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P Adaress: Q@

Page 2: Your contact details q

Q1 (i) For individuals: N

Name ?‘
Email address N OQ

Q2 (ii) For organisations: @

Name of organisation PLN Group O
Contact person name
Position

N\
Qa3 (iii) How long has your business been operating in \s or
New Zealand? A

Q4 (iv) How many employees (FTEs) are em[@y 20 -

your business in New Zealand?Please includ -time 49
and part-time employees but do not includ ractors

or the business owners. ,\'
business

Q5 (v) What industry sector dqe%’&%
operate in? 6\

Q6 (vi) Has your orga@s}%n ever received a R&D project or R&D growth grant?

C Manufacturing

R&D Project Grant 6 None
R&D Growth Gr@ 2017

Q7 (yi s your organisation ever received any other  No
R vernment support?

Page 3: Questions asked in the discussion document
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R & D Tax Incentive

Q8 Q1 If SOEs, Crown Research Institutes, District Health Boards, Tertiary Institutions, and their subsidiaries are
excluded from the R&D tax incentive, what will the likely impact be on business R&D in New Zealand?

Significant. This is where much of the invention comes from. It is only then that innovation (different applications of the invention)
can occur. SME's generally can not afford invention

Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

Unambiguous by definition through IAS. qgl/

Q10 Q3 Does this definition exclude R&D that you think should be eligible, please illustrate with examples?

| do believe there should be a process to consider potentially non qualifying R&D as the landscape changes ?\

Q11 Q4 Does the scientific method requirement Respondent skipped this quest&@
exclude valid R&D in some sectors, please illustrate
with examples?

Q12 Q5 What would the impact be on business R&D in New Zealand if @rlahty test was applied to both the
problem the R&D seeks to resolve and the intended advancement o e or technology?

Q13 Q7 Are there any reasons why the exclusions @pondent skipped this question
should not apply to support as well as core activities? Q)

Please describe. \\9

Q14 Q8 Please provide any examples Whe Respondent skipped this question
science research is/has been a core part siness
R&D in New Zealand?

| can not see a good reason to impose that restriction.

Q15 Q9 What is the likely impa é\busmess R&D in Respondent skipped this question
New Zealand if dual purpos ities are ineligible for
the R&D Tax Incentive? % describe.

O

Q16 Q10 What are'the advantages and/or Respondent skipped this question
disadvantages iting eligible expenditure to R&D
labour costs?%ase describe.

di ntages of setting overhead costs as a

Q1 2@ hat are the advantages and/or Respondent skipped this question
percentage of R&D labour costs? Please describe.

Q18 Q12 Are there any reasons why expenditure Respondent skipped this question
related to R&D activities for which commercial

consideration is received should be eligible for a tax

incentive? Please describe.
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Q19 Q13 What variations or extensions to the definition
of core activities are required to ensure it adequately
captures R&D software activities?

Q20 Q14 Are there reasons why continuity rules should
not apply to tax credits? Please describe.

Q21 Q15 Is the minimum threshold set at the right
level?

Q22 Q16 How important is a cap or a mechanism to go
beyond the cap? Please provide further details.

Q23 Q17 What features of a Ministerial discretion or
pre-registration would make them most effective?
Please describe.

Q24 Q18 What are your views on the proposed
mechanisms to promote transparency and enhance
evaluation? Please describe.

Q25 Q19 Are there any other risks that need to be
managed? Please describe.

external advisors in this way? \Q

Q27 Q21 What is the right level of information required

to support a claim? Q
Q28 Q22 What opportunities éb@ere for customers to

submit R&D Tax Incentive via third party

software? OO

Q29 Q23 What i ity measures do you think Inland
Revenue sho e?

Q30 Oﬁould you be willing to be contacted in future
o] D tax incentive and/or implementation
proéess?

Q31 Q25 Please provide any other feedback you may
have on the proposed R&D tax incentive here.

Respondent skipped this question

Respondent skipped this question
Yes

Respondent skipped this question (},

Respondent skipped this queir;@

?
&

Respondent skip, s& is question

N
4

Roceﬁé&\(@gnt skipped this question
<

Q26 Q20 Are there risks with extending penalties tu\\'Q

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question
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#14

Collector: Web Link 1 (Web Link)

Started: Thursday, April 19, 2018 3:51:59 PM
Last Modified: Thursday, April 19, 2018 4:35:14 PM
Time Spent: 00:43:15

P Adaress: @@

A2

Page 2: Your contact details Q
Q1 (i) For individuals: Respondent skipped this question (’)\'\'
Q2 (ii) For organisations: OQ

Name of organisation Smart-Builder Limited

Contact person name @

Position _Q\O

Q3 (iii) How long has your business been operating in 10 years o

A\
New Zealand? more (O'\
&

Q4 (iv) How many employees (FTEs) are employed by @
your business in New Zealand?Please include full- tlme®1g
and part-time employees but do not include contrad@&

or the business owners.

Q5 (v) What industry sector does your bue@s S Other services

operate in? Q’\,

Q6 (vi) Has your organisation e@écelved a R&D project or R&D growth grant?

R&D Project Grant OQ None

R&D Growth Grant < ) None

Q7 (vii) Has y ganisation ever received any other  No
R&D gover t support?
P@% Questions asked in the discussion document

Q8 Q1 If SOEs, Crown Research Institutes, District Health Boards, Tertiary Institutions, and their subsidiaries are
excluded from the R&D tax incentive, what will the likely impact be on business R&D in New Zealand?

| see little impact.
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Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

It's questionable whether the proposed definition would cover our R&D, despite the fact much of the software we develop is unique
and provides functionality previously not available in the world.

Q10 Q3 Does this definition exclude R&D that you think should be eligible, please illustrate with examples?

It may exclude software which solves existing business problems in more efficient or more scale-able ways

v
o

Q11 Q4 Does the scientific method requirement exclude valid R&D in some sectors, please illustrate
examples? \

Strictly speaking the scientific method does not necessarily apply to a lot of software. In many cases it is almo?Sr(ain that it is
possible to solve a problem with software, the question is more whether you can do it in a cost effective manner and whether the
resulting solution is implemented well enough to provide significant benefits over either manual system e previous generation
of software. Hence it is questionable whether the scientific method applies even when developing s&%re which will deliver new

benefits world-wide and has considerable development risk. &'

Q12 Q5 What would the impact be on business R&D in New Zealand if a gality test was applied to both the
problem the R&D seeks to resolve and the intended advancement of sd{ or technology?

N\

| don't think any competent software developer back in 2004 would have be @ertain about whether Facebook could be created.
The uncertainty was about whether it was worth doing - could it be done Q(y and cheaply enough, at a sufficient level of quality
to deliver enough benefits to people that it would catch on. | guess th %e on is, do you want to encourage software R&D of this

sort?
<&

Q13 Q7 Are there any reasons why the exclusions uld not apply to support as well as core activities? Please

describe.

No opinion $

Q14 Q8 Please provide any exam @)where social science research is/has been a core part of business R&D in
New Zealand? .

No opinion 006
O

Q15 Q9 What is tl'egely impact on business R&D in New Zealand if dual purpose activities are ineligible for the
R&D Tax IncentiVe?’Please describe.

2

Depends h define dual purpose activities. | would suggest that a lot of software R&D is implemented in an environment
which in relationships to other software developed by the R&D company and in those cases invariably some work will be

sp i@jaintaining those relationships. That work should not be claimable for R&D, but it would be extreme if the existence of that
workK invalidated the entire project from eligibility for R&D credits.

Q16 Q10 What are the advantages and/or disadvantages of limiting eligible expenditure to R&D labour costs?
Please describe.

We are a software company, it isn't an issue for us.
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Q17 Q11 What are the advantages and/or disadvantages of setting overhead costs as a percentage of R&D
labour costs? Please describe.

Either way it is a relatively minor item for us.

Q18 Q12 Are there any reasons why expenditure related to R&D activities for which commercial consideration is
received should be eligible for a tax incentive? Please describe.

If the resulting product is fully owned by the NZ company performing the R&D then | question whether it should matter that
managed to also achieve partial funding from other sources? Aren't you penalizing them for trying to mitigate their risks?%

Y

Q19 Q13 What variations or extensions to the definition of core activities are required to ensure ilé?tquately
captures R&D software activities?

| believe | have already covered this in detail in my other answers. . OQ

Q20 Q14 Are there reasons why continuity rules should not apply to tax credits?&se describe.

You have already covered the obvious issue for start-ups and the same argument can S@med (to a lesser degree) to any

business. \
Q21 Q15 Is the minimum threshold set at the right \(O'
level? If ¢ ase provide further

aetalls.:
ably. It depends how much administration the scheme
Q)involves. If it is light then you could set it lower, if it is heavy
\\9 then there is no point enrolling in the scheme for any
smaller projects anyway. Hopefully you are trying to make

g\iv(\ it light!
Q22 Q16 How important is a cap or@chanism to go beyond the cap? Please provide further details.

No opinion. N 6
S

Q23 Q17 What featur@ja Ministerial discretion or pre-registration would make them most effective? Please

describe. 6
No opinion. @

@

Q24 %at are your views on the proposed mechanisms to promote transparency and enhance evaluation?
scribe.

Seems reasonable.

Q25 Q19 Are there any other risks that need to be managed? Please describe.

No opinion.
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Q26 Q20 Are there risks with extending penalties to external advisors in this way?

| am fully on board with this, professional advisers should be liable.

Q27 Q21 What is the right level of information required to support a claim?

This is a tough one and is what will determine whether the scheme is useful for smaller businesses (eg 10-20 employees). If you
make it too onerous then it won't be worth doing. | don't have the silver bullet unfortunately.
Certainly doing it online and using MyIR is a good starting point. le/

Q28 Q22 What opportunities are there for customers to submit R&D Tax Incentive claims via third @
software? @)

* OQ
N
N
©
Q30 Q24 Would you be willing to be contacted in future Yes, \Q

on the R&D tax incentive and/or implementation Contact d @.
process?

| will have to reserve judgement as it depends entirely on how good the software is.

Q29 Q23 What integrity measures do you think Inland Revenue should use?

No opinion.

Q31 Q25 Please provide any other feedback you may @/e;n the proposed R&D tax incentive here.

The resulting product would be world leading (ie no
one else has a product which does this) but the effort i&Q}ed means there is significant risk. It strikes me this is the sort of project
the R&D credits scheme should encourage but | am’v’éy ncertain whether it would be eligible.
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#58

Collector: Web Link 1 (Web Link)

Started: Monday, May 21, 2018 1:53:48 PM
Last Modified: Monday, May 21, 2018 3:20:41 PM
Time Spent: 01:26:53

P Adaress: @@

A2

Page 2: Your contact details %

Q1 (i) For individuals: Respondent skipped this question (’)\'\'
Name of organisation Logility NZ \\'
Contact person name _ @2

Position _Qs\o

Q3 (iii) How long has your business been operating in 10 years or\
New Zealand? more

D
Q¥
Q4 (iv) How many employees (FTEs) are employed by @

your business in New Zealand?Please include fuII-time®4g
and part-time employees but do not include contrad@

or the business owners.

Q5 (v) What industry sector does your bu@s M Professional, scientific, &

operate in? Q’\, technical
N

Q6 (vi) Has your organisationé eceived a R&D project or R&D growth grant?

Q2 (ii) For organisations:

R&D Growth Grant OQ 2016, 2017

Q7 (vii) Has your. (@nisation ever received any other  Yes,
R&D govern upport? If yes, please specify names of

%, grant(s)/support.:

\@ R&D Experience Grant (Interns)

Page 3: Questions asked in the discussion document

Q8 Q1 If SOEs, Crown Research Institutes, District Health Boards, Tertiary Institutions, and their subsidiaries are
excluded from the R&D tax incentive, what will the likely impact be on business R&D in New Zealand?

Minimal. IF SOEs are not already using citizen dollars efficiently to do good research, adding more seems to be throwing good
money after bad.
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Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

| think that R&D carried out in NZ by private companies rarely falls into proposed definition. The problem is one of intention.

As it stands, Core R&D activity is defined as activities using the "scientific method" to make new or improved "stuff" for the purpose
of advancing science or technology - this is something a university would use. This is surely very narrow - private companies
usually set out to do R&D because they want to make money.

Two examples: (]/

A company like XERO SHOULD qualify for R&D Tax Credit under the working R&D. However, the service it created \g‘a% new - i

was merely accounting software in the cloud, already available through the likes of MYOB and Intuit. It may be argued that XERO's
service was an improvement over what was then available, but the intention of providing this improved offering ( ing the R&D
to support it) was not to "Advance science or technology through the resolution of scientific or technological ainty" but rather

to "capture a market that was ripe for technological disruption, create a lot of jobs, and make a ton money while'doing so".

UBER can be similarly characterized - online taxi booking existed before UBER, but Uber revoluticwg)w it was done, while NOT
having as a GOAL, the "resolution of scientific uncertainty", but "getting to $10B dollars ASAP“.@

Tech companies do R&D but not because they want to advance the state of the art - thg{@\vant to retire fast.

intended to MAKE A PROFIT , rather than scientific advancement. Often, such ation results in scientific or technological

advancement as a side benefit. . ()\
QO

Q10 Q3 Does this definition exclude R&D that you think s d be eligible, please illustrate with examples?

Yes, see Q2. Intention is the key. ,\\'Q

Q11 Q4 Does the scientific method require@ﬁ exclude valid R&D in some sectors, please illustrate with
examples?

Conclusion : Please include R&D (whether software or otherwise), that delivers g n&&n / improvement to products and services

Yes - the scientific method (induction, d%&%, repeatability, big sample sizes, hypotheses generation and elimination, etc) is

something academics in a university \PO o.

What happens in tech companiﬁ@ﬂen more unstructured but can lead to scientific advancement, nevertheless. An
undergraduate with a brig i, drive and guts can build a company that pushes the envelope in R&D on many fronts, but hardly
using the scientific method. Think Google, Facebook, Netflix, etc.

This is somethin% government needs to support.

IN short{@@ﬁition of R&D needs to INCLUDE how R&D is done in the startup world.
Q What would the impact be on business R&D in New Zealand if a materiality test was applied to both the
problem the R&D seeks to resolve and the intended advancement of science or technology?

Q6 seems to be missing from this link:
https://www.research.net/r/submission-RD-incentive
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Q13 Q7 Are there any reasons why the exclusions should not apply to support as well as core activities? Please
describe.

Holding or Shell companies should be prevented from receiving R&D Tax Credits

Q14 Q8 Please provide any examples where social Respondent skipped this question
science research is/has been a core part of business
R&D in New Zealand?

Qv

Q15 Q9 What is the likely impact on business R&D in Respondent skipped this question %
New Zealand if dual purpose activities are ineligible for %’
the R&D Tax Incentive? Please describe. (’}.’

v

Q16 Q10 What are the advantages and/or disadvantages of limiting eligible expenditure 6% labour costs?

Please describe. (é\'}

Its easy to account for, but doesn't capture the true cost of R&D, which often has equipment o@& re costs

O

Q17 Q11 What are the advantages and/or disadvantages of setting over@costs as a percentage of R&D
labour costs? Please describe. \

Including overheads more accurately captures the cost of doing R&D but is&@'to account for, esp. asset depreciation
Q18 Q12 Are there any reasons why expenditure ondent skipped this question
related to R&D activities for which commercial

consideration is received should be eligible for a tax&
incentive? Please describe. \,

Q19 Q13 What variations or extensions to@efinition of core activities are required to ensure it adequately
captures R&D software activities? W

See Q4 \Q)
X2
S

Q20 Q14 Are there reaso Qﬁy continuity rules should Respondent skipped this question
not apply to tax credits® ase describe.

Q21 Q15 Is the @um threshold set at the right Yes

level? (0'6

Q2§C®\-Iow important is a cap or a mechanism to go beyond the cap? Please provide further details.

Audacious R&D goals (e.g., Self Assembling Low Cost Dwellings) come with extravagant risks matched to gigantic costs. It is
important to support these ambitious goals to encourage researchers in NZ to Dream Big and Change The World and one way to do
so is to support Large Crazy Projects. At this scale, the government should be able to get expert assessment of the feasibility of the
project before approving cap extensions.
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Q23 Q17 What features of a Ministerial discretion or Respondent skipped this question
pre-registration would make them most effective?
Please describe.

Q24 Q18 What are your views on the proposed mechanisms to promote transparency and enhance evaluation?
Please describe.

It would probably make sense to do some analysis on past Growth Grants to assess what R&D contribution was actually mad

Q%
Q25 Q19 Are there any other risks that need to be Respondent skipped this question %
managed? Please describe. \\'

Q26 Q20 Are there risks with extending penalties to Respondent skipped this question ;

external advisors in this way? Q
O

Q27 Q21 What is the right level of information required  Respondent skipped thi@@?on

to support a claim? \O&

Q28 Q22 What opportunities are there for customers to  Respond d this question

ents
submit R&D Tax Incentive claims via third party \
software? \(O'
QY
Q29 Q23 What integrity measures do you think Inland Ree should use?

Regular Random Spot Checks to verify "real" R&D activity \Q@

*

\
Fines or clawback for fraud \'

Q30 Q24 Would you be willing to ntacted in future Yes,
on the R&D tax incentive and/ér\ lementation Contact details:

process? OQ% s

Require annual R&D reports for all recipients above a@n amount (e.g. > $100K per year)

Q31 Q25 Please p v@any other feedback you may Respondent skipped this question
have on the pro& R&D tax incentive here.

>

<
Q
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#61

Collector: Web Link 1 (Web Link)

Started: Tuesday, May 22, 2018 10:15:44 AM
Last Modified: Tuesday, May 22, 2018 1:35:35 PM
Time Spent: 03:19:51

P Adaress: @@

A2

Page 2: Your contact details Q
Q1 (i) For individuals: Respondent skipped this question (’)\'\'
Q2 (ii) For organisations: Q

Name of organisation Syft Technologies Limited 2\\,

Contact person name _ @

Position q
N\

Q3 (iii) How long has your business been operating in 10 years or\
New Zealand? more

D
K
Q4 (iv) How many employees (FTEs) are employed by @

your business in New Zealand?Please include fuII-time@gg
and part-time employees but do not include contrad@&

or the business owners.

Q5 (v) What industry sector does your bus@s M Professional, scientific, &

operate in? Q’\, technical
N

Q6 (vi) Has your organisationé eceived a R&D project or R&D growth grant?

R&D Growth Grant OQ 2015, 2016, 2017

Q7 (vii) Has your. (@nisation ever received any other  No
R&D govern upport?

a @.\Questions asked in the discussion document
8 §1

P

Q If SOEs, Crown Research Institutes, District Respondent skipped this question
Health Boards, Tertiary Institutions, and their

subsidiaries are excluded from the R&D tax incentive,

what will the likely impact be on business R&D in New

Zealand?
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Q9 Q2 How well does this definition apply to business Respondent skipped this question
R&D carried out in New Zealand?

Q10 Q3 Does this definition exclude R&D that you think Respondent skipped this question
should be eligible, please illustrate with examples?

Q11 Q4 Does the scientific method requirement exclude valid R&D in some sectors, please illustrate with
examples?

It is natural for your business to organically move to be more development focused as you grow. For example, where u@chine
currently performs as it should we are always researching ways in which the machine can be more efficient or pus th%ﬁundaries
of innovation. This generally relates to enhancements rather than fixing a scientific issue to the machine. In the t ogy space
continued enhancements and development is required to retain customers and continue to be world leading ianr space in which
you operate in. An inability to receive funding for this would remove almost all of our development depart t, resulting in less
spend and less jobs available. .\O

Q12 Q5 What would the impact be on business R&D in  Respondent skipped thij stion
New Zealand if a materiality test was applied to both {
the problem the R&D seeks to resolve and the intended 5\0
advancement of science or technology? \Q

)

Q13 Q7 Are there any reasons why the exclusions Res & kipped this question
should not apply to support as well as core activities? {\

Please describe. O\

Q14 Q8 Please provide any examples where sociaJ%' Respondent skipped this question
science research is/has been a core part of buikss

R&D in New Zealand? $)\\'

Q15 Q9 What is the likely impact on b ’sBSS R&D in Respondent skipped this question

New Zealand if dual purpose activitg{) re ineligible for
the R&D Tax Incentive? Please ibe.

2
Q16 Q10 What are the a@ges and/or disadvantages of limiting eligible expenditure to R&D labour costs?
Please describe. Q

A third of our busine &D expenses relate to costs associated with development parts and overhead costs. As it stands we have
set out a three y n for R&D and the projects that need to be under taken, and this involves investment in a number of parts.
Removing an ive associated with funding this cost of R&D would result in the scaling back of projects and reduce the labour
requireme s would therefore result in less hire's and money spent on labour hours. It should also be noted that we employ
appro ”\ erns a year who's primary focus is on R&D projects, not having funding for this would result in a reduction in the
ené;;ﬁﬁnt of interns.

