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CANTERBURY REGIONAL BUSINESS PARTNERS LTD 
SUBMISSION ON THE DISCUSSION PAPER ON A RESEARCH  
AND DEVELOPMENT TAX INCENTIVE FOR NEW ZEALAND 
 
1 June 2018 

 
 
INTRODUCTION 
 
1. Canterbury Regional Business Partners Ltd (CRBPL) is a joint venture company owned and 

operated by the Canterbury Employers’ Chamber of Commerce (CECC) and ChristchurchNZ. 
CRBPL was established to deliver the Regional Business Partner Programme in the Canterbury 
Region.  

 
2. CRBPL is supported by a group of Contract Partners involving the regions’ Economic 

Development Agencies (EDAs) and Chambers of Commerce (Chambers) covering North 
Canterbury, Christchurch, Selwyn, Ashburton, and South Canterbury. 

 
3. CECC has two FTE funded Callaghan Innovation regional business partners (RBP) whose role is 

to engage with local businesses already conducting R&D or interested in developing an R&D 
programme. The RBPs are responsible for connecting eligible businesses to the right support 
and funding mechanisms to break down barriers to innovation and ensure businesses have 
access to the best opportunities and expertise. 

 
4. Callaghan Innovation RBPs work closely with businesses to help them understand the 

innovation landscape, develop their own R&D propositions, and navigate the requirements and 
processes to access funding and support. Some businesses know with full confidence that they 
are undertaking highly innovative R&D, some have no idea whether what they are doing 
constitutes R&D or not. Regardless, the access to tailored guidance from advisors who know the 
innovation landscape and understand R&D well adds significant value to the businesses in 
becoming better R&D performers. 

 
5. As a region, we believe the maximum benefit of R&D support mechanisms, including the RBP 

programme, will be gained by delivering the programme according to a model of collaboration 
that leverages regional expertise and connectivity. 

 
 

SUMMARY  
 
6. CRBPL supports the use of tax incentives to increase R&D investment by business in New 

Zealand. The Tax Credit scheme will generate support for R&D more widely across the New 
Zealand business sector as it will aid in de-risking the high cost of R&D, particularly by larger 
businesses with growing R&D programmes. 
 

7. A Tax Credit scheme will be of benefit only to businesses who are already committed to 
relatively high and recurring R&D spend. Tax credits do little to support R&D in small and 
medium sized businesses and do very little for high growth-potential technology start-ups.  
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8. For this reason, our chief concern is ensuring a consistent and cohesive suite of R&D support 
mechanisms, from low-level targeted grants, to project grants, through to tax credits, as well as 
associated programmes, networks, and advisory services. 
 

9. CRBPL is a business support agency and it will be our role to explain the full suite of support and 
grants including the tax credit system. It is critical for business confidence that all R&D support 
programmes are consistent, compatible, and effective at all stages of engagement and delivery.  
 

10. We continue to support the Regional Business Partner programme as an effective business 
support tool, particularly in providing guidance and assurance for businesses seeking to increase 
their R&D investment.   
 

11. Callaghan Innovation, including through the Regional Business Partners, connects businesses 
with the innovation and research community and emerging technology opportunities. 
Callaghan works to ensure that NZ business R&D is top quality and truly innovative, driving 
productivity and driving New Zealand up the value chain particularly in the export sector. It is 
essential that Callaghan retains this role to connect businesses to the appropriate stage of 
support in the pipeline. 
 

12. Many of the questions in the discussion document are more appropriate to be addresses by 
businesses engaged in R&D, rather than support agencies. We do have the benefit of a deep 
and broad view, working with businesses in the nuts and bolts of R&D support, so for this reason 
we have grouped questions together according to key areas we believe we can add insight. 
 

13. Current Growth Grants entail minimal administrative complexity for businesses once they have 
met eligibility criteria. There is evidence that some current growth grant recipients are of the 
view that if the system ‘isn’t broken, it doesn’t need fixing’. However, we recognise that while 
the growth grant works for those who reach the current threshold, the tax credit system is an 
attempt to encourage more businesses to work towards a higher level of R&D investment.  
 

14. For this reason, we recommend that the same definition for R&D be applied consistently to R&D 
tax credits and R&D grant programmes. In our view it is important that the definition 
emphasises and maintains scientific and technical rigour, balanced by a pragmatic 
interpretation of eligible supporting activities that are not technically R&D, including some 
instances of research in social sciences. 
 

