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Foreword

Even though most EU grants will be restructured to
support innovative growth, public financing will still
be distributed amongst certain industries and limited
activities. On top of that grants usually come along
with administrative burden and do not provide appropriate flexibility. The new incentive on the other hand
will be available to all industries and will be applied
based on the internal project documentation only.
Taking into account that up to 30% of R&D costs will
be recoverable the incentive will be a good substitute
to public grants.
As a side effect we expect improvement in R&D
reporting as well. Until now the main portion of
state aid for R&D was directed to the public sector
institutions, while companies had poor motivation
to report R&D expenses. Broader application of state
aid will bring out R&D costs previously unseen by
the statisticians.
With 4.1 % GDP growth in 2013, Latvia was fastest
growing economy in European Union again. In
contrast to pre-crises trends current growth is much
more sustainable and driven by manufacturing,
exports and balanced current account. Along
with recovering GDP level, government has implemented policies to overcome shortage of resources.
“Economic breakthrough” defined in planning
documents is essentially based on research and innovations, which are expected to increase the level of
productivity and restructure economy towards sectors
with higher value-added.
Latvia’s 2020 strategy is aimed to increse investments in R&D from 0,7 % to 1,5 % of GDP. A rather
ambitious but not imposible goal - Latvia and other
Baltic States are recognized by EU’s Commission as EU
leaders in terms of innovativeness growth.

This year for the first time Latvia is included in Central
Europe’s R&D survey, which is focused exactly on
identification of R&D needs in business sector. We
believe that data and analyses of the survey will be
useful for both policy-makers and those entrepreneurs
who follow market trends and focuses on their business development.

Jānis Čupāns
Tax Director
Deloitte Latvia

A new tax incentive allowing triple deduction of qualifying R&D expenses is available as of 1 of July 2014,
and it is expected to significantly increase private
investments in R&D.
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Key trends:
• The majority of Latvian companies spend less than 3% of their turnover on
R&D. The average level in Central Europe is higher;
• Only a quarter of Latvian companies plan to increase their spending on R&D
in years to come, which is significantly lower than the Central European
average. Three quarters of respondents either expect their R&D spending to
remain at the same level, or are not planning any expenditure on R&D at all;
• Key aspects to which companies pay particular attention in their existing
R&D policies are qualified labour and funding. Changes in these factors
would encourage additional investments in R&D;
• Approximately half of the surveyed companies work with partners on
their R&D activities, most commonly collaborating with public scientific
institutes and universities;
• Almost half of the respondents are aware of support programmes for R&D,
but only some of these actually use them;
• Respondent companies lack the administrative capacity to identify grant
opportunities, follow up calls and prepare applications;
• While a permanent tax incentive would make life easier from
an administrative perspective, there is a widespread lack of confidence
about the approach taken by the tax authority to the qualification of
selected activities. As a result, companies are afraid of being exposed to tax
surcharges.
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Findings

R&D understanding
Most respondent companies associated their R&D
with the development of new products and technologies, as well as improvements to existing product and
technologies. It was notable that no respondents
mentioned the achievement of important innovations and breakthrough solutions for various markets.

Perhaps the explanation for this lies in a fairly narrow
focus on niche markets and the use of internal
resources – in a similar vein, purchasing R&D services
and joint research with external organisations were
emphasised by only 13% and 20% respectively of
the surveyed companies.

What best describes your R&D activity?

Development of new products/
processes/services

67%

Changes/improvements of existing products/processes/
services leading to better performance/characteristics
of products/processes/services

60%

Joint realization of research projects aiming
at improvement or development of new products/
processes/services with other group entities/companies

20%

Cooperation with external entities by means
of purchasing R&D services/IP/know-how
Developing important innovation/
a breakthrough solution for various markets

13%
0%

0%
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20%
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40%
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60%

70%

Development of new products/
processes/services

ements of existing products/processes/
g to better performance/characteristics
of products/processes/services
Research and

development expenses

realization of research projects aiming
ment or development of new products/
In 2013, almost
s with other group entities/companies

half of Latvian companies (47%) spent
less
than
1%
of
their
turnover on R&D. Furthermore,
eration with external entities by means
purchasing R&D services/IP/know-how
7% of them indicated that they spent nothing at all on
R&D. innovation/
By way of comparison, across Central Europe as
Developing important
akthrough solution for
a various
whole,markets
only 26% of companies spend as little. This
negative tendency
also be observed
in30%
the most40%
0% can 10%
20%
innovative group of companies.

Only 33% of Latvian companies invested more
than 3% of their turnover in R&D, compared with
an average of 45% across Central Europe. This
confirms that R&D investments in the Latvian business
sector are not only lower than the EU1 average, but
also
benchmarks.
50%well behind
60% CE 70%

What percentage of your turnover was spent on R&D in 2013?

20%

7%
None
Less than 1%
40%

13 %

Between 1% and 3%
Between 3% and 5%
Between 5% and 10%

20%

1 See Innovation Union Scoreboard, Directorate-General for Enterprise
and Industry, European Commission, 2013, page 40
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Developing important innovation/
a breakthrough solution for various markets
Development of new products/
processes/services
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Forecast for future expenses
Most Latvian companies do not plan to increase their
R&D spending in the next two years or further ahead.
Only 14% of companies plan to increase their R&D
expenditure in the next two years, compared with
42% in Central Europe.

