
 

 

 

POLICY SUBMISSION 
28 SEPTEMBER 2025 

 

TREASURY LAWS AMENDMENT (TAX REFORM NO.5) BILL 2026: 
BETTER TARGETING THE RESEARCH AND DEVELOPMENT TAX 
INCENTIVE 
Science & Technology Australia thanks the Treasury for the opportunity to respond to exposure draft 
legislation aimed at better targeting the Research and Development Tax Incentive.  

Science & Technology Australia is the peak body for the nation’s science and technology sectors, 
representing nearly 150 member organisations and more than 235,000 scientists and technologists. 
We connect science and technology with governments, business and the community to advance 
science’s role in solving some of humanity’s greatest challenges. 

Key points 

• The proposed reforms to ‘better target the Research & Development Tax Incentive’ run directly 
counter to the Government’s own stated aims to drive a more innovative economy as well as 
the intent and recommendations from the Ambitious Australia report.  

• R&D and commercialisation lead times for many science-based and innovative start-ups can be 
up to decades. The proposed 10-year age limit on the RDTI refundable offset will cut off a much-
needed source of cash-flow for these companies and potentially make doing business in 
Australia unviable. Australia will lose promising enterprises and talent overseas.  

• The removal of ‘supporting R&D activities’ from RDTI eligibility will also negatively impact many 
science-based innovative start-ups – research is a complex undertaking with many different 
components.  

• Australia cannot afford to introduce new legislation that makes it a less attractive or viable 
location for business development and R&D investment. 

Science & Technology Australia Recommendations 

1. The Australian Government and Treasury must acknowledge the pivotal role R&D and 
innovation play in driving a more productive and resilient economy, and establish policy settings 
that support Australia’s innovation sector, rather than stifle it and send promising enterprises 
overseas.  

2. Remove the proposed 10-year age limit on the refundable RDTI offset for all innovative start-
ups. If an age limit must be introduced, it should be increased to 20 years minimum.  

3. For simplicity, the current eligibility of both ‘core’ and ‘supporting’ R&D activities should be 

retained. If supporting activities must be removed from eligibility, the legislation should follow 

the Frascati Manual 2015 framework of what constitutes R&D activity and adopt an appropriate 

definition for ‘R&D activity’ that covers all the components required for successful R&D and 

innovative business development.  

 

https://consult.treasury.gov.au/c2026-792804
https://consult.treasury.gov.au/c2026-792804
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Ambitious Australia: supporting Australia’s innovation to build economic 
complexity and resilience 

The Ambitious Australia report delivered by the independent expert panel for the Strategic Review 
of R&D clearly flagged that boosting Australia’s business R&D effort is essential to national 
productivity and prosperity:  

Increasing research, development and innovation (RD&I) activity of businesses will lift economic 
growth, create jobs and improve Australia’s productivity growth, sovereign capability, global 
competitiveness and future economic complexity. RD&I business activity is a cornerstone of the 
reform package. (p53) 

Efforts to boost Australia’s business R&D activity are pivotal to improving our national R&D and 
innovation, an important driver of productivity and economic resilience. Indeed, the Treasurer 
acknowledged the important role R&D and innovation plays in national productivity in his 18 June 
address to the National Press Club.  

However, the proposed RDTI reforms run directly counter to the goal of boosting the business R&D 
needed to drive a more innovative economy. The 2026–27 Budget papers themselves make this 
clear: 

[The better targeting the RDTI] measure is estimated to decrease receipts by $910.0 million and 
decrease payments by $1.6 billion over the five years from 2025–26. (Budget Paper 2, p18) 

While the Government expects to receive less tax from the sector, it also expects to decrease 
payments to the sector by an even larger amount, resulting in a net gain to the Federal Budget – and 
a