Q17 Q11 What are the advantages and/or Respondent skipped this question
disadvantages of setting overhead costs as a
percentage of R&D labour costs? Please describe.
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Q18 Q12 Are there any reasons why expenditure
related to R&D activities for which commercial
consideration is received should be eligible for a tax
incentive? Please describe.

Q19 Q13 What variations or extensions to the definition
of core activities are required to ensure it adequately
captures R&D software activities?

Q20 Q14 Are there reasons why continuity rules should
not apply to tax credits? Please describe.

Q21 Q15 Is the minimum threshold set at the right
level?

Q22 Q16 How important is a cap or a mechanism to go
beyond the cap? Please provide further details.

Q23 Q17 What features of a Ministerial discretion or
pre-registration would make them most effective?
Please describe.

Q24 Q18 What are your views on the proposed
mechanisms to promote transparency and enhance
evaluation? Please describe.

Respondent skipped this question

Respondent skipped this question

%
\932’
\

V()
QO
O

Respondent skipped thig@on
Respondent{h&% this question

P
ndent skipped this question

Respondent skipped this question

Respondent skipped this question

\\s\@

Q25 Q19 Are there any other risks that need‘@managed? Please describe.

Currently the government grants provide a gr@centage of support as well as quarterly payments. This level and timing of

cash flow is critical to our business being ab@e

ontinue to fund R&D projects. By have an annual incentive that does not result in

cash flow to the business, particularly t @n a tax loss position, does not provide any benefit or incentive to increase spend on
R&D, resulting in a reduction rathero\ e intended increase on R&D spend by NZ companies.

Q26 Q20 Are there ri @h extending penalties to
external advisors in this way?

Q27 Q21 Whati
to support e(éalm?

Q@gf What opportunities are there for customers to
R

submit R&D Tax Incentive claims via third party
software?

e right level of information required

Q29 Q23 What integrity measures do you think Inland
Revenue should use?

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question
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Q30 Q24 Would you be willing to be contacted in future Yes,

on the R&D tax incentive and/or implementation Contact details:
process? @@

Q31 Q25 Please provide any other feedback you may Respondent skipped this question
have on the proposed R&D tax incentive here.
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#62

Collector: Web Link 1 (Web Link)

Started: Tuesday, May 22, 2018 4:23:13 PM
Last Modified: Tuesday, May 22, 2018 4:46:25 PM
Time Spent: 00:23:11

IP Address: _

A2

Page 2: Your contact details Q
Q1 (i) For individuals: Respondent skipped this question (’)\'\'
Q2 (ii) For organisations: Q

Name of organisation Foot Science International L)g}

Contact person name _

Position

Q3 (iii) How long has your business been operating in 10 years or\\
New Zealand? more

D
K
Q4 (iv) How many employees (FTEs) are employed by @

your business in New Zealand?Please include fuII-time®1g
and part-time employees but do not include contrad@&

or the business owners.

Q5 (v) What industry sector does your bue@s C Manufacturing

operate in? Q’\,
Q6 (vi) Has your organisation e@éceived a R&D project or R&D growth grant?

R&D Project Grant Qc‘) 2017
Q)

Q7 (vii) Has your nisation ever received any other  No
R&D governme@ port?

fox

Page 3;\QUestions asked in the discussion document

Q8 Q1 If SOEs, Crown Research Institutes, District Respondent skipped this question
Health Boards, Tertiary Institutions, and their

subsidiaries are excluded from the R&D tax incentive,

what will the likely impact be on business R&D in New

Zealand?
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Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

The use of the phrase scientific method in the definition suggests a focus on 'pure' academic research and suggests the preclusion
of applied scientific or engineering activities such as engineering design activities, application of new technologies such as
automation and product development. As such a term with broader applicability would be preferred.

Q10 Q3 Does this definition exclude R&D that you think Respondent skipped this question
should be eligible, please illustrate with examples? (1/

Q11 Q4 Does the scientific method requirement exclude valid R&D in some sectors, please illustrate a@

examples? (,}'

See examples given in response to Q2 ?\

\

Q12 Q5 What would the impact be on business R&D in New Zealand if a materiality t " s applied to both the
problem the R&D seeks to resolve and the intended advancement of science or tect&gy?

| believe that this would limit R&D spend in a number of businesses where implementation o&rﬁology that is new to that business
but not necessarily new to world. My view is that R&D should be viewed as the develop\ r implementation of new technology

into an organisation - for example implementation of automation/robotics may not b\ o world but it represents considerable

technical stretch for many organisations. \
Ny

Q13 Q7 Are there any reasons why the exclusions should not® y to support as well as core activities? Please
describe.

During the recent MaD conference panel discussion, one of th @y observations from key industry representatives such as Fisher
and Paykel Healthcare and Bobux was that user- or custo @ntric development processes were critical to the commercial
success of innovation and product development initiati Based on this and my own experience in product development, it would

such as Callaghan Innovation) should be review: this type of activity should be seen as key to successful and targeted R&D

spend. \
S

Q14 Q8 Please provide any em@es where social Respondent skipped this question
science research is/has bee re part of business

R&D in New Zealand? 0

Q15 Q9 What is theNikely impact on business R&D in Respondent skipped this question

New Zealand if purpose activities are ineligible for
the R&D Tax Gpentive? Please describe.

seem that the exclusions around market research a; r-insight work using tools such as design thinking (promoted by agencies

di ntages of limiting eligible expenditure to R&D
labour costs? Please describe.

Q1 %C@\Nhat are the advantages and/or Respondent skipped this question

Q17 Q11 What are the advantages and/or Respondent skipped this question
disadvantages of setting overhead costs as a
percentage of R&D labour costs? Please describe.
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Q18 Q12 Are there any reasons why expenditure
related to R&D activities for which commercial
consideration is received should be eligible for a tax
incentive? Please describe.

Q19 Q13 What variations or extensions to the definition
of core activities are required to ensure it adequately
captures R&D software activities?

Q20 Q14 Are there reasons why continuity rules should
not apply to tax credits? Please describe.

Q21 Q15 Is the minimum threshold set at the right
level?

Q22 Q16 How important is a cap or a mechanism to go
beyond the cap? Please provide further details.

Q23 Q17 What features of a Ministerial discretion or
pre-registration would make them most effective?
Please describe.

Q24 Q18 What are your views on the proposed
mechanisms to promote transparency and enhance
evaluation? Please describe.

$

Q25 Q19 Are there any other risks that need‘@
managed? Please describe.

Q26 Q20 Are there risks with exte& penalties to
external advisors in this way? , 6
N

&

Q27 Q21 What is the?y&el of information required

to support a claim?

Q28 Q22 Wh onrtunities are there for customers to
submit R& Incentive claims via third party

software’%
>

Q 3 What integrity measures do you think Inland
Revenue should use?

Q30 Q24 Would you be willing to be contacted in future
on the R&D tax incentive and/or implementation
process?

Respondent skipped this question

Respondent skipped this question

&
N

&
O
Respondent skipped thig@on

O

Respondent sm&% this question

>
N\
N
ndent skipped this question

Respondent skipped this question

Yes

<

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Yes,
Contact details:
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Q31 Q25 Please provide any other feedback you may Respondent skipped this question
have on the proposed R&D tax incentive here.
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#65

Collector: Web Link 1 (Web Link)

Started: Wednesday, May 23, 2018 3:57:53 PM
Last Modified: Wednesday, May 23, 2018 5:37:19 PM
Time Spent: 01:39:25

P Adaress: Q@

A2

Page 2: Your contact details Q

Q1 (i) For individuals: Respondent skipped this question (’)\'\'
O

Contact person name _ ®®'

Position
N\

Q3 (iii) How long has your business been operating in 10 years or\
New Zealand? more ’\(O'

K
Q4 (iv) How many employees (FTEs) are employed by @

your business in New Zealand?Please include fuII-time®49
and part-time employees but do not include contrad@&

or the business owners.

Q5 (v) What industry sector does your busﬂ@s Respondent skipped this question

operate in? Q’\,
<

Q6 (vi) Has your organisation e@éceived a R&D project or R&D growth grant?

Q2 (ii) For organisations:

Name of organisation TracMap

R&D Project Grant OQ% 2012, 2013

R&D Growth Grant < )

Q7 (vii) Has y ganisation ever received any other  Yes,
R&D gover t support? If yes, please specify names of

\@ grant(s)/support.:
)

R&D Experience Grant (Intern Support) R&D Career

Q~ Grant

Page 3: Questions asked in the discussion document

2014, 2015, 2016, 2017
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Q8 Q1 If SOEs, Crown Research Institutes, District Respondent skipped this question
Health Boards, Tertiary Institutions, and their

subsidiaries are excluded from the R&D tax incentive,

what will the likely impact be on business R&D in New

Zealand?

Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

The creation of innovative world leading software is on the verges of the definition, and is not well catered for in the definitio (]/
Software Development is going to be a critical revenue source for NZ Inc. so this should be specifically considered. Q%

"y

Q10 Q3 Does this definition exclude R&D that you think should be eligible, please illustrate with eéqples?

As above - Q E

O
Q11 Q4 Does the scientific method requirement exclude valid R&D in some sectors,{éex‘%e illustrate with
examples?

Scientific Methods - Do modern Software Development techniques come under this, sug@&gile Development? The long
"waterfall" development schedules are a thing of the past. \Q

Q12 Q5 What would the impact be on business R&D in New Zea ?&a materiality test was applied to both the
problem the R&D seeks to resolve and the intended advanc f science or technology?

This would make it very difficult for any company to qualify. ie. Wo@e innovation of a Baby Incubator that runs on Solar Power
be a material advancement in both science or technology. The @bination of known technologies into a new product that is
ground breaking may not even qualify. This is a very high g@ and in my view would discourage most companies from research

and development advancement. \Q

Q13 Q7 Are there any reasons why the%'c sions should not apply to support as well as core activities? Please

describe.
Q}(\

There is significant risk that if not eqo%bmarket validation / customer insight work is completed to validate the problem and the
market need / the R&D will not delj at the markets need, and hence any incentive to will be wasted.

We undertake extensive r@%to starting the development process, and this normally significantly modifies the approach to
tackle the issues our cus@rs are facing. It is one of the most important elements of the R&D Process. To exclude from the
incentive this does n ake sense, as it should infact be encouraged (as long as clear boundaries are defined as to what is in, and
exclude normal BA@l its).

{

Q14Q se provide any examples where social Respondent skipped this question
sci esearch is/has been a core part of business
RQ’H New Zealand?

Q15 Q9 What is the likely impact on business R&D in New Zealand if dual purpose activities are ineligible for the
R&D Tax Incentive? Please describe.

Having difficulty in understanding what is likely to be covered here. Dual Purpose (ie overheads such as a building that house both
the development team, as well as a sales team?) If so, | don't think Dual Purpose should be excluded, rather apportioned to the
relevant areas in a clear manner that can be audited if needed.
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Q16 Q10 What are the advantages and/or disadvantages of limiting eligible expenditure to R&D labour costs?
Please describe.

Disadvantages are significant to limit to only direct labour costs. The cost to run an intensive R&D Organisation is significant, and to
not cover the overheads limits the chance a company will increase investment significantly. Benefits - it is easier

Q17 Q11 What are the advantages and/or disadvantages of setting overhead costs as a percentage of R&D

labour costs? Please describe. (]/

Advantage - it more accurately reflects the costs of R&D. %
Disadvantage - It takes a little bit more to calculate. Option could be to allow it, as long as there is suitable backed up% ce as
to the apportionment, or there is a set % agreed (30%) on Direct Labour costs to take account of overheads. \

Q18 Q12 Are there any reasons why expenditure related to R&D activities for which comm ai consideration is
received should be eligible for a tax incentive? Please describe. \O

No - If receiving compensation for developing that directly, should not be eligable &'

Q19 Q13 What variations or extensions to the definition of core activities ari@uired to ensure it adequately
captures R&D software activities? \

As noted above - scientific approach is not applicable - should be generally ac software development techniques

Also the material advancement of science does not fit. ss\\\

Q20 Q14 Are there reasons why continuity rules shg&ﬁot apply to tax credits? Please describe.

In start up's etc, there is generally a lot of investment p{iQto venue. These are also funded with early stage investors, hence
continuity rules can easily be broken. Itis this busim§‘ at should be encouraged, and investment encouraged, as these new
companies are the ones that provide the greates unity for NZ to grow significantly.

Q21 Q15 Is the minimum threshol@gthe right No,
level? If ‘no’, please provide further

6\6 detaiI;.:

Q Again, a lot of new companies will fall outside this
QO criteria.
Q22 Q16 How rtant is a cap or a mechanism to go beyond the cap? Please provide further details.

We want t@ performing high R&D businesses in NZ, and encourage them to keep investing. As long as it is accountable, then
I would on the cap. Bigger issue will be overall ownership- If the benefits of the incentive are taken by offshore interests -
d question that.

Q23 Q17 What features of a Ministerial discretion or pre-registration would make them most effective? Please
describe.

It would be targeted, and research would be done to counter corporate structures that will not benefit NZ Inc.
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Q24 Q18 What are your views on the proposed mechanisms to promote transparency and enhance evaluation?
Please describe.

| feel that this information is sensitive for a number of companies, and don't see the benefit of this level of disclosure.

Q25 Q19 Are there any other risks that need to be managed? Please describe.

As above. (1/

Q26 Q20 Are there risks with extending penalties to Respondent skipped this question \9
external advisors in this way? \

Q27 Q21 What is the right level of information required to support a claim? Q ;

It does need to have adequate paperwork / disclosure, as any other expense claim. However, if the ¢ tools / templates online
to assist in the capture of the correct information, it would make compliance easier, and also mak ler companies more likely to
claim.

Q28 Q22 What opportunities are there for customers to submit R&D Ta@tlve claims via third party
software?

That would be great if it could be done. Anything to streamline the proces,sC)\E

Q29 Q23 What integrity measures do you think Inland onndent skipped this question

Revenue should use?
\‘9

Q30 Q24 Would you be willing to be contacte@ture Yes,
on the R&D tax incentive and/or implementati Contact details:

process? s@@
X

=

S

Q31 Q25 Please provide any@@ feedback you may have on the proposed R&D tax incentive here.

| am concerned about the i %\ our business given we are focused on R&D, are growing rapidly, and are currently receiving a
Growth Grant. We have@pproved the decision to grow the development team by a further 6, on the assumption of continuing
Growth Grant suppor@his could have a significant impact on us, and may limit further growth until this is bedded down.

%)

N4
S
Q&
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#66

Collector: Web Link 1 (Web Link)

Started: Wednesday, May 23, 2018 9:16:18 PM
Last Modified: Wednesday, May 23, 2018 10:48:19 PM
Time Spent: 01:32:00

IP Address: _

A2

Page 2: Your contact details @

Q1 (i) For individuals: Respondent skipped this question (’)\'\'
O

Contact person name _ ®®'

Position 0 O
S

Q3 (iii) How long has your business been operating in 10 years or\
New Zealand? more

D
K
Q4 (iv) How many employees (FTEs) are employed by @

your business in New Zealand?Please include fuII-time®4g
and part-time employees but do not include contrad@

or the business owners.

Q5 (v) What industry sector does your bua@s J Information media &

operate in? Q’\,
<

Q6 (vi) Has your organisation e@éceived a R&D project or R&D growth grant?

Q2 (ii) For organisations:

Name of organisation Comrad Medical Systems

R&D Growth Grant 006 2015, 2016, 2017

Q7 (vii) Has your nisation ever received any other  Yes,

R&D governme® port? If yes, please specify names of
grant(s)/support.:
%’ R&D student

@ ts
e\ gran

Q.

Page 3: Questions asked in the discussion document

Q8 Q1 If SOEs, Crown Research Institutes, District Health Boards, Tertiary Institutions, and their subsidiaries are
excluded from the R&D tax incentive, what will the likely impact be on business R&D in New Zealand?

N/A for our business
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Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

Better suited than referencing an accounting standard and excluding development capitalised under that standard (as is the case for
&RD Growth Grant).

Q10 Q3 Does this definition exclude R&D that you think should be eligible, please illustrate with examples?

None that comes to mind (]/

Q11 Q4 Does the scientific method requirement exclude valid R&D in some sectors, please illustrate a@
examples? \

Many advances and improvements will be made applying new technologies, across all sectors. Need to apply?sons learnt from
other countries, such as Australia where the mining sector saw significant benefits applying the suppor‘tin@i ties definition (which
far exceeded core activities) - the focus should be on cost incurred on core activities. . O

Q12 Q5 What would the impact be on business R&D in New Zealand if a materi@est was applied to both the
problem the R&D seeks to resolve and the intended advancement of science hnology?

The R&D incentive should apply to those companies who take existing technology @ ly it to new sectors; for example, the
health sectors needs advancement in technology, not just for treating health prom(n ut also integrations that will allow seamless
access and transition of patient medical records - would this critical work pas?*@materiality test?

Q>
Q13 Q7 Are there any reasons why the exclusions should ply to support as well as core activities? Please
describe. Q)

As per Q4 above, exclusions should apply to both. )\\'Q

B

Q14 Q8 Please provide any examples wh@cial science research is/has been a core part of business R&D in

New Zealand?
&
&

Q15 Q9 What is the likely i@ on business R&D in New Zealand if dual purpose activities are ineligible for the
e

R&D Tax Incentive? Ft? scribe.

Depending on the finghdefihitions, which would need to be very well defined, this could impact technology R&D which does not
follow the tradition process for widgets; the usual practice for technology (software) companies is to continually update,
release, gather ack, refine and release (etc), is this dual purpose?

fox

Q1% hat are the advantages and/or disadvantages of limiting eligible expenditure to R&D labour costs?

N/A

P describe.

Obvious advantage is the benefit to the labour market, not doubt a focal point for the current government.

Disadvantage is the cost of technology (software and hardware) that will not doubt be paramount in many future R&D activities
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Q17 Q11 What are the advantages and/or disadvantages of setting overhead costs as a percentage of R&D
labour costs? Please describe.

Overhead allocations is an onerous, often time consuming admin task which arguably adds little value; needs to be kept simple to
understand and apply consistently and limit the overhead to administer

Q18 Q12 Are there any reasons why expenditure related to R&D activities for which commercial consideration is
received should be eligible for a tax incentive? Please describe. (1/

Consideration can be minimal compared to the R&D cost. A blanket ineligibility seems unreasonable. %

Y

Q19 Q13 What variations or extensions to the definition of core activities are required to ensure ilé?tquately
captures R&D software activities?

Fully agree with comments in the discussion paper. Software required to complete R&D activities wiILaI Qequired once products
are released to market so need to ensure they are not excluded under dual purpose or other specifi@sion activities.

Q20 Q14 Are there reasons why continuity rules should not apply to tax cred|8\§se describe.

Appears consistent with existing tax legislation. \Q

Q21 Q15 Is the minimum threshold set at the right \(O'
level? If‘ ase provide further

details.:
d be higher, perhaps

®®$200,000

Q22 Q16 How important is a cap or a mecha to go beyond the cap? Please provide further details.
Q23 Q17 What features of a I\/}i@ﬁal discretion or pre-registration would make them most effective? Please

describe.
N/A CJOQ

Q24 Q18 What @ our views on the proposed mechanisms to promote transparency and enhance evaluation?
Please descri

N/A

Transpa@is always important.

QZ%MQ Are there any other risks that need to be managed? Please describe.

A two year lag is too short; R&D often has longer lead times.

Q26 Q20 Are there risks with extending penalties to external advisors in this way?

N/A
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Q27 Q21 What is the right level of information required to support a claim?

The resources and assistance from Callaghan, that has supported the R&D grants has been beneficial; how can they continue to
provide this support without the timely information provided via the grant claims?

Q28 Q22 What opportunities are there for customers to submit R&D Tax Incentive claims via third party
software?

Needs to be online, simple and easy to understand; similar to R&D grant claims le/

O

Q29 Q23 What integrity measures do you think Inland Revenue should use? \\'
A cost of the tax incentive will be IRD staff to audit claims; the best, perhaps only way to maintain integrity ?\

Q30 Q24 Would you be willing to be contacted in future Yes, ;\\'O
on the R&D tax incentive and/or implementation Contact details: (O-

process? —o®

Q31 Q25 Please provide any other feedback you may have on the propﬁéSR&D tax incentive here.

Technology and therefore software continues play a bigger and bigger role in@ss, including R&D. Needs to ensure it is
appropriately considered and reflected in the tax incentive and does not {{{Qg: on traditional (old .....) R&D activities that may

include prototypes etc etc \
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#12

Collector: Web Link 1 (Web Link)

Started: Sunday, May 27, 2018 9:26:10 PM
Last Modified: Sunday, May 27, 2018 9:47:45 PM
Time Spent: 00:21:35

IP Address: _

Page 2

Q1 (i) For individuals

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are employed by @

v
R

(,}\'

?\
&
>
&
Qs\O
10 years’or \\

more

. CN
s‘\\\(’

Respondent skipped this question

Comrad Medical Systems

your business in New Zealand? Please include fuII-tim%4g

and part-time employees but do not include contra’c{'@

or the business owners.