The forecasts of Latvian companies are in direct
conflict with the aims of EU and national R&D policy
aims. Policy makers should therefore pay additional
attention to encouraging companies to increase their
R&D spending (see below).

How would you foresee the R&D spending of your
company in the coming 1-2 years?

How would you foresee the R&D spending of your
company in the coming 3-5 years?
7%

13%

6%

20%

14%
73%

67%

Lower compared to 2013

Lower compared to 2013

Approximately the same as in 2013

Approximately the same as in 2013

Our company does not have R&D policy
Higher than in 2013

Higher than in 2013

We do not plan any R&DHuman
spending
We do not plan any R&D spending
capital management focused on recruiting
and retaining most valuable people
R&D financing
R&D portfolio management (i.e. prioritizing
and resource allocation for R&D projects)
Existence of R&D procedures (i.e. instructions
for planning and executing R&D projects)
External cooperation
Our company does not have R&D policy

R&D organizational structure

Human capital management focused on recruiting
and retaining most valuable people

IP protection policy

R&D financing
0

R&D portfolio management (i.e. prioritizing
and resource allocation for R&D projects)

0.5

1.0

1.5

2.0

2.5

Existence of R&D procedures (i.e. instructions
for planning and executing R&D projects)
External cooperation
R&D organizational structure

Copyright

IP protection policy

Trademark
0

0.5

1.0

1.5

Company secrets policy
2.0
2.5

3.0

Patents / utility design
None
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Industrial design
Copyright

0%

10%

20%

30%

40%

Priorities of R&D policy and influencing factors
Responses show a clear link between the current
challenges facing R&D policy and those factors that
would encourage increased future R&D spending.
In particular, companies are most concerned about
the availability of qualified R&D personnel and
about the means of financing their R&D projects.
Improvement in these areas would encourage
additional R&D activities. As an increase in public
funding for R&D has already been promised, policy

makers need to pay special attention to education
policies, encouraging graduates to move on to
doctoral studies. An EC study has indicated2 that
the proportion of PhD graduates in Latvia is only
27% of the EU average, although the proportions
of secondary and higher education graduates are
approximately at the same level (or even higher) than
the EU average.

Please rate importance of the following aspects in your firm’s R&D (on a scale from 0 to 3)
Our company does not have R&D policy
Human capital management focused on recruiting
and retaining most valuable people

2.5

R&D financing

2.4

R&D portfolio management (i.e. prioritizing
and resource allocation for R&D projects)

2.3

Existence of R&D procedures (i.e. instructions
for planning and executing R&D projects)

1.9

External cooperation

1.5

R&D organizational structure

1.5
0.85

IP protection policy

0

0.5

1.0

1.5

2.0

2.5

3.0

Copyright
Trademark
Company secrets policy
Patents / utility design
None
Industrial design
0%

10%

20%

30%

40%

50%

2 See Innovation Union Scoreboard, Directorate-General for Enterprise
and Industry, European Commission, 2013, page 40

Availability of skilled researchers
Availability of experienced researchers
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Copyright
Trademark
Company secrets policy
Patents / utility design
None
Industrial design
0%

10%

20%

30%

40%

50%

To what extent would the external factors mentioned below influence the increase of your R&D spending in the coming 1-2 years?
(on a scale from 0 to 3)
2.4

Availability of skilled researchers
2.2

Availability of experienced researchers
Availability of more types of benefits
(cash grant, tax allowance, etc.)

2.0

Costs of researchers

1.8

Stability of the regulatory environment

1.8
1.7

More R&D cash grants compared to R&D tax incentives
1.6

Access to the R&D sectoral benchmarks
1.4

More R&D tax incentives compared to R&D cash grants
Access to and cooperation with universities/
research institutes

1.2

Other factors (if your R&D expenses are influenced
by factors other than the ones listed above,
please, also rate the importance of these factors)

1.0
0.8

Protection of intellectual property rights
Possibility of co-financing costs of IP protection procedures,
including costs of protection maintenance period

0.7

0

0.5

1.0

1.5

2.0

2.5

0%

10%

20%

30%

40%

50%

ERDF 2.1.2.2.1 sub-activity “Development
of new products and technologies”
Super deduction of R&D costs for tax calculation
as foreseen in Law on Corporate Income Tax
ERAF 2.1.2.1.1. sub-activity
“Competence centers”
ERDF 2.1.1.1. activity
“Support for science and research”
EC level programs for science –
7th Frame Program, EUREKA, EUROSTARS etc
ERAF 2.1.2.2.4. sub-activity “Program for Development
of new products and technologies by SME’s
ERDF 2.1.1.3. activity „Development of science
and research infrastructure”
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My company is familiar with how to prove that its activities are R&D
but the company’s reporting/cost tracking/time sheet/etc. systems
are not capable of appropriate recording/proof of related costs
but Has no sufficient resources
Familiar with R&D grant opportunitie but Has no sufficient resources
epare successful application(s)
to monitor such opportunities and eventually prepare successful application(s)
0%
10%
20%
30%
40%
50%

