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1 November 1999

Dear Sir/Madam

Inquiry into Business Taxation Reform

R&D Tax Concession

Introduction 

On behalf of the Victorian R&D Group of the Tax Institute of Australia (VRDG), I wish to express our concern that the recommendations of the Review of Business Taxation (RBT) to reduce the corporate tax rate to 34% (from 1 July 2000) and 30% (from 1 July 2001) will dilute the benefits of the R&D tax concession.

The historical benefits of the R&D tax concession and the effects of the RBT proposal are summarised below:
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The above table clearly shows the significant reduction in Government support for R&D .

Benefits of the R&D Tax Concession

The R&D tax concession has been enshrined as a permanent fixture of the Australian taxation system for nearly 15 years.

The concession has been widely used by companies and there is overwhelming, documented evidence that it has contributed significant national benefits by way of additional employment, investment and the commercialisation of technological developments.

The fact that R&D claims reduce franking credits, thereby potentially increasing shareholder tax liabilities, means that the tax concession may not actually result in foregone tax revenue.

Level of R&D Tax Concession

The slashing of the R&D tax concession from 150% to 125% in 1996 evoked a passionate response from industry.

Significant R&D projects have either been abandoned or deferred and Australia’s relative attractiveness as an R&D centre has diminished.

The recent Business Expenditure on Research and Development (BERD) figures, the Australian Industry Group’s recent survey (‘Trends in Research and Development Expenditure in Australian Manufacturing’) and the recent House of Representatives Standing Committee on Industry, Science and Resources Report* clearly support this view.

Importantly, we are not aware of any industry policy reasons for the halving of the concession and Australian businesses legitimately expected the Government to reinstate the 150% rate, once the Government’s budget reverted to a surplus position.

Perpetual lobbying by the business community over the last 3 years, together with the Mortimer and Goldsworthy Reports and submissions to the RBT have unequivocally urged the Government to increase the tax concession, possibly to 150%.

*
(Inquiry into the effects on R&D of public policy reform in the past decade).

Inadequacy of the 125% Rate

An R&D tax concession of 7.5c in the dollar (125% at a corporate tax rate of 30%) is wholly inadequate.

Taking into account the cost of compliance, many companies will view the concession as marginal, and will cease to rely on the concession to undertake ongoing R&D.

Many industry groups have consistently lobbied for the 150% rate to be restored and, given the RBT process and the Government’s surplus position, there was a strong expectation that the outcome of the RBT would be to restore the 150% concession.

The fact that this has not occurred, together with the effective reduction in the concession arising from the RBT package, is clearly inconsistent with the goals of a country seeking to embrace the technological challenges and innovative culture required to compete in a globalised economy, in the new millennium.

R&D is pivotal to Australia’s future and our major international competitors continue to encourage R&D through tax incentives (eg. the United Kingdom recently announced a 150% R&D tax credit scheme).

In a global economy, further dilution of R&D incentives is likely to be detrimental to Australia's future.

The Need for a Minimum 150% Rate

The VRDG’s preference is that the R&D tax concession be increased to 180%, thereby providing a total tax deduction of 54c in the dollar (equivalent to a 150% tax deduction at a corporate tax rate of 36%).

As an alternative, the restoration of a minimum 150% rate would, at least, provide a significant impetus to R&D in Australia.

At the 150% rate and a corporate tax rate of 30%, the total R&D benefit will be 45c for every dollar of R&D expenditure.  This equates to the present level of benefit i.e. 125% at a corporate tax rate of 36%.

The Government’s estimated annual gross cost of the R&D tax concession is $363 million, based on 125% at 36% (note – this excludes the potential offset of increases in shareholder tax liabilities, as a result of reduced franking credits).

Consequently, the increased gross cost of increasing the concession to 150% would be approximately $240 million.

The VRDG’s view is that funding for the R&D Start programme should be reduced to fund the increase in the tax concession to 150%.

If this does not occur, the gross cost of increasing the tax concession to 150% is likely to be more than offset by significant reductions in R&D claims by companies accessing other forms of assistance (which preclude them from claiming the R&D tax concession) such as:

· the $2 billion Automotive Competitiveness & Investment Scheme (ACIS);

· the $700 million Strategic Investment Programme (SIP) for the Textile Clothing & Footwear Industry; and

· the $1 billion R&D Start progamme.

The VRDG also fully endorses any initiatives to provide additional R&D incentives, above a minimum 150% rate, to support targeted initiatives such as:

· increasing levels of R&D spending (based on turnover or previous R&D performance); and

· an incremental rate for R&D salaries, to increase employment.

Summary

The VRDG’s view is that the R&D tax concession should be permanently fixed at 150%, as a minimum.

At a corporate tax rate of 30%, this would ensure that the present level of R&D support, 45c in the dollar, is maintained. 

We acknowledge that the forthcoming National Innovation Summit will be considering the R&D tax concession and associated issues.

We look forward to a positive outcome from the Senate Committee Inquiry and submit that the cornerstone of industry R&D incentives, the 150% R&D tax concession, should be restored.

This will ensure that the outcome of the RBT is to maintain the present level of the R&D tax concession (i.e. 45 cents in the dollar).

Yours faithfully

David Gelb
Chairman
Victorian Research & Development Group
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