Q5 (v) What industry sector does your bual@s

operate in? Q’\'
<

Information media &

Q6 (vi) Has your organisation e@éceived a R&D project or R&D growth grant?

R&D Growth Grant

©
O

Q7 (vii) Has your nisation ever received any other
R&D governme@ port?

N
Q~

Q8 How likely is it that your organisation will be in a
position to use the full amount of an R&D tax credit in
the 2019/20 tax year? (Note, to use the full amount of a
R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

2014

Yes,

If yes, please specify names of
grant(s)/support.:

R&D student

grants

Unlikely
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Q9 How much R&D does your organisation expect to _

carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Cash flows will be effected; the grant better aligns to the time the R&D expense is incurred. le/

9

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reasons whthis is
necessary for your business? ?\

Q
;\\O

Q12 Q3 What impact will the proposed transition arrangements have on your R&&&ramme over the next few

years? &
] \!

R

Q13 Q4 Please provide any other comments about the propo @sition arrangements.

A min period of two years for businesses to prepare and implement any required changes.

Many companies will make losses whilst undertaking R&D, deferrinn further any benefits received from the tax incentive. It is
hard to see how a tax incentive will be better and increase R&D@en when compared to grants.

N

Q14 Q5 For businesses in tax loss, what impa@w the proposed temporary grant have on your business during

*

the transition process? Please describe. \

Any benefit during the transition period will asmrepare for the change. The benefit will be limited for such a short period.
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#69

Collector: Web Link 1 (Web Link)

Started: Thursday, May 24, 2018 10:56:16 AM
Last Modified: Thursday, May 24, 2018 12:18:04 PM
Time Spent: 01:21:48

P Adaress: @@

Page 2: Your contact details Q
Q1 (i) For individuals:

Name Kirsteen Pitkin-Douglas ?‘

Email acdress s@E 00

Q2 (ii) For organisations: Respondent skipped th|@s§

Q3 (iii) How long has your business been operating in Respondent s@(hls question
New Zealand?

Q4 (iv) How many employees (FTEs) are employed by g@nt skipped this question
your business in New Zealand?Please include full-time
and part-time employees but do not include contractors O

or the business owners. @

Q5 (v) What industry sector does your busingg& Respondent skipped this question
operate in? $\

Q6 (vi) Has your organisation ever r@ed a R&D Respondent skipped this question
project or R&D growth grant? \'

*

N

Q7 (vii) Has your organisaﬁ@%/er received any other  Respondent skipped this question
R&D government sup@

Page 3: Quef-to@s asked in the discussion document

Q8 Q1 If @s' Crown Research Institutes, District Health Boards, Tertiary Institutions, and their subsidiaries are
exclu om the R&D tax incentive, what will the likely impact be on business R&D in New Zealand?

It WE;L)otentially not uplift R&D expenditure as much as would be possible if they were not excluded. The R&D definition as it stands
would be more applicable to Tertiary Institutions rather than purely business in my opinion.
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Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

| consider the definition to be clear and robust for administrative purposes. Page 15 states "... the intention of the scheme is to give
incentives for activities which resolve scientific or technological uncertainty" and that is more academically focussed than business
focussed in my opinion. | would imagine that businesses, not Universities etc., generally want to make a product/service that they
can sell with a competitive advantage.

Q10 Q3 Does this definition exclude R&D that you think should be eligible, please illustrate with examples? (1/

No, | would prefer it to be tighter for administration purposes. q%

\v

Q11 Q4 Does the scientific method requirement exclude valid R&D in some sectors, please ill tlé[}"with
examples? \$“

o it does not. Q
No it d t \30

Q12 Q5 What would the impact be on business R&D in New Zealand if a materiality, test was applied to both the
problem the R&D seeks to resolve and the intended advancement of scienceertechnology?

It would make it harder but it is in line with the overall intention and so | support ha\@ﬂateriality test for both problem and

advancement. \
R \%.

Q13 Q7 Are there any reasons why the exclusions should nd® y to support as well as core activities? Please
describe.

No ,\\'QQ}

Q14 Q8 Please provide any examples where&% science research is/has been a core part of business R&D in
New Zealand?

It could potentially link into software develop@’}'etc. but | have no specific examples.

Q15 Q9 What is the likely im business R&D in New Zealand if dual purpose activities are ineligible for the
R&D Tax Incentive? Pleas cribe.

If the activity would be d@ way then it is fair that it is not eligible. If, however, additional components occur over and above
what would have occurred regardless then | think it should be eligible.

Q16 Q10 Mﬁ%re the advantages and/or disadvantages of limiting eligible expenditure to R&D labour costs?

Pleasexk@ e.

Ad@,@ es - | consider that it would be easier to administrate and supply information on for the customer (perhaps even
automatically re PAYE info?) as long as a sweet spot was found regarding the credit rate. Would there still be a threshold? What
about people who are shareholders and pay themselves dividends? They would have to alter their structure in order to take
advantage of the credit?

Disadvantages -
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Q17 Q11 What are the advantages and/or disadvantages of setting overhead costs as a percentage of R&D
labour costs? Please describe.

This idea would be easier to administer but one size does not fit all and would it lead to bias re capital investment? | do not know
enough to comment but my view is if a company wants to do something then it will do it regardless of a potential tax credit.

Q18 Q12 Are there any reasons why expenditure related to R&D activities for which commercial consideration is
received should be eligible for a tax incentive? Please describe.

Unless the commercial consideration does not cover the true cost of the R&D. In that the R&D cost more than what was d
and this has led the company to be out of pocket. Of course, you could argue that was just a bad business decision ar'ss' should

the NZ taxpayer pay for their error. \

?\

Q19 Q13 What variations or extensions to the definition Respondent skipped this question Q
of core activities are required to ensure it adequately . O
captures R&D software activities? é\'}

Q20 Q14 Are there reasons why continuity rules should Respondent skipped&ﬁstion
not apply to tax credits? Please describe. \

Q21 Q15 Is the minimum threshold set at the right No, . \

level? If ‘no’, p@i provide further
@ e it should be lower to allow more companies to
a

ess the incentive. There may be not be one full time
\QQ)employee but eligible R&D is still being performed and
’\' these are the companies that need most help.

Q22 Q16 How important is a cap or a mect@ksm to go beyond the cap? Please provide further details.

| consider a cap and a mechanism to go b@ the cap in extraordinary circumstances is very sensible. It protects the exposure of

the NZ taxpayer. \
N\

Q23 Q17 What features (6Qvllnisterial discretion or pre-registration would make them most effective? Please

describe. CJ

The cap is high enoughito provide certainty. If a company plans to exceed this for some extraordinary reason then the NZ
Government shoul@ entially be involved anyway to smooth the course that allows the public interest to be promoted.

Conversation produce more productive relationships, clarity for both sides and to hopefully prevent costly disputes.
Q What are your views on the proposed mechanisms to promote transparency and enhance evaluation?

Pledsé describe.

| think it would be valuable to include the industry the company is from and some sort of stats overview.

Q25 Q19 Are there any other risks that need to be managed? Please describe.

Companies may not wish to be named in case of bad publicity.
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Q26 Q20 Are there risks with extending penalties to external advisors in this way?

It may make the actual taxpayer take less care but | doubt it.

Q27 Q21 What is the right level of information required to support a claim?

Information that the company should be expected to have anyway - what they are aiming to do, research on the current situation if
they are claiming novelty when they start the research etc. Reasonable due diligence as would be done before any project is
initiated and if major changes in direction are made then why. le/

Q28 Q22 What opportunities are there for customers to submit R&D Tax Incentive claims via third @
software? @)

It would have to be trusted and validated by IR. Q E

Q29 Q23 What integrity measures do you think Inland Revenue should use?

A scoring system based on risk. Those with lower scores will be looked at more closely etb&®

Q30 Q24 Would you be willing to be contacted in future No \\Q
on the R&D tax incentive and/or implementation . fo.
process?

Q¥
Q31 Q25 Please provide any other feedback you may onndent skipped this question
have on the proposed R&D tax incentive here. @
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H72

Collector: Web Link 1 (Web Link)

Started: Friday, May 25, 2018 9:26:18 AM
Last Modified: Friday, May 25, 2018 9:41:59 AM
Time Spent: 00:15:41

P Adaress: @@

Page 2: Your contact details

Q1 (i) For individuals: Respondent skipped this question

Q2 (ii) For organisations:

Name of organisation Auror Limited

Contact person name @

Position _Q\O

Q3 (iii) How long has your business been operating in 2to Iess th
New Zealand? years

-\
s;\\\Q

Q4 (iv) How many employees (FTEs) are employed by @
your business in New Zealand?Please include full- tlme®1g
and part-time employees but do not include contrad@&

or the business owners.

Q5 (v) What industry sector does your bua@s S Other services
operate in? Q’\,
Q6 (vi) Has your organisation e@écelved a R&D project or R&D growth grant?

R&D Project Grant OQ 2015, 2017

Q7 (vii) Has your nisation ever received any other  No
R&D governme@ port?

fox

Page@ estions asked in the discussion document

Q8 Q1 If SOEs, Crown Research Institutes, District Respondent skipped this question

Health Boards, Tertiary Institutions, and their
subsidiaries are excluded from the R&D tax incentive,
what will the likely impact be on business R&D in New
Zealand?
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R & D Tax Incentive

Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand?

More guidance on how this would apply to software development is needed. Software is one of the fastest growing sectors in NZ
and development can be iterative and may fall outside the usual scientific definition of R&D.

Q10 Q3 Does this definition exclude R&D that you think Respondent skipped this question
should be eligible, please illustrate with examples?

Q11 Q4 Does the scientific method requirement exclude valid R&D in some sectors, please illustrate w@

examples? %’

| am unsure how it would impact on software development. as above. (}v

?\

Q12 Q5 What would the impact be on business R&D in New Zealand if a materiality test pplied to both the
problem the R&D seeks to resolve and the intended advancement of science or techr& ?

An advancement of science of technology is very difficult to quantify. Many times, problems a@ using technology that has
previously been applied to another use case or industry. This may preclude novel uses of old{: rent technology to solve new
problems.

Q13 Q7 Are there any reasons why the exclusions Responde@ipped this question
should not apply to support as well as core activities?

Please describe. Oss\\\()

Q14 Q8 Please provide any examples where social Q)Respondent skipped this question
science research is/has been a core part of busin

R&D in New Zealand?

N
Q15 Q9 What is the likely impact on busine&?&D in Respondent skipped this question
New Zealand if dual purpose activities ineligible for
the R&D Tax Incentive? Please des® .

Q16 Q10 What are the aWs and/or Respondent skipped this question
be.

disadvantages of limiting ible expenditure to R&D
labour costs? Please 6

Q17 Q11 What Qe advantages and/or Respondent skipped this question
disadvanta setting overhead costs as a

percenta% &D labour costs? Please describe.

Q%i 2 Are there any reasons why expenditure Respondent skipped this question
related to R&D activities for which commercial

consideration is received should be eligible for a tax

incentive? Please describe.

Q19 Q13 What variations or extensions to the definition Respondent skipped this question
of core activities are required to ensure it adequately
captures R&D software activities?
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Q20 Q14 Are there reasons why continuity rules should
not apply to tax credits? Please describe.

Q21 Q15 Is the minimum threshold set at the right
level?

Q22 Q16 How important is a cap or a mechanism to go
beyond the cap? Please provide further details.

Q23 Q17 What features of a Ministerial discretion or
pre-registration would make them most effective?
Please describe.

Q24 Q18 What are your views on the proposed
mechanisms to promote transparency and enhance
evaluation? Please describe.

Q25 Q19 Are there any other risks that need to be
managed? Please describe.

Q26 Q20 Are there risks with extending penalties to
external advisors in this way?

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question

Respondent skipped this question \'

Respondent skipped this queir;@

?
&

Respondent skip, s& is question

N
N
Re:&-u skipped this question

Q27 Q21 What is the right level of information requ@Respondent skipped this question

to support a claim? a\'

N\

Q28 Q22 What opportunities are there for Mers to
submit R&D Tax Incentive claims via thi rty

software? Q

Q29 Q23 What integrity mea ’?&io you think Inland

Revenue should use? OQ

Q30 Q24 Would you be-willing to be contacted in future
on the R&D tax& ive and/or implementation

process? %
ol
Q~

Respondent skipped this question

Respondent skipped this question

Yes,
Contact details:
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Q31 Q25 Please provide any other feedback you may have on the proposed R&D tax incentive here.

The 12.5% pales in comparison to what is offered in Australia (43%+). As a fast growing NZ software company, this has a
significant impact on future decisions about where we should be based (considering NZ is a small market for most companies,
keeping R&D in NZ is imperative for the NZ economy). We have previously been asked to consider having our R&D and operations
based in Australia, which we declined as we had sufficient support from the government, Callaghan, and R&D. However, with these
changes, it may affect our future decisions on this.

Receiving cash back from R&D spend (or co-funding) has been very helpful in helping us grow and it is a shame to see this change

and reduce. (1/

This impacts NZ's ability to attract top talent and keep R&D in NZ. @
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#36

Collector: Web Link 1 (Web Link)

Started: Thursday, May 31, 2018 11:00:52 PM
Last Modified: Thursday, May 31, 2018 11:13:32 PM
Time Spent: 00:12:40

P Adaress: @@

Page 2: Your contact details Q

Q1 (i) For individuals:

Name Grant Dumbell ?‘

Email address so@@ OQ

Q2 (ii) For organisations: Respondent skipped thl@s;t ion

>

Q3 (iii) How long has your business been operating in 10 years or \Q

New Zealand? more \
’b'

Q4 (iv) How many employees (FTEs) are employed by 1 {\\
your business in New Zealand?Please include full-time O
and part-time employees but do not include contractors

or the business owners. \Q

Q5 (v) What industry sector does your busine&o M Professional, scientific, &
operate in? technical

Q6 (vi) Has your organisation eve@lved a R&D project or R&D growth grant?
&
R&D Growth Grant OQ None

R&D Project Grant None

Q7 (vii) Has your. (@nlsatlon ever received any other  No
R&D governnloo upport?

@\Questlons asked in the discussion document

Q8 Q1 If SOEs, Crown Research Institutes, District Respondent skipped this question
Health Boards, Tertiary Institutions, and their

subsidiaries are excluded from the R&D tax incentive,

what will the likely impact be on business R&D in New

Zealand?
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Q9 Q2 How well does this definition apply to business Respondent skipped this question
R&D carried out in New Zealand?

Q10 Q3 Does this definition exclude R&D that you think Respondent skipped this question
should be eligible, please illustrate with examples?

Q11 Q4 Does the scientific method requirement Respondent skipped this question
exclude valid R&D in some sectors, please illustrate
with examples?

Q12 Q5 What would the impact be on business R&D in  Respondent skipped this question
New Zealand if a materiality test was applied to both
the problem the R&D seeks to resolve and the intended
advancement of science or technology?

Q13 Q7 Are there any reasons why the exclusions Respondent skipped this ion
should not apply to support as well as core activities? \

Please describe.
\
\

Q14 Q8 Please provide any examples where social Responde \ipped this question
science research is/has been a core part of business ‘\?b'
R&D in New Zealand? s’\\()

Q15 Q9 What is the likely impact on business R&D in onndent skipped this question
New Zealand if dual purpose activities are ineligible_f
the R&D Tax Incentive? Please describe. L\
Q16 Q10 What are the advantages and/or Respondent skipped this question

disadvantages of limiting eligible expenditure to R&D
labour costs? Please describe. Q

*

Q17 Q11 What are the advan and/or Respondent skipped this question
disadvantages of setting o d costs as a
percentage of R&D labo sts? Please describe.

Q18 Q12 Are thﬁxy reasons why expenditure Respondent skipped this question
related to R& ities for which commercial

consideration,isteceived should be eligible for a tax

incentive ase describe.

<

Q 13 What variations or extensions to the definition Respondent skipped this question
of core activities are required to ensure it adequately
captures R&D software activities?

Q20 Q14 Are there reasons why continuity rules should Respondent skipped this question
not apply to tax credits? Please describe.
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R & D Tax Incentive

Q21 Q15 Is the minimum threshold set at the right No,
level? If ‘no’, please provide further
details.:

Setting such a high level is a disincentive for small
business to invest in R&D yet this is potentially where the
greatest benefits lie in terms of job growth and value
creation. A tax break for R&D spend over $100k is
corporate welfare for big companies at the expense of
small companies. Annual spend threshold should be m
lower eg one tenth of proposed threshold %

Y

Q22 Q16 How important is a cap or a mechanism to go  Respondent skipped this question (’)\'
beyond the cap? Please provide further details.

Q23 Q17 What features of a Ministerial discretion or Respondent skipped this queg’&l\'@

pre-registration would make them most effective? (O,
Please describe. @
\

Q24 Q18 What are your views on the proposed Respondent ski%&this question
mechanisms to promote transparency and enhance
evaluation? Please describe. N \

N

A

Q25 Q19 Are there any other risks that need to be dent skipped this question
managed? Please describe. SK

<

Q26 Q20 Are there risks with extending penalties t&\? Respondent skipped this question

external advisors in this way?

Q27 Q21 What is the right level of informq’ﬁrequired Respondent skipped this question

to support a claim?
N

Q28 Q22 What opportunities ere for customers to  Respondent skipped this question
submit R&D Tax Incentive €laims via third party
software?

Q29 Q23 What i ty measures do you think Inland Respondent skipped this question
Revenue sho e?

Q30 @%’ould you be willing to be contacted in future Yes,
or@i &D tax incentive and/or implementation Contact details:

proSess? s901@

Q31 Q25 Please provide any other feedback you may have on the proposed R&D tax incentive here.

This form is too restrictive to gather true consultation feedback as it is overly directed with a Q&A format. It doesn't ask about the
advantages of retaining grants for small businesses who are doing R&D but whose spend cannot be over the threshold.
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#38

Collector: Web Link 1 (Web Link)

Started: Friday, June 01, 2018 6:50:51 AM
Last Modified: Friday, June 01, 2018 7:49:24 AM
Time Spent: 00:58:32

IP Address: _

Page 2: Your contact details Q
Q1 (i) For individuals: (}\'

Name

s9@
Email address s9Q@ ’ OQ

Q2 (ii) For organisations: @

Name of organisation YourQS Ltd

Contact person name

Position
.\\Q

Q3 (iii) How long has your business been operating in an 2

New Zealand? s

Q4 (iv) How many employees (FTEs) are em[@y 1-5

your business in New Zealand?Please includ -time

and part-time employees but do not includ ractors

or the business owners. \'

Q5 (v) What industry sector dqe@u business E Construction

operate in? 6\

Q6 (vi) Has your orga@sﬁn ever received a R&D project or R&D growth grant?

R&D Project Grant 6 None

R&D Growth Gr@ None

Q7 (vi s your organisation ever received any other  Yes,

R vernment support? If yes, please specify names of

grant(s)/support.:
Student Experience Grant

Page 3: Questions asked in the discussion document
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Q8 Q1 If SOEs, Crown Research Institutes, District Health Boards, Tertiary Institutions, and their subsidiaries are
excluded from the R&D tax incentive, what will the likely impact be on business R&D in New Zealand?

| agree with this. Most of them are government funded organisations so ins't this just shuffling money around in a less transparent
way? Surely if the government wants them to conduct R & D it could require or fund this in a more direct way.

As SOE's are arm's length and operate commercially, they could be considered differently, but again, as Government has a more
direct input into them when compared to most businesses, sure R & D could be addressed more directly. l.e. put it into their
mandate, rebate them on the dividends that they pay to Govt. rather than mix them in with the rest of business. (]/

O

Q9 Q2 How well does this definition apply to business R&D carried out in New Zealand? \,

From past experience, the definitions seem to exclude the development part of R & D. | have found it difficult i trﬁpast to ensure
that research activity qualify for funding.

It seems particularly hard with the Frascati model for software. If you are creating completely new s ‘f@ platforms, languages, or
the like, then I'm sure it works, but 99% of software income is derived from creating new applicati 9%«mng largely existing
technologies. Often these require a significant amount of innovation, a lot of research into ho@ oftware needs to function to
achieve the required outcome, trial and error with users to see if it does, all of which to me isiresearch but it is likely that if this just

resulted in a software application, that it wouldn't meet the Frascati definition of researc\

N\

Q10 Q3 Does this definition exclude R&D that you think should be e(@le, please illustrate with examples?