70%

Not very familiar with R&D grants

t very familiar with R&D grants

Familiar with R&D grants and use them

with R&D grants and use them

Familiar with R&D grant opportunities but Grant opportunities relevant for our company
would require involvement of partners (consortium), but the nature of our R&D project/
our business interests do not allow such co-operation with third parties

nities relevant for our company
the nature of our R&D project/
co-operation with third parties

Do not use them

Do resources
not use them
ut Has no sufficient
epare successful application(s)

0%

0%

very familiar with R&D grants

60%

10%

5%

15%

20%

25%

30%

5%

10%

15%

20%

25%

30%

35%

ith R&D grants and use them

Involvement of partners

Familiar
R&D grant opportunitie but Has no sufficient resources
ties relevant
for our with
company
he
nature of such
our R&D
project/
o monitor
opportunities
and eventually prepare successful application(s)
Approximately half of the surveyed companies
o-operation with third parties

than retaining permanent R&D personnel within
the company. In some cases, companies involve partners because they are required to do so by the terms
35%the grant programme.
of

collaborate with other institutions in their R&D activiDo not use them
Not very familiar with R&D grants
ties. The most common partners are universities and
10% This
15%
20% be 25%
30%
5% institutes.
state0%scientific
can clearly
explained
Familiar
with R&D
grants and useavailable
them
by the wider R&D
funding
opportunities
for
public-sector R&D institutions and the special mechah R&D grant opportunities but Grant opportunities relevant for our company
uire involvement of partners
(consortium),
but the nature
of our R&D project/
nisms aimed
at encouraging
co-operation
between
our business interests do not allow such co-operation with third parties
public sector researchers and private businesses.

Companies that do not involve partners in R&D most
commonly mention the specific nature of the research
as the reason behind this (because the necessary
competences are available only within the company),
Do not use them
The main reason for choosing to work with partners is
as well as the high costs of scientists and the compa0%
10%secrecy
15%
20% respondent
25%
30%
35%
5% ny’s own
a lack of internal resources and competences. Reasons
policy. Some
companies
can also include economic considerations – the periare also in group structures that have research centres
odic outsourcing of R&D services is less expensive
based outside Latvia.

Do you collaborate with third parties when carrying out R&D projects?

14%
33%

47%
53%

86%

83%

Our Company has got an R&D Centre

Yes

It is required to apply for grant

Other reason

No

It is needed for conducting
out research projects

What entities do you co-operate with?
14%
57%

29%

Private R&D/scientific institutes
Other
Public R&D/scientific institutes
Universities/Academies of Science

43%
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35%
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Availability of skilled researchers
Availability of experienced researchers
Availability of more types of benefits
(cash grant, tax allowance, etc.)
Costs of researchers
Stability of the regulatory environment
R&D cash grants compared to R&D tax incentives
R&DMore
support
to the R&D
sectoral benchmarks
Almost half of theAccess
respondent
companies
are
familiar with the available state and EU-level support
More R&D tax incentives compared to R&D cash grants
programmes for R&D, and a significant number
AccessThe
to and
cooperation
universities/
actually use them.
most
popularwith
of these
is
research institutes
“Development of new product or technology”, which
Other factors (if your R&D expenses are influenced
is based on two
linkedother
sub-activities:
by factors
than the ones listed above,

A significant proportion of the companies are already
informed about the new R&D tax incentive that is set
to come into force from 1 July 2014.

please, also rate the importance of these factors)

1) product/technology development, and

Protection of intellectual property rights

2) acquisition of equipment for the production of
Possibility of co-financing costs of IP protection procedures,
a newincluding
product.
costs of protection maintenance period
0

0.5

1.0

1.5

2.0

2.5

Grants and tax incentives that the respondents are familiar with and they have used

ERDF 2.1.2.2.1 sub-activity “Development
of new products and technologies”

47%

Super deduction of R&D costs for tax calculation
as foreseen in Law on Corporate Income Tax

40%

ERAF 2.1.2.1.1. sub-activity
“Competence centers”

33%

ERDF 2.1.1.1. activity
“Support for science and research”

27%

EC level programs for science –
7th Frame Program, EUREKA, EUROSTARS etc
ERAF 2.1.2.2.4. sub-activity “Program for Development
of new products and technologies by SME’s

13%

ERDF 2.1.1.3. activity „Development of science
and research infrastructure”

13%

0%

I believe that my company does not carry out any R&D activities/
projects that would be eligible for R&D tax incentives
My company is familiar with R&D tax incentives but uncertain about which activity
could be classified as R&D and how to prove that its activities are R&D
(classification of activities as R&D activities)
10

20%

My company is rather unfamiliar with R&D tax incentives
R&D tax regulations are not clear and are presenting

