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15 February 2007 
 
 
Minister of Finance 
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BTR tax credit design package: R&D tax credits 

Executive summary 

This report discusses three aspects of the design of an R&D tax credit should you wish to 
proceed with that initiative.  It makes recommendations on the definition of R&D, 
proposed eligibility criteria and expenditure that should be eligible for the credit. 
 
Definition of R&D 
 
We recommend that R&D activities be defined as follows: 
 

(i)   systematic, investigative and experimental activities that seek to resolve 
scientific or technological uncertainty or that involve an appreciable 
element of novelty and that are carried on for the purposes of 

• acquiring new knowledge; or 

• creating new or improved materials, products, devices, processes or 
services;   

(ii) other activities that are commensurate with, required for, and integral to, 
the carrying on of the activities in paragraph (i). 

 
Paragraph (i) covers “core” R&D activities, and paragraph (ii) provides for activities 
that support a core activity.  This definition is broadly in line with that used in 
Australia.  Legislative clarification of some of the terms, and guidelines that expand 
on the definition, will be required.    
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The report recommends that the following activities be ineligible as core activities, 
although they can be eligible support activities: 
 

• prospecting, exploring or drilling for, or producing, minerals, petroleum, 
natural gas or geothermal energy 

• research in social sciences, arts or humanities 

• market research, market testing or market development, or sales promotion 
(including consumer surveys) 

• quality control or routine testing of materials, products, devices, processes or 
services 

• the making of cosmetic or stylistic changes to materials, products, devices,  
processes or services 

• routine collection of information 
• commercial, legal and administrative aspects of patenting, licensing or other 

activities 

• activities associated with complying with statutory requirements or standards 

• management studies or efficiency surveys   

• the reproduction of a commercial product or process by a physical examination 
of an existing system or from plans, blueprints, detailed specifications or 
publicly available information  

• pre-production activities, such as demonstration of commercial viability, 
tooling-up and trial runs. 

 
This list is based broadly on the Australian list of exclusions, and the first six are 
commonly excluded in other jurisdictions. 
 
We recommend that software developed solely for in-house use be eligible as a core R&D 
activity.  This differs from the position in Australia, where only software R&D that is 
developed for a purpose of sale or licence is eligible.  In our view, there is no in-principle 
reason for such a restriction but, without the multiple sale or licence test, there is an 
increased risk that routine in-house software development will be reclassified as R&D.  
Any decision to allow software developed solely for internal use should be reviewed if it 
proves difficult to provide clear guidelines on what constitutes software R&D as opposed 
to routine software development.  Imposition of a cap on this expenditure could also be 
considered if you decide not to proceed with a general cap on expenditure. 
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Eligibility criteria 
 
We recommend that claimants be eligible for the credit if they satisfy each of the following 
criteria: 
 

• They must be in business in New Zealand.  The expenditure for which they make a 
claim must be related to that business.  The appropriate test of whether a business 
exists should be the income tax test of “business” because it targets commercial 
activity rather than economic activity.  

 
• More than $20,000 of eligible expenditure must be incurred in the year a claim is 

made.  An exception is recommended for payments made for R&D services 
purchased from a listed research provider. 

 
• The R&D activity must be carried out in New Zealand.  An exception is 

recommended for part of a project that is carried out overseas, for up to 10 percent 
of the total eligible expenditure of the project each year.  Foreign expenditure 
incurred above that threshold would not attract the credit.  The overseas activity 
must form part of a larger R&D project in New Zealand. 

 
• The R&D must have been carried out by or on behalf of the claimant. Claimants 

must be able to show that they bear both the financial and technical risk associated 
with the project, have control over the R&D work and own the project results. 

 
We recommend that industry research co-operatives should not need to meet the 
requirement to be in business.  Instead they would have to demonstrate that they were 
undertaking or commissioning R&D primarily on behalf of businesses, and that 
contributions or levies were received from those businesses. 
 
There is some uncertainty about whether the test for “business” in income tax applies at the 
partnership level or to individual partners.  For clarity, we recommend that the test is 
applied at the partnership level for the purposes of the tax credit.   
 
In order to be listed as a research provider a firm would have to show that it has the 
capability to perform contracted R&D, has research facilities, charges fees on commercial 
terms, is available to undertake work on behalf of multiple unrelated organisations, and 
maintains suitable records. 
 
Crown Research Institutes, tertiary institutions, and District Health Boards and their 
wholly owned subsidiaries should not be eligible for the credit, even in relation to their 
discretionary funds.  However, subsidiaries that are partially privately owned would be 
eligible for the credit. 



 
 

T2007/116, PAD2007/31: BTR tax credit design package: R&D tax credits   Page 4 
 

Eligible expenditure 
 
The report recommends that the credit apply only if and when expenditure is deductible or 
amortisable under the Income Tax Act 2004.  It recommends that the following 
expenditure be eligible to the extent it is incurred in respect of R&D activities: 
 

• salaries and wages of employees conducting R&D;  
• depreciation of tangible assets used primarily in conducting R&D; 
• costs of staff training, recruitment, relocation and travel incurred directly in 

respect of R&D; 
• the cost of materials incorporated into prototypes and pilot plant where the cost 

is immediately deductible; 
• overheads that relate to administration, personnel, repairs and maintenance, 

cleaning and security, rates, utilities, insurance and leasing of buildings, plant 
and equipment; 

• the cost of items consumed, and the net cost of items processed or transformed, 
in R&D activities; and 

• payments to entities conducting R&D on behalf of the claimant.  
 
When depreciable assets that are used in R&D are sold for more than their tax book value, 
we recommend there be no recovery of credits previously allowed to minimise compliance 
costs.  Similarly, when such assets are sold for less than tax book value, the loss on sale 
would not attract credits. 
 
The following expenditure would be ineligible: 
 

• interest incurred in the financing of R&D activities; 
• core technology (technology used as a basis for further R&D); 
• expenditure in relation to which a grant is provided and the required co-

funding; 
• the making of donations; and 
• professional fees in calculating what is R&D. 

 
We also recommend that expenditure on intangible assets not be eligible initially (except 
the cost of the right to use – that is, leasing – buildings, plant and equipment used in 
conducting R&D).  The extent to which intangible assets should be eligible requires careful 
consideration as such assets tend to be the focus of tax avoidance schemes.  This work 
would be done once the R&D credit is in effect.  
 