We know our software is unique, we spent 15 years with our prior busi .§Stgating it and it performs a function that no other
software does internationally, but it has always been a challenge to rant applications so that they comply with the R & D
criteria. The more complete the product became, the harder it was, he close we got to development even though it still pre-
commercial technology. We eventually gave up on trying to %ding help and ultimately had to wind the business up as we
couldn't sustain it. &

N

Q11 Q4 Does the scientific method requir@ exclude valid R&D in some sectors, please illustrate with
examples? W

I'm comfortable with this staying for the@t at we have done. It helps differentiate between business as usual development and
research based development. \6

Q12 Q5 What would t @g:t be on business R&D in New Zealand if a materiality test was applied to both the
problem the R&D se resolve and the intended advancement of science or technology?

| think that this wo p. The problem we would like to solve is improving information flow through the construction process,
something whiclif, Successful, would materially impact on the cost of finished housing. We have been at it for 15 years and follow
what is ha;@@?g globally in this space and know that our work is leading edge, but struggle to get R&D funding for it.

@Ihat achieving cost reductions in housing is of value to NZ society and housing currently but this doesn't have any weight
in the assessment. Possibly taking into account the potential outcomes could allow an application allow more development than
say something that has a less valued result.

Q13 Q7 Are there any reasons why the exclusions should not apply to support as well as core activities? Please
describe.

There could be some argument that patenting costs could be included in some way. It is expensive to do, but can create greater
value from the research if successful.
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Q14 Q8 Please provide any examples where social science research is/has been a core part of business R&D in
New Zealand?

No, I've not had any exposure to this area.

Q15 Q9 What is the likely impact on business R&D in New Zealand if dual purpose activities are ineligible for the
R&D Tax Incentive? Please describe.

Makes sense to me. Q;l/

Q16 Q10 What are the advantages and/or disadvantages of limiting eligible expenditure to R&D Iabe:%’osts?
Please describe. ()

This wouldn't impact us much as with software, it is pretty much all labour. Q E

O
Q17 Q11 What are the advantages and/or disadvantages of setting overhead costs éé'percentage of R&D
labour costs? Please describe.

Makes it simple and consistent to apply and administer, I'd support it. Q\O&

N\

It may not reflect the actual situation for any business (be too high or too low). \
Q18 Q12 Are there any reasons why expenditure related to R,gg‘gtivities for which commercial consideration is
received should be eligible for a tax incentive? Please de@

The proposed criteria seem okay to me. \QQ)

Q19 Q13 What variations or extensions to the)@fition of core activities are required to ensure it adequately
captures R&D software activities? $

mentioned previously, it is difficult to co’m\' ith the current R & D criteria for much of it.

Q20 Q14 Are there reason@ continuity rules should not apply to tax credits? Please describe.

| think that the software definition does ne@wg at. The software industry has to be a significant focus for NZ and, as

With fast growing stan-u@ﬁusinesses this could be a constraint for them. Possibly apply some sort of minimum continuous
ownership requiremee

e
>

%
S

Q.
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Q21 Q15 Is the minimum threshold set at the right No,
level? If ‘no’, please provide further
details.:

It is too high. If the target is an R & D spend of 2% then it
means that the target businesses are $5m turnover, which
rules out the majority of NZ businesses. It also means that
it will be difficult for many start-ups to qualify for anything.
The target should be closer to $50,000 than $100,000.
$50,000 would ensure that the magnitude of research is
material but still be an achievable spend for most QD
businesses. Even 50% of one full time employee i %
significant commitment for a small company to s\tis that

earns no immediate income, and may never @o (the risk

of research).

Q22 Q16 How important is a cap or a mechanism to go beyond the cap? Please pro>'gs\}urther details.

It stops larger companies emptying the pool for smaller ones. Companies with that sort of s@wust have a greater ability to fund

their own R & D.
«O
N\

Q23 Q17 What features of a Ministerial discretion or pre-registration weuld make them most effective? Please
describe. ‘\

Preregistration would be important. Last time we did get the R&D tax \but it was stressful. We had to spend the money first,
which put the business into a loss, then fight to get our software ac as R & D. We got it eventually but if we hadn't we may
have gone under, but would have certainly had to lay off staff. Q)

From this experience we would have probably not been as&ssive in future years, only doing the R & D that we could afford to
do with out the rebate and the rebate would have bee@nus that could have be used for the next year. | think that some form of

*

pre-approval would encourage more R & D. &\

N\

Q24 Q18 What are your views on t posed Respondent skipped this question
mechanisms to promote transpa and enhance
evaluation? Please describe.’%\

Q

Q25 Q19 Are there arﬁz{)@r risks that need to be Respondent skipped this question
managed? Pleaseg e.

Q26 Q20 AI%ﬁfgre risks with extending penalties to external advisors in this way?

Seems%@would discourage advisers padding claims to cover their costs.

Q27 Q21 What is the right level of information required to support a claim?

You must be able to establish the research hypothesis and then demonstrate a scientific process to explore this.
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Q28 Q22 What opportunities are there for customers to submit R&D Tax Incentive claims via third party
software?

No experience but does sound like it would have productivity advantages.

Should ensure that the option is there to not use third party software (it could be an additional cost for us as we have internal
systems to capture all of the information needed but wouldn't warrant us building an interface to IRD to automate it).

Q29 Q23 What integrity measures do you think Inland Respondent skipped this question le/
Revenue should use? q

Q30 Q24 Would you be willing to be contacted in future Yes, (’}'

on the R&D tax incentive and/or implementation Contact details:

process?

Q31 Q25 Please provide any other feedback you may have on the proposed R& & centlve here.

The rate of 12.5% seems low, it was 15% last time. Is this really going provide the level o@entlve and therefore R & D growth to

achieve the policy targets?. Q
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1222 Moonshine Rd,
ROL, Porlrua 5381
Private Bag 50 908
Porirua 5240

New Zealand

BRANZ P:+64 42371170

branz.nz

1 June 2018

R&D Tax Incentive Team

Ministry of Business, Innovation & Employment
PO Box 1473

WELLINGTON 6140

RDincentive@MBIE.qgovt.nz

Dear Sir / Madam

FUELLING INNOVATION TO TRANSFORM OUR ECONOMY{ A DISCUSSION
PAPER ON A RESEARCH & DEVELOPMENT TAX INCENTIVE FOR NEW
ZEALAND

Building Research Association of New Zealand Incorporated ("BRANZ Inc.”) is writing
to provide comments on the discussion paper Fuellitg Innovation to Transform our
Economy: A discussion paper on a Research & Development Tax Incentive for New
Zealand (“the discussion paper”).

BRANZ Inc. welcomes the opportunity to submit on the proposed R&D tax incentive.
In particular, we wish to comment on @spects of the proposals that we believe
require refinement to ensure the pghici 0bjectives are achieved.

ABOUT BRANZ INC.

BRANZ Inc. began in the 1950s as the Building Research Bureau, an industry-owned
information service. The Building Research Levy Act was introduced in 1969 and the
Bureau gifted its assets\to BRANZ Inc., which began working as an industry partner
with the Governmenté@nd received the applicable levy under the Building Research
Levy Act 1969.

Under section 8 of the Building Research Levy Act, BRANZ Inc. is required to apply
the Levyyand any other money received from any other source, to undertake
research_fdr the benefit of the building industry:

Expenditure of levies

(1) The money received by the association from levies imposed under this Act
or from any other source shall be used by the association for the purposes of
promoting and conducting research and other scientific work in connection
with the building construction industry.

In 2002, BRANZ Limited was created as a wholly owned subsidiary of BRANZ Inc. to
partake in independent and impartial research, testing and consulting for the
building and construction industry. BRANZ Limited’s two main areas of activity are
to carry out industry-good research and knowledge dissemination, and to conduct
consultancy services.



BRANZ Inc. now acts as an investor in industry research, along with being the
steward of the Building Research Levy to ensure the industry obtains the greatest
benefit possible from Levy investment.

BRANZ Inc. holds all intellectual property developed. It enjoys an income tax
exemption under section CW 49 of the Income Tax Act 2007 (“the Act”), as it is a
body promoting scientific or industrial research. BRANZ Inc. contracts out the
development of IP to BRANZ Limited and consequently, the costs of development sit
with BRANZ Limited (while BRANZ Inc. holds ownership of the intellectual property
developed).

BRANZ Inc., through BRANZ Limited, is currently directing R&D in four grogrammes

of work. These programmes will develop end-to-end solutions for some.of the most

pressing issues currently facing the building industry to help provide better buildings
for New Zealanders. The four programmes are:

Medium density housing that meets the needs of NeWw\Zealanders;
Exceeding the minimum building standards for any building;
Eliminating quality issues; and

Warmer, drier and healthier buildings.

BRANZ Inc. and BRANZ Limited employ approxifnately 100 specialist staff, located in
Wellington on a site which covers five hectafes.and contains laboratories and testing
facilities to meet national and international standards.

Ultimately the costs of the R&D undertakenby BRANZ Limited on behalf of BRANZ
Inc. is borne by the building industry thfough the Levy. The benefit of the R&D is
enjoyed by the building industry, and.indirectly by New Zealanders as a result of
better buildings. Structured apprepriately, the R&D Tax Incentive therefore has the
potential to increase the amount of R&D activity being undertaken in New Zealand in
relation to the building industkys This also supports the Government’s wider housing
policy objectives for better hemes and, related to that, better social outcomes.

SUBMISSION
Industry Reseatch Cooperatives
The discussion paper indicates that:

Industry research cooperatives undertaking or commissioning R&D
will be eligible

Industry research cooperatives (including levy bodies) that receive
contributions or levy payments for the purpose of R&D will be eligible for the
Tax Incentive. R&D funded through levy bodies is fundamentally business
R&D and may result in benefits that are not fully captured by the industry.
Industry research cooperatives will need to show that they meet all the
requirements to claim the credit, except the requirement to be a business.

Who should obtain the R&D Tax Credit?

There are potentially two ways in which the building industry could obtain R&D Tax
Credits.
1. Industry participants making the Levy payments could be allowed an R&D Tax
Credit in relation to the Levy. The Levy effectively being a payment to BRANZ
Inc. to undertake R&D on behalf of the industry participant; or



2. BRANZ could claim the R&D Tax Credit in relation to its R&D expenditure.

The discussion paper comment above suggests that the latter is the proposed
approach.

BRANZ is in favour of this approach as it will ensure more funding is available for
industry research. The proposed approach reflects that the Levy is a statutory
amount where an R&D Tax Credit to an industry participant would not necessarily
lead to increase R&D spending.

Is BRANZ Inc. an Industry Research Cooperative?

BRANZ Inc. would appear to meet the definition of an “Industry Reséarch
Cooperative” but would like any uncertainty in relation to this to bgsclarified.

Eligibility criteria

The discussion document lists a number of eligibility critetia, including that the
business! making the claim “effectively owns the results aof the R&D".

BRANZ Limited undertakes R&D activities under an arrangement with its
shareholder, BRANZ Inc. The resulting intellectu@l property is owned by BRANZ Inc.
Therefore, as currently proposed, the R&D tax'credit regime would not apply to
either entity as BRANZ Limited does not gwn\the resulting IP and BRANZ Inc. is not
in a tax paying position.

This issue could be addressed in a gouple of ways: either allowing BRANZ Limited to
benefit from the R&D tax credit ok allbwing non-tax paying entities such as BRANZ
Inc. to receive a refundable crédit.

The former option could be achieved if the design of the regime enabled the R&D tax
credit to be claimable witheut any double dipping. As long as the IP and R&D
expenditure all sit within the same wholly-owned group this would allow flexibility
and alignment of the regime with commercial practice.

If the intent of the R&D incentive is to increase R&D spend in New Zealand, it should
not matter if,\for commercial reasons, the R&D activities and ownership of IP are
separatgd. This is provided that the IP is also owned in New Zealand. It similarly
should net'matter that BRANZ Limited is owned by an entity that is exempt from tax
under section CW 49 of the Act, given that BRANZ Limited itself is taxpayer. BRANZ
Lirhited would have additional funds available for R&D as a consequence of the R&D
ta® credit.

Eligible expenditure on R&D

The discussion document states that “the credit will apply only to expenditure that is
deductible, or amortisable, under the Income Tax Act (or, in relation to those with
tax-exempt income that would be deductible or amortisable, if the income were not
exempt).”

As mentioned above, BRANZ Inc. is exempt from tax under section CW 49 of the
Act. Further, BRANZ Limited receives funding from MBIE for the National Science

I Noting the comment above that “industry research cooperatives” would not need to meet the
requirement to be a business



Challenge. This income is also treated as exempt income under the Act, with
associated expenditure in relation to this income being treated as non-deductible
under section DF 1 of the Act.

BRANZ Inc. or BRANZ Limited, as in both cases the relevant expenditure would be
deductible if the income were not exempt. However, this should be clarified whe
the rules are drafted. ,\r'\'

The wording of the discussion paper suggests that this should not be an issue for Q)

Commercial consideration ?\

The discussion document proposes to exclude expenditure that relates Q D
activities for which the entity conducting the activity has received 0%
reasonably be expected to receive consideration.

We understand that the intent of this limitation is to ensure t E‘&e entity claiming
the credit bears the financial risk of the R&D. However a ntly worded it could
be read far more broadly to restrict what would otherwi 5‘@ ligible expenditure.
For example, where that expenditure is funded from a\ y, in the case of BRANZ
Inc., or by BRANZ Inc. in the case of BRANZ Limited:

financial risk of the R&D activity in all circu ces. There will be commercial
situations where (as is the case with BRA@ c.) the IP ownership is not held by the
person or group undertaking the R&D. B ownership and R&D activity is held
within a wholly-owned group struct%

S

Concluding statement \Q

More broadly, we do not believe it should be g@ary for the claimant to bear the

BRANZ Inc.’s purpose is to@rtake R&D and the R&D tax incentive will boost the
level of R&D activity it |5;Q to undertake for the benefit of New Zealanders.

Thank for you the q@' unity to comment on the proposals. We hope our
submission will a in shaping the final details of the regime.

Yours sincere@\':




From: s9@2)(a)

To: RD Incentive; info@mbie.govt.nz

Cc:

Subject: Research and Development Tax Incentive for New Zealand: University of Otago Submission
Date: Tuesday, 5 June 2018 2:58:07 p.m.

OTAGO

REW LEALAND

5June 2018

Minister of Research, Science and Innovation, Hon Dr Megan Woods
Minister of Revenue, Hon Stuart Nash

Dear Megan and Stuart,
Please find enclosed below a response from the University of @tago on the R&D tax incentive.

The proposed 12.5% R&D tax credit seems like it will beswseful in helping New Zealand achieve its
target of increasing R&D expenditure to 2.0% of GPRby 2027 (from the current 1.28%).

The University of Otago hopes the tax credit will’ not, however, be the only tool deployed by
Government to increase NZ's R&D expenditure. Rather, we hope it is one aspect of an
integrated, variegated approach that will'also include grants and direct investment (among other
things).

As with all Government spongored research, we think it is essential that safe checks are in place
to ensure the proposed tax«credit produces high quality R&D. (The excellence “pillar” of MBIE’s
National Statement of Seience Investment states: “Investment should be subject to a rigorous
test for the quality.6fthe science undertaken.”)

Ensuring méthaedologically rigorous R&D will be challenging, but the tax credit proposal
document,— and the New Zealand science system in general — offer various useful checks and
balances,

Small enterprises that do not meet the $100k per annum annual R&D expenditure threshold will
have the option of sub-contracting Approved Research Providers as third party research
providers. The use of designated Approved Research Providers is a simple, effective
accountability measure for those companies utilising this provision.

Some smaller organisations who do not meet the $100k per annum threshold will, however,
wish to continue using their in-house R&D capability, and this is where a continuation of grants
and direct investment becomes important — a nuanced, strategic approach.

To systematise thinking across sponsored entities, we believe data from all R&D that occurs


mailto:RDIncentive@mbie.govt.nz
mailto:info@mbie.govt.nz

under the aegis of the 12.5% tax credit should be compulsorily integrated within the National
Research Information System (NRIS) that is presently under development. This would promote
transparency for accountability and audit purposes, and would enrich the breadth and scope of
research data held within the NRIS. Over the longer term, this data might also enable the
effectiveness of the tax credit policy to be monitored and assessed.

As a public university, we hope that any and all Government-sponsored R&D activity is

committed to furthering the public good, with the ethical, legal and social implications of (1/
innovation being carefully considered along the way. q(b

Yours sincerely ?S’)\'

CAUTION: This e-mail and any attachment($centain information that is both confidential and possibly
legally privileged. Any opinion, advice ote mation contained in this e-mail and any attachment(s) is to be
treated only for the purpose of the i@ed recipient. If you have received this message in error please
email the sender and destroy this Q'ss ge. Thank you.

B% Please consider thgxﬁronment before printing this e-mail
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#30

Collector: Web Link 1 (Web Link)

Started: Friday, May 18, 2018 12:50:27 PM
Last Modified: Friday, June 01, 2018 11:21:11 AM
Time Spent: Over a week

IP Address: _

Page 2
Q1 (i) For individuals Respondent skipped this question
Q2 (ii) For organisations Respondent skipped this question Q

QO
Q3 (iii) How long has your business been operating in Respondent skipped thig@?on

New Zealand? \O&

Q4 (iv) How many employees (FTEs) are employed by = Respondent sﬁ@ﬁ this question

your business in New Zealand? Please include full-time \

and part-time employees but do not include contractors ‘\(O'
K

or the business owners.
Q5 (v) What industry sector does your business Qer services
operate in? @

$

Q6 (vi) Has your organisation ever received a@ project or R&D growth grant?

Q7 (vii) Has your organisation ,ew;%%eived any other  Yes
R&D government support? %\

Q

Q8 How likely is it thﬁ/ﬁorganisation will be in a Likely
position to use thesful ount of an R&D tax credit in

the 2019/20 taxé.‘ (Note, to use the full amount of a

R&D tax cred% given year, your business’ tax

liability nee be at least as large of the R&D tax

credit yo\ entitled to claim.)

<
Q9'Flow much R&D does your organisation expect to $1M-$5M
carry out in the coming year?

R&D Growth Grant 2016

Page 3: Responses to questions in the consultation document
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Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

this will have a significant impact on our cash flow being a small company we need the quarterly payment to obtain resources to
enable us to continue our R & D process

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reasons why this is
necessary for your business?

we believe the transitional period should be until the current funding finishes then all new R & D would be under the new@.

"

Q12 Q3 What impact will the proposed transition arrangements have on your R&D programme o@ e next few
years?

reduce cash flow . OQ
N

Q13 Q4 Please provide any other comments about the  Respondent skipped thi@stion
proposed transition arrangements. &

Q14 Q5 For businesses in tax loss, what impact will the proposed terw{aa grant have on your business during
the transition process? Please describe. . {O,

it wil hinder us undertaking further R & D s{\\CJ
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#2

Collector: Web Link 1 (Web Link)

Started: Friday, May 11, 2018 11:25:48 AM
Last Modified: Friday, May 11, 2018 11:43:12 AM
Time Spent: 00:17:24

IP Address: _

Page 2

Q1 (i) For individuals

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are employed by @

%99

and part-time employees but do not include contra’c{'@

your business in New Zealand? Please include full-tim

or the business owners.

Q5 (v) What industry sector does your bual@s

operate in? W
2

&
N

Respondent skipped this question

&
Lonza NZ Ltd ®;$\,O
—
_QO

10 years or, \\

more

. CN
s‘\\\(’

Agriculture, forestry, &
fishing

Q6 (vi) Has your organisationé eceived a R&D project or R&D growth grant?

R&D Growth Grant

OOQ

Q7 (vii) Has your. (@nisation ever received any other
R&D govern upport?

>
%
S

Q8 aow likely is it that your organisation will be in a
position to use the full amount of an R&D tax credit in

the 2019/20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

2017

Yes,

If yes, please specify names of
grant(s)/support.:

Student Grant

Very likely
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Q9 How much R&D does your organisation expect to $1M-$5M
carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

We have had various forms of R&D grant/funding for many years. Our current R&D growth Grants started in 2013 and is d%(?l/
expire end of September 2017. Since the new scheme is not due to start until 1April 2018 we will have no funding for r@
This will be result in significant detrimental change to our cash flow and most likely change in a reduced amount we are ‘able to
spend on R&D ()

v

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the r@s why this is
necessary for your business? ;\}

We would prefer we could extend our Growth Grant for at least 6months until the tax credit sc due to start.
A comment on this online feedback form - the previous page asked for when we have had fuhding. My browser would only let me

O
&

Q12 Q3 What impact will the proposed transition arrangements hav@your R&D programme over the next few

click one year - we have had an R&D growth Grant since 2013

years? . ()\
Since we will have no funding for 6months and the new scheme is Y tax credit compared to the 20% R&D growth grant we
will have to most likely trim our planned budget once past 1st Octo 17. This will mean less projects and possibly slower time tc

develop new products \QQ)
Q13 Q4 Please provide any other comment&@the proposed transition arrangements.

