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what next?

By Peter Gell, Partner, and Robert Picone, Special Counsel, Hunt & Hunt

F\ any firms of all sizes in all sectors of the
! '/r/i economy invest in research and
development (R&D) every year. As a result of this
year's Federal Budget, the most expansive reforms
to the tax treatment of R&D since the 1980s is
planned to take place in Australia.

The announcements in the Federal Budget in
relation to this area of tax reform stem from the
Federal Government’s innovation policy, which
attempts to provide a plan for the next ten years
with respect to the development of Australia’s
innovation system.

This policy agenda is called ‘Powering Ideas:
An Innovation Agenda for the 21st Century’. This
policy originated from recommendation of
‘Venturous Australia — Building Strength
Innovation: Review of the National Innovation
System'.

This review, among others, was instituted by
the Federal Government soon after it came into
office pursuant to an announcement in January
2008 by Senator Kim Carr, Minister for
Innovation, Industry, Science and Research, and
an expert panel was established and chaired by
Dr Terry Cutler with support from relevant
international experts. Aside from making
recommendations with respect to such areas as
the development of skills, research, barriers to
innovation, efficiency of current programs, public
sector and business innovation, the Review also
examined tax reform, which led to the
announcements in the Federal Budget.

Current system

The current tax treatment of R&D in Australia is
contained in s 73B of the Income Tax Assessment
Act 1936 (ITAA 1936). The system allows
Australian companies to claim some tax relief.
Under the current provisions there are four tax
concessions.
1. A tax deduction of 125 per cent is available to
companies whereby their expenditure in R&D
is at least $20,000 in an income year.

R&D in Australia —

Zi

Eligibility criteria for R&D tax
concessions likely to be tightened

New tax credit system to benefit
companies that invest in R&D but not
all will gain

Consultation in progress as to scope of
approved activities

In addition to the abovementioned tax
deduction of 125 per cent, there is a further
50 per cent deduction available to certain
companies which have, in a particular year,
increased their expenditure over and above the
average expenditure on R&D over the previous
three years.

A tax deduction of 175 per cent applies to
foreign-owned companies spending on R&D
activities in Australia. An additional 75 per
cent deduction is available to these companies
if their expenditure in a particular year is
greater than their average spend over the
previous three years.

As an alternative to deductions, a refundable
tax offset or a rebate can apply in certain
circumstances. The offset is available pursuant
to s 731 of the ITAA 1936. To qualify there has
to be an aggregate R&D amount which
exceeds $20,000 and a ‘grouped research and
development aggregate amount’ for the year
not exceeding $1 million. In addition, R&D
group turnover of the group is less than

$5 million. If expenditure is less than $20,000,
a company can claim the tax offset if it has
incurred expenditure with a registered research
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The new tax credit
system provide
greater financial

benefits to
companies that
invest in R&D. Not
all companies will

benefit from the tax

reforms but generally

a positive financial
result will be
obtained in this area.
Those companies
that took advantage
previously of the
wider than 75 per
cent premium tax

deduction will lose.
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