When employees work, or assets are used, part-time in conducting R&D, apportionment 
would be required.  There would be audit difficulties in ensuring that taxpayers accurately 
apportioned costs. 
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Consultation 
 
The Ministry of Research Science and Technology and the Ministry of Economic 
Development have been consulted in the preparation of this report and generally agree with 
the recommendations.  MoRST considers that a narrower definition of R&D would be 
more in line with international best practice for defining R&D.   

Recommended action 

We recommend that, if you decide to proceed with the introduction of a tax credit for 
R&D, you  
 
(a) Agree that R&D activities be defined as: 
 

(i)   systematic, investigative and experimental activities that seek to resolve 
scientific or technological uncertainty or that involve an appreciable 
element of novelty and that are carried on for the purposes of: 

• acquiring new knowledge; or 

• creating new or improved materials, products, devices, processes or 
services;   

(ii)  other activities that are commensurate with, required for, and integral to, 
the carrying on of the activities in paragraph (i).        

 
Agreed/not agreed  Agreed/not agreed 
 
(b) Agree that the following activities be excluded from “systematic, investigative and 
experimental activities” in the R&D definition: 
 

• prospecting, exploring or drilling for, or producing, minerals, petroleum, 
natural gas or geothermal energy; 

• research in social sciences, arts or humanities; 

• market research, market testing or market development, or sales promotion 
(including consumer surveys); 

• quality control or routine testing of materials, products, devices, processes or 
services; 

• the making of cosmetic or stylistic changes to materials, products, devices, 
processes or services; 
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• routine collection of information; 
• commercial, legal and administrative aspects of patenting, licensing or other 

activities; 

• activities associated with complying with statutory requirements or standards; 

• management studies or efficiency surveys;   

• the reproduction of a commercial product or process by a physical examination 
of an existing system or from plans, blueprints, detailed specifications or 
publicly available information; and  

• pre-production activities, such as demonstration of commercial viability, 
tooling-up and trial runs. 

 
Agreed/not agreed Agreed/not agreed   
 
 
(c) Agree that there be no requirement that software R&D be eligible only if it is 
developed for a purpose of sale or licence to non-associates. 
 
Agreed/not agreed  Agreed/not agreed   
 
 
(d) Agree that, in order to be eligible for the credit: 

 
(i) the claimant must be in business in New Zealand, and the expenditure for 

which the claim is made must relate to that business; 
 

(ii) the claimant must spend more than $20,000 on eligible expenditure each year 
a claim is made, except if the R&D is subcontracted to a listed research 
provider; and 
 

(iii) the R&D must be done by or on behalf of the claimant.  The claimant must 
bear the financial and technical risk associated with the project, have control 
over the work and own the project results. 

 
Agreed/not agreed  Agreed/not agreed 
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(e) Agree that the tax credit apply to R&D carried out in: 
 

(i) New Zealand; or 
 

(ii) overseas for up to 10 percent of the total eligible expenditure each year, but the 
overseas activity must form part of a larger R&D project in New Zealand. 

 
Agreed/not agreed Agreed/not agreed 
 
 
(f) Agree that the business test should: 
 

(i) not apply to industry research co-operatives, which will instead need to 
demonstrate that they are undertaking or commissioning R&D on behalf of 
businesses and that contributions or levies were received from those 
businesses; 

 
(ii) apply to partnerships at the partnership level, rather than to individual partners. 
 

Agreed/not agreed  Agreed/not agreed 
 
 
(g) Agree that Inland Revenue should administer a list of research providers who: 
 
  (i) have the capability to perform contracted R&D; 
 (ii) have research facilities in New Zealand; 
 (iii) charge fees on commercial terms; 
 (iv) are available to undertake work on behalf of multiple unrelated organisations; 

and 
 (v) maintain suitable records. 

 
Agreed/not agreed  Agreed/not agreed 

 
 

(h) Agree that Crown Research Institutes, tertiary institutions, District Health Boards 
and subsidiaries that are wholly owned by these three classes of entities should not 
be eligible for the concession. 

 
Agreed/not agreed  Agreed/not agreed 
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(i) Agree that the following expenditure be eligible for the credit to the extent it is 
deductible and incurred in respect of R&D activities: 

 
(i) salaries and wages of employees conducting R&D;  
(ii) depreciation of tangible assets used primarily in conducting R&D; 
(iii) costs of staff training, recruitment, relocation and travel incurred directly in 

respect of R&D activities; 
(iv) the cost of materials incorporated into prototypes and pilot plant where the 

cost is immediately deductible; 
(v) overheads that relate to administration, personnel, repairs and maintenance, 

cleaning and security, rates, utilities, insurance and leasing of buildings, plant 
and equipment; 

(vi) the cost of items consumed, and the net cost of items processed or 
transformed, in R&D activities; and 

(vii) payments to entities conducting R&D on behalf of the claimant.  
 

Agreed/not agreed  Agreed/not agreed 
 
 
(j) Agree that when depreciable assets used in R&D are sold for more than their tax 
book value, there be no recovery of credits previously allowed, and when assets are sold 
for less than their tax book value, the loss on sale does not attract credits. 
 
Agreed/not agreed      Agreed/not agreed 
 
 
(k) Agree that, to the extent that it would otherwise be eligible, the following 
expenditure be ineligible: 
 

(i) interest incurred in the financing of R&D activities; 
(ii) expenditure in relation to which a grant is provided and the required co-

funding; 
(iii) core technology (technology used as a base for further R&D); 
(iv) the making of donations; and 
(v) professional fees in calculating what is R&D. 

 
Agreed/not agreed  Agreed/not agreed 
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(l) Agree that expenditure on intangible assets, other than the right to use buildings, 
plant and equipment, initially be ineligible and that officials report further on its inclusion 
once the R&D credit is in effect. 
  
Agreed/not agreed      Agreed/not agreed 
 

 
    

   
 

Stephen Glover  Jane Tait 
for Secretary to the Treasury  Senior Policy Advisor  

  Inland Revenue  
 
 
 
 
 

Hon Dr Michael Cullen Hon Peter Dunne 
Minister of Finance  Minister of Revenue 
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Background 

1. In November 2006 Ministers released an issues paper on three aspects of the design 
of a possible R&D tax credit – a definition of R&D, general eligibility criteria and eligible 
expenditure. Officials have considered submissions on the issues paper and, as instructed, 
have developed recommendations for final proposals for the design of the R&D tax credit.  
This report is one of five that seek decisions on the detailed design of three targeted tax 
credits, should the government proceed with their introduction. 

