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Taxation Laws Amendment (Research and Development) Bill 2001 

I refer to your letter of 14 August 2001 regarding the Senate Economics Legislation Committee’s inquiry into the above mentioned legislation, and which invited me to make a submission to the inquiry.

In recognition of the importance of the science, engineering and technology base to Australia’s future, the Minister for Industry, Science and Resources, Senator the Hon Nick Minchin, asked me to assess its capabilities to ensure it can meet the needs of Australians in the 21st century.

My report, A Chance to Change, was submitted to Government in November 2000 following extensive consultation.  The report dealt with a range of issues including education, research and commercialisation.  Under this latter heading, it addressed Government support for industry R&D.

The recommendations in A Chance to Change are consistent with, and in some cases overlapped, those of Innovation Summit Implementation Group’s report Innovation - Unlocking the future.

In A Chance to Change, I noted that Australia’s national innovation system continues to be characterised by a comparative paucity of private sector investment, as evidenced by our low ranking in BERD (business expenditure on research and development).  I underlined the importance of Government support to stimulate industry investment in R&D.

The initiatives on the R&D tax concession provide a strong response to the issues raised in my report by providing for enhanced access to support for R&D.  These measures provide a significant development in tax incentives for Australian companies, providing a targeted package of new incentives while maintaining support at the 125% for R&D and supporting substantially increased business expenditure on research and development over the next five years.

In A Chance to Change, I commented that it is in the smaller companies in Australia where knowledge-intensive activity is most in need of encouragement and Government must play a stronger role in ensuring that these companies face as few difficulties as possible in establishing themselves in the market place as a result of innovative activity.  To this end, I supported the modification of the R&D Tax Concession to provide a cash out option for R&D expenditure for SMEs with turnover of less than $1 million and R&D investment of less than $1 million based on 130%.

I therefore particularly welcome the Government’s decision to implement the R&D Tax Rebate to support small innovative companies, particularly those in tax loss during the difficult financial period when they are still researching and developing their product.  I note that the Government has in fact expanded access to support by increasing the upper limit for turnover to $5 million.  Of particular interest, is the support being provided to assist the growth of new firms including spin-off firms from universities and other tax exempt bodies, providing the tax exempt bodies have less than a 25% shareholding.  This should encourage the spin-off of new firms from public research institutions. Whether the boundary should be at 25% or higher may need review in the future.

Internationally, tax incentives play a critical part in influencing the siting of major new research and development facilities by large companies.  Australia must be internationally competitive in the incentives available to influence such important investment decisions.  In A Chance to Change I said that the tax incentive has a valuable role to play in reducing the risks for existing performers of business R&D to invest in new and strategically important R&D projects and creating conditions favourable to attracting major corporations to locate major R&D facilities and activities in Australia that would otherwise be placed elsewhere.

I am therefore very pleased with the Government’s decision to introduce the 175% Premium to encourage business to undertake additional investment in R&D, which goes to the heart of the concerns raised in my report about the need to increase the level of business R&D.  The reward for incremental R&D effort will boost Australia’s BERD performance and lead to a more competitive Australia.  It is a significant part of an integrated package of incentives that will result in Australia becoming internationally competitive as a location for investment by industry in R&D.  

The focus of the Premium on the labour-related components of R&D expenditure will encourage additional expenditure on intellectual capital, which will in turn help promote a domestic innovative culture that will underpin our capacity to participate successfully in the new global marketplace.
I believe it is important that the legislation be passed as soon as possible to promote the synergies that will result form the interplay between the tax concession and other aspects of the Government’s Innovation Statement - Backing Australia’s Ability.

Thank you for the opportunity to contribute to the inquiry.

Yours sincerely
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Dr Robin J Batterham

23 August, 2001
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