10%

20%

30%

40%

50%

ERAF 2.1.2.1.1. sub-activity
“Competence centers”
ERDF 2.1.1.1. activity
“Supportsub-activity
for science“Development
and research”
ERDF 2.1.2.2.1
of new products and technologies”
EC level programs for science –
7thdeduction
Frame Program,
etc
Super
of R&DEUREKA,
costs forEUROSTARS
tax calculation
as foreseen in Law on Corporate Income Tax
ERAF 2.1.2.2.4. sub-activity “Program for Development
of new productsERAF
and technologies
by SME’s
2.1.2.1.1. sub-activity
“Competence centers”
ERDF 2.1.1.3. activity „Development of science
and research
infrastructure”
ERDF 2.1.1.1.
activity
“Support for science and research”

0%
EC level programs for science –
7th Frame Program, EUREKA, EUROSTARS etc

10%

20%

30%

40%

50%

40%

50%

ERAF 2.1.2.2.4. sub-activity “Program for Development
of new products and technologies by SME’s

Approximately 20% of respondent ERDF
companies
are „Development
A good
alternative to grants might be the new tax
2.1.1.3. activity
of science
infrastructure”
aware of R&D grants and use them. The remainingand research
incentive,
because this does not place restrictions on
80% do not use them, because they lack information
beneficiaries and reduces the administrative burden.
0%
10%
20%
30%
or are unable to prepare applications of sufficient
However, a large proportion of the respondent
quality. Others do not wish to carry out projects which
companies either do not believe that their activities are
I believe implementation
that my company does
not carry out any
R&D activities/
require a partner, because
would
eligible
for the tax incentive, or are deeply concerned
projects that would be eligible for R&D tax incentives
create the risk of disclosing proprietary know-how.
about the attitude to classification of the tax authority,
as which
this can
create the risk of a surcharge.
My company is familiar with R&D tax incentives but uncertain about
activity
could be classified as R&D and how to prove that its activities are R&D
(classification of activities as R&D activities)

With respect to R&D tax incentives*,
which
statement(s)
is/are
relevant
for your company
My company
is rather
unfamiliar with
R&D
tax incentives
tax regulations
are not
I believe thatR&D
my company
does not
carryclear
out and
any are
R&Dpresenting
activities/
too
many for
risks
for tax
theincentives
company
projects that would be
eligible
R&D

60%

My company is uncertain about the approach of the tax authority with respect
My company is familiar
R&D
tax incentives
butuse
uncertain
which activity
to R&Dwith
costs;
therefore
I find the
of theseabout
tax incentives
risky
could be classified as R&D and how to prove that its activities are R&D
(classification of activities as R&D activities)
My company is not very familiar with the methods on how risks related
to classification of its activities as R&D could be managed
My company is rather unfamiliar with R&D tax incentives

40%

33%

My company is familiar with how to prove that its activities are R&D
but the company’s
reporting/cost
sheet/etc.
systems
R&D tax
regulations tracking/time
are not clear and
are presenting
are not capable of appropriate too
recording/proof
of the
related
costs
many risks for
company

20%

My company is uncertain about the approach of the tax authority with respect 0%
to R&D costs; therefore I find the use of these tax incentives risky

10%

My company is not very familiar with the methods on how risks related
to classification of its activities as R&D could be managed

20%
30%
20%

40%

50%

60%

70%

40%

50%

60%

70%

13%

My company is familiar with how to prove that its activities are R&D
but the company’s reporting/cost tracking/time sheet/etc. systems
are not capable of appropriate recording/proof of related costs

13%

0%

10%

20%

30%

With respect to the use of R&D grants, which statement(s) is/are relevant for your company

Familiar with R&D grant opportunitie but Has no sufficient resources
to monitor such opportunities and eventually prepare successful application(s)

33%

27%

Not very familiar with R&D grants

20%

Familiar with R&D grants and use them
Familiar with R&D grant opportunities but Grant opportunities relevant for our company
would require involvement of partners (consortium), but the nature of our R&D project/
R&D grant
opportunitie
Has no sufficient
resources
ourFamiliar
businesswith
interests
do not
allow such but
co-operation
with third
parties
to monitor such opportunities and eventually prepare successful application(s)

20%

7%

Do not use them
Not very familiar with R&D grants
0%

5%

10%

15%

20%

25%

30%

35%

Familiar with R&D grants and use them
Familiar with R&D grant opportunities but Grant opportunities relevant for our company
would require involvement of partners (consortium), but the nature of our R&D project/
our business interests do not allow such co-operation with third parties
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Regional
perspective
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Partner’s Foreword

The European Commission’s Innovation Union
Scoreboard 2014 shows that among countries
taking part in the survey, only Estonia is ranked
in the group of so-called innovation followers
(those whose innovation performance is close
to or above the EU average). Croatia, the Czech
Republic, Hungary, Lithuania, Poland and Slovakia are
among the moderate innovators with performance
below the EU average, while Bulgaria, Latvia and
Romania are rated as modest innovators (innovation
performance well below the EU average).