Definition of R&D 

2. We recommend adopting the following definition of R&D: 
 
(i)   systematic, investigative and experimental activities that seek to resolve 

scientific or technological uncertainty or that involve an appreciable 
element of novelty and that are carried on for the purposes of: 

• acquiring new knowledge; or 

• creating new or improved materials, products, devices, processes or 
services;   

(ii) other activities that are commensurate with, required for, and integral to, 
the carrying on of the activities in paragraph (i).     

 
3. This definition draws on elements of the R&D definitions used in the United 
Kingdom, Ireland, Canada and Australia.  It is, as you instructed, wider than those 
which focus solely on resolution of scientific or technological uncertainty and 
adopts the additional test of “appreciable element of novelty” from the Australian 
definition.  It is, in substance, similar to the Australian definition and comprises two 
limbs – core R&D activities in paragraph (i) and support activities in paragraph (ii).  
For activities to qualify under paragraph (ii), there needs to be a core activity.     

 
4. Legislative clarification of the meaning of the following concepts or words 
would be required:   

 
• R&D need not be successful to qualify. 

 
• “Systematic, investigative and experimental” activities are planned 

activities directed towards a particular purpose and following a logical 
progression of work involving hypothesis, experiment, observation and 
evaluation. 
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• “Scientific or technological uncertainty” would exist when knowledge 
of whether something is scientifically or technologically possible, or 
how to achieve it in practice, is not publicly available or deducible by a 
competent professional working in the field. 

 
• For activities to be “novel”, there would need to be some development 

of the technology or a new use of existing technology.  To establish 
whether something is new, it should be compared with what is already 
available in the public arena on a reasonably accessible world-wide 
basis at the time in that technology. 

 
• “Technology” is the practical application of scientific principles and 

knowledge. 
 
5. Industry-specific and general guidelines would be required to expand further 
on the definition. 
 
Submissions 

 
6. The definition is broadly as suggested in the issues paper, with the additional 
requirement that support activities must be “commensurate with” the core R&D 
activity.  There was general support for the definition, although several submissions 
argued it was too narrow and suggested widening the scope of the definition in 
various ways.   

 
7. The Screen Industry Council suggested that the definition should include 
development of content in the screen industry (that is, scripts or concepts for screen 
projects).  Canterbury Manufacturers Association argued that the credit should 
apply to the development of new products or processes in a particular firm which 
have already been implemented by other businesses.    

 
8.    Two further submissions suggested that consideration should be given to 
aligning the definition with that used in accounting (International Accounting 
Standard 38).  This adopts a “new to firm” standard – that is, it includes 
development of a product that is new to the firm.  The New Zealand Institute of 
Chartered Accountants argued that this wider definition is likely to be more 
consistent with encouraging activities that New Zealand identifies with – adapting 
or building on other technology rather than starting from scratch.   

 
9. Several submissions argued for a more generous interpretation of the test of 
“novelty” so that a product would be novel if: 

 
• it is new to New Zealand, or 
 
• the company reasonably believes it to be novel. 
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The recommended test for “novelty” is the same as that used in Australia.   

 
10. The recommended definition is in line with the definitions in other 
comparable jurisdictions that have some experience with an R&D concession.  Our 
concern with expanding the definition beyond that is that it may prove fiscally 
expensive and unsustainable and it may provide fewer spill over benefits than that 
generally attributed to R&D.  Certainty is an important factor in the decision to 
invest in R&D.  In our view, it is advisable to legislate a definition that is in line 
with those that have proved to be sustainable, at least initially and within the 
timeframe proposed. 

Exclusions from definition of R&D 

11. Certain activities are routinely excluded from R&D definitions for tax 
concession purposes.  Activities may be excluded because governments do not wish 
to incentivise particular activity through an R&D concession (for example, research 
into social sciences, arts and humanities), or wish to remove uncertainty over 
whether a particular activity could be considered R&D (for example, oil 
exploration), or clarify the boundary between development and post-development 
activity, or innovative and routine work. 

 
12. We recommend that the following activities be excluded from “systematic, 
investigative and experimental activities” in the definition in paragraph 2: 
 

• prospecting, exploring or drilling for, or producing, minerals, petroleum, 
natural gas or geothermal energy; 

• research in social sciences, arts or humanities; 

• market research, market testing or market development, or sales promotion 
(including consumer surveys); 

• quality control or routine testing of materials, products, devices, processes or 
services; 

• the making of cosmetic or stylistic changes to materials, products, devices, 
processes or services; 

• routine collection of information; 
• commercial, legal and administrative aspects of patenting, licensing or other 

activities; 

• activities associated with complying with statutory requirements or standards; 
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• management studies or efficiency surveys;   

• the reproduction of a commercial product or process by a physical examination 
of an existing system or from plans, blueprints, detailed specifications or 
publicly available information; and  

• pre-production activities, such as demonstration of commercial viability, 
tooling-up and trial runs. 

 
13. This list is based on the Australian exclusions with minor modifications and the 
omission of certain activities that we consider would not, in any event, fall within the 
definition of “systematic, investigative and experimental activities”.   
 
14.  As in Australia, the activities listed above would be excluded only from being core 
R&D activities, described in the first limb of the R&D definition.  This means that 
excluded activities can come within the supporting limb of the definition if there is a core 
activity.  For example, while routine data collection would not be a core R&D activity, it 
might be eligible as an activity that is commensurate with, required for and integral to a 
core R&D activity. 
 
15. Some of the exclusions are self-explanatory (such as routine collection of 
information).  We comment below on others, and particularly those discussed in 
submissions.  
 
Prospecting, exploring or drilling for, or producing, minerals, petroleum, natural gas 
or geothermal energy 
 
16. It is possible to have R&D in extractive industries – for example, R&D to develop 
new exploration techniques − but the exploration in itself is not R&D.  Exploration can be 
a supporting activity where it is commensurate with, required for and integral to the 
development of a new exploration technique or new equipment – for example, limited 
testing of new drilling equipment.        
 
Research in social sciences, arts or humanities 
 
17. Research in these disciplines is excluded in each of the jurisdictions considered in the 
development of the recommended definition of R&D.  It covers, for example, research in 
economics, classics, languages, literature, music, philosophy, history, religion, and visual 
and performing arts.  We have been unable to find an explanation of the rationale for its 
exclusion elsewhere.  However, such research is presumably excluded because the focus of 
R&D tax incentives is on extending business scientific and technological know-how that 
can be commercialised and lead to increased productivity and economic growth.   
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18. Research in social sciences and humanities is also generally undertaken in the public 
policy context and is government funded.  The examples of research activities in the social 
sciences and humanities in the Frascati Manual – for instance, the study of causal relations 
between economic conditions and social development, the study of historical development 
of a language, and the study of the role of the family in different civilisations past and 
present – would fall into this category.    
 