The R&D Growth grant has been a great boost toﬁ&&D program. Our new owners have continued with our history of relatively
large R&D spend (vs gross sales) They hav@&a new $2million laboratory complex and | have been able to hire another 2
scientists. Obviously this new scheme wil ss beneficial to Lonza and | will most likely be asked to trim future R&D budgets by
the shortfall between our current 2Q°o\%§ growth grant and the planned 12.5% tax credit

&
Q14 Q5 For businesse @Ioss, what impact will the  Respondent skipped this question
proposed temporary €a) ave on your business

during the transitio&r cess? Please describe.

e
>

%
S

Q.

4197



Growth Grant Transition

#3

Collector: Web Link 1 (Web Link)

Started: Tuesday, May 15, 2018 2:37:37 PM
Last Modified: Tuesday, May 15, 2018 2:46:13 PM
Time Spent: 00:08:36

IP Address: _

Page 2

Q1 (i) For individuals

Name

Email address

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are emp
your business in New Zealand? Please mcluc%
and part-time employees but do not includ r
or the business owners. \

Q5 (v) What industry sector doe@u business

operate in?

actors

5

-time

N

Wood Engineermg@\nology Limited
N\

T
C;;xs i

10—

Manufacturing

Q6 (vi) Has your orgaﬂ%&n ever received a R&D project or R&D growth grant?

R&D Growth Grant 6

Q7 (v%@{%ur organisation ever received any other

R&D ment support?

Q.

Q8 How likely is it that your organisation will be in a
position to use the full amount of an R&D tax credit in
the 2019/20 tax year? (Note, to use the full amount of a
R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

2017

Yes,
If yes, please specify names of
grant(s)/support.:

Very unlikely
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Q9 How much R&D does your organisation expect to -
carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

To date our policy has been to increase our annual R&D spend to include gents received and are likely to spend less. We %(l(s

making and need cash to spend. @

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reason this is
necessary for your business?

As long as possible. We are about to commercialise our first product but have a significant continui programme that ends to

be funded. The 20% grant bring forward our spending. ®'

Q12 Q3 What impact will the proposed transition arrangements have on your, programme over the next few
years? Q

it will be pushed out, there will be less cash available. 2\

O\
W

Q13 Q4 Please provide any other comments about the pro&%& ransition arrangements.

None, it is what it is. @

N

Q14 Q5 For businesses in tax loss, what impa@w the proposed temporary grant have on your business during

*

the transition process? Please describe. \

6/97
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#5

Collector: Web Link 1 (Web Link)

Started: Thursday, May 17, 2018 4:00:54 PM
Last Modified: Thursday, May 17, 2018 4:06:44 PM
Time Spent: 00:05:49

IP Address: _

Page 2

Q1 (i) For individuals

Email address

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are employe
your business in New Zealand? Please include full-ti
and part-time employees but do not include ¢ tors

or the business owners. $\

Q5 (v) What industry sector does yo@siness

operate in? ) \
©

Quantec Limited

6 to{&@?"l 0

6@

61—5

Professional, scientific, &
technical

Q6 (vi) Has your organis@ever received a R&D project or R&D growth grant?

O

Q7 (vii) Ha)%gﬁ? organisation ever received any other

R&D Growth Grant

R&D gov ent support?

Q8 How likely is it that your organisation will be in a
position to use the full amount of an R&D tax credit in
the 2019/20 tax year? (Note, to use the full amount of a
R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

2013

Yes,

If yes, please specify names of

grant(s)/support.:

Many of the schemes over the years. Graduate student
projects, specific project funding, etc.

Very unlikely
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Q9 How much R&D does your organisation expect to -
carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Itis a high impact. As a SME that is heavily involved in new research and development (we call ourselves an R&D pipel@%
g, we

business), we are still in the early stages of investing heavily in R&D and taking large risks. With the 20% Growth Grant
can take larger risks. This incentive will disappear with R&D tax credits. &:

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the rea ; why this is
necessary for your business? i\

We do not believe there should be a transition. A hybrid scheme that allows direct R&D funding f ’Q stage companies, the life-
blood of high-tech growth in the country, along with an R&D tax scheme for more establlshed& enerating companies would be
ideal.

Q12 Q3 What impact will the proposed transition arrangements have&\&r R&D programme over the next few
years?

Q13 Q4 Please provide any other comments about theeRespondent skipped this question
proposed transition arrangements. ’\\’Q

Q14 Q5 For businesses in tax loss, what im Y ’\will the proposed temporary grant have on your business during
the transition process? Please describe.
Our current grant runs out in Sep 2018, s@wpact will be felt immediately.

c)\%

10/97
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H7

Collector: Web Link 1 (Web Link)

Started: Friday, May 18, 2018 8:42:03 AM
Last Modified: Friday, May 18, 2018 9:01:08 AM
Time Spent: 00:19:04

P Adaress: @@

Page 2
Q1 (i) For individuals

Name @@
Email acdress —

Q2 (i) For organisations @

Name of organisation Storypark s\o
Contact person name *
Position . (O'

Q3 (iii) How long has your business been operating in ‘Se s than 10
New Zealand? Q

Q4 (iv) How many employees (FTEs) are emp \5 20 -
your business in New Zealand? Please mcluc% -time 49
and part-time employees but do not includ ractors

or the business owners. \

Q5 (v) What industry sector doe@u business Information media &

operate in?

Q6 (vi) Has your orgaﬂ%&n ever received a R&D project or R&D growth grant?

R&D Growth Grant 6 2017

Q7 (v%@{%ur organisation ever received any other  Yes

R&D ment support?

Q8 How likely is it that your organisation will be in a Unlikely
position to use the full amount of an R&D tax credit in

the 2019/20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax

liability needs to be at least as large of the R&D tax

credit you are entitled to claim.)

13/97
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Q9 How much R&D does your organisation expect to s 9(2)(b)(ii)
carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Currently we are hiring new developers in advance to undertake R&D knowing that quarterly we will have the growth grant @(1/
through. From my understanding the tax incentive won't allow us to invest as much in advance because we will have t til the
EOY to claim the credit and it only reduces our tax obligation which doesn't help a high growth company like ours becéy we are
growing at the speed of revenue intentionally not making a profit. ()

?\

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the r@s why this is
necessary for your business? ;\}

Good communication from Callaghan customer managers so we understand the implications.@

Q12 Q3 What impact will the proposed transition arrangements have on M&Q&D programme over the next few

years?
. . . . g . . * \ . . .
It will give us some uncertainty in how much additional resource we invest na@é.g. we were aiming to have 20% more R&D with

the Growth grant. Os{\\

Q13 Q4 Please provide any other comments about the@oposed transition arrangements.

From my very limited understanding it seems like a rich\gt& policy as the benefits will go to companies turning a large profit.
Q14 Q5 For businesses in tax loss, what i t will the proposed temporary grant have on your business during
the transition process? Please descritt’\\,

Not sure what the temporary grant refe&he existing growth grant we have? If so then the current growth grant is hugely
valuable to us as it allows us to have e resource invest in R&D.

14 /97
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#14

Collector: Web Link 1 (Web Link)

Started: Monday, May 28, 2018 8:18:41 AM
Last Modified: Tuesday, May 29, 2018 10:39:55 AM
Time Spent: Over a day

IP Address: _

Page 2

Q1 (i) For individuals

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are employed by @

v
R

(,}\'

v
OQ

Respondent skipped this question

Technopak Limited

é\

\
O

S

X
R

10 years o
more

ss\\\

your business in New Zealand? Please include full- t|m%4g

and part-time employees but do not include contrad@

or the business owners.
Q5 (v) What industry sector does your bual@s

operate in? Q’\'

Manufacturing

Q6 (vi) Has your organisation e@écelved a R&D project or R&D growth grant?

R&D Project Grant
R&D Growth Grant

OOQ

Q7 (vii) Has you@mnisation ever received any other
R&D govern support?

<
Q

Q8 How likely is it that your organisation will be in a
position to use the full amount of an R&D tax credit in
the 2019/20 tax year? (Note, to use the full amount of a
R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

2012
2014

Yes,

If yes, please specify names of
grant(s)/support.:

International Growth

Fund

Very likely
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Q9 How much R&D does your organisation expect to s 9(2)(b)(ii)
carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Cash-flow impact arising from the incentive being a tax credit to imputation credit vs cash would mean that if the surplus is Q;l(d
in the business (i.e. no dividend distribution), then the incentive does not help at all. \9

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reason this is
necessary for your business?

Negligible time required for transition ;\\'OQ

Q12 Q3 What impact will the proposed transition arrangements have on your R@ogramme over the next few
years? $\O
Negligible \Q
. \{O.
Q13 Q4 Please provide any other comments about the propo%@ansition arrangements.

Current growth grant expires on 30th June 2019 O

Z,

Q14 Q5 For businesses in tax loss, what impact wim\gproposed temporary grant have on your business during
the transition process? Please describe.

28197
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#15

Collector: Web Link 1 (Web Link)

Started: Tuesday, May 29, 2018 10:55:23 AM
Last Modified: Tuesday, May 29, 2018 11:25:04 AM
Time Spent: 00:29:41

IP Address: _

Page 2

Q1 (i) For individuals

Name

Email address

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are emp
your business in New Zealand? Please mclu%
and part-time employees but do not includ r
or the business owners. \'

Q5 (v) What industry sector doe@u business

operate in?

-time
actors

_ *

S,
sS\sthan 10
e

\\?@

10—

Information media &

Q6 (vi) Has your orga@ﬁn ever received a R&D project or R&D growth grant?

R&D Project Grant 6
R&D Growth Gr@

fox

Q7 (vii %your organisation ever received any other
R ernment support?

2013
2017

Yes,

If yes, please specify names of
grant(s)/support.:

All through Callaghan Innovation.
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Q8 How likely is it that your organisation will be in a Very unlikely
position to use the full amount of an R&D tax credit in

the 2019/20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax

liability needs to be at least as large of the R&D tax

credit you are entitled to claim.)

Q9 How much R&D does your organisation expect to s9(2)(b)
carry out in the coming year? le/

Page 3: Responses to questions in the consultation document (}'\'
Q10 Q1 What impact will the proposed transition arrangements have on your business? For e%ple, your cash-
flow or internal reporting mechanisms? Please describe. Q

-
The proposed move to a R & D tax credit system will have a very large impact on our business and & ing cashflow. R & D tax
credits are of no use to a business like ours that chooses to invest every available dollar into R ivities. As a result, our
business has a break even position -therefore tax credits will not be available to us. If the ta it system is introduced, we will be
forced to reduce/halt all R & D activity. The growth grant allows us to rely on additional @w that we can reinvest in R & D.
Allowing us to get our commercial initiatives to market quicker! \QK

Tax credits are of no use at all to a business that breaks even or is loss makipgeo'\
Q11 Q2 What do you believe to be a necessary transition i0d? Please explain the reasons why this is
necessary for your business?

A necessary transition period for our business is as long as@e. At least as long as necessary to see our business to become

cash flow positive. \Q

The reality of our position is that if the transition p@nds before our business is cashflow positive, we will be forced to scale
back/stop R & D activity and | am sure that thisQ the desired outcome of the R & D tax credit system.

QO

Q12 Q3 What impact will the pr d transition arrangements have on your R&D programme over the next few

years? %\
Q

See the answer to Q1 above

<

Q Please provide any other comments about the proposed transition arrangements.

R & D activities in start ups in our opinion will seriously change with the proposed changes to a R & D tax credit system. Often the
brightest and most successful commercial ideas come from start ups. These start ups do not make any money in the first 5 years
of their lives but go on to be very successful and profitable entities employing 1000's if not 10,000's of New Zealanders. By
removing access to growth grant funding for these entities will significantly reduce the number of bright ideas that come from NZ.
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Q14 Q5 For businesses in tax loss, what impact will the proposed temporary grant have on your business during
the transition process? Please describe.

A huge impact. BN

We see that the opportunity for start ups to survive in NZ where capital is harder to get than off shore will be significantly reduced
with the introduction of the proposed R & D tax credit system.
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#18

Collector: Web Link 1 (Web Link)

Started: Wednesday, May 30, 2018 1:32:57 PM
Last Modified: Wednesday, May 30, 2018 1:48:47 PM
Time Spent: 00:15:50

IP Address: s9()@
Page 2 \9%(1/

Q1 (i) For individuals Respondent skipped this question (’)\'
Q2 (i) For organisations Q
Name of organisation Arrowhead Alarm Products }g}

Contact person name _ @
Position - \O&

Q3 (iii) How long has your business been operating in 10 years or\
New Zealand? more

D
N
Q4 (iv) How many employees (FTEs) are employed by @

your business in New Zealand? Please include fuII-tim%4g
and part-time employees but do not include contrag\’@

or the business owners.

Q5 (v) What industry sector does your bua@s Manufacturing
operate in? Q’\,
Q6 (vi) Has your organisation e@éceived a R&D project or R&D growth grant?

R&D Growth Grant Qc‘) 2014
O

Q7 (vii) Has your nisation ever received any other  No
R&D governme@ port?

Q8 Hov\@y is it that your organisation will be in a Unlikely
positi use the full amount of an R&D tax credit in

th /20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax

liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

Q9 How much R&D does your organisation expect to _

carry out in the coming year?
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Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

The proposed transition arrangement is difficult to fully quantify as to the impact on our company. If it requires more reporting then it
will add an extra burden on our staff but unsure at this stage if that would happen or not.

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reasons why thi le/
necessary for your business? @

| feel the current transitional period is acceptable. (’)\,

v

Q12 Q3 What impact will the proposed transition arrangements have on your R&D progr@ over the next few
years? S

Itis likely we will receive less in the way of R&D support as the tax figure may not reach the cu %owth Grant amount.

Q13 Q4 Please provide any other comments about the = Respondent ski%%s question
proposed transition arrangements. \

Q14 Q5 For businesses in tax loss, what impact will the Res@t skipped this question
proposed temporary grant have on your business
during the transition process? Please describe. O
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#20

Collector: Web Link 1 (Web Link)

Started: Thursday, May 31, 2018 9:19:54 AM
Last Modified: Thursday, May 31, 2018 10:06:17 AM
Time Spent: 00:46:22

IP Address: _

Page 2

Q1 (i) For individuals

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are employed by @

v
R

(,}\'

v
OQ

Respondent skipped this question

NZ Trade Group Ltd

s92@
N\
fz>

10 years o
more

ss\\\

your business in New Zealand? Please include full- t|m%1g

and part-time employees but do not include contrad@

or the business owners.
N

N
Q5 (v) What industry sector does your bual@s
operate in?

Q6 (vi) Has your organisation e@écelved a R&D
project or R&D growth grant'?

O

Q7 (vii) Has your organigation ever received any other
R&D government port?

Q
>

\&
Q ikely is it that your organisation will be in a
position to use the full amount of an R&D tax credit in
the 2019/20 tax year? (Note, to use the full amount of a
R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

Q9 How much R&D does your organisation expect to
carry out in the coming year?

Education & training

Respondent skipped this question

Yes,

If yes, please specify names of
grant(s)/support.:

Growth Grant January 2018

Very unlikely
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Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Our growth grant termination is set for Dec 2020,

I <o ot 2 cashflow win at al for ur business. As ar as | car

tell internal reporting will remain basically the same.

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reasons why thicéz)

necessary for your business? \'
No transition period for existing growth grants, they should be allowed to continue to the end of the original termin@atior date and
extensions applied if warranted, companies like ours and others have taken the harder path to prove their wo R&D funding

from the government through the Callghan process so why transition us to an easier process to at a Iowe@tg.
Q12 Q3 What impact will the proposed transition arrangements have on your R&%@amme over the next few

years?
\

The decrease from 20% growth grant to 12.5% tax incentive DOES not in anyway incer‘@ our business to spend more money on
R&D it actually has he opposite affect for our business \

Q13 Q4 Please provide any other comments about the propoie\{(rj\sition arrangements.

| can see that easier access to funding at a lower rate makes R&D @ accessible to more NZ companies however | strongly
disagree with the approach to basically penalise existing growth ?ra articipants by forcing them to transition to lower tax incentive

funding rates. In our case funding could well be cut to nothi ur plans are to invest with little or no tax liability.

S

Q14 Q5 For businesses in tax loss, what imp; ill the proposed temporary grant have on your business during
the transition process? Please describe.

Our business spends nearly all available ca N on either company improvements or R&D the majority being on R&D, how does a
tax incentive help my business when | t@o tax liability to apply it against?

'O

N\
&
@
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#23

Collector: Web Link 1 (Web Link)

Started: Thursday, May 31, 2018 2:44:23 PM
Last Modified: Thursday, May 31, 2018 2:54:17 PM
Time Spent: 00:09:54

P Adaress: Q@

Page 2 @

Q1 (i) For individuals
Name so@@ \~

cmai acres E—
\
Q2 (i) For organisations @

Name of organisation Outpost Central O
Contact person name q\o
Position

Q3 (iii) How long has your business been operating in @s&}s or

New Zealand?

Q4 (iv) How many employees (FTEs) are emp \5 20 -
your business in New Zealand? Please mcluc% -time 49
r

and part-time employees but do not includ actors

or the business owners. \

Q5 (v) What industry sector doe@u business Agriculture, forestry, &
fishing

operate in? 6\

Q6 (vi) Has your organis t|on ever received a R&D project or R&D growth grant?

R&D Project Gran@ 2015
R&D Growth G 2017

Q7 (i s your organisation ever received any other  No
R vernment support?

Q8 How likely is it that your organisation will be in a Very unlikely
position to use the full amount of an R&D tax credit in

the 2019/20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax

liability needs to be at least as large of the R&D tax

credit you are entitled to claim.)
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Q9 How much R&D does your organisation expect to _
carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Severely impact cash flow. le/

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reasons whixthis is
necessary for your business?

3 years. The growth grant has given our business the confidence to hire more people. We need time to& he business to be
Q12 Q3 What impact will the proposed transition arrangements have on your R@ogramme over the next few
years? $\O

We will not increase R&D spend and try to grow the business to support the additio\ ires before the grant ends.

Q13 Q4 Please provide any other comments about the Res@t skipped this question

proposed transition arrangements. :\

Q14 Q5 For businesses in tax loss, what impact Wil\t@Respondent skipped this question
proposed temporary grant have on your business
during the transition process? Please describe’i'o

N

able to sustain these people without a grant.
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#24

Collector: Web Link 1 (Web Link)

Started: Thursday, May 31, 2018 2:51:45 PM
Last Modified: Thursday, May 31, 2018 2:59:26 PM
Time Spent: 00:07:41

IP Address: s9()@
Page 2 \9%(1/

Q1 (i) For individuals Respondent skipped this question (’)\'
Q2 (i) For organisations Q
Name of organisation Nautech Electronics Ltd \\'

Contact person name @

Position _Q\O

Q3 (iii) How long has your business been operating in 10 years o

A\
New Zealand? more (O'\
&

Q4 (iv) How many employees (FTEs) are employed by @
your business in New Zealand? Please include full- hm@gg
and part-time employees but do not include contrad@

or the business owners.

Q5 (v) What industry sector does your bua@s Manufacturing

operate in? Q’\,

Q6 (vi) Has your organisation e@écelved a R&D project or R&D growth grant?

R&D Growth Grant OQ 2017

Q7 (vii) Has your nisation ever received any other  Yes,

R&D governme@ port? If yes, please specify names of
grant(s)/support.:
@ TDG 2011 Growth Grant 2017 RD

®\® Fellowship
Q8 How likely is it that your organisation will be in a Very likely
position to use the full amount of an R&D tax credit in

the 2019/20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax

liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)
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Q9 How much R&D does your organisation expect to _
carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Impact on cashflow and R&D program. le/

A 12.5% tax credit is a waste of time. @
Q11 Q2 What do you believe to be a necessary Respondent skipped this question ()
transitional period? Please explain the reasons why ;

this is necessary for your business? OQ

Q12 Q3 What impact will the proposed transition arrangements have on your R& DQ’K ramme over the next few
years?

We will probably reduce our R&D spend, the growth grant system does take time to and manage but is a fair system. |
believe it should be increased, if you want to keep innovation and manufacturlng in % is not enough.

Q13 Q4 Please provide any other comments about the  Res c@wt skipped this question
proposed transition arrangements. §\

Q14 Q5 For businesses in tax loss, what impact Wil%@Respondent skipped this question
proposed temporary grant have on your business
during the transition process? Please descrlbe\Q

@\
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#28

Collector: Web Link 1 (Web Link)

Started: Friday, June 01, 2018 7:53:58 AM
Last Modified: Friday, June 01, 2018 8:08:37 AM
Time Spent: 00:14:39

IP Address: _

Page 2

Q1 (i) For individuals

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are employed by Q

your business in New Zealand? Please include full-tim

and part-time employees but do not include contra’c{'@

or the business owners.