Central European countries are in the process of
transforming into knowledge–based economies.
They can no longer compete with low-cost labour
on the global market. This has already been
acknowledged by Asian countries, whose share in
global spending on R&D is still rising – from 33% in
2009 to nearly 40% in 2014 (and China’s from 10%
to nearly 18%). In the meanwhile Europe is decreasing
its participation – down from 26% of the total in
2009 to 22% in 20141.
After political changes, countries in the region have
begun their transformation from a similar level
although currently they are at different stages of
development.

Innovation-wise we all are looking in the same
direction. However, a differentiated approach to
supporting R&D is apparent across the region. As
the findings of last year’s survey showed, the R&D
activities of companies vary across the region and
different factors are influencing increase of spending
on R&D. Much is however to be learnt and shared
– this is one of main reasons for covering additional
countries in this year’s survey, gathering data from 10
countries in the region. This brings us the opportunity
to compare how countries stimulate R&D activities,
how implemented systems are evaluated by
enterprises and how this impacts the effectiveness of
various systems.
Supplementary to the on-line survey, we have
conducted detailed interviews with representatives
of some of the best-known R&D developers in
the region. Key quotes from these interviews provide
a valuable complement to the survey conclusions
presented in the report.
I very much hope that you find this report
an interesting and insightful read.

Magdalena Burnat-Mikosz
Partner
Central European Leader for Deloitte R&D
and Government Incentives Service Line

1

2014 Global R&D Funding Forecast by Battelle and R&D Magazine
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Key trends and findings:
• Availability of more types of incentives is still the most important factor
affecting the level of expenditure on R&D. Results of the survey show that
cash grants are only a slightly more frequently expected incentive than
tax reliefs – a mixed system, combining these two schemes, is perceived
as the most effective way to support companies’ R&D activities. In
order to maintain the present rising trend of companies’ share in R&D
expenditure, it is essential to adjust the support schemes available in
Central Europe to match enterprise expectations2.
• Predicted percentage of R&D expenditures is declining overall – more
companies are allocating less than 1% and under 3% of their turnover
to R&D, while those allocating over 10% have declined from 24% to
22.1% of the sample. As indicated above, the availability of incentives
strongly influences R&D spending; this means slightly pessimistic
forecasts regarding short-term R&D spending may result from ongoing
work on support schemes under the EU 2014-2020 agenda and limited
availability of grants.
• Increasing numbers of companies are collaborating with research units,
indicating a trend towards strengthening co-operation between business
and science. The proportion of companies with their own R&D centre is
also growing, and this results in the fact that the availability of skilled and
experienced researchers is one of the most important factors influencing
R&D expenditure. However, the possibility of co-operating with
universities / research institutes is still highly appreciated and desirable in
R&D activities.

2

In 2011 BERD (Business Expenditures on R&D) index value for Europe Union was 54.9% and only Estonia had this index value above
the average (55%). The lowest index was in Bulgaria (16.9%), Latvia (24.8%), Poland (28.1%) and Lithuania (28.2%) – Eurostat
14

• We can see a number of changes in how companies define R&D and
their R&D activities. While the proportion of firms in 2014 defining
R&D as changes / improvements of existing products / processes / services
leading to better performance / characteristics of products / processes / services
has fallen from 67% to 65.2%, this selection has also moved up from
third to first place. The leading definition in 2013 (Development of new
products / processes / services) has fallen from 88% to 60%, while the third
most popular definition is joint realisation of research projects aimed at
improvement or development of new products/processes/services with other
capital group entities/companies. (It rises from fourth to third despite
a reduction in support from 49% to 29.4%). Clear and transparent
understanding of R&D is being underlined by firms in the region as
important factor for all support schemes.
• IP / know-how are protected usually in the form of a company secrets
policy and trademarks. However, companies declare that the most
effective way is to combine different forms of protection and tailor them to
the specific needs of different sectors.

Latvia Corporate R&D Report 2014
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Findings

Definition of companies’ R&D activities
Within last year’s survey, respondents were asked
to define their understanding of R&D. This year, we
invited them to describe their R&D activities – and
there have been some major changes in their answers.

2014’s third most popular definition, with 29.4%,
is the Joint realisation of research projects aimed
at improvement or development of new products /
processes / services with other capital group entities /
companies. In the 2013 report, this was number four
with 49%. This year, it was driven up by above average
scores in Romania (over 46%) and Estonia (over 37%).

In the 2014 report, 65.2% of companies across
the region defined R&D activity as making Changes
/ improvements to existing products / processes /
services, leading to better performance / characteristics of products / processes / services. This was a small
decline comparing to 2013’s 67%, but despite this
the definition has moved up from number three to
the number one choice. Its new popularity was driven
up by above average selection in Estonia (87.5%) and
Romania (78.6%).

Perhaps the most significant change in the definition
of R&D activities appeared within the Co-operation
with external entities by means of purchasing R&D
services/IP/know-how. This has been observed
particularly among Polish respondents – last year, 68%
declared that it is how they understand R&D activities;
this year, that figure went down to 19.4%.

In the 2013 report, the leading definition of choice
was the Development of new products / processes
/ services, chosen by 88% of respondents. In 2014,
this has slipped to 60%, although it attracted 75% of
respondents in Lithuania.

What best describes your R&D activity?