19. Three submissions (Canterbury Manufacturers Association, Meat Industry 
Association and Business New Zealand) specifically agreed with these activities being 
excluded.  Three (University of Auckland, PricewaterhouseCoopers and KPMG) opposed 
the exclusion or questioned its scope.  They argued: 

• Such research can lead directly or indirectly to economic growth and be a 
fundamental part of New Zealand’s economic transformation (for example, the 
social sciences are relevant in dealing with town planning, climate change, 
sustainable water and sustainable land management issues). 

• Some economic modelling and business management tools have become 
significant successes globally and challenge the assumption that research in 
these areas may be less likely to lead to economic growth. 

 
20.  In response, we note that, as with the other exclusions, such research is excluded 
from being a core R&D activity only.  Where research in these fields is required for 
development of a new product or process, the research can be an eligible support activity.   
So, for example, if research into human behaviour is required for innovative film 
animation software, the research can be an eligible R&D support activity.   
 
21.  We also note that the activities discussed in the first submission are likely to be 
government funded.  In response to the second submission, an Australian practitioner has 
advised that the same exclusion in Australia would not apply to development of economic 
or business development products or tools if this development constituted systematic, 
investigative and experimental activity.  
 

Market research, market testing or market development, or sales promotion 
(including consumer surveys) 
 
22.   Conducting of market research is excluded.  However, it can be a supporting activity 
where the research is commensurate with, required for and integral to development of a 
product or process.  For example, if a firm is developing a new food product and needs to 
determine the appropriate level of sweetness for the market in different countries, the taste 
testing research would be an eligible support activity. 
 
 
 
 
 



 
 

T2007/116, PAD2007/31: BTR tax credit design package: R&D tax credits   Page 15 
 

Quality control or routine testing  
 
23.   Quality control in itself is excluded as a core activity.  However, the development of 
new or improved methods of quality control testing can be eligible as R&D.   Quality 
control may also be a supporting activity – for example, in the development of a new 
manufacturing process, checking that the products in a trial run meet the desired quality. 
 
Cosmetic or stylistic changes  
 
24.   Changes that are purely cosmetic or stylistic (such as changes to colour or pattern) are 
excluded from being a core activity.  However, work to create a desired cosmetic or 
aesthetic effect through the application of science or technology can require the resolution 
of uncertainty and can be R&D.   

25.   Also, cosmetic or stylistic changes that are required for and integral to a core activity 
can be a supporting activity.  For example, if a firm is improving a product it manufactures 
in a way that falls within the definition of a core activity, work on the associated stylistic or 
cosmetic changes can be eligible R&D. 
 

Commercial, legal and administrative aspects of patenting, licensing or other 
activities 
 

26.   The Canterbury Manufacturers Association argued that this activity should not be 
excluded, but rather it should be included as R&D on the basis that licensing and patenting 
is an integral part of the product or process development cycle.   Officials disagree with the 
submission.  This is post-R&D work and we consider it very unlikely, even in the absence 
of the exclusion, that this activity would qualify as a core R&D activity.  
 

27.   It is also unlikely to be a supporting activity because patenting or licensing would 
seldom be “required for” a core activity.    This interpretation is consistent with the 
outcome under the Australian provision. 

 
Activities associated with complying with statutory requirements or standards 
 
28.   Submissions expressed concern that this may catch development of new technologies 
to comply with standards.  This is clearly not intended, and the position should be clarified 
in guidelines.  Developing rather than complying with standards is also not excluded. 
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Management studies or efficiency surveys  
 

29.   In Australia this includes studies relating to inventory control (such as Just-in-Time), 
work practices, industrial relations, feasibility analysis, and time and motion studies.  The 
exclusion also covers industry research – for example, where a company carries out a 
survey into a particular industry’s characteristics and future needs.  
 

30.   These studies or surveys can be a supporting activity.  For example, if a 
manufacturer’s improvement to its processes is R&D, a monitored test to determine how 
efficient the new process is would be eligible as a supporting activity. 
 

The reproduction of a commercial product or process by a physical examination of an 
existing system or from plans, blueprints, detailed specifications or publicly available 
information  

 
31.   No R&D is involved in simply reproducing an existing product or process, and this is 
excluded as a core R&D activity.  However, it can be eligible as a supporting activity – for 
example, if a firm uses another’s product as a starting point to build an improved version. 
 
 
Pre-production activities, such as demonstration of commercial viability, tooling-up 
and trial runs 
 
32.   This excludes post-R&D activities.    It is very unlikely that these activities would 
qualify as core R&D activity, even in the absence of the exclusion.   
 
33.   Trial runs could be eligible as a qualifying supporting activity, as could tooling up 
(for example, to test a new manufacturing process).  It is unlikely that demonstration of 
commercial viability is required for and integral to the core R&D and therefore is unlikely 
to be a supporting activity.  
 
Software 
 
34.   In Australia, software development is eligible as core R&D only if the software is 
developed for a purpose of sale or licence to at least two non-associated parties – software 
developed solely for in-house use is ineligible.   (Software development is eligible as a 
support activity without this restriction.) 
 
35.   The issues paper suggested that software R&D be eligible as a core activity without 
the requirement for multiple sale or licence.  This follows the approach taken in the United 
Kingdom and Canada rather than that taken in Australia and the United States.   
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36.   As might be expected, several submissions agreed that software developed solely for 
in-house use should be eligible. However, the New Zealand Institute of Chartered 
Accountants submitted that software should only be eligible as a core activity if it is 
developed for sale, rent, licence or hire (presumably to non-associates).  NZICA is 
concerned that, in the absence of this restriction, routine in-house software development 
could be recharacterised as R&D, posing a fiscal risk.   
 
37.   We agree that this is a risk.  In Canada, where there is no multiple sale or licence 
requirement, financial institutions and telecommunications companies in the 1990s claimed 
the concession for billions of dollars of expenses for development of management 
information systems and other information technology that the Canadian Revenue Agency 
considered to be outside the definition of R&D.  This gave rise to protracted disputes. 
 