15. We support the lowering of the eligibility threshold to $100,000 of R&D spend in one year, on 
the proviso that related eligibility parameters and restrictions are clarified. 
 

16. CRBPL supports the proposal that up to 10 per cent of the eligible expenditure on an R&D 
project can be for offshore R&D costs if the work is part of a New Zealand based project. It will 
encourage and create opportunities for additional foreign investment into New Zealand R&D 
and will enable greater transfer of technical knowledge into New Zealand R&D businesses. In 
our view the 10% limit is a good starting level but could be increased if a review demonstrated 
positive results. 
 

17. To ensure a smooth transition from active growth grants to tax credits, we recommend that 
growth grants approved before 31 March 2019 be allowed to run the full 3-year span. This will 
help maintain business engagement in the meantime until the tax credit system is fully 
implemented.  
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COMMENTARY ON DISCUSSION DOCUMENT QUESTIONS 
 
The definition of R&D, supporting activity, exclusions, and dual-purpose activities  

 
18. The definition and interpretation of legitimate R&D has been a point of significant confusion for 

businesses. A clear and consistent definition for R&D is critical. CRBPL recommends that the 
same definition of R&D be consistently applied to the proposed tax credits and the current grant 
programmes.  
 

19. The current growth grant definition is a rules-based assessment with external accounting 
certification. The standard NZ IAS 38 categorises the R&D from an accounting perspective. 

 
20. We support the Government’s proposal to adopt a definition that emphasises the resolution of 

scientific or technological uncertainty in the research and development of new or improved 
opportunities with good commercial potential. 

 
21. Our core view is that it is essential to use a definition that encourages rather than deters 

businesses from pursuing R&D activity and support for that activity. However the purpose of 
R&D incentives must be to encourage businesses to be more innovative in the development of 
new products and processes by overcoming scientific and technical uncertainty – not simply to 
develop new products and processes alone. We want to see increased innovation by enabling 
businesses to do better innovation, not by lowering the threshold of what we consider 
innovation to be.  

 
22. We acknowledge ExportNZ’s comment in their submission endorsing a change in thinking 

towards defining core R&D activity as ‘conducted using a systematic approach’ instead of ‘those 
conducted using scientific methods’. We support this endorsement as in our view this will 
capture a wider range of research and development activity without jeopardising the necessary 
focus on solving scientific or technical uncertainty.  It better enables the inclusion of social 
science research in R&D projects when it is still systematic, iterative, uncertain, even if not 
strictly science or technology. 

 
23. We also acknowledge BusinessNZs concern in their submission that the proposed definition 

over-emphasises ‘research’ and underemphasises ‘development’. We are not opposed to 
further emphasising and clarifying the inclusion of ‘development’ in the definition. 

 
24. However, it is important that the term ‘development’ is not misunderstood as ‘design and 

build’. That is, the development must be iterative, uncertain, experimental – it cannot simply 
be pre-commercial production.  

 
25. Our concern is that businesses often see the innovation as being in the use or application of the 

product, but ‘new’ products of this nature don’t necessarily require technical R&D to produce. 
R&D instead focuses on the innovation in the ways the new product is created – by creating or 
manipulating scientific or technical knowledge in order to generate a new or improved 
outcome. This highlights the need not just for robust definitions, but for suitable advisory 
services and processes to help businesses identify the R&D they are already doing or could be 
doing.  

 
26. Such an understanding might also alleviate concerns that ‘production equipment’ be included 

in the definition for the reason that the creation of production equipment if fundamental to the 
creation of new products. On a fuller understanding of ‘development’ it is clear that developing 
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new methods or tools or production can be legitimate R&D, covered in paragraph b of the 
Government’s proposed definition if not paragraph a. Furthermore, the danger of including 
‘production equipment’ per se is that it generates confusion around the fundability of capital. 

 
27. Regarding excluded activities, our view is that the proposed definition does duly recognise the 

importance of supporting activities that are not strictly R&D. Our recommendation is that a 
high level of discretion and pragmatism is applied in the application and reporting process to 
capture activities from the list of exclusions under paragraph (b) of the definition.  

 
28. It is important that businesses clearly understand that the list of exclusions can apply so long as 

the activity relates back to substantive R&D activities, and that a pragmatic approach will be 
taken. There is a danger that businesses will simply see the list of exclusions and be deterred 
from seeking support all together. 