Changes / improvements of existing products /
processes / services leading to better performance /
characteristics of products/processes/services

65,2%
67,0%
60,0%

Development of new products / processes / services

88,0%

Joint realization of research projects aiming at improvement
or development of new products / processes /
services with other capital group entities / companies

29,4%
49,0%
24,5%

Developing important innovation /
a breakthrough solution for various markets

81,0%
13,9%

Cooperation with external entities by means
of purchasing R&D services / IP / know-how

25,0%
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10%
2014
2013
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Spending on R&D
The 2014 report shows that in 2013 20.6% of
companies allocated less than 1% of their turnover
to R&D – this went up from 15% in 2012. There was
also an increase in companies allocating less than 3%
of their turnover to R&D (rising to 41.8% from 36% in
2012).
Meanwhile, just 22.1% of companies allocated more
than 10% of their turnover on R&D, down from
24%. However, in Slovakia (as in the previous year)
and Bulgaria the percentage is well above average at
54.5% and 40% respectively.

Only 5.5% of companies allocated no expenditure
for R&D activities in 2013, down from 2012’s 10%.
improvements of existing
products
/ and Poland (9.7%), however both
Hungary
(17.8%)
ices leading to better performance /
significantly
exceeded
the average.
ristics of products/processes/services

f new products / processes
/ services
20.5% of
companies in Croatia, 12.1% in Slovakia and

11.1% in Poland do not know how much expenditure
arch projects aiming at improvement
has been
allocated
pment of new products
/ processes
/ to R&D activities. In Poland, this
er capital group entities
might/ companies
be the case because there are no effective
incentives
in place
Developing important
innovation
/ that encourage them to keep solid
through solution for
variousof
markets
records
their R&D expenditure.

Across the region, 88.5% of companies plan to
maintain the current level of spending or increase
it in the short term (one to two years). At the same
time, 89.7% expect to maintain or increase spending
in the next three to five years. All the respondent
companies in Lithuania and Estonia are confident that
there will be no decrease in spending on R&D over
the next five years.
Across the region, 4.8% of respondents expect to
make no expenditure in the next five years - only in
Bulgaria, Estonia and Lithuania did no respondents
make this claim. It is also worth noting the results from
Romania, where 67.9% of companies plan to increase
expenditure in the next two years and 78.6% in
the next three to five years (the averages for the region
are 42% and 58% respectively).
Responses indicate positive forecasts in terms of
the economic situation of companies, and may result
from the fact that in years to come significant R&D
support will be available from EU funds.

ation with external entities by means
hasing R&D services / IP / know-how
What percentage of
your turnover
on R&D40%
in 2013?
0%
10% was
20%spent30%
50%

7,3%
5,5%

60%

70%

80%

90%

Above 10%
22,1%

Between 5% and 10%
Between 3% and 5 %
Between 1% and 3%

20,6%
12,4%

Less than 1%
None

21,2%

10,6%

I do not know

Availability of more types of benefits
Availability of skilled researchers

vailability of experienced researchers

nts compared to R&D tax incentives
Costs of researchers

operation with universities / research

ability of the regulatory environment

Latvia Corporate R&D Report 2014

17

Developing important innovation /
a breakthrough solution for various markets
Cooperation with external entities by means
of purchasing R&D services / IP / know-how
0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

To what extent would the external factors mentioned below influence the increase of your R&D spending in the coming 1-2 years?

2,11
2,22

Availability of more types of benefits
1,94
1,92

Availability of skilled researchers

1,87

Availability of experienced researchers

1,82

More R&D cash grants compared to R&D tax incentives

1,67
1,78

Costs of researchers

1,44
1,54
1,42

Access to and cooperation with universities / research

1,5
1,61

Stability of the regulatory environment
1,36

More R&D tax incentives compared to R&D cash grants

1,32
1,29

Protection of intellectual property rights

1,28

Access to the R&D sectoral benchmarks
Possibility of cofinancing costs of IP protection procedures,
including costs of protection maintenance period

1,21
0,32

Other factors

1,14

0,0

0,5

1,0

1,5

2,0

2,5

0,4

0,8

1,2

1,6

2,0

2014

R&D financing

2013

Human capital management focused on recruiting
and retaining most valuable people
R&D portfolio management
External cooperation
Existence of R&D procedures
IP protection policy
R&D organizational structure
0,0

Company secrets policy
Patents / utility design
Trademark
Copyright
Industrial design
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None

As in the previous survey, the most important factor
affecting the level of expenditure on R&D over
the next two years is to be the availability of more
types of incentives – this was chosen as the most
important factor by more than 50% of companies in
Bulgaria, Estonia and Romania, and almost 54% of
companies in Poland.
The next most important factors are the availability of
skilled and experienced researchers (particularly important in Bulgaria and Lithuania, where it is the most
important factor for over 60% of companies) and
issues related to the cost of R&D activities (selected by
50% of companies from Lithuania).
Respondents indicate that the availability of grants
stimulates spending more than the availability of tax
incentives. This is particularly the case for companies
in Bulgaria and Poland, where 48% or more chose this
answer. The importance of grants is growing too – in
2014, they were chosen by 34.5% of respondents
across the region, compared to 22% in 2013.
In Slovakia, while over 50% of companies declare
that grants are more important than tax incentives in
influencing their R&D expenditure, only 12% say more
tax incentives would not be an influencing factor. This
is of significant importance as a new tax incentive
is to be introduced there on July 1st 2014, which is
expected to have a positive impact on R&D spending
in Slovakia.