Q5 (v) What industry sector does your bual@s

operate in? W
2

<
N

Respondent skipped this question \'

*

Aportio Developments Limit \

I Qk\?&
N\

Less than %'\

years. é}

&S

Professional, scientific, &
technical

Q6 (vi) Has your organisationé eceived a R&D project or R&D growth grant?

R&D Growth Grant

OOQ

Q7 (vii) Has your. (@nisation ever received any other
R&D govern upport?

fox

Q8 Hcgg@ly is it that your organisation will be in a
o use the full amount of an R&D tax credit in

Dot
tth 9/20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

None

No

Unlikely

Q9 How much R&D does your organisation expect to _

carry out in the coming year?
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Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

It is unclear whether the total value of the tax incentives will be the same as the value of the growth grant. If the value is less, or the
conditions differ, it will significantly impact the ability of our business to carry out the higher risk more innovative areas of our R&D
programme. If only the timing differs it will impact our cashflow. As a new company, particularly one carrying out significant R&D,
bank funding is difficult to attract and therefore the more regular funding from the Callaghan programme provides the neces
cashflow throughout the year. %

Y

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reasons v@his is
necessary for your business?

In our current business environment, the traditional 5-10 year plans realistically can only be made for 3& But it is important to
*

have some stability for at least those three years. A transition period which allows businesses certa'\\t)} out funding sources and

value is therefore important for at least 3 years; enabling companies to take the risks of R&D whic@e government is trying to

encourage.

Q12 Q3 What impact will the proposed transition arrangements have or\@sc\?&D programme over the next few
years?

*
The Callaghan programme, as a 3 year contract with the government, provi Eﬁigh level of certainty for businesses undertaking
R&D. As noted above that is the minimum period for which certainty i \ssary to encourage companies to innovate. A transition
to and a tax credit scheme provides less certainty. O

<

Q13 Q4 Please provide any other comments aboub@ Respondent skipped this question
proposed transition arrangements. \Q

N\
Q14 Q5 For businesses in tax loss, whatimpact will the proposed temporary grant have on your business during
the transition process? Please descrit@

Temporary relief for loss making com is a positive step. However the reality is that companies undertaking R&D activities are
likely to be in a loss position for a ded period and therefore, post the transition period, this scheme will provide less support
for and therefore discourage th@evels of innovation, without which there can be no continued innovation. | believe it will,

therefore, significantly im@@ as a place of innovation.

O

%)
(o
Z
2

Q.
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#29

Collector: Web Link 1 (Web Link)

Started: Friday, June 01, 2018 10:35:29 AM
Last Modified: Friday, June 01, 2018 10:50:11 AM
Time Spent: 00:14:41

IP Address: _

Page 2

Q1 (i) For individuals

Name

Email address

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are emp \5
your business in New Zealand? Please mclu%

and part-time employees but do not includ r
or the business owners. \'

Q5 (v) What industry sector doe@u business

operate in?

100 or

-time more
actors

Information media &

Q6 (vi) Has your orga@sﬁn ever received a R&D project or R&D growth grant?

R&D Growth Grant 6

Q7 (v%@?@ur organisation ever received any other

R&D ment support?

Q.

2013

Yes,

If yes, please specify names of

grant(s)/support.:

Callaghan grants, Partnership Grant through Precision
Driven Health
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Q8 How likely is it that your organisation will be in a Very unlikely
position to use the full amount of an R&D tax credit in

the 2019/20 tax year? (Note, to use the full amount of a

R&D tax credit in a given year, your business’ tax

liability needs to be at least as large of the R&D tax

credit you are entitled to claim.)

Q9 How much R&D does your organisation expect to
carry out in the coming year? le/

Page 3: Responses to questions in the consultation document (’)\,

Q10 Q1 What impact will the proposed transition arrangements have on your business? Fo exgmple, your cash-
flow or internal reporting mechanisms? Please describe. Ob

*

ﬁ
<

The new program is substantially less attractive or helpful than a growth grant, since arﬁ@ benefit is not realised until a profit is
made. \Q

The cash is much more helpful at the time of investment, not the time when p@s achieved.
Q11 Q2 What do you believe to be a necessary transitionod? Please explain the reasons why this is
necessary for your business? @

Our growth grant is in the fifth year, and we were hoping it v@be extended further.

Our company is still in a major investment phase for’@re, so a transition phase would help.

R

Q12 Q3 What impact will the propos Qt’}ﬁsition arrangements have on your R&D programme over the next few
years? é

We will spend less on R&D becau@‘ere is less money being made available to us.
Q13 Q4 Please provi@qy other comments about the  Respondent skipped this question
proposed transitiopdarrangements.

%)

Q14 Q5 Fo inesses in tax loss, what impact will the proposed temporary grant have on your business during
the tran@‘n process? Please describe.

OQ& grant will expire before 31 March 2019, so as | understand we are not being offered any transition.

This means we will have to reduce our R&D spending.
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#37

Collector: Web Link 1 (Web Link)

Started: Friday, June 01, 2018 1:33:57 PM
Last Modified: Friday, June 01, 2018 1:59:17 PM
Time Spent: 00:25:20

IP Address: s9()(@
1%
Page 2 @%

Q1 (i) For individuals Respondent skipped this question (’}
Q2 (i) For organisations OQ

Name of organisation New Zealand Taxpayers' Un%}

Contact person name Louis Houlbrooke

Position Communications ?f\@
N

Q3 (iii) How long has your business been operating in 2 to less th
New Zealand? years ¢

> O
ss\\()

Q4 (iv) How many employees (FTEs) are employed by Q
your business in New Zealand? Please include fuII-timQ)
and part-time employees but do not include contra’c{g&

or the business owners.

Q5 (v) What industry sector does your bua@s Other services

operate in? Q’\’
Q6 (vi) Has your organisation e@éceived a R&D project or R&D growth grant?

R&D Project Grant 06
)

R&D Growth Grant O

Q7 (vii) Has you@mnisation ever received any other  No
R&D govern support?
[

Q8 (@ ely is it that your organisation will be in a Don’t know
P%L"
the 201

None
None

to use the full amount of an R&D tax credit in

9/20 tax year? (Note, to use the full amount of a
R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

Q9 How much R&D does your organisation expect to $100k-$500k
carry out in the coming year?
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Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

Little to none.

Q11 Q2 What do you believe to be a necessary transitional period? Please explain the reasons why this is

necessary for your business? (1/

None is required. We represent taxpayers who deserve to know their money is not gambled on a small handful of poli 'c%
fashionable businesses. \'

Q12 Q3 What impact will the proposed transition arrangements have on your R&D programme Ever the next few

years? O
Little to none. &

Q13 Q4 Please provide any other comments about the proposed transition@gements.
We support the transition. \\Q
. \(b.
Q14 Q5 For businesses in tax loss, what impact will the propos: mporary grant have on your business during
the transition process? Please describe. O

Little to none. e
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#39

Collector: Web Link 1 (Web Link)

Started: Friday, June 01, 2018 11:05:41 AM
Last Modified: Friday, June 01, 2018 2:13:18 PM
Time Spent: 03:07:36

IP Address: _

Page 2

Q1 (i) For individuals

Q2 (ii) For organisations

Name of organisation
Contact person name

Position

Q3 (iii) How long has your business been operating in
New Zealand?

Q4 (iv) How many employees (FTEs) are employed by @

v
S
.
9
?\
)
>
&
Qs\O
10 years’or \\

more

. CN
s‘\\\(’

Respondent skipped this question

Blis Technologies Ltd

your business in New Zealand? Please include fuII-tim%4g

and part-time employees but do not include contra’c{'@

or the business owners.

Q5 (v) What industry sector does your bual@s

operate in? W
2

Health care & social
assistance

Q6 (vi) Has your organisationé eceived a R&D project or R&D growth grant?

R&D Project Grant
R&D Growth Grant

Q
O
60

Q7 (vii) Has y ganisation ever received any other
R&D gover t support?

Q8 How likely is it that your organisation will be in a
position to use the full amount of an R&D tax credit in
the 2019/20 tax year? (Note, to use the full amount of a
R&D tax credit in a given year, your business’ tax
liability needs to be at least as large of the R&D tax
credit you are entitled to claim.)

2016
2017

Yes,

If yes, please specify names of
grant(s)/support.:

PhD and Masters fellowship support

Very unlikely
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Q9 How much R&D does your organisation expect to _

carry out in the coming year?

Page 3: Responses to questions in the consultation document

Q10 Q1 What impact will the proposed transition arrangements have on your business? For example, your cash-
flow or internal reporting mechanisms? Please describe.

* The proposed changes are regressive and unfairly penalise smaller companies that are at the early stages o@wrcialising their

R&D investment. Companies like us benefit from the regular cash injection of the growth grant and would der immediate
benefit from a deferred tax credit that may or may not be realised.

* As a very recent recipient of a Growth Grant Approval our company has created budgets and long ter s based on a quarterly
rebate of 20% on eligible R & D spend. This cash payment being quarterly is valuable to support the‘&b@ames cashflow needs and
provides certainty for budgeting.

* As a listed company we are obliged to provide 6 monthly accounts on the company perfori . AIong with this we typically
update the market on our quarterly performance. The current growth grant process of q rebates provides clarity and
certainty for these reporting requirements. g\

* We have gone to considerable effort and expense in completing the requireme ts’@s Growth Grant application, including an
external audit of our processes and financial records to verify our historical cap, f R & D spend over 2 years at considerable
expense. This was undertaken with the knowledge that a 5 year growth gra t the expense that would be incurred during the
application. With only 2 years of proposed transition the business case&\\&g through the approval process would not have been
justified.

S

Q11 Q2 What do you believe to be a necesse@nsitional period? Please explain the reasons why this is
necessary for your business?

* The transition period should honour the Gr@ﬁrant contract arrangements. We have made an investment to complete the
registration process for the growth gra terms of actual financial cost of engaging external professionals to support the
. This investment would not have been made if it was known that the grant period was

application process and our own staff?

Q12 Q3 What impact@lythe proposed transition arrangements have on your R&D programme over the next few
years?

to be shortened.

Q13 Q4 Please provide any other comments about the proposed transition arrangements.

* Blis Technologies approval for a growth grant allowed for a minimum of 3 years ending 30/9/2020 with the opportunity for a 2 year
extension.

» Under the proposed transition we will effectively be losing 2 72 years of 20% rebate on eligible R & D spend and the benefit of
quarterly payments and the certainty this represented.
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Q14 Q5 For businesses in tax loss, what impact will the proposed temporary grant have on your business during
the transition process? Please describe.

* The proposed transition is not sufficient to meet our existing 5 years plans for R & D spend.
* As business we would immediately need to revise any planned R & D investment that goes beyond the transition period and hold

off on any new activity as we cannot be certain of our ability to continue to fund this R & D.
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NEW New Zealand Post Group

ZEALAND
pOST :g\:t;;;:n‘ilrgcszsst Limited
GROUP Private Bag 39990

Wellington Mail Centre
Lower Hutt 5045
New Zealand

Physical address
New Zealand Post Limited

New Zealand Post House

7 Waterloo Quay

Wellington g%
1 June 2018 Y

R&D Tax Incentive Team v
Ministry of Business, Innovation & Employment Q

PO Box 1473 \O
Wellington 6140

New Zealand @

By Email: RDincentive@MBIE.govt.nz \O

FUELLING INNOVATION TO TRANSFORM OUR ECONOM&\

The New Zealand Post Group (“NZ Post”) welcomes t '@r’:unity to provide its feedback to the
government'’s consultation on a research and devel@t (R&D) Tax Incentive for New Zealand.
The NZ Post Group, one of New Zealand's lar @usmess groups, consists of a range of
businesses providing communication and bu %s solutions from the mail and courier business
through to digital solutions, warehousin ﬂ(«isupply chain logistics (see here for further information
https.!z‘www.nzpost.co.nzlabout-usfwhq%&are)

Overall, NZ Post strongly suppo@xtbe government'’s proposal to introduce from 1 April 2019 tax
relief on associated R&D bu |@ expenditure undertaken in New Zealand and its long-term vision
to incentivise and grow R&Q§westment activity within the private sector.

Increased R&D is \;@nportant to the successful future of the wider NZ economy and to NZ
Post’s core busi ctivities. For example, NZ Post's mail and logistics business operates in a
very challenging‘and competitive environment, and in domestic and international markets that are
rapidly evo@‘due to changing demands for services and improved technology.

Conti usiness innovation, supported and driven by R&D investment, is key to tapping into the
gm@of e-commerce and to enhance our product and service offering to ensure our customer

ice is aligned with customer expectations for both senders and receivers (importers and
eXporters). The proposed R&D Tax Incentive would also help NZ Post's business partners and
customers to grow and innovate.

However, we are concerned that the discussion document appears to suggest that the new Tax
Incentive would only be made available to private sector businesses. This would preclude
government entities such as NZ Post with its State-Owned Enterprise status from participating in
the regime, whereas its competitors would be eligible.




We believe it is important that NZ Post should be able to compete on an equal basis and have
access to the same tax relief that is available to our private sector competitors, both domestic and
international, with which NZ Post directly competes. We have outlined our views more fully on this
point further below in our response to Question 1.

What is our role in R&D in New Zealand?

NZ Post has a very strong commitment to business innovation across its range of businesses. Wey
see ourselves as a leading adopter and supporter of new innovation involving the use and
application of leading edge new technology. NZ Post is not an intensive research and
development business that commits significant annual expenditure to fund internal or externalJR&D
projects. This is not to say that NZ Post lacks a focus on innovation.

NZ Post has also heavily invested in business innovation. As an example, we havévolled out a
fleet of fully electric specialist delivery vehicles (the Paxster) and now have the largest EV fleet in
the country. We have also recently received the first of five electric vans that,will be trialled in our
metro courier and delivery fleets. These vehicles enable NZ Post to add-fiich-needed delivery
capacity as parcel volumes grow, with little or no increase in equivalent emissions.

Additionally, R&D investment supporting software developmentand digitisation helps to build our
digital platforms for enhancing customer experience with tracking systems, and the ability to
access real time information from any location, and helps.to(drive our state-of-the-art mail
processing equipment improving the efficiency of NZ RaSt-operations.

Future innovation, and the R&D investment underpiahing it, is therefore fundamental to NZ Post
delivering on its key strategic priorities and js.aa important factor contributing to a more customer
centric, responsive and commercially viablé and sustainable business.

NZ Post is therefore continually investigating new products and technologies that can help
innovate our products and services$o meet changing customer needs and expectations, and
leverage opportunities to buildmeéw digital capability.

NZ Post also partners with-2rlot of different organisations to deliver our products and services —
and to help them delivér theirs. Through these key partnerships, we leverage advancements in
technology to enhahce our business capability and sustainability. This could include continuing to
invest in electri€ vehicles, improving the energy efficiency of our buildings, increasing first time
delivery rates, reducing our waste to landfill, ensuring we have good network utilisation, and
collaborating/with suppliers and customers on low carbon initiatives.

Promoting more R&D within New Zealand is also important considering New Zealand is sufficiently
Wiffetent from other countries that we cannot always simply utilise commercial off-the-shelf
&blutions and apply them to New Zealand terrain and demography (for example, using unmanned
drones to deliver parcels).

The proposed Tax Incentive could also incentivise the use of New Zealand based labour for
development of new technological solutions, as the current market predisposes New Zealand
businesses to invest in larger offshore environments where research costs can be spread across a
wider range of users. The proposed tax credit may be sufficient to allow New Zealand business to
develop more skilled labour in New Zealand, which in turn could generate additional export value
for New Zealand by then selling innovations to overseas operators.
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Question 1: If SOEs, Crown Research Institutes, District Health Boards, Tertiary Education
Organisations, and their subsidiaries are excluded from the tax incentive, what will the
likely impact be on business R&D in New Zealand?

We consider that, in principle, the government's proposed Tax Incentive should be made available

to government-owned entities, and especially to State-Owned Enterprises (and their subsidiaries)

when such entities are expected to operate on a commercial basis in direct competition with private (1/
sector businesses that would be eligible for the Tax Incentive. Q

New Zealand Post Limited is a State-Owned Enterprise (SoE) under the SoE Act 1986. Th %’
legislative framework establishes certain expectations on NZ Post including that the compén
operates at arm’'s-length from the government and on a commercial basis, delivering colyfiiercial

rates of return, while being a good employer and exhibiting a sense of social responéibility’.
Furthermore, when the Postal Services Act was passed in 1998, the New Zeal stal market
was deregulated opening it to full competition. In NZ Post's case, the govern does not

contribute any funding to support its day-to-day business activities. @

The discussion document has not elaborated on why there is a po%@t government entities
should be excluded from the new Tax Incentive, other than the p ent of not having access to
the previous 2008 tax credit regime or the government'’s existi D Growth Grants scheme that
has been administered by Callaghan Innovation since 2013. ch the proposed Tax Incentive is
replacing). Even if it is policy to exclude certain goverlgg;\t ntities, officials should recognise that
some SoEs are not in the same position as the othe@ ities listed which generally have access to
funding and specific research functions. @

To the extent that NZ Post is obligated undeﬁ@slation to compete with private commercial
entities and to be at least as efficient as ercial entities in the same business, the provision of
tax credits to our competitors places N st at a disadvantage. In practice, SoEs such as NZ
Post should be allowed access to t entives as we are required to act in a commercial manner
and don't have access to any ot ’ipecific R&D funding from government sources. It's also our
view that as an SoE, it woul shame to be constrained from participating in the step change in
R&D investment the gove{ént is targeting.

@)

For example, it coulé@ate an uneven playing field regarding the development of new delivery

modes and procgSses and supporting technology. This would act as a constraint on NZ Post to

develop better a ore sustainable services for the delivery of parcels and logistics services to

New Zeala@ when compared to purely commercial entities such as DHL, Freightways and

Fastwe;yb@

Nz\@ét therefore recommends that that government considers widening the scope of access to
@emment-owned entities such as NZ Post, that operate on a commercial basis, are self-funding

nd are able to meet the eligibility requirements for R&D tax credits once the new Tax Incentive is
implemented.

1 Pursuant to the SoE Act 1986, NZ Post is required to operate as a successful business and specifically to be as profitable and
efficient as comparable businesses that are not owned by the Crown; to be a good employer; and to exhibit a sense of social
responsibility by having regard to the interests of the community in which it operates.

Commercial in Confidence Page 3of 5



The government should also take into consideration that exclusion of government-owned entities
could hinder or prohibit potential private-public R&D partnerships that could create industry-wide
solutions to existing problems e.g. development of fatigue monitoring management systems for
light commercial vehicle operators. It could also prevent NZ Post partnering with R&D
organisations, such as universities, that may be better placed to undertake the actual research.

In terms of what would the likely impact be on business R&D in New Zealand as a whole if the Tax
Incentive was not made available to government entities, we expect it would have the effect of
discouraging government sector R&D investment and cooperation. To maximise the benefits of
R&D flowing through to the economy, the government should be maximising all potential soyrces)
of R&D investment.

If the government's proposed Tax Incentive was made available to SOEs, NZ Post would be likely
to explore options to commit expenditure on R&D where we see value. In the disgdssion
document, one of the government’s key objectives of introducing the Tax Incentivé Is ‘encouraging
sustainability activity that is innovative, diverse and high value’.

As noted above, NZ Post is continuously seeking to reduce the envirodniental impact of NZ Post
operations where this is commercially feasible. NZ Post has a godkfe_be carbon neutral by 2030
and to help achieve this, we have created a decarbonisation furdit® invest in low carbon activities.
In FY19, the value of the fund will be approximately $1.5 millian. We are also looking at new
technologies, and processes that can reduce our carbon emisSions. Carbon emission reduction,
energy efficiency and waste reduction and recycling are keYy areas of focus and are intrinsically
linked to successful R&D undertaken in the private-business sector.

Potential R&D investment undertaken by NZ P@st could encompass more efficient low carbon
transport options or new innovative approaches to service design and delivery. A tax incentive
would support us to trial new technologi€s\such as electric vehicles and other non-fossil fuel
technologies in our network. These trfals-help us to gain knowledge, and improve processes to
support the adoption of new technelgdy as soon as we can.

A tax incentive applied to thé€8g'trials including associated costs (not just the cost of the
technology) such as stafftithe would be helpful to innovation and decarbonisation. Similarly, there
are other areas that wé-¢ould direct R&D expenditure to such as finding an alternative to plastic
mailers.

Currently, we onty passively adopt new technology when it becomes available, we do not drive the
R&D. Givihg"SoEs access to the Tax Incentive would further support the government’s economic
strategy.thfough “productive, sustainable and inclusive growth” if we can partner with other NZ
businésses and innovators.