38.   One option to reduce the risk of recharacterisation of routine in-house software 
development as R&D is therefore to adopt the Australian restriction.  However, in practice, 
that may not provide much protection.  The threshold for satisfying the multiple sale or 
licence requirements does not appear to be high – for example, there only has to be a 
purpose of sale or licence, and it does not have to be the dominant purpose of the activities.  
We understand that major claims are still made for core software R&D by Australian 
companies.  One example is the expansion of web-based processes to enable corporates to 
safely engage with their clients.   
 
39.  On balance, we consider that it is difficult to justify denying the credit for in-house 
software R&D when other innovative activity that has an internal focus, such as the 
development of a new manufacturing process, is eligible.  However, if it proves to be 
difficult to provide clear guidelines on what constitutes software R&D as opposed to 
routine software development, this should be reviewed.    A further option to reduce risk is 
to cap the amount of eligible expenditure on software developed solely for internal use.  If 
you decide not to proceed with a general cap on expenditure, this could be considered. 

Eligibility Criteria 

40. We recommend that, in order to be eligible for the credit, claimants must meet the 
following criteria: 

 
• Claimants would need to be a business (with the exception of industry-based 

research co-operatives), and that business would have to be located in New 
Zealand.  However, a particular legal structure should not be a requirement. 

 
• $20,000 or more would need to be incurred on eligible expenditure each year 

the credit is claimed, except if the R&D is subcontracted to a listed research 
provider. 
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• The R&D activities would have to be carried out in New Zealand, but activities 
carried out overseas would be eligible up to the value of 10 percent of total 
annual eligible expenditure.  

 
• The R&D would have to be done by or for the claimant.  (The performer of 

subcontracted R&D would not be eligible.) 

Submissions 

41. There was general support for the eligibility criteria, with suggestions made for both 
widening and reducing the scope of the criteria.   

Entity structure 

42. The issues paper suggested that the tax credit should be available to all businesses 
regardless of the legal form of the business.  Submissions generally agreed, and there was 
consensus that incorporation should not be part of the eligibility criteria.  They stated that 
requiring incorporation would create inefficiencies because entities would restructure to 
access the credit, limit the effectiveness of the credit, and create a barrier that the current 
grants system does not impose.   

“In business” 

43. The issues paper suggested that claimants should be entities in business in New 
Zealand, including those deriving exempt income.  The definition of “business” should be 
the income tax definition.  Submissions supported the requirement that claimants should be 
in business.  However, several local authorities and accounting firms suggested that it 
would be more appropriate to apply the “taxable activity” test from GST legislation rather 
than the “business” test used in income tax.  The local authorities stated that the R&D they 
carry out contributes to increasing productivity and therefore they should be eligible for the 
concession.   
 
44. In our view, the income tax “business” test is more appropriate for R&D tax credits.  
The income tax test best reflects the intention of the credit to incentivise business R&D.  
The requirement that there is an intention to make a pecuniary profit is aimed at identifying 
commercial activity,  whereas the GST test is intended to identify economic activity, 
applying to both, commercial and non-commercial situations.  
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45. To ensure a nexus between the tax credit and a business activity in New Zealand we 
recommend that the business test be applied in relation to the eligible expenditure.  In other 
words, the eligible expenditure must relate to the intention to make a pecuniary profit in 
New Zealand.   
 
 
46. In the case of partnerships, the income tax law to determine if a business exists is 
applied at the level of individual partners.  In practice, it is applied at partnership level.  To 
remove uncertainty in relation to the tax credits we recommend that the business test be 
applied at the partnership level, rather than to individual partners. 

Minimum threshold and payments made to approved research organisations 

47. The issues paper suggested that $20,000 of eligible expenditure would need to be 
incurred in order to qualify for the concession.  An exception to the threshold would be for 
R&D services purchased from a listed research provider.  The rationale for the threshold is 
an administrative one – to help avoid disproportionate compliance and administrative costs 
being incurred on small claims and to dissuade small firms from reclassifying expenditure 
as R&D costs. 
 
48. Most submissions supported the concept of a minimum threshold and said that the 
suggested threshold of $20,000 of eligible expenditure was set at the right level.  A small 
number said that the threshold was too low: R&D expenditure had to be large to be 
meaningful or innovative, and a larger threshold would reduce the administrative burden 
and potential abuse.  A small number of submissions had a contrary view: the threshold 
should be lower or non-existent because minimum thresholds would discourage 
innovation, small amounts of R&D could be valuable and having any threshold would be 
inequitable.   
 
49. There was consensus that an exception to the minimum threshold should exist if the 
expenditure was for R&D carried out by approved research providers.  Views on criteria 
for approved research providers were also generally consistent, agreeing with the issues 
paper.  The criteria in the issues paper for an organisation to become approved as a 
research provider was that it should have the capability to perform contracted R&D, have 
research facilities, charge fees on commercial terms, and be available to undertake work on 
behalf of multiple unrelated organisations.  In addition to these requirements, we consider 
that research providers should also: 
 

• not be associated with the claimant; and 
• maintain records to show they meet the eligibility criteria and to document their 

contractual arrangement with claimants. 
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The first requirement is a safeguard to prevent recharacterisation of expenditure by simply 
channelling it through an associated research provider.  The second requirement is needed 
to administer the threshold exception.  
 
50. We recommend that research providers be listed with Inland Revenue on the basis 
that they meet the legislated criteria.  Public listing would give certainty to purchasers of 
R&D services that they are dealing with an entity that meets the eligibility criteria for 
research providers. 

R&D should be carried out in New Zealand 

51. The concession is focussed on R&D activities that are carried out in New Zealand.  
However, the issues paper suggested an exception to the main rule for a part of a project 
that is carried out overseas.  That is, R&D activities that are carried out overseas would be 
eligible for the concession for up to 10 percent of the expenditure on the project.  Foreign 
expenditure incurred above that threshold would not attract the concession.   
 
52. While submissions acknowledged the rationale for the 10 percent limit, around half 
suggested that there should not be a limit if it can be shown that there is no local capability 
to do the R&D.  A significant number also suggested that a 25 percent limit would be more 
appropriate, given the limited capability in a small country like New Zealand and the high 
level of foreign overseas ownership of New Zealand firms.  A few suggested that 
exceptions could be made for particular industries and for overseas testing.  Two 
submissions suggested that a higher threshold would be appropriate if any resulting 
intellectual property is held in New Zealand. 
 
53. Officials consider that a 10 percent threshold is appropriate.  It matches the 
Australian threshold and is generally higher than that permitted in other jurisdictions.  
Externalities from R&D activities are largely expected to be captured in the location that 
the activity is carried out.  Therefore subsidising R&D carried out overseas would not 
result in the same level of benefits to New Zealand as R&D carried out locally.   
 
