodies and private companies, primarily as consortiums
• The UK Government has pledged successful projects will be underwritten if necessary following  
 Brexit
• Usually 70% match funded

Horizon 2020 is a European Union scheme and the largest funding programme for R&D and innovation in 
Europe, with a budget of €79bn until 2020. It is available across a wide range of sectors and principally 
supports collaborative projects in response to technological and societal changes. The programme has 
three focus areas, which involve: providing scientific researchers with access to research infrastructure; 
stimulating the growth potential of European companies by encouraging private investment in R&D and 
offering support for innovative SMEs; and overcoming societal challenges at all stages of research and 
innovation. Funding is available to both educational bodes and private companies.

Horizon 2020 funding is available primarily to consortiums, usually of at least 3 organisations from 
different countries. Eligible projects will involve: ground breaking research or new technologies; 
improving research training and development or infrastructure; creating growth factors in certain sectors; 
increasing private investment in research; and/or responding to challenges like climate change, food 
security or healthcare for an aging population. All grants are 70% match funded, meaning the remaining 
30% must be privately funded. In exceptional circumstances, projects may be 100% EU funded. Coaches 
and mentors are also available to SMEs.

For further details of the Horizon 2020 structure and budget click here. For further details on how to 
participate, click here. For current Horizon 2020 funding opportunities, click here.  To register for regular 
notifications from Horizon 2020 UK click here.

Chancellor Phillip Hammond has pledged that the Government will underwrite Horizon 2020 projects 
that continue beyond the UK leaving the EU, so long as they are judged to be good value for money and 
in line with domestic strategic priorities. However, post Brexit, UK businesses will likely not be entitled to 
apply for EU funds.

http://www.newtonfund.ac.uk/about/about-partnering-countries/
http://www.newtonfund.ac.uk/about/what-is-oda/
http://www.newtonfund.ac.uk/funding/funding-opportunities/
http://ec.europa.eu/research/participants/docs/h2020-funding-guide/grants/applying-for-funding/find-a-call/h2020-structure-and-budget_en.htm
http://ec.europa.eu/research/participants/portal/desktop/en/funding/index.html
http://ec.europa.eu/research/participants/portal/desktop/en/opportunities/index.html
http://engage.innovateuk.org/technologystrategyboardlz/WebCapture.aspx?pID=3167&t=0


Innovation Vouchers

• Focused on innovation – particularly in Smart Specialisation sectors
• Available to SMEs
• 190 £2,500 vouchers to be issued between 2016 and 2019
• Match funded

Chamber Patrons Aston University and Birmingham City University, in consortium with the University 
of Wolverhampton are currently delivering an Innovation Vouchers scheme. This is part funded by the 
European Regional Development Fund. It offers startups and SMEs in Greater Birmingham, Solihull, 
the Black Country and the Marches Innovation Vouchers worth £2,500 (or more or less, decided on 
a case-by-case basis) to access external expertise within research institutes for the development of 
an innovation project. Free workshops are also available. Companies must however match fund an 
Innovation Voucher grant received with a minimum contribution of £2,500.

The scheme aims to develop new processes and systems to bring new products and services to markets 
and improve the efficiency of SMEs - particularly those in Smart Specialisation sectors (click here 
for further information on these). Sole traders, private and public companies, not for profits, social 
enterprises and expansions to the region can apply for vouchers, provided they are SMEs within the 
European definition of such. 

In Greater Birmingham, priority is placed on advanced manufacturing, low carbon, ICT, life science and 
digital and creative sectors. Development of new products, processes, services and business models, in 
addition to activities around supply chain management and logistics, economic impact assessments and 
technology auditing are all eligible activities for vouchers. 190 vouchers are to be issued between 2016 
and 2019. 

For further information, and to apply, click here.

Birmingham City University STEAMhouse

• Focused on collaboration between the Arts and STEM
• Available to SMEs
• Upto 30 grants for a maximum of £2,500 on offer to SMEs (subject to participation in the   
 business support programme)

Chamber Patron BCU’s STEAMhouse is a project funded by the European Regional Development Fund 
and Arts Council England, with the aim of driving innovation through collaboration between Science, 
Technology, Engineering, the Arts and Maths. STEAMhouse is a place where businesses and organisations 
- including start-ups and sole-traders - can develop new ideas, skills, products and services.