Question 9: What is the likely impact on business R&D in New Zealand if dual purpose
activities are ineligible for the R&D Tax Incentive?

While there will be an element of risk, NZ Post does not agree with the proposal that the Tax
Incentive would be better targeted if it applied to an activity conducted solely for an R&D purpose.
Arguably, in a commercial context, all R&D is undertaken with a non-R&D purpose and should not
be viewed as a purely 'scientific' exercise. For businesses in most cases, there will be desire to
gain some commercial benefit or outcome from R&D investment - R&D activity does not exist in a
laboratory's vacuum.
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Question 10: What are the advantages and/or disadvantages of limiting eligible expenditure
to R&D labour cost?

NZ Post would prefer the second approach for determining eligible expenditure outlined in the
discussion document, being on a broader range of direct and indirect costs (including options for
determining appropriate overhead expenditure). This approach will more accurately capture the

relevant expenditure. (%()1/
Businesses in tax loss O_)

Ny

We note that the discussion document notes that "The Tax Incentive to be introduced frond}&pril
2019 will be “non-refundable.” Businesses in loss, or whose tax credit is greater than tl%hax

liability, will be able to carry forward their tax credit to a future tax year." OQ
In our view, the government should contemplate making the Tax Incentive "r able". Non-
refundable relief is undesirable because businesses in loss will not receiv cash benefit from

the incentive until they become profitable (tax paying). O\
NZ Post has no further comments to make at this stage. note that the discussion
document contemplates further consultation with stake. ers on various aspects of the

proposed Tax Incentive’s design and implementati@ Post is keen to be involved in
these further discussions. O

Yours sincerely,

¢
S
Q&
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R&D Tax Incentive Team

Ministry of Business, Innovation & Employment
PO Box 1473

Wellington 6140

31 May 2018

By email: RDincentive @MBIE.govt.nz

Dear Sir/Madam

R&D Tax Incentive Submission

Thank you for the opportunity to provide a response to the discussion paper “Fuelling’Tanovation to
Transform Our Economy” (dated April 2018).

This submission is in relation to the research and development infrastructure and’énvironment that
solarcity may wish to utilise now and in the near future as the business seeks™to build on its current
energy services platform and enter its next stage of significant growth. Of ‘particular importance to
solarcity is how research and development tax incentive policy couldéaecommodate businesses in
taxable loss positions.

Background to solarcity

Unique to the New Zealand market, solarcity’s core proposition (solarZero) is to offer New Zealand
households the opportunity to swap their existing powerbill for something cheaper that is fixed for
20 years, working with the household to reduceenergy consumption, expenditure and provide
certainty through the deployment of battery storage‘systems.

solarcity’s solarZero platform has won a series_of'innovation awards and the Company continues to
build upon the platform.

The core of the solarZero proposition, is to offer a comprehensive energy services relationship,
including:

e More affordable clean energy, cheaper and fixed for 20 years;

e Intelligentin-home erergy monitoring that gives the customer the data it needs to use energy
more efficiently in(the home to drive down the amount of power they source from the grid;
and

e Battery technology to generate greater benefit from solar, provide backup power and
facilitate.the trading of energy across the network.

Removal of uncertainty around the R&D tax incentive system

Having a\solid and stable R&D tax incentive scheme is critical to start-up and growth entities. It
provides-confidence to entrepreneurs that financial support will be available throughout the lifecycle
of(the“research and development process. Without a strong degree of legislative certainty, we
envisage there will be less entrepreneurs willing to embark on research and development activities.

A stable research and development incentive scheme is also important platform for entities to raise
capital; giving investors’ confidence that the business have sufficient capital to be supported through
its growth phase.

R&D Tax Credits needs to be refundable for start-up/early stage companies
The R&D Tax Incentive which is to be introduced from 1 April 2019 is proposed to be “non-refundable”
and therefore the support it will provide to start-up and early stage businesses which are usually in a

solarcity
190 Trafalgar Street. Nelson
0800 11 66 55
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tax loss position is negligible. These businesses will only be able to carry forward their tax credit to a
future tax year. This proposal is inconsistent with many global R&D tax credits (e.g. Australia, UK and
Canada) which are refundable to early stage companies in a tax loss position.

As the Government undertakes further assessment of this issue we strongly urge it to consider a
“refundability” mechanism and that these refunds are paid on a quarterly basis. Start-up companies
need cash in order to fund their ongoing R&D Activities and to accelerate the growth of the business.
While there is uncertainty around the refundability of the R&D Tax Incentive it will be more difficult
for early stage businesses to raise capital from investors.

Callaghan Growth Grants

We note that the Government is proposing that the Growth Grant Scheme will end 12 months™after
the start of the R&D Tax Incentive. While we support the introduction of the R&D Tax Incentive, our
view is that the Growth Grants should continue as well, or that all grants that have beemwritten and
executed should be allowed to run until completion. While there is uncertainty arotind,the Callaghan
Grant programme it will be more difficult for early stage businesses to raise capitak

We also strongly urge the NZ Government to consider offering a combination of both Growth Grants
and the R&D Tax Incentive, so that start-up companies can access both*pregrammes (but not for the
same activities/expenses). By offering both programmes thes Government provides start-up
businesses with options, encouraging them to be innovative.

Minimum threshold (Question 15)

The minimum eligible expenditure threshold is proposed*to be set at $100,000 in order for a company
to qualify for the R&D Tax Incentive. While this minimum threshold does not apply to R&D activities
outsourced to an Approved Research Provider, we=think this threshold is too high for start-up
companies. Many start-up businesses run very light'for the first year or so.

We recommend the minimum expenditure threshold is reduced to $20,000 in order to allow early
stage companies to access the R&D Tax.Incentive at a time when it is material to their ongoing
activities.

Compliance costs (Question 21)

The purpose of a broad based R&D Tax Incentive is to encourage business to undertake R&D in a
manner which is streamlined and supportive to their stage of growth. However, we are concerned
that the complianceburden will be very high for SMEs. The reporting, capturing and compliance costs
for SMEs is likely“to“be high and in some instances may be prohibitive to access the R&D Tax
incentive.

To enable a streamlined compliance process, we ask that good clear guidance materials are published,
and thatapplication processes are designed to be streamlined. If not, time poor early stage companies
will neeéd to engage a consultant, which is just another cost to cash poor businesses.

Software activities eligible for R&D support (Question 13)

The proposed definition appears to focus on more traditional laboratory-based R&D whereas software
development activities are significant to NZ's early stage companies. A scientific definition of R&D
which includes “material advance in science or technology” will restrict the type of software
development activities which qualify. This definition appears to focus on research, not development.

solarcity
190 Trafalgar Street. Nelson
0800 11 66 55
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R&D in software will be a significant part of our business going forward. Although we don’t necessarily
‘material advance’ science and technology we development software to solve complex technology
problems and deliver new products. This type of R&D should qualify.

R&D Definitions (Questions 2,3 &4)

The Paper provides a definition of what R&D is Page 15 and well as some exclusions (page 17). In
particular it refers to the intention to advance science or technology through the resolution of
scientific or technological uncertainty. This can provide some issues in certain industries (such as
software) as it is difficult and often subjective to demonstrate that you are advancing science of
technology due to the unknowns.

Dual Purpose R&D Activities (Question 9)
Start-up and early stage companies are usually focused on developing new productssbased on
customer-focused innovation. This enables us to create products which have real-wegfld‘appeal. To
achieve this, the R&D needs to occur in a commercial environment, and is oftén“undertaken in
collaboration with potential customers. As a result, most of these R&D activities have multiple
purposes, even if R&D is the main purpose.

We think the sole purpose test should be replaced with another requiremient’'which indicates the main
purpose of the activity needs to be R&D, but it’s not always the sole purpose.

R&D expenses (Questions 11 & 12)

The Discussion Document proposes to limit the expenses.a ¢ompany can claim to only labour costs or
to apply a standard overhead rate. Applying a standartd‘eyverhead rate based on labour costs would
reduce the company’s ability to include the actual costs it spends on the R&D project. The best
solution would be to just let companies claim the costs’they actually spend on the R&D.

Please make contact if you have any questions.

Yours faithfully

solarcity
190 Trafalgar Street. Nelson
0800 11 66 55



.
pwc

Re: R&D tax credit incentive Discussion Document (1/
C/- Deputy Commissioner, Policy and Strategy Q)
Inland Revenue Department Q

PO Box 2198 \'
Wellington 6140 (}v

?\

e 201 N
1June 2018 ’&\0

Fuelling Innovation to Transform Our Economy. [{@ssion Document

Dear Madam \O

We appreciate the opportunity to comment on the Discussio@eument “Fuelling Innovation to
Transform Our Economy” (Discussion Document). . (b,

Our submission consists of views and comments frofr Angel Association New Zealand, New
Zealand Venture Investment Fund and PwC. I g those views, we have liaised widely with a
number of businesses, especially those that are e seed and angel investment phase.

We have come together to jointly submi Qé Discussion Document as we are in agreement that
there is a need for the Government to a imum maintain or otherwise increase its support to
encourage further research and dm@ment (R&D) activities in New Zealand (NZ). Our view is
consistent with the stated policy'%;6 of the Discussion Document, which is to increase the level of
private sector R&D spend in N of GDP within the next 10 years.

More importantly, we se&need for the continued financial support for early stage businesses. New
R&D focussed busin an integral part of the NZ economy that are building and finding new
products/services t can take to market. Therefore, it is critical that any R&D incentive package
continues to sup ew businesses.

Genera @nments

We gree with the Government’s acknowledgement of the importance of innovation to the NZ
econo nd, in particular, R&D active businesses. We further agree that it is important to provide

&%;pport to these R&D firms in order for them to grow and “move further up the value chain” in the
% onomy.

(bacVe are also positive with respect to the Government’s attitude that “sustained increases in government
\@ investment are important” and are required in tandem with growing private investment in NZ's R&D

active businesses.

PricewaterhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand
T: +64 9 355 8000, F: +64 9 355 8001, pwc.co.nz
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The proposed tax credit incentive is a welcome addition to the NZ R&D landscape and could be
effective as an element of a wider package of support for NZ R&D, the possibility of which is
highlighted in the Discussion Document. We also think that the proposed incentive would be of utility
to established medium to large enterprises undertaking valuable R&D work in NZ. However, in its
current form, the proposed tax credit will be an inadequate tool to support R&D active SMEs.or loss
making entities (emphasis on start-ups) due to the combined negative impact of the following features
of the proposed R&D tax credit:

1. The inherent lack of utility of a non-refundable tax credit for businesses that are typically cash
constrained, invest in R&D and growth, and take a number of years to redch ah income tax
paying position;

2.  The removal of Callaghan Innovation Growth Grants (Growth Grants);
3. The potential removal of the R&D tax loss credit at the end 0f.2019-20 tax year;
4.  The potential that continuity provisions may apply to.the tax credits;

5. The proposed definition of “research and development™would appear to exclude many activities
and associated expenditure that would be withinthe definitions of R&D for Growth Grant and
R&D tax loss credits; and

6. The imposition of additional compliance eosts for potentially no benefit.

We recommend that the Government outlines‘in detail the policy intent for reducing cash support for
loss-making start-up type businesses that typically could access Growth Grants and potentially R&D
tax loss credits.

In our view, and even for an interim period, providing less support for loss-making start-ups
contradicts the broader policy goal of increasing the level of private sector R&D spend in NZ.

We further note that tie’coverage of Growth Grants and R&D tax loss credits are different. In
particular, the R&D-tax loss credits was introduced as a supplement to the Growth Grants as there is a
minimum spend. requirement before a business is eligible to the Growth Grants. Therefore the
removal of either’one of the two schemes will likely negatively impact a different group of businesses
that are accessing the cash support.

Our submissions below aim to assist the Government to bring an increased level of support into effect.
0, Eligibility requirement and ownership of intellectual property

Page 14 of the Discussion Document outlines various eligibility requirements including that the
taxpayer “effectively owns the results of the R&D”.

Often when a NZ company is acquired by a foreign group, all intellectual property is transferred as part
of the transaction to a non-NZ entity that is part of the buyer’s group for commercial and intellectual

property protection reasons. The NZ company would then continue to undertake R&D activities from
NZ, but a foreign entity in the same group as the NZ company would own all resulting R&D.

PwC 2
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We request that the Government clarifies what “effectively owns the results of the R&D” means in the
context of this example.

2. Rate and non-refundable nature of tax credit

Winners - medium to large enterprises

As the proposed incentive is in the form of a non-refundable 12.5% tax credit, it will be of inost benefit
to businesses in profit or soon to be in profit. This is most likely to be medium to large énterprises with
a history of R&D work (which investment will have already created net profits).

Established medium to large enterprises that are already carrying out R&D.activities without Growth
Grant allowances and are not in a tax loss position will be the biggest winhers'if the tax credit is
enacted in the current proposed form. We agree that this will be a positive thange as these larger
players with their own funding, plus an additional tax credit, will be.éncouraged to, and be able to,
carry out more sophisticated and high-cost R&D work than they iay have done otherwise. This will
also assist them to carry out valuable work on a scale that SMEs eahnot.

However, for businesses that are using a Growth Grant and receiving an allowance (which effectively
provides a net cash benefit of 14.4%), the 12.5% tax ¢redit'will be a reduction to the previous benefit.
The businesses that currently have a Growth Grant'are.more likely to be smaller businesses who are
unable to fund their own R&D activities in the samé way as medium and larger enterprises.

We submit, in line with our general comments/above, that any introduced incentive scheme must
increase the level of support for R&D ac¢tive businesses. If the rate of the benefit is reduced, there is
less incentive than before — which is opposite to the Government’s stated goals.

We therefore submit that the 12,5%tax rate should be reconsidered and increased for certain
businesses, with reference to any previous R&D incentives they have received under the Growth Grant
scheme or support from the tax loss cash out mechanism.

Losers - emerging(R&D businesses

As the proposed taxcredit is non-refundable, this means that it is not going to be of immediate value,
or of value at allto businesses in loss, most likely to be emerging businesses that are in intensive
growth phase and new start-ups. While these businesses could carry forward the R&D tax credits to a
future tax year, the reality is that they will not receive the economic value of the incentives for several
years, if eyer, depending on when the business reaches profit at a level which can absorb the credits
carried forward. This means that the credit may have no use for small R&D businesses.

We further comment on other aspects of the proposed tax credit that potentially limits its benefit to
émerging R&D businesses.

i. Forfeiture of tax credits on loss of continuity

The Discussion Document raises the issue of whether shareholder continuity rules should apply to the
R&D tax credits in the same manner as other credits. As discussed above, businesses going through
R&D intensive phases are frequently in loss position due to the large investment required and
consequently the ability for such businesses to utilise carried forward tax credits may not arise for a
number of years. If shareholder continuity requirements are introduced these businesses may never be

PWC 3
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able to use the credits due to the likelihood that they will undergo many rounds of equity investment
(since debt funding is rarely an option).

This is a potential deterrent to not only future investment but for those businesses from engaging'in
R&D intensive activity in the first place. If NZ is to hold its own on the international stage and'grow
the knowledge economy (as the Government appears to be committed to doing), it simply. cannot
afford to disincentivise those emerging R&D businesses. It is important to note that NZ’s/médium and
large R&D performing businesses would have been a start-up once. It is therefore lmpm‘tant to ensure
these businesses are supported to give them the most chance of success.

We therefore submit that in order for the proposed credit to encourage investmierit into R&D, the tax
continuity provisions should not apply to the proposed incentive.

. Cash is king

We understand from the Discussion Document that the R&D tax ¢redit will be non-refundable, as
stated on page 23 of the document. We further understand fromthe document “Managing the
transition from growth grants to the R&D tax incentive” (the'l%ransmon Document) that all Growth
Grants will cease on 31 March 2020 with all businesses moving to the R&D tax credit from 1 April
2020.

For loss making businesses the R&D tax credit will'bé of no assistance from a cash flow perspective.
We note on page 5 of the Transition Document the‘Government is “considering” implementing a
temporary grant scheme from 1 April 201Qtﬁdt mirrors the R&D Tax Incentive with the intention that
this will provide support to businesses in‘a tax loss. However, it is unclear whether this is something
the Government definitely intends to )mplement whether a similar or better level of support will
definitely be available from 1 April2Q2e, and it is also unclear whether businesses in a tax loss which
do not currently have an active Gfowth Grant (for example because they already reached the end of
their five year funding period).ill be able to benefit from this temporary grant, if introduced.

In the table below, we have summarised the impact of the proposed R&D credit compared to the
current Growth Grant and R&D tax loss credits. This is a simplified scenario but outlines the positions
of many R&D focugéd start-ups that are typically cash poor when the business is focussed on investing
in R&D and growth,

Current Rules Proposed R&D
tax credit

Our observations

| Reveque ' $100,000 $100,000 1
. Expenses ($100,000 (100,000 y [
-r - 1 — —— E— -
-“‘60ductible R&D | ($1,000,000) ($1,000,000)
| e expenditure \
Growth Grant — $200,000 Nil ’
cashflow benefit ‘
' R&D tax loss i $800,000 | Nil '
R&D tax loss $224,000 Nil

credit at 28%
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Current Rules Proposed R&D Our observations
tax credit
'
Total cashflow ‘ $424,000 \ Nil This cash flow helps invest in additignal =
bac e gt = U A I NS S s e
R&D tax crednt at $1 25 000 This R&D credlt will likely have no!
12.5% marginal impact to invest in ‘additional
[ R&D
Compliance costs | Moderate, but R&D | Potentially Smaller busnnesses out resources to ‘
definition based on l significant due to a pay for specialist’advice on how to apply |
NZ |AS 38 for ‘ new and archaic | the new R&D t dlt rules may
Growth Grants and | definition of R&D \ choose to r,xo\?u ise the R&D tax credit |
R&D tax loss credits ‘ | as this agdqonal compliance cost will |
is helpful " not ea(ve‘a,cash return.

We note that the Discussion Document states the following in relation to loss-making businesses:

“The Government is committed to providing a bettenp;i?ficy option to support these businesses.
Howeuver, the policy issues are complex and will nét be resolved in time for the introduction of
the Tax Incentive in April 2019.

Officials are undertaking further work to censider support for R&D businesses in tax loss and
will consult with stakeholders as policy(positions are developed. From April 2020, an
appropriate policy incorporating additional features supporting businesses in tax loss will be
introduced.”

This approach is unsatisfactory, as thé Discussion Document does not provide details of the “complex”
policy issues. This will create real uncertainty for businesses and investors. Businesses will genuinely
ask, “what if the unknown but complex policy issues are not resolved by April 2020?”

We note that the Goyefninent appears to have some understanding of the complex policy issues to
outline the removalofthe Growth Grant regime, and also signal the removal of the R&D tax loss credit
rules. In our viewy the removal of the Growth Grants, and potentially the R&D tax loss credit rules
must be considefing the same “complex” policy issues. Which is, how does the Government best
support the-cashflow of R&D focussed loss-making businesses.

We recomimend that the Government considers deferring the introduction of the R&D tax credit and
mamuumng the status quo for loss making businesses until the policy issues are articulated and
resolved. Another approach would be to allow a refundable R&D tax credit but using a rate and a cap
ofi the refundable amount, so that broadly, for loss making businesses there is no decrease in the
amount of cashflow from Growth Grants and R&D tax loss credits.

As acknowledged by the Government on the introduction of the R&D tax loss cash out incentive in
2015, cash flow is vital to small start-ups and SMEs in general. This is especially the case where the
new business has significant R&D expenditure in order to establish itself and add value in future years.
The recent Australian R&D reforms note the critical nature of cash flow for starting businesses and
provide up to $4m of cash refunds for R&D claimants with aggregated annual turnover less than
$20m.

3697808_6
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We further highlight that NZ is generally undercapitalised in relation to early stage investment. This
means that actual cash support via grants or rebates is critical to leverage the very thin investment
capital available to start-up companies to enable them to carry out R&D work. This point is
emphasised in the Startup Genome Global Startup Ecosystem Report 2018 which noted that the
global median conversion rate from Seed funding to Series A deals was 25% whereas NZ is well.behind
at circa 10%. This demonstrates how difficult it is for start-ups in NZ to get that first significant round
of equity funding through the door.

In addition to the proposed incentive being non-refundable, the uncertainty surrogriding the future of
the current R&D tax loss cash-out incentive beyond 31 March 2020 is damaging.to,émerging R&D
business and business confidence. This uncertain position means that businesses are unable to
effectively forecast, budget and plan operations in advance, causing their ownrbusiness activity to be
uncertain. It also inhibits outside investors from having clear financial insights into the business and
means that further (often necessary) equity investment may be called into question.

