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Patent Box Working Group

26 July 2011

Present:
	Industry
	HMT
	HMRC

	Mike Sufrin – Rolls-Royce
	Anna Floyer-Lea
	Richard Rogers

	Helen Jones – GlaxoSmithKline
	Julie Campbell 
	Richard Thomas

	Gerd Koenigsmann – Eisai
	
	Kerry Pope 

	Valerie Thorn – AND Technology Research Limited
	
	Neil Vickers

	Martyn Smith - Dyson
	
	Sarah Lord 

	Michelle Nash – ARM
	
	

	Colin Dalton –  Vectura
	
	

	Peter Denison-Pender – Fusion IP
	
	


Key points raised:

· Overwhelming positive feedback for condoc – including from heads of IP at GSK and Dyson.

· EPO/IPO patents

If a technology has been granted an patent from EPO/IPO and then that same technology is patented in US/Japan and the latter patent rights expire after the EPO/IPO patent could this extend the amount of time a technology would qualify for the Patent Box. Raised by Helen Jones and Gerd Koeningsman.
Concerns over confirming exactly same technology has been patented in US/Japan

· Operation of Claw-back

Small business want to be clear on what benefit they will obtain from the Patent Box when making decisions on whether to patent (i.e. patent box tips balance from using secrecy to patenting).  If this is to incentivise IP to remain in UK then need to make it easy to establish the benefits.

Clawback to be considered at separate meeting. 

· Acceleration benefit from SMEs

Often start ups have accumulated losses so don’t pay tax for some time, is it possible to have a form of payable credit.

Concerns over state aid.

· Licence a bundle of IP

Currently have a licence re patent, knowhow and trademark all in same licence.  Groups may split and put all the value to the patent licence. No need to do so given that all licence income would qualify unless functional interdependence test failed..  

Although all income would qualify Step 3 should get right answer without requiring changes to current licence agreement. Or divisionsalisation may be adopted. 
· Orphan drug rights


Extend rules to include Orphan drug rights as akin to data exclusivity.

· Patent pending

How will patent pending catch-up rules work in relation to income arising to company from patent pending inventions where the income relates to times before PB is introduced?

· Active Ownership/Significant Development

Need to refine language not to put off smaller groups.

Groups have staff located in one company which is not necessarily the company with the patent box trade.  Established companies may wish to bring patents to commercialise in the UK.

How will rules work for companies with pre-trading expenditure?  If use a trading company test should be ok as would be trading when making profits.  

Could you have a situation where a company sells off a patent before starts to trade? [DN: If so not within patent box.]
How much development/active ownership does an IP licensing business need to demonstrate to get benefits of box.

Eg is it sufficient if a company:

1. Mines and identifies patentable technology

2. Establishes a market application 

3. Actively identifies the right group/industry that this will be applicable to

4. Negotiates licences, and typically an R&D collaboration agreement too. 

Suggestion to check Belgian definition.
Can active ownership test be expressed more formally to exclude offensive cases such as Patent Brokers or passive holders of patents? Given that we are only concerned about transferred IP, could we have an artificial diversion test? Eg test is failed if a main purpose of arrangements is to divert income from a person that is not within the Patent Box to a company that is within it unless the economic activity associated with that income is also transferred to the company. 

Extend definition of what meets R&D criteria for significant development spend to Value road mapping.

HMT commented that thinking of not setting a numerical limit on “substantial development”.  

· JVs

Presumption that if a JV co is (50%+) group member and the group has developed patent then the JV company will automatically qualify. Scope for extending this to 50:50 JVs?

 As Pharma groups look to share risks potentially will enter into JVs where have less than a 50% stake.  Eg for a portfolio of smaller products.  Question if JV could meet the significant development test?

· 15% mark up

15% high mark up for service industries or smaller groups and this could wipe out benefit.
Aim is to preserve symmetry for groups that sub-contract functions (incl. R&D) and those that don’t.

Issue of terminology: better to call routine profit calculation? 

Consider allowing an arm’s length markup on full cost base (except where costs would not normally be marked up) (without requiring full divisionalisation) but having a fixed mark up as a safe harbour.  Most Working Group members would already have TP documentation to support a particular markup, but smaller businesses would not.
Will cost base include Sch 23 deductions?  These can be a high cost and by doing so penalising businesses for doing well and improving share price.  HMT to investigate replacing Sch23 charge with FRS20 charge.  .[Post – meeting clarification: MN was actually asking for the Sch 23 charge to be excluded from the mark-up calculation, not from the cost base itself – Michelle Nash and Helen Jones accept Sch 23 is reasonable to leave in cost base]
Appendix 1

Agenda
13:00 – 13:05
Welcome and introduction to new members

13:05 – 13:20
Response to condoc and any questions / clarifications 
13:20 – 13:50
Active development and significant development tests, and extension to joint ventures and partnerships 

13:50 – 14:20
15% mark-up and cost base 

14:20 – 14:50
Divisionalisation and Step 3 issues.

14:50 – 15:00
Wrap up and further meetings
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