One factor that has declined in importance is
the stability of the regulatory environment. In 2013,
this was the factor with the greatest impact on
expenditure for 22% of respondents; in 2014, it has
fallen to 18.8%. This may mean that there is a generally positive attitude to those authorities that have not
made significant changes in the legislation regulating
R&D.
Almost 47% of companies in Latvia consider
the possibility of co-financing the costs of IP protection procedures, including the costs of maintaining
protection, to be a factor with no influence on their
R&D spending.

The international experience of GM indicates
that the availability of incentives for R&D
activities, that may be an element of a long-term
development strategy, significantly facilitates
“acquisition” and execution of high-tech projects
by companies in local countries.
Paweł Widel, Governmental Relations Director,
General Motors Poland Sp. z o.o.
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Availability of more types of benefits
Availability of skilled researchers
Availability of experienced researchers

Companies’ R&D policies and Intellectual Property / know-how protection

More R&D cash grants compared to R&D tax incentives

Almost 21% of companies
the region say they have
Costs ofin
researchers
no R&D policy. Clearly above average in having no
Access to and
cooperation
with universities
/ research
policy
are companies
from Estonia
(50%), Hungary
(42.2%), Croatia (28.2%) and Poland (27.8%).
Stability of the regulatory environment

At the same time, 15.6% of companies from Hungary
declare that this is a factor without any influence at all
on their R&D policy.
Significant numbers of companies in Romania (60.7%),
Slovakia (54.5%) and Lithuania (50%) recognise
Human capital management focused on recruiting
and retaining the most valuable people as the most
important factor.

The key factors for the majority of R&D policies are
More R&D tax incentives compared to R&D cash grants
sources of funding and the availability of appropriate human resources. In terms of R&D financing,
Protection of intellectual property rights
an above average number of responses indicate
that
this istothe
important
factor for companies
Access
the most
R&D sectoral
benchmarks
from
Romania
(57.1%),
Slovakia
(45.5%) and Poland
Possibility of cofinancing costs of IP protection procedures,
including
costs of protection maintenance period
(43.1%).
Other factors
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Please rate importance of the following aspects in your firm’s R&D policy
(0 - no influence, 3 - highest influence)

1,5

2,5

2,0

R&D financing

1,96

Human capital management focused on recruiting
and retaining most valuable people

1,92

R&D portfolio management

1,80

External cooperation

1,48

Existence of R&D procedures

1,46

IP protection policy

1,44

R&D organizational structure

1,34
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Company secrets policy
Patents / utility design
Trademark
Copyright
Industrial design
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My company is rather unfamiliar with R&D tax incentives
20

My company is uncertain about the approach
of the tax authority with respect to R&D costs;
therefore I find the use of these tax incentives risky
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The most common means of protecting IP / knowhow (at 64.8% firms across
the region)
0,5 is the company
0,0
1,0
secrets policy. This is above average in Estonia (87.5%),
Croatia (79.5%) and Poland (76.4%). The trademark
is the most popular form of protection in Romania
R&D financing
(75%) and Bulgaria (53.3%). 44.2% of companies in
capital management
focused
recruiting
the regionon
benefit
from patent protection, but only
and retaining most valuable people
23.1% do so in Croatia and 20% in Latvia. While
R&D9.7%
portfolio
management
of companies
in Central Europe do not protect
their
IP
/
know-how,
External cooperationthis figure is significantly higher
in Hungary and Lithuania (25%). All respondents from
Existence
of R&D
procedures
Romania
and
Estonia declared that they protect their
IP / know-how.

1,5 most efficient
2,5 effective way to manage
The
and
2,0
intellectual property rights is a tailor-made
policy that combines patents and trade secrets
protection.

Łukasz Socha, Vice President, HS Wrocław sp. z o.o.

IP protection policy

R&D organizational structure
0,0
0,4/ know-how0,8
1,2
How do you protect Intellectual
Property
in your company?

1,6

2,0

Company secrets policy

64,8%

Patents / utility design

43,0%

Trademark

41,5%

Copyright

30,0%

Industrial design
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0,0 incentives
0,4

0,8
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R&D financing
Human capital management focused on recruiting
and retaining most valuable people
R&D portfolio management
External cooperation
Existence of R&D procedures
IP protection policy
R&D organizational structure

Increasing numbers of companies say they are not very
familiar with the methods of managing risks associCompany secrets policy
ated with the classification of their activities as R&D;
this has risen from
19%/ in
2013
to 22.7% in this year’s
Patents
utility
design
report. Also rising are those saying that R&D tax regulations are not clear and present
the company with
Trademark
too many risks (up from 18% to 22.1%). These findings may mean that the systems
of R&D tax incentives
Copyright
are becoming unclear; fewer companies are therefore

benefitting from it, leading to a strong preference for
grants (as shown by the answer to the previous question). There is a lack of knowledge about tax incentives
among 67% of companies from Bulgaria. In Latvia,
60% of companies state that they do not carry out
any R&D activities or projects that would be eligible for
R&D tax incentives. This is an important finding given
the introduction of a new R&D tax incentive on July
1st 2014.

