R & D Tax Credits Update – By Robert Snoep and Carrick Robertson
The May 2007 Budget announced the implementation of a tax credit regime for businesses who conduct research and development (R&D).  The credit applies to businesses that conduct R&D on their own behalf or commission others to do it, provided the R&D is performed predominantly in New Zealand.

Some of the key features of the regime are as follows:

1.
The regime applies to all types of New Zealand businesses, but excludes Crown Research Institutes, tertiary institutions, and District Health Boards.  

2.
To be eligible for the credit, the R&D must be related to the business of the claimant, and the claimant must be able to show that it bears both the financial and technical risk associated with the R&D project, controls the project, and owns the project results.   

3.
The claimant must spend at least $20,000 of eligible R&D expenditure in the year a claim is made, unless the R&D services are purchased from a listed research provider.  This will allow businesses who do not have the ability to spend $20,000 to access the regime.  

4.
Businesses can claim a tax credit of 15c for every dollar of R&D incurred.  The credit will reduce the claimant’s tax payable, and if the amount of the credit exceeds the claimant’s tax liability, the balance can be refunded in cash.  

5.
Businesses will be able to claim the credit in their 2009 and later tax returns, for expenditure incurred from 1 January 2008.  A necessary part of claiming the credit will be the need to file a detailed statement of the claimant’s R&D activities and expenditure.  

For the purposes of the regime, eligible R&D activities are not limited to basic research.  Instead, eligible R&D activities can include a wide range of development activities that are systematic, investigative, and experimental, that seek to resolve scientific or technological uncertainty, or which involve an appreciable element of novelty, and that are carried on for the purposes of:

1.
Acquiring new knowledge; or

2.
Creating new or improved products, processes, devices, materials, services or knowledge.

These are referred to as “core” R&D activities.  Other activities which are commensurate with, required for, and integral to, the “core” activities are known as “support” activities.

The R&D need not be successful to qualify for the credit.  Similarly, the R&D does not need to result in a patent or be inventive, but a patent would most likely satisfy the above criteria.  

Eligible expenditure may include salaries, depreciation of tangible property, training, travel, prototype costs, consumables and overheads.  

Ineligible expenditure may include the costs associated with obtaining intellectual property protection (and intangible assets in general), interest, the cost of acquiring core technology, expenditure funded from a government grant or any required co-funding (such as a TechNZ or NZTE grant), and professional fees in determining whether the activities and expenditure are eligible.  

Whether certain costs are eligible will need to be determined on a case-by-case basis.  For example, costs associated with IP searching may be eligible on the basis that the searching was carried out to explore the existing state of the art and to find technical solutions.

For further advice on R&D tax credit regime, please contact us at www.jaws.co.nz