  
29. A pragmatic view of businesses’ need to develop new products that are fit-for-purpose and 

commercially viable supports including gresearch in social sciences. As raised in the discussion 
document, this is increasingly valid as social science research outcomes are embedded in 
software solutions. We therefore recommend that social science research be included in 
eligible costs where it is clear that it is an essential supporting activity of a broader R&D 
proposition or solution. The usability of the solution is essential to successful product 
development. This is further heightened when the solution has a core educational purpose, for 
example Banqer, Dexibit, any VR/AR training solutions, etc. 

 
30. The inclusion or exclusion of dual purpose activities in the tax credit scheme would benefit from 

a great deal of clarification or examples.  In our view the project or activity should, from the 
business perspective, have the dual purpose of legitimate R&D and successful 
commercialisation/revenue generation. There cannot be an expectation that businesses are 
required to do R&D purely for its own sake.  It’s hard to see how a business could be carrying 
out legitimate R&D in the commercial production of their solution to scientific or technical 
uncertainty, but it might be the case that after commercial production has begun a business 
would undertake further development or research to appreciably improve the product.  
 

31. We recommend greater clarity of dual purpose activities and the recognition that a business 
can continue to, or begin to undertake legitimate R&D on a product or process that is already 
being commercially leveraged.  

 
 
ELIGIBLE OFFSHORE R&D COSTS 
 
32. The inclusion of offshore research costs will be beneficial and cost effective. It will support New 

Zealand businesses to access leading-edge technologies and expertise, encouraging the transfer 
of technical knowledge back into New Zealand businesses. 
  

33. Currently R&D project grants can co-fund the costs of bringing offshore experts to New Zealand 
to work as an external R&D partner with a business. However, some R&D conducted by New 
Zealand businesses necessarily and rightly targets offshore markets. Ensuring product 
development is fit for market will sometimes require research and development to be 
conducted in situ. This can be particularly seen in advanced manufacturing, Agritech, and 
Biotech sectors.  
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34. Callaghan Innovation initiated the International Connections Scheme (ICS) in 2017. The program 
co-funds international travel and associated costs (up to 50%) capped at $3,500 to assist SMEs 
to attend technical conferences or events.  This program has had strong positive feedback from 
successful applicants.  

 
35. We already recognise the importance of enabling early-stage R&D businesses to establish 

international R&D partnerships to lift R&D capability and to improve channels to market. It 
follows that enabling businesses to leverage these offshore partnerships once they are 
established R&D performers is a practical and consistent move.  

 
36. Besides R&D partnerships, many businesses have relationships with offshore entities via Joint 

Ventures, foreign ownership or as subsidiaries. The ability to claim a portion of appropriate 
research costs would be a useful advantage and will encourage foreign investment in New 
Zealand based R&D entities.  

 
37. The proposed inclusion of 10% (with conditions) of offshore research is therefore considered a 

positive step. We recommend a careful evaluation in order to assess the potential for lifting 
the percentage once it has been in operation. However, it must also be carefully designed to 
ensure it expands and enhances New Zealand research capability and does not simply reduce 
the cost of outsourcing R&D to offshore markets.  

 
 
ELIGIBLE EXPENDITURE, OVERHEADS, AND COMMERCIAL CONSIDERATION 
 
38. The CRPBL experience with overhead calculations for grant applications spans several iterations 

of R&D grant application protocols. The overhead costs calculated by the business created 
confusion and conflict.   A range of 5%-25% was initially set which has been replaced with a 20% 
flat rate applied to hourly wage value.  

 
39. It is far easier for all to manage and understand a flat rate.  It is recommended to use the 20% 

overhead rate currently used in R&D project and growth grant costing calculations.  Most 
businesses are aware and have accepted this method in our experience.  

 
40. It is appropriate to strengthen the “At Risk” rule of the 2008 tax credit and adopting the 

Australian rule for commercial considerations.  This also aligns the tax credit to international 
research programs.    

 
 
ADEQUATELY CAPTURING SOFTWARE R&D ACTIVITIES 
 
41. Software is a growth sector for New Zealand and more activities are expected. The Percentage 

of project grants for software focused development in products and services supported by 
CRPBL network for the last three years has been 41%.   The current year rate shows software 
projects has lifted to 46%.  