All businesses signed up to STEAMhouse receive up to 12 hours of free business support from industry 
experts. In addition, businesses may:

• Take part in a programme of workshops and work with experts from different business and  
sectors to solve problems and/or develop products;

• Take advantage of the ‘Makerspace’ to develop a new product or service;
• Apply for grants of up to £2500 to support the development of new products and/or services.

STEAMhouse is open to micro-, small- and medium-sized enterprises working in the Digital and Creative, 
Advanced Manufacturing, Health and Low Carbon sectors.

Phase 1 of the STEAMhouse, on Digbeth High Street, will open in autumn 2017. Click here for more 
information.

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/436242/bis-15-310-smart-specialisation-in-england-submission-to-european-commission.pdf
http://www.aston.ac.uk/aston-business-school/business/innovation-vouchers/
http://www.bcu.ac.uk/business/steam/steamhouse


Tax Reliefs

R&D Tax Credits

• Tax relief on R&D expenditure
• For qualifying SMEs, an allowable tax relief of 230%
• For large companies, an above the line taxable credit of 11%

The R&D tax credit regime effectively provides significant tax reliefs to all types and sizes of companies 
partaking in almost all development work, including software development and the new application 
of existing technologies. It is likely to be available wherever there is experimentation, prototyping and 
testing. Intellectual property ownership is not a requirement for claiming tax credits. Even if the work is 
done under a contract or grant-subsidised, a company may still make a claim for a credit under the R&D 
Expenditure Credit Regime. 

It has been widely reported that R&D tax credits are not taken full advantage of, yet they can be very 
valuable to a business. The tax credits can be claimed under two mutually exclusive regimes, against 
associated costs including those for staff (or external contractors) and software licences and utilities. For 
further detail on conditions to be satisfied, click here.

Broadly, R&D Tax Relief for Small and Medium Sized Enterprises is available for SMEs with less than 500 
employees and either turnover of no more than €100m or gross assets of no more than €86m. However, 
classification for these purposes is based on an EU recommendation and can be more complex. For 
further details on eligibility as an SME, click here. The allowable tax relief on R&D costs is 230%, meaning 
that for each £100 of qualifying costs, a company could reduce its corporation tax by a further £130, on 
top of the £100 spent.

Alternatively, the Research and Development Expenditure Credit is available to large companies for R&D 
expenditure and to R&D Tax Relief qualifying SMEs for subsidised or funded R&D expenditure. This is an 
above the line taxable credit calculated as 11% of qualifying R&D expenditure, which can be offset against 
existing tax liabilities.

In the Spring Budget 2017, Phillip Hammond announced government plans to reduce the administrative 
burdens around the R&D tax credit regime. The details of these plans have not yet been reported. It is 
uncertain how the tax credit regime - partially funded by Brussels - will be affected by Brexit; however for 
competition reasons it is likely it will remain central to UK tax strategy post Brexit.

Click here for information on how to claim under the R&D tax credit regime currently. A company can 
claim R&D tax relief whether it is making profits or losses. In some circumstances, R&D tax deductions 
can be substituted for a cash credit.

There are a number of common misconceptions around R&D tax credits. An R&D project need not be 
successful for a claim to be made. There must simply have been an advance of money and a technical 
uncertainty. The credits relate to both product and process improvements in any industry, with the only 
exception of some developments in the pharmaceutical industry.

HMRC provide specialist units across the UK able to assist with R&D relief claims. Click here for details.

R&D Allowances

• A 100% capital allowance for all traders

R&D Allowances, formerly known as Scientific Research Allowances, are an accelerated tax relief in the 
form of a 100% capital allowance available to traders for capital expenditure on R&D. This could be, for 
example, expenditure on equipment and buildings. Click here for more information, including how to 
claim the capital allowance and information regarding disposal of such assets.

https://www.gov.uk/hmrc-internal-manuals/corporate-intangibles-research-and-development-manual/cird81000
https://www.gov.uk/hmrc-internal-manuals/corporate-intangibles-research-and-development-manual/cird91000
https://www.gov.uk/guidance/corporation-tax-research-and-development-rd-relief
https://www.gov.uk/hmrc-internal-manuals/corporate-intangibles-research-and-development-manual/cird80350
https://www.gov.uk/hmrc-internal-manuals/capital-allowances-manual/ca60000


The Patent Box

• For companies paying higher than 10% Corporation tax
• May be applicable if earning profits from patented technologies and/or certain innovation rights

The Patent Box allows qualifying companies to benefit from a lower rate of Corporation tax - 10% - on 
profits earned from their patented technologies, and certain medicinal and botanic innovation rights 
(click here for details of these). 