54. No submissions were made on how the overseas component should be measured 
relative to the activities in New Zealand.  For simplicity, we recommend that the 10 
percent limit be applied on an annual basis.  In other words, each year a claim is made, that 
claim can include eligible expenditure incurred overseas that year up to the value of 10 
percent of the total eligible expenditure claimed that year.   
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55. As suggested in the issues paper, and similarly to the Australian concession, we 
recommend that there be a requirement that the R&D activities undertaken overseas should 
form part of a larger R&D project in New Zealand.  Legislative clarification of the 
meaning of “R&D project” is required, and we recommend a definition based on the 
Australian and United Kingdom definitions: 
 

“A process consisting of co-ordinated and controlled activities, with start and finish 
dates, undertaken collectively to achieve a specified R&D objective within 
constraints of time, cost and other resources.”  

R&D at claimants’ risk 

56. R&D activities are routinely subcontracted.  Therefore rules are necessary to prevent 
double access to the concession in respect of the same activity.  The issues paper suggested 
that if R&D activities are subcontracted, the concession should vest with the firm 
commissioning the R&D, rather than the firm providing the R&D services.   
 
57. Submissions agreed with the suggestion, some also making additional suggestions.  
Canterbury ICT suggested that the provider should get the credit if it is the R&D arm of a 
multinational.  The Corporate Taxpayers Group suggested that there may be situations 
where the beneficial interest is split between provider and commissioner and in that case 
the credit should be also split.  The Association of Crown Research Institutes suggested 
that the performer should be able to access the credit if the commissioner elects.  We do 
not agree with these suggestions because they remove the credit from the party whose 
funds are at risk in undertaking the R&D activity and therefore remove the incentive from 
the party making the decision on how much R&D to carry out.  If implemented, the 
suggestions could also provide a windfall gain to the party carrying out the R&D.   
 
58. To clarify which party is eligible for a concession, we recommend the inclusion of a 
general rule requiring claimants to: 
 

• bear both the financial and technical risk associated with an R&D project; 
• have control over the R&D project; and 
• own the project results. 
 

59. These requirements are similar to requirements for the Australian concession.  The 
requirement to own the project results should not mean that the claimant has to continue to 
own them. 
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Other enhancements 

60. Two submissions commented on joint ventures and partnerships.  The Corporate 
Taxpayers Group suggested that there might be subcontracting undertaken where the 
provider has a beneficial interest and therefore should be able to claim the credit.  It is not 
clear what “beneficial interest” could mean, but to gain access to the credit, the R&D 
performer should have to meet the criteria of ownership of the results, having funds at risk 
and control of the project. 
 
61. NZICA suggested that the joint venture partners and other partnerships should be 
able to access the credit in their own name, but eligibility should be determined in relation 
to the joint venture and partnership.  We agree with this suggestion.   
 
62. The Vice-Chancellor of Auckland University suggested that subcontracting to 
Universities and CRIs should attract higher levels of subsidies to ensure that R&D 
expenditure was in genuine research, and to help promote partnerships between industry 
and research institutions.  NZBio suggested that entities whose activities are primarily 
R&D should attract a credit for all of their expenditure.  It suggested that targeting the 
credit that way would better achieve government’s aims of economic transformation. 
   
63. It is not clear that these two suggestions would generate externality benefits in excess 
of the main concession, and therefore we have not considered them for inclusion, given the 
current timeframes. 

Industry research co-operatives 

64. The issues paper suggested that organisations receiving voluntary contributions or 
levy payments which are then applied to R&D activities should be eligible for the tax 
concession.  Because these organisations would not meet the income tax definition of 
“business” it was suggested that they should be listed with Inland Revenue as industry 
research co-operatives.  It was also suggested that the amount of eligible expenditure 
subject to the concession each year should be capped at the amount contributed by private 
businesses to the co-operative that year.   
 
65. Submissions supported the ability of levy organisations and research co-operatives to 
access the credit.  A few submissions suggested that imposing a business test based on the 
GST definition of “taxable activity” rather than the income tax test of “business” would 
remove the requirement to list with Inland Revenue, as these organisations are likely to be 
registered for GST.   
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66. We no longer consider that a system of listing research co-operatives would provide 
administrative benefits commensurate with the compliance costs imposed by such a 
system.  Therefore we recommend replacing the listing process with legislative criteria that 
claimants can apply.  Bodies claiming the credit would not need to meet the business test 
if: 
 

• they commission R&D on behalf of entities that are in business in New Zealand; 
• the R&D is carried out primarily on behalf of those entities; and 
• contributions or levies were received from those businesses in the year in which the 

claim is made.  
 
67. While no submissions were received on the suggestion that eligible expenditure 
should be capped at the amount contributed by private businesses to the co-operative that 
year, we consider that such a requirement could lead to harsh results – for example, if the 
entity undertook a large project funded by contributions collected over a number of years. 

Foreign ownership 

68. The issues paper suggested that there should be no requirement that the R&D has to 
be carried out by an entity owned by a New Zealand resident, as long as the R&D is 
carried out in New Zealand.  Those who made submissions on this issue agreed with the 
idea.  A number suggested, however, that intellectual property resulting from the R&D 
should remain in New Zealand. 
 
69. In our view, restrictions on the ownership of intellectual property would be complex 
and could limit the effectiveness of the tax concession.  Restrictions on intellectual 
property are perceived to be a significant barrier to doing R&D in New Zealand. 

Crown-owned businesses 

70. The issues paper set out as principles that: 
 

• Crown-owned businesses that are funded to undertake R&D should not be eligible 
for the credit if receiving it would constitute double funding of the R&D. 

 
• Crown-owned businesses that are not funded to do R&D, such as state-owned 

enterprises, should be eligible for the credit.   
 

The paper said that options to prevent double funding would be developed in consultation 
with Crown agencies.  Few submissions were received on this subject.  The New Zealand 
Institute of Chartered Accountants and PricewaterhouseCoopers supported the principles. 
NZBio stated that Crown Research Institutes should receive tax credits for the proportion 
of their income that is not provided though government agencies. 
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71. Of the crown entities that are funded to carry out R&D, CRIs, tertiary institutions 
and District Health Boards, appear to have discretionary R&D expenditure that is not 
financed with government grants.  At first sight it might appear that there are externalities 
from this type of expenditure, and that these entities should qualify for the credit on that 
R&D.   
 