The problem of a lack of cash flow certainty is compounded by the\cessation of Growth Grants, which
have provided cash flow support to R&D businesses in the emerging/growth phases. We understand
this has been decided by the Government on the basis that the Grants are “funding similar types of
activity and have a similar purpose”. However, although théy are funding the same types of activity,
the Grants and the proposed tax credit will operatéimdifferent ways that have different effects on the
financial operations and abilities of R&D businesses. Our view is that they should be considered
separately.

One other issue for emerging R&D businéssyin particular, will be the timing of cash flows. Currently,
claims under a Growth Grant are processed quarterly which means many businesses are receiving 20%
of the cash spend back within five t0'six months of the expenditure being incurred. If there is a move
towards a tax return based claim\$ystem, any benefit will not be received by the business until at least
three to four months post year.ed (the minimum time required for most businesses to prepare their
financial statements and ta% return) or possibly up to one year after year end if there are other matters
that need to be resolved before the tax return can be filed (which may be two years or more since the
expenditure was incurted).

The closing of applications for new Growth Grants by the end of the 2019 tax year and complete
cessation of the Growth Grant scheme by the end of 2020, will cause even further cash flow
uncertainty'and strain for emerging R&D firms. The blow will be particularly harsh for R&D
busineSses with Growth Grants which have a date extending past 2020, as their Grant will be cut from
31 Mareh2020 and moved to the tax credit incentive scheme. As a result, businesses which previously
had cash flow and an element of financial security now face uncertainty, causing further difficulty in
planning and securing further cash investments. The feeling of “what will we do now” is likely to be
shared amongst current Growth Grant recipients.

* https://startupgenome.com/all-report-thank-you/?file=2018
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The uncertainty around what measures will be introduced from 1 April 2020 is likely to already be
creating challenges for business decision makers. Most R&D businesses perform at least three years 6f
budget forecasting and these changes will affect that third year from now. The impact is that the
uncertainty may already be forcing R&D spend to slow today.

If the Government is going to provide real, effective support and certainty for emerging R&D active
businesses and those otherwise in tax loss, it must introduce a mechanism for cash flow support to
replace the Growth Grants immediately. Although there is a transition option for these.businesses, the
level of support is unclear (eg whether it will mirror the proposed tax credit at 12.5%.0r as per the rate
for Growth Grants) and only for a year.

These challenges could largely be resolved by making the tax credit refundable” This should be
introduced or signalled with clarity as soon as possible, so that businesses\and investors alike are not
“spooked” or discouraged from R&D spending and/or investment betweeén now and 2020 (the
proposed cash flow assistance review date and the end of Growth,Grants).

Summary of submissions on rate and non-refundadle nature of credit

Our R&D active SMEs in loss are of future value to the NZ ecénhomy and to the innovative reputation of
NZ, as highlighted in the Discussion Document. This'iieans that these businesses must be provided
with support which allows these firms to grow into{stceessful business. Cash support is particularly
important as these businesses encounter a highér level of risk and find it harder to secure traditional
sources of funding giving cash flow. They also spend longer periods in loss due to R&D intensive
periods. We therefore strongly submit that thé Government does not reduce cash support for start-up
businesses undertaking R&D. In order toéachieve this we submit:

. The Government should review the rate of the tax credit to bring it in line with the Growth Grant
allowance level and take into eonsideration any tax loss cash out benefits

. The Government should review the refundable nature of the tax credit or ensure there is a cash
flow assistance mefhanism if the tax credit remains non-refundable

U The Government should consider the timing of cash flow assistance and whether there is a way
to provide businesses with access to funding on a regular basis throughout the year, similar to
the quarterly Growth Grant claim process

o The(tax continuity provisions should not apply to the proposed incentive in order for the credits
to be an incentive for businesses likely to encounter a shareholding change through increased
equity funding.

Y Proposed definition of R&D

Proposed definition is too narrow

The Discussion Document notes that the proposed incentive is to have a broad reach across the NZ
economy and that a “wider and more diverse range of firms will be able to access the tax incentive
which will assist and encourage businesses of all sizes and scales to undertake R&D”.

However, in its present form, our view is that the proposed definition of R&D contained in the
Discussion Document does not lend itself to this aspiration, raising several concerns.

PwC 7
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Prima facie, the proposed definition of R&D does not appear to be as “robust and practical” as the
Government has intended.

Specifically, terms such as “scientific method”, the requirement that the R&D activities are performed
with the intention to “advance science or technology through the resolution of scientific or
technological uncertainty” and the need to address a “material problem” resulting in a “material
advance in science or technology” is, in our view, overly narrow and archaic.

The result of such a narrow definition will mean the proposed tax credit may only apply to a limited set
of R&D activities and would greatly undermine the effect of the incentive.

Potential refinements to the definition
We outline below potential refinements to the proposed definition.

In our view, there is merit in maintaining consistency with the NZTAS 38 definition of R&D for the
proposed R&D tax credit incentive. We note that this NZ IAS 38\definitions of “research” or
“development” are currently used for the R&D in the Income Tax Act 2007 (for the R&D tax loss
credit, and the R&D deduction deferral rules), and forms thé starting point for the definition of eligible
R&D for Growth Grant purposes. We discuss this furthér in'the context of additional compliance costs
later.

The definition of “scientific method” needs to be'used in a broad sense to cover an expansive definition
of science, to include “computer science” (incliding algorithmics and design patterns) and
mathematics used in technology creationyHowever, we recognise that further refinement is required to
ensure the term “scientific” is not overly broad, it may be a better approach to define science to include
specific other scientific discipline variations which the Government will be able to identify through the
submission process.

In addition, we submit that'clear and comprehensive guidance as to the scope of the definition will be
necessary, ideally with specific industry examples. This is particularly important so that businesses are
able to apply the definition easily without incurring significant costs in order to access the incentive.

We further submit'that the use of the phrase “resolution of scientific or technological uncertainty”
should be altered-to reflect that some scientific and technological research could target a specific
outcome orpreduct.

The, Diseussion Document also comments that the tax credit should be available for solving problems
that have not already been solved. It is important to note that it is possible businesses are attempting
fo'solve the same issue but through an improved method, or in a different manner which is of benefit
to a different demographic or consumer group for example. We also note that the UK R&D tax credit
guidelines? state, within the discussion on the meaning of “advance in science or technology” that a
project which seeks to “......use science or technology to duplicate the effect of an existing process,
material, device, product or service in a new or appreciably improved way (ie a product which has
exactly the same characteristics as existing models, but is built in a fundamentally different

2 Guidelines on the meaning of Research and Development for Tax Purposes, Department of Business,
Innovation and Skills, March 2004.
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manner)....” will be R&D, demonstrating that this issue has been considered and accepted by other
jurisdictions with well established R&D tax incentives.

We submit that the wording of the definition should be changed to reflect this.

The proposed definition does not suit software development

The Discussion Document notes the importance of software development businesses to thé NZ
economy.

As mentioned above, our view is that the proposed definition is too narrow, andatus particularly
difficult to apply in the context of software development, app development or gther similar
technological advancing products. Specifically, such activity generally —

. does not use a traditionally scientific method; ‘

. does not solve an uncertainty (ie is targeted at a specific eréation or result);

. does not address a material problem (despite the fact that it may assist people in carrying on
their daily lives).

In our view, it would be difficult for such research-and ‘development activities to fit within the
proposed definition. We therefore support the indi¢ation put forward in the Discussion Document for
a different definition to apply to software development.

We stress again the importance of gettirig the definition right for software development, especially as

our main R&D emerging businesses dre not carrying out strictly scientific work but are in the software
area.

4. Compliance costg

Costs associated with establishing eligibility

Under the current R&D incentives (Growth Grants and the R&D tax loss cash-out), the same definition
of R&D is applied‘across the board and is consistent with the definition of R&D for financial reporting
purposes. Thijsresults in efficiency savings as businesses need only consider their R&D activities and
expenditupe.once for the purposes of determining how costs should be treated for R&D incentives and
financjal reporting purposes. We are concerned that the introduction of a different definition for R&D
tax credit-purposes will significantly increase the amount of internal and external resources required
forR&D businesses to establish eligibility and identify qualifying expenditure.

We therefore submit that further consideration should be given to retaining the NZ IAS 38 definition
of R&D for the proposed R&D tax credit incentive.

Should the Government decide that it still wishes to implement an alternative definition, we submit

that the costs associated with establishing eligibility and identifying qualifying expenditure, whether

internal or external, should be specifically included in qualifying expenditure for R&D tax credit
purposes.
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Application costs

We understand the need for integrity measures to ensure that funding received by R&D businesses is
appropriate and fair, and that valuable resources are not exploited to the detriment of the economy-as
a whole. We are also pleased that the Government recognises the need for increased certainty for
taxpayers as the availability of R&D incentives forms a key part of the decision process around
budgeting, cash flow management, business strategy and investment needs.

We are, however, concerned that the correct balance between compliance and claim ifitegrity is
achieved. Emerging R&D intensive businesses, in particular, generally have limited internal resources
in relation to financial management with a small number of individuals dealingwitl everything from
the annual report to payroll and debtor management. We would be concernedif4 high compliance
burden, in terms of level of detail and supporting documentation, was leviéd 'eni such businesses,
especially in light of the fact claims made by such businesses are likely t6 be towards the lower end of
the spectrum in terms of dollar amount. Such a burden would likely 4ct as a deterrent to submitting a
claim for many resource poor R&D businesses.

These businesses may also have insufficient resources to employ external advisors to assist with the
claim process and, as such, it becomes even more important that appropriate guidance on the

definitions of R&D and qualifying expenditure is providedsto assist these businesses to make an
accurate and valid claim from the outset.

Conversely, we accept that it seems appropriate that claims for larger amounts, especially those
nearing the maximum funding of $15m per dnhum, should be subject to a greater degree of scrutiny
and require a greater degree of support (although we note that larger claimants are likely to have more
internal resources and/or be in a positiont6 engage external advisors to assist with the claim process
so we would expect the information‘provided to be of a high level of integrity).

We therefore submit that a scaled'approach depending on the quantum of the claim is applied to the
level of information requiréd to support a claim, together with the level of integrity measures applied
post submission of a claim. For example, it may be appropriate to have simplified process for those
claims under a certain threshold, say $2m of R&D expenditure.

We also submit that it may be helpful to taxpayers for a summary of frequently asked questions and
common errgrs to’be published on a regular basis, especially during the initial introduction period of
the tax credit,

Assessmént and dispute process

It i§ unclear from the discussion document exactly how the Government will approach the assessment
o6f claims, however, we would stress the importance of Inland Revenue engaging with competent
professionals in the relevant fields. While we appreciate that guidance will be provided to taxpayers in
relation to qualifying and non-qualifying R&D, in many cases a degree of judgement will be required
and Inland Revenue officials may not have sufficient subject matter experience to make an informed
decision. If legitimate claims are protracted or rejected due to insufficient industry knowledge on the
part of Inland Revenue, this will result in significant frustration amongst taxpayers and would be
damaging to the R&D tax credit incentive, especially if businesses incur costs in relation to external
advisors to assist with challenges by Inland Revenue.
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We therefore submit that careful consideration should be given to how claims will be assessed by (1/
Inland Revenue and what expert resources they will have to draw on, as well as providing guidane

taxpayers on how to proceed if they disagree with the view taken (be it through the normal disp

process or a tailored mechanism specific to the R&D tax credit). \N

<

General

We thank you again for the opportunity to comment. Please let us know if you would liketo discuss
our submissions further. 0

Yours sincerely \

PwC 1"
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Re: R&D tax credit incentive Discussion Document %1/
C/- Deputy Commissioner, Policy and Strategy q
Inland Revenue Department %,

PO Box 2198 L\
Wellington 6140 ()

Q\OQ
Fuelling Innovation to Transform Our Economy, B(@ssion Document
— supplementary submission

\
Dear Madam | \\Q

In addition to our joint submission with Angel Asso@'@w Zealand and New Zealand Venture

1June 2018

Investment Fund, we also make the following supp ry submissions on behalf of PwC.

Calculation of eligible expenditure

Direct and indirect specific costs

We acknowledge the observations maded iscussion Document that adopting a ‘labour costs
only’ approach to eligible expenditure the simplest approach and, for many industries, would
capture the majority of costs incu in relation to the R&D process. We also appreciate the
acknowledgment that the rate of@dit applied would need to be higher if such an approach was
adopted to compensate for th@ er base of eligible expenditure.

This approach would w0($dl for industries such as software development, however, we are

concerned that such a roach would negatively impact certain industries such as hi-tech
manufacturing, wivh re may be high non-labour related costs in relation to items such as
consumable mat , prototype build costs or depreciation of high value, R&D specific, plant and

machinery.

We pr l@here would be no obligation for a R&D business to claim all possible costs. As such, for
those businhesses where labour represents the vast majority of expense, and have limited internal
resources available to compile a claim, they would presumably be free to limit their claim to labour
nly and would be at no significant disadvantage. On this basis, we therefore submit that while it
%ﬂ' present a more complex calculation for certain industries, in the interests of encouraging growth
R&D across the board, eligible expenditure should be calculated based on the actual costs directly

\ (b attributable to the R&D work.
<

From a practical standpoint, many companies will have already identified these costs in the course or

Q preparing their financial statements. Where taxpayers account for their R&D costs in accordance with
NZ I1AS 38 we further submit that those costs identified as R&D in accordance with the accounting
standard should form the basis for the R&D tax credit application. This will help reduce compliance
costs for many resource constrained taxpayers, freeing up more funds to invest in R&D.

PricewaterhouseCoopers, 188 Quay Street, Private Bag 92162, Auckland 1142, New Zealand
T: +64 9 355 8000, F: +64 9 355 8001, pwc.co.nz
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Overheads

For the same reasons as outlined above, in our view R&D businesses should not be restricted to
claiming overhead costs based solely as a set percentage of R&D labour costs. To do so wouldtinfairly
disadvantage certain industries which may have low labour costs but may incur high premisesor
utilities costs. In our view taxpayers should be permitted to adopt a reasonable approach't6 ¢alculating
overheads based on their particular business. For many, apportionment based on R&D\Jabour as a
proportion of total labour will be a fair representation, but taxpayers should be fre€'to'choose another
reasonable basis (such as floor area od R&D areas versus non-R&D areas for example) if this provides
a better reflection of the cost of carrying out the R&D.

We therefore submit that overheads should be apportioned on a reasonéble basis by the taxpayer and
not calculated as a set percentage of direct R&D labour costs. Again, forjthose taxpayers accounting in
accordance with NZ IAS 38, the allocation of overheads to R&D calculated for financial reporting
purposes should be permitted to be used for purposes of the R&Dtax credit application.

R&D carried out for commercial consideration

We appreciate the Government’s desire to incentivise, via the R&D incentive, R&D that might not
otherwise be carried out. We therefore understand'the concern in relation to funding R&D activities
where the business carrying out the R&D bearso financial risk of the R&D activity as this is R&D
which is likely to have been carried out without the'benefit of a tax incentive. In these situations the
party commissioning the work (ie the party that does bear the financial risk) is the one that may
require support in the form of the R&D,tax ¢redit incentive in order to reduce the financial risk to a
point where they are able to proceed with-the project from a business perspective.

However, we disagree with the need'to extend this to situations where any form of commercial
consideration is received or might reasonably be expected to be received. No business carries out R&D
without the anticipation that they will receive a commercial return for their R&D efforts eventually, so
arguably any business carrying out R&D can be said to be reasonably expecting to receive commercial
consideration. As sughwe struggle to envisage the situations the Government is anticipating which
would require the dpplication of such a rule to prevent mischief but without excluding almost all
claimants.

We therefete submit that the ‘at risk’ rule should be retained in its previous form, without the
proposed extension to any form of commercial consideration. If the Government is still concerned
about businesses structuring arrangements such that they, prima facie, bear the financial risk but in
redlity do not, this could be achieved by other means such as excluding expenditure where the cost is
ttet by a third party, or excluding claims by organisations ‘in the business’ of conducting R&D (ie
where carrying out R&D for third parties in return for consideration is the trade of the business).

Exclusion of SOEs, Crown Research Institutes, DHBs, Tertiary Institutions and their
subsidiaries

We can understand the policy decision behind excluding SOEs, Crown Research Institutes, DHBs and
Tertiary Institutions from claiming the R&D tax credit incentive where these organisations are fully
Government owned. To do so would simply create a merry-go-round of cash whilst using up valuable
Inland Revenue resources to process the claim in the interim.
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However, it appears to be suggested in the Discussion Document that entities under the control of such
organisations may also be excluded from qualifying for the R&D tax credit, despite having a significarnt
private ownership component (and in some cases these entities are listed companies). We do not agree
with excluding such mixed ownership entities from the scope of the R&D tax credit as they are
operating and trading in the market similarly to 100% privately held companies. As such they*are
under similar financial pressures to 100% privately owned businesses which puts similar pressures on
their ability to invest in R&D. In our view, excluding mixed ownership entities from the R&Drtax credit
incentive would be counteractive to the Government’s goal of increasing business R&D\in NZ.

To exclude these companies also puts them at an unfair disadvantage as it effectively’increases the cost
of R&D when compared with their competitors in the market. This has a kno¢lotyimpact on their
ability to compete, their financial performance and, ultimately, their share price.

We therefore submit that entities controlled by a SOE, Crown Resear¢h\Institute, DHB or Tertiary
Institution, but under partial private ownership, should be included‘in'the R&D tax credit incentive,

Transparency measures
We are in agreement with the Government’s proposal to ‘publish certain information in relation to

R&D support received, in much the same way as it i cutrently for Callaghan Innovation grant funding,
however, it is essential it is done is such a way as td.preserve commercially sensitive information.

At present, the names of recipients of Growth Grants are published on the Callaghan Innovation
website together with the name of the projectdnd the start/end date of the grant. No amounts of
funding are disclosed and in our view diSdlosing this information is unnecessary. In particular, we do
not understand how knowledge of the amount claimed will assist with ensuring integrity, in addition to
the other features in the tax system to énsure integrity and compliance.

We are able to see the value in.providing specific information to Treasury, Callaghan Innovation and
MBIE officials and do not object to this proposal. However, we are unable to determine from the
Discussion Document what level of detail will be included in the Stats NZ Longitudinal Business
Database and the Natiénal Research Information System so cannot comment further on this. We
however stress the impertance of making this information clearly available to taxpayers (once decided)
so that they are fully-dware prior to making a tax credit claim.

We therefore submit that only the names of R&D tax credit claimants, and in a similar manner to that
used by Callaghan Innovation, are published. If the Government does insist on publishing details of
amgunts.claimed, the bands used to disclose the amounts should be very broad, for example under
$51m support, $5m-$10m and over $10m.

Benalties

We are concerned at the suggestion in the Discussion Document that penalties, in particular the
promoter penalty rules, may be extended to advisors who have operated on a contingent fee basis and
the R&D tax credit application demonstrates a serious offence.

Many R&D businesses, especially emerging high growth businesses with limited internal resources,
will be dependent on external advisors to assist with the application process. We note that the
proposed R&D tax credit rules has a different definition of R&D than the definitions used for financial
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reporting and Growth Grant purposes. We will expect that many businesses will need external advisors
to help them comply with the proposed R&D tax credit rules.

At the same time, especially if the business has not previously received grant funding, there wxll
degree of uncertainty around whether an application will be accepted (as they may be unclea er
the R&D work carried out will qualify). As such, many emerging R&D businesses will be el@nt to
commit to a fixed fee for preparing and submitting an application and only be prepared %ooeed ifa
fee is contingent on success. As outlined in our joint submission with Angel Associati Zealand
and New Zealand Venture Investment Fund, many R&D focussed businesses are onstrained and
would see contingent fee arrangements as a sensible way to create an alignme erests with their
external advisors. (O'

When assisting with a R&D tax credit application, either fixed fee or co@t, advisors will be
heavily dependent on the client to use their judgement to determi % rrect amount of expenditure
to include as R&D. While the advisor will be able to provide advi r& ation to which activities may
meet the definition of R&D for tax credit purposes, and may b ﬁto provide guidance in relation to
the types of expenditure which may be claimed, it rests almost ex¢lusively with the client to determine
exactly which costs and what proportion of employee sa an be included.

The taxpayer will have a far greater incentive to in: clalm than the advisor (as the advisor fee
will only be a small percentage of the value of t ), and if a claim is inflated by the client, it is
entirely possible the advisor will be unaware o

In our view the level of incremental fee sor would benefit from as a result of an inflated claim
are very unlikely to make it worth riski eir professional reputation and relationship with Inland
Revenue. Imposing promoter pen will increase the likelihood that advisors become reluctant to
offer a contingent fee basis, whi mean certain R&D businesses are discouraged from claiming
the tax credit, as they cannot to commit to a fixed fee when they are uncertain an application
will be successful. \

We therefore submi& nalties should not be extended to advisors who have operated on a
contingent fee bgsng

General 6\

We thank gain for the opportunity to comment. Please let us know if you would like to discuss
our submissions further.

Yoésincerely
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