 
42. CRBPL RBPs have regularly encountered difficulty with software companies in identifying or 

articulating the ‘technical stretch’ in their projects. If the R&D incentive is in the form of a tax 
credit and not a targeted project grant (which follows a thorough and technical assessment 
process), it becomes even more important for the businesses and the administrators to 
understand how and when software development is legitimate R&D.  
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43. The growth in software products and SAAS services in Canterbury will benefit from the proposed 

definition of Research.  In our view the Frascati definition did this adequately in the last 
implementation of the 2008 Tax Credit scheme.   The proposed definition supports a wider 
range of activities in software product and service research, including: 

 
a. Testing  
b. Big Data integration and analysis  
c. IOT projects and integrations  
d. Firmware integrations  
e. Industry 4.0 tracking  

 
 
THE MINIMUM THRESHOLD, MAXIMUM CAP, AND MECHANISM TO EXCEED A CAP 
 
44. Since 2011 CRBPL has been assisting regional businesses with project grants, and throughout 

this time we have seen the average grant value increase from $50,895 to $65,330, remembering 
that this contribution accounts for 40% of the total R&D project costs to the business. This 
indicates a growth in the investment being made by SMEs into R&D projects in the region. While 
this growth it positive, and many of the grant recipients have ‘graduated’ to growth grants, it is 
not uncommon that these businesses in the mid-range of R&D spend are not yet in a position 
to invest at this level annually. 
 

45. Project funding through the Callaghan Innovation R&D project grant is targeted at de-risking an 
investigation into or development of a particular product /service.  These grants will increase 
SME spend on a case by case basis offering 40% co-funding support. For a discreet piece of work 
that will build capability and ongoing spend but does not reflect a high ($100,000) annual spend, 
a 40% return has more impact than at 12.5% tax credit.  

 
46. The Tax Credit seeks to encourage and increase a consistent lift in annual research expenditure.  

It is important to maintain the current grants program (with the exception of growth grants) to 
help small to medium sized R&D performers reach a level of annual spend where the tax credit 
system is more efficient and beneficial than targeted funding, or to offer robust, wrap-around 
advice to a large company undertaking their first formal R&D project, or launching their R&D 
programme.  
 

47. The proposed minimum threshold is $100,000 R&D spend within one year. The current growth 
grant eligibility required $300,000 annual R&D spend over the previous two years, or 
transitional eligibility where the business demonstrates they will exceed this threshold over the 
following 3 years. Importantly, if the business is eligible for a growth grant, they are not eligible 
for targeted project funding.  
 

48. We recommend clarification and assurance that a business is still eligible for a project grant 
(40% co-funding for a discreet piece of work) even if the total costs of that project exceed 
$100,000 in one year, especially to de-risk a particularly technical or uncertain R&D project. 
In our view, targeted co-funding at a 40% rate is more effective in supporting a business to 
undertake R&D at that level, instead of a tax credit, when they are not yet in a position to 
spend that amount year on year. 

 
49. Tax Credits come into their stride when applied to businesses who would do the R&D anyway, 

but with an incentive will do it ‘bigger, better, faster’ or more intentionally make it part of their 
core business. Project funding works at its best when it enables a business who might not yet 
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have a stable, regular R&D programme to undertake a project they might not otherwise have 
the confidence to undertake. It is essential that eligibility is flexible and appropriate to allow 
businesses to utilise the support that will have the greatest impact on them. 

 
50. We therefore recommend that the eligibility regarding the cross-over from project funding to 

tax credits be clarified. We further support the proposal to reduce the minimum threshold to 
$100,000 annual spend as a starting point, with a review to be conducted to gain a full 
understanding of the best tool for those businesses that straddle the threshold (to then 
determine if the minimum threshold be further lowered). 

 
 
OTHER RISKS TO MANAGE, TRANSITIONING FROM GROWTH GRANTS TO TAX CREDITS 
 
51. Ministerial Directive has been the bench mark for government business support program 

direction. The objective of this tool is to increase New Zealand businesses’ investment in 
research and development to support long-term economic growth. 

 
52. It will be useful for all government agencies MBIE, Callaghan Innovation, IRD to provide clear 

guidance of the self-assessment to ensure those applying and those agencies supporting 
business understand the requirements of the program.  

