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This mornings presentation

R&D tax Credit
Consultation proposals
What's next

New taxation of employee share schemes
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“Powering Ideas: An Innovation agenda for 215t Century”

Replace all R&D deductions with more predictable tax credit:

— 45% refundable for companies with group turnover less than $20 million

— 40% non-refundable for companies with group turnover of more than $20 million
— 40% non-refundable for foreign-owned R&D

Eligibility should be tightened so only “genuine R&D” receives support

1 July 2010 commencement date

Acknowledgement of need to consult
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Consultation Proposals
7 Design Principles

Incorporation in Australia. Location of IP no longer relevant.
Standard 40% R&D Tax credit
Refundable 45% R&D tax credit where group turnover less than $20M p.a.
Scheme to be efficient and effective
R&D support should target R&D that:
a) Additionality
b) Large spillovers
6. Innovation “and” high levels of technical risk
7. Supporting R&D activities to be subject to new limitations
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Consultation Proposals
6 Questions

1. Should there be an exception to general rule that R&D be conducted in
Australia?

How should the R&D credit treat expenditure currently deductible at 100%?
How to treat payments to associates?

4. Treatment of supporting activities
a) Capped?
b) Sole purpose test?
c) Exclude production or dual role activities?
d) Eligible on a net basis?
e) Lower rate of support?

5. Excluded activities
a) Amended?
b) Extended to supporting
6. How should we treat software R&D?
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High level comparison of proposed reforms

Location of IP not Change in core R&D Rate of tax credit -

relevant. Only definition credit can be carried forward
requirement is that subject to integrity measure -
company be same as tax losses
Incorporated in Australia

Companies with up to Limitation on Still administered by

50% ownership by expenditure related to Innovation Australia and the
exempt entities can supporting activities ATO

access refundable

credit

Refundable Tax Credit  Additionality and spill Removal of incremental

for foreign owned R&D- over concession

subject to turnover test

Removal of Multiple Core and supporting

Sale criteria for documentation and

software costing
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Proposed limitation on supporting R&D activities

Mechanism Operation Issues

Capping

Change
definition

Exclusion of
activities

Net expenditure
only

Lower rate

As a percentage of expenditure on “core” R&D

Go from “carried on for a purpose directly related
to” to, “carried on for the sole purpose of
supporting” core activities

Or

purpose to be “predominately” as opposed to
“sole”

Specifically exclude dual purpose activities like
production

Recoupment to supporting activities

For expenditure identified on supporting activities,
lower rate of credit

What rate?
Industry specific?

Severely limiting where R&D is
undertaken in commercial
context or facilities?

As above. Would this then do
away with the feedstock
provisions?

Of all the options would be the
most complicated to administer

Again — what rate? Issues
identified already with
expenditure currently only
deductible at 100%.

Complex in its administration.
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AusBiotech/Deloitte Submission

Overseas expenditure should be eligible where IP retained
Tax exempt ownership interest should increase to 75%
Option for quarterly refunds

45% refundable credit turnover threshold increase to $50M
“additionality” and “spillover” must not be in legislation

No change to “innovation” and “high technical risk”

No differentiation of “core” and “supporting” activities

No extension of excluded activities
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Industry specific guidelines
10. Consistent treatment of Software R&D
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What's next

Grand vision has clearly been watered down at each step in the process

Changing the definition and introducing limits on expenditure not desirable

AusBiotech Submission lodged 26 October

Draft legislation and EM for release later this year.

More consultation

Legislation introduced into Parliament in early 2010.
Start date 1 July 2010
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Employee share scheme: progress check
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Key tax changes to ESS shares and rights acquired on or after
1 July 2009

$1,000 tax exemption threshold increased

Tax exemption for ESS benefit of up to $1,000 per employee per year available
to employees with adjusted taxable income of less than $180,000 (threshold)

Limited deferral on salary sacrifice-based ESS

Deferred tax concessions available for ESS of up to $5,000 of salary sacrificed
income, where there is no real risk of forfeiture
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Key tax changes to ESS shares and rights acquired on or after
1 July 2009

Tax deferral available for discounted ESS until lapse of both

forfeiture and disposal restrictions

ESSs with real risk of forfeiture (including meaningful performance hurdles OR
term of service) PLUS restrictions on disposal will be taxed at the earlier of 7
(previously 10) years, cessation of employment or on lapse of forfeiture and

disposal restrictions

Reporting requirements

The federal government will require company reporting of
* number of shares and rights at grant and at the taxing point
» the estimated market value of shares or rights at taxing point
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Next steps

« Companies should review existing plans to assess the impact of the tax changes
on ESS awards

« Companies should implement appropriate processes to track and record all ESS
transactions that will need to be reported at tax year end

Companies that would like to comment on a special tax regime for ESSs
for start-up, R&D or speculative-focused companies should do so now.

Send your comments to: sbuth@deloitte.com.au

© Deloitte Touche Tohmatsu Ltd



Deloitte

General information only

This presentation is provided as general information only and does not consider your specific objectives, situation or needs. You should not rely on the information in this presentation or disclose it or refer to it in
any document. We accept no duty of care or liability to you or anyone else regarding this presentation and we are not responsible to you or anyone else for any loss suffered in connection with the use of this

presentation or any of its content.

About Deloitte

Deloitte provides audit, tax, consulting, and financial advisory services to public and private clients
spanning multiple industries. With a globally connected network of member firms in 140 countries,

Deloitte brings world class capabilities and deep local expertise to help clients succeed wherever they

operate. Deloitte's 150,000 professionals are committed to becoming the standard of excellence.

Deloitte's professionals are unified by a collaborative culture that fosters integrity, outstanding value
to markets and clients, commitment to each other, and strength from diversity. They enjoy an
environment of continuous learning, challenging experiences, and enriching career opportunities.
Deloitte's professionals are dedicated to strengthening corporate responsibility, building public trust,
and making a positive impact in their communities.

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and its network of
member firms, each of which is a legally separate and independent entity. Please see
www.deloitte.com/au/about for a detailed description of the legal structure of Deloitte Touche
Tohmatsu and its member firms.

About Deloitte Australia

In Australia, Deloitte has 12 offices and over 4,500 people and provides audit, tax, consulting, and
financial advisory services to public and private clients across the country. Known as an employer
of choice for innovative human resources programs, we are committed to helping our clients and
our people excel. Deloitte's professionals are dedicated to strengthening corporate responsibility,
building public trust, and making a positive impact in their communities. For more information,
please visit Deloitte’s web site at www.deloitte.com.au.

Confidential This document and the information contained in it is confidential and should not be
used or disclosed in any way without our prior consent.

Liability limited by a scheme approved under Professional Standards Legislation.
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