72. However, there is a judgement by the Ministry of Economic Development, the 
Ministry of Research Science and Technology and the Crown Company Monitoring Unit 
that these three classes of entities should not be eligible for the credit, even to the extent 
that they are re-investing retained earnings, because:  
 

• CRIs, tertiary institutions and DHBs have a role in performing research that 
contributes to the government’s wider national benefit objectives, rather than to 
undertake commercial R&D in their own right.  Access to the credit may distract 
these entities from that role. 

 
• R&D by these three classes of entities will have a less direct effect on the ability of 

private firms to absorb external knowledge and innovations (absorptive capacity), 
than R&D undertaken or commissioned by private firms. 

 
• The credit is designed to target business R&D. If the government wishes to 

increase R&D by these Crown entities there are more effective and appropriate 
ways to do this than by providing a non-discretionary grant through the tax system. 

 
73. An additional point was raised by CCMAU that the compliance costs incurred by 
these Crown entities in claiming the credit may represent a substantial part of the value of 
any credit received.  While the entities would receive a net benefit, the funding mechanism 
would be inefficient compared to direct funding.  
 
74. On this basis we recommend that these three classes of Crown entity, and 
subsidiaries that are wholly owned by them, not be eligible for the credit.  Partially owned 
subsidiaries with a private sector investor should qualify because they operate as purely 
commercial entities, analogous to SOEs or private sector businesses.   
 
75. One of the consequences of allowing partially owned subsidiaries to access the credit 
is that an incentive is created for these entities to channel their R&D activities into partially 
owned subsidiaries, in order to access the credit.  However, the application of the cap on 
eligible expenditure, applied on a group basis, will limit the value from entering those 
types of arrangements, particularly for CRIs and Universities who already control a 
significant number of partially owned subsidiaries which would qualify for the credit.  In 
the absence of a cap on eligible expenditure it will be necessary to limit access to the credit 
to partially owned subsidiaries with a significant level of private ownership.  We consider 
that a level of private ownership of around 20 percent would be necessary to disincentivise 
such arrangements.  
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76. It is likely that the exclusion from eligibility will meet strong opposition.  The 
Association of Crown Research Institutes has made a substantial submission arguing that 
CRIs should be treated the same way as any other company and that they have the same 
incentives (and disincentives) to invest their discretionary sums in R&D.  We have 
discussed various options for preventing double funding, and the association has assured us 
that they can provide certainty on the source of funds for eligible expenditure in respect of 
which tax credits are claimed.  We have outlined these options to the New Zealand Vice-
Chancellor’s Committee but have not yet received a response.  The Tertiary Education 
Commission has questioned the need to prevent double funding, given that the skills credit 
does not.  The Ministry of Health has expressed a concern that the design of the credit 
should not discriminate against research carried out within a DHB, or send a signal that it 
is not as highly valued.   

Eligible expenditure 

77. We recommend that the credit 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).  This 
requirement would exclude, for example, non-business and pre-business expenditure and 
the cost of non-depreciable capital assets (such as land).   The credit would be available 
only in the year in which the deduction for the expenditure is allowed (taking account of 
any add-back of expenditure under, for example, the accrual expenditure rules). 
 
 78. We recommend that the credit apply only to specifically listed expenditure and only 
to the extent that it is incurred in respect of R&D activities.  We recommend that the 
following expenditure be eligible: 

 
• salaries and wages of employees conducting R&D;  
• depreciation of tangible assets used primarily in conducting R&D; 
• costs of staff training, recruitment, relocation and travel incurred directly in 

respect of R&D; 
• the cost of materials incorporated into prototypes and pilot plant where the cost 

is immediately deductible; 
• overheads that relate to administration, personnel, repairs and maintenance, 

cleaning and security, rates, utilities, insurance and leasing of buildings, plant 
and equipment; 

• the cost of items consumed, and the net cost of items processed or transformed, 
in R&D activities; and 

• payments to entities conducting R&D on behalf of the claimant.  
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Salary and wages of employees conducting R&D   
 
79. Salary and wages would include the following remuneration paid to employees 
conducting R&D – allowances, bonuses, commissions, extra salary, overtime, holiday pay 
and long service pay.  NZ Bio suggested that the credit should apply to share options given 
to employees, but we do not support this as these are not deductible and their tax treatment 
is under review. 
 
80. We recommend that when employees work part-time on R&D, the credit apply only 
to that portion spent on R&D.  Two submissions favoured an alternative all-in or all-out 
approach to save the compliance costs of allocating and apportioning staff time.  We 
disagree with the suggestion of NZ Bio that all salary costs be eligible for employees who 
spend 25 percent of their time on R&D.   The Corporate Taxpayers Group proposed a more 
appropriate test under which the whole salary would attract the credit if the employee was 
primarily engaged in R&D.  If not, no credit would be available.  This would reduce 
compliance costs, but would penalise smaller companies whose employees work on R&D 
but are not primarily engaged in it.    
 
 
Depreciation of tangible assets 
 
81. We recommend that eligible expenditure include depreciation on tangible assets 
used in conducting R&D.  If assets are only partially used for R&D, apportionment is 
required.   The standard depreciation nexus test would allow a credit for the time an asset is 
used or available for use for R&D.  However, this would allow all downtime when the 
asset is not used at all to be attributed to R&D use.   
 
82. One alternative to avoid this problem is to apportion on the basis of actual use.  
Another is to provide that if an asset is used primarily in conducting R&D, the credit 
applies to the extent an asset is used or available for use in conducting R&D.  Submissions 
raised other options, including applying the credit in full for assets that are primarily used 
in R&D, with other assets not being eligible for the credit.   
 
83. We recommend that for assets that are primarily used in R&D, a credit be available 
to the extent the assets are used or available for use in R&D.  Where they are not primarily 
used for R&D, no concession should be available.  For example, if an asset is used 20 
percent of the time for R&D and 10 percent for other activity, with 70 percent downtime, 
the asset is primarily used for R&D.  The credit can be claimed for all the time the asset is 
used or available for use for R&D (90 percent in this example). 
 
84. To minimise compliance costs, we recommend that only the annual depreciation 
deduction be eligible for the credit.  This would mean that there would be no claw-back of 
credits on disposal of assets for more than their tax book value.  Similarly, any loss on sale 
of depreciable property would not attract the credit. 
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85. To prevent associated entities double dipping on credits, we recommend that when 
depreciable property is sold to an associate for a price in excess of the vendor’s tax book 
value, the excess over the vendor’s tax book value does not attract the credit in the hands 
of the purchaser.  So, for example, if A Co sells an asset that cost $140 and with a tax book 
value of $100 to associated B Co for its market value of $130, the $30 is not eligible for 
the credit in the hands of B Co. 
 