 
53. The encouragement of R&D needs to be made for New Zealand businesses without risking any 

reduction of the role of Callaghan Innovation.  Callaghan Innovation’s connectivity to business 
is very important in expanding research collaboration between businesses and the wider 
research community/research innovation ecosystem.  The capability of the Callaghan 
Innovation is important in assisting business directly and providing key introductions to NZ and 
international research links. 

 
54. The chart in the discussion document (page 29) indicates referral to Callaghan Innovation for 

expert advice on tax credit applications made to IRD.  Currently for Project Grants that exceed 
a certain value, Callaghan decision committees seek external expert recommendations and 
reviews. We recommend that a similar process be applied for the tax credits. That is, that 
Callaghan expertise is sought on tricky eligibility questions, but that there is also an allowance 
to seek more specific expert and objective advice from external parties were required.  

 
55. Many businesses benefiting from growth grants have also significantly benefited from the cash- 

flow they generate as R&D activity occurs rather than waiting to the end of the financial year. 
We are therefore concerned about the challenge associated with lack of cash flow from a tax 
credit scheme. 
 

56. It has been noted that a tax incentive can be of no help for businesses in tax loss position, which 
is a situation typical of R&D intensive firms in their early years of development. We believe 
therefore that this justifies the need to maintain a separate targeted project grant system 
through the Callaghan project grant model to address these issues. 

 
57. The Transition from Growth grants will require further work based on the outcomes from the 

submission process. 
 
58. However, CRBPL believes Growth Grants that are approved before 31 March 2019 should have 

the full 3-year operational life. There is a risk that if these Grants do not have a full life cycle, 
some businesses will disengage from the R&D ecosystem and wait to see what the Tax Credits 
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system might provide.  While this approach may result in un-budgeted additional costs, this is 
outweighed by the risk of losing business confidence and engagement.  

 
59. There should be no more Growth Grants approved after 31 March 2019. 
 
60. ExportNZ raises a good point in their submission that many companies currently receiving grants 

will be reliant on them to ensure cash-flow for their current R&D projects. The careful 
management of the transition to tax credits doesn’t just apply to those companies already on 
growth grants, but also those businesses transitioning from targeted funding to tax credits. We 
would welcome a process to carefully manage the transition for businesses who will become 
eligible with a lowered minimum spend threshold. 

 
61. Page 29 of the discussion document notes that “Callaghan Innovation brings existing 

knowledge, networks, and knowledge on R&D activities and expenditure. They will use that 
capability to support Inland Revenue administer the tax credit and provide certainty to 
businesses.” Then on page 31 in the discussion of the transition from growth grants, it is noted 
that the work will be guided by a commitment to “Maintain business confidence in government 
support for R&D” and ”provide certainty and predictability of funding for businesses carrying out 
R&D.” 
 

62. If Callaghan Innovation provides certainty and guidance, care should be taken not to diminish 
Callaghan’s role in continuing to provide that knowledge, connectedness, and certainty 
throughout the transition from growth grants, or from project grants, to the tax credits.  

 
63. Furthermore, it is important to maintain efforts to facilitate connections between businesses 

and the wider research community especially when they are under the tax credit system. This 
promotes best practice, increases opportunities for collaboration and developments that 
benefit a group of businesses, sector, or New Zealand society. With more businesses being 
captured under the accounting exercise’ approach of tax credits, it’s important not to leave 
those R&D performers in silos.  

 
64. In our view, Callaghan Innovation and the Regional Business Partner Programme will be 

essential in ensuring and developing this connectivity and collaboration.  
 
 
CONCLUSION 
 
65. The use of tax incentives to increase R&D investment by business in New Zealand is a welcome 

development.  However, the scheme is only likely to be of benefit to businesses who have an 
existing, constant high level of R&D spending.  
 

66. It is important therefore that there is continued support for R&D via other mechanisms as well, 
such as targeted and project grants, and that the needs of small businesses and start-ups are 
catered for.   

 
67. We continue to support the Regional Business Partner programme as an effective business 

support tool, particularly in providing guidance and assurance for businesses seeking to increase 
their R&D investment.   
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68. Callaghan Innovation’s important role in the R&D eco-system also needs to remain – they play 
a vital role in connecting businesses with the innovation and research community and emerging 
technology opportunities.  They also ensure that R&D in New Zealand is innovative and of high-
quality and is delivering results that improve productivity and move New Zealand products up 
the value-chain.   
 
 

 
 