Industrial design
None
0%

Companies’ statements about R&D tax incentives
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27,6%

My company is rather unfamiliar with R&D tax incentives

25,3%

My company is uncertain about the approach
of the tax authority with respect to R&D costs;
therefore I find the use of these tax incentives risky

27,3%
27,5%

My company is not very familiar with the methods
on how risks related to classification
of its activities as R&D could be managed

22,7%
18,5%
22,1%

R&D tax regulations are not clear
and are presenting too many risks for the company

17,6%

My company is familiar with R&D tax incentives but uncertain
about which activity could be classified as R&D and how to prove
that its activities are R&D (classification of activities as R&D activities)

22,1%
23,2%

I believe that my company does not carry out any R&D activities /
projects that would be eligible for R&D tax incentives

18,8%
20,6%

My company is familiar with how to prove that its activities are R&D
but the company’s reporting / cost tracking / time sheet / etc. systems
are not capable of appropriate recording / proof of related costs

13,3%
12,9%
11,5%

Other
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on how risks related to classification
of its activities as R&D could be managed
R&D tax regulations are not clear
and are presenting too many risks for the company
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about which activity could be classified as R&D and how to prove
that its activities are R&D (classification of activities as R&D activities)
I believe that my company does not carry out any R&D activities /
projects that would be eligible for R&D tax incentives
My company is familiar with how to prove that its activities are R&D
but the company’s reporting / cost tracking / time sheet / etc. systems
Across
the CE of
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37% of
companies
are
are
not capable
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recording
/ proof
of familiar
related costs

with and use R&D grant opportunities (up from 31%
Other
in the 2013 survey). This proportion is particularly high
in the Czech Republic (almost 60%) and far below
average in the Baltic countries (16%). At the same
time, 23% of respondents across the region are not
very familiar with R&D grants (rising to 43.6% in
Croatia and 42.9% in Romania).

In addition, 19.4% of respondents indicate that
they do not have sufficient resources to monitor
grant opportunities and submit a successful
application (down from 25% in 2013); in Poland,
however, the figure is almost twice as high at 36.1%
10%
15%
20%
0%
(an increase5%
from 29% in 2013). Such answers about
discouraging bureaucracy and doubts concerning
the use of available sources of support are particularly
alarming when we consider that companies claim that
their R&D spending is largely determined by the availability of external funding.
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Regional contacts
R&D and Government Incentives

CE Clients & Markets

CENTRAL EUROPE
Magdalena Burnat-Mikosz
Partner
Phone: +48 22 511 00 65
E-mail: mburnatmikosz@deloittece.com

LATVIA
Jānis Čupāns
Director
Phone: +371 (6) 7074171
E-mail: jcupans@deloittece.com

BULGARIA
Georgi Sarakostov
Partner
Phone: +359 (2) 8023 118
E-mail: gsarakostov@deloittece.com

LITHUANIA
Tatjana Vaičiulienė
Director
Phone: +370 (5) 2553004
E-mail: tvaiciuliene@deloittece.com

CROATIA
Sonja Ifković
Director
Phone: +36 1 2351 915
E-mail: sifkovic@deloittece.com

POLAND
Magdalena Burnat-Mikosz
Partner
Phone: +48 (22) 511 00 65
E-mail: mburnatmikosz@deloittece.com

CZECH REPUBLIC
Luděk Hanáček
Director
Phone: +420 246 042 108
E-mail: lhanacek@deloittece.com

Michał Turczyk
Director
Phone: +48 (12) 394 43 38
E-mail: mturczyk@deloittece.com

ESTONIA
Veiko Hintsov
Partner
Phone: +372 6406512
E-mail: vhintsov@deloittece.com
HUNGARY
Dr. Csaba Markus
Director
Phone: +36 (1) 428 6793
E-mail: csmarkus@deloittece.com
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ROMANIA
Oana Petrescu
Partner
Phone: +40 (21) 2075 288
E-mail: opetrescu@deloittece.com
SLOVAKIA
Martin Rybar
Director
Phone: +421 258 249 113
E-mail: mrybar@deloittece.com

Halina Frańczak
Director
Phone: +48 (22) 511 00 21
E-mail: hfranczak@deloittece.com
Cem Turan
Manager
Phone: +420 234 078 464
E-mail: cturan@deloittece.com

Local contacts
For more information about the survey findings and available state support,
please contact Deloitte Latvia’s R&D specialists:

Jānis Čupāns
Director
Tax and Legal Department
Deloitte Latvia
Phone: +371 67 074 171
E-mail: jcupans@deloitteCE.com
Kaspars Rumba
Manager
R&D service line
Deloitte Latvia
Phone: +371 67 074 174
E-mail: krumba@deloitteCE.com
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