To benefit from the relief, a company must own or have an exclusive licence in a patent or patents and 
have undertaken a qualifying development of them. A qualifying development may be the creation of or 
a contribution to the creation of the patented invention, or, alternatively, significantly developing it, or 
any product or process incorporating it. Click here for more information.

Income from exploiting patented inventions for the purposes of this relief must come under: selling 
patented products, products incorporating them or bespoke spare parts; licensing or selling rights to 
third parties; infringement income; or related damages, insurance or other compensation. Companies 
earning income from exploiting a patented manufacturing process or a service using a patented tool 
must calculate a notional royalty. Click here for details.

The Patent Box must be elected within 2 years after the accounting period in which the relevant profits 
and income arose ended. Click here for details on how to claim.

What is the GBCC Position on Incentivising Investment in Innovation? 

The GBCC is encouraged by and supports the continuation of the Government’s consistent commitment 
towards incentivising  R&D and innovation, through tax reliefs and grants. The inclusion of innovation 
aims in the Queen’s Speech indicates that it retains recognition as an area of high importance in the 
midst of Brexit preparations, and the Chancellor’s commitment to honour European grants supports this. 
The Innovation Vouchers being part-delivered by Chamber Patrons Aston University and Birmingham 
City University, and BCU’s STEAMhouse project are yet another example of the excellent work local 
organisations do in the area.

Many organisations are undertaking innovation and R&D related activities without necessarily recognising 
that it qualifies for the purposes of tax reliefs. We would encourage all businesses in Greater Birmingham 
to make the most of the support on offer and consider whether their activities would be considered R&D 
or innovation. 

For some businesses, meaningful R&D can be a significant investment, however the various tax reliefs 
outlined above (particularly when used in conjunction with one-another) and government and EU grants, 
where attainable, can significantly alleviate financial concerns. Nonetheless, there is still work to be done 
on simplifying access to and raising awareness of research and innovation funding opportunities. 

Although details of the simplification of the R&D tax credit regime have not yet been announced, any 
reduction in the administrative burden of claiming R&D tax reliefs will be welcomed by the GBCC, 
particularly for start-ups and SMEs. The GBCC is mindful of the potential for economic disruption in the 
light of Brexit, and supports Patent Box emboldening businesses in building a high value of secure, IP 
based assets. 

It should be noted that EU regulations regard some of the above funding opportunities from the UK 
government and the EU as de minimis state aid. The total amount of this an individual or company can 
receive is capped at €200,000 (or equivalent, based on an appropriate spot rate of exchange on the date 
of the investment- click here for Bank of England exchange rates) in any 3 year period. This will certainly 
be the case until the UK leaves the EU. Information about state aid received and whether it is de minimis 
is available from the administrators of any publicly funded aid. 

https://www.gov.uk/hmrc-internal-manuals/corporate-intangibles-research-and-development-manual/cird210170
https://www.gov.uk/hmrc-internal-manuals/corporate-intangibles-research-and-development-manual/cird210190
https://www.gov.uk/hmrc-internal-manuals/corporate-intangibles-research-and-development-manual/cird220250
https://www.gov.uk/guidance/corporation-tax-the-patent-box
http://www.bankofengland.co.uk/boeapps/iadb/Rates.asp?into=EUR


How can the GBCC help?

The GBCC will be working to raise awareness of research and innovation funding available for members. 
We will be keeping members up to date through the Chamberlink daily newsletter (click here to 
subscribe) and briefing papers such as this, on changes to national research and innovation funding and 
incentives under the new Government, changes to ODA recipients (due to be reviewed soon) and any 
announcements regarding a sixth phase of the Energy Entrepreneurs Fund. Updates will also be provided 
on the BCU STEAMhouse as it opens in the autumn.

Members will similarly be kept informed on simplification of the R&D tax credit regime and any changes 
to it and de minimis state aid limits post-Brexit. Additionally, updates will be provided on changes to 
Intellectual Property law post-Brexit and any effect they will have on the Patent Box. 

The Greater Birmingham Chambers of Commerce is a delivery partner in the GBS LEP Growth Hub. 
Businesses looking for further information on funding and finance can find out more here. 

https://www.greaterbirminghamchambers.com/latest-news/subscribe-to-our-newsletter/
https://www.gbslepgrowthhub.co.uk/