 
Overheads 
 
86. We recommend that expenditure on the following overheads be eligible to the extent 
they are incurred in respect of R&D activities: 
 

• salaries and other costs of administration, personnel, repairs and maintenance, 
cleaning and security; 

 
• rates, utilities (including telecommunications) and insurance; and 

 
• costs of leasing buildings, plant and equipment. 

 
87. Apportionment will therefore be required where overheads are only in part incurred 
in respect of R&D activities. 
 
 
Items consumed, processed or transformed in R&D activities 
 
88. Items consumed in the R&D process should be eligible for the credit.  This would 
include, for example, laboratory chemicals and stationery.   
 
89. In relation to items processed or transformed in R&D activities, we recommend that 
only the net expenditure be eligible – that is, the excess of the cost of the materials which 
are the subject of processing or transformation, over the value of the output.  The value of 
the output would be the sale proceeds where the products are sold in an arm’s length 
transaction, and where they are not, the market value of the products. This replicates the 
Australian treatment of “feedstock” expenditure. 

Ineligible expenditure 

90. We recommend that, to the extent that it would otherwise be eligible, the following 
expenditure be ineligible: 
 

• interest incurred in the financing of R&D activities; 
• core technology (technology used as a base for further R&D); 
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• expenditure in relation to which a grant is provided and the required co-
funding; 

• the making of donations; and 
• professional fees in determining whether expenditure or activity qualifies for 

the credit. 
 
Interest 
 
91. The issues paper suggested that interest incurred in financing R&D activities should 
be ineligible for the credit.  Two submissions opposed the exclusion of interest, arguing 
that it was as much a cost of R&D as any other eligible expenditure.  The rationale for 
excluding it is that a firm can maximise interest deductions, and therefore the amount of 
credit it receives, by lending to and borrowing back those funds from a third party.  
Allowing interest to be eligible would also increase complexity as allocation rules would 
be required so that all interest paid was not attributed to the R&D.  The 125 percent 
concession does not apply to interest in Australia. 

 
Core technology 
 
92. Core technology is technology which is used as a basis for further R&D.  It may be 
intellectual property or a tangible asset such as a prototype.  We recommend that core 
technology be ineligible for the credit for two reasons.   
 
93. First, it should be excluded to prevent double dipping when development of the 
underlying technology has already attracted the credit.   For example, a firm could build a 
prototype which is a capital asset, with the inputs treated as deductible under general R&D 
rules.  The inputs would be eligible for the credits but no tax or claw-back of credits would 
arise on sale of the prototype.  If the prototype was sold to another party for use as a basis 
for that party’s R&D, the cost of the prototype would otherwise again be eligible for the 
credits as expenditure on an input into that party’s R&D. 
 
 94. Second, even if the core technology has not previously attracted the credit, this 
restriction provides some protection against credits being claimed for excessive input costs 
for marginal R&D.  For example, a company could claim to be attempting to improve 
further on expensive technology developed by an associate so that it could claim the credit 
on the purchased base technology.    

 
95. In Australia the 125 percent concession does not apply to core technology, and the 
ability to deduct it is limited to one-third of related R&D expenditure.   
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96. It is likely that this exclusion would meet with some opposition.  Canterbury ICT and 
PGG Wrightson argued in their submissions, in relation to the suggested temporary 
exclusion of intangible property, that licence fees for software or other intellectual property 
purchased to initiate new product development and product improvement should be 
eligible for the credits.   

 
Grants and required co-funding 

 
97. We recommend that expenditure funded by a government grant and any required co-
funding be ineligible for the credit because the R&D project is already subsidised by 
government.  We also recommend that expenditure met from grants provided by other 
entities be ineligible. 

 
Cost of intangibles – temporary exclusion 

 
98. We recommend that credits not apply initially to expenditure on intangible assets 
except the cost of the right to use buildings, plant and equipment used in conducting R&D.   
Expenditure on intangibles can be by way of royalties or the cost of depreciable intangible 
property.  The extent to which they can be included in eligible expenditure requires careful 
consideration as such assets tend to be the focus of tax avoidance schemes.  If the 
government proceeds with the credit, this work would be done once the R&D credit is in 
effect.  

 
99. Several submissions argued that the cost of intangibles should be eligible.  
PricewaterhouseCoopers noted that they appreciated the risks of allowing intangible asset 
costs to be eligible but believed these concerns could be addressed legislatively and should 
not preclude intangible assets from eligibility.   

Fiscal implications 

100. The fiscal implications of an R&D tax credit are discussed in detail in the 
accompanying report on caps and associated measures.  We estimate that an uncapped 15% 
volume-based R&D tax credit would have the following fiscal cost in the five years 
following introduction: 

 
2008/09 2009/10 2010/11 2011/12 2012/13 
 
$266m  $314m $355m $397m $438m 
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Compliance and administration costs 

101. We have designed the recommended rules on eligibility criteria and eligible 
expenditure with a view to keeping compliance costs low. 
 
102. In terms of administration, if employees work part-time on R&D or if assets are used 
part-time in R&D, there will be audit difficulties in ensuring that claimants correctly 
apportion costs.  Inland Revenue can require claimants to develop systems that track time 
spent on R&D and other work but ultimately must rely on the honesty of claimants to 
accurately record time spent on R&D.  This point was made in our early consultation on 
the credits, and critics of the policy will no doubt highlight this as a defect.  This difficulty 
already exists in relation to private versus business use for depreciable assets, but the 
incentives and scope for abuse are likely to be greater with apportionment of expenditure 
between R&D and other activities.   

Consultation 

103. In the preparation of this report, we have consulted officials from the Ministry of 
Economic Development, the Ministry of Research, Science and Technology, the Crown 
Company Monitoring Unit, the Ministry of Agriculture and Forestry, the Ministry of 
Health, and the Tertiary Education Commission.   
 
 
104. MED agrees with the recommendations in the report.  MoRST agrees in general with 
the recommendations, although it considers that a definition of R&D that does not include 
"an appreciable element of novelty" would be more in line with international best practice. 
However, MoRST notes that the recommended definition is closer to the Australian 
definition and that this may be an important design consideration.  MoRST is unclear how 
the inclusion of "an appreciable element of novelty" extends the range of activity 
permissible beyond a standard R&D definition.  MAF agrees with the proposal in relation 
to industry research co-operatives. 
 
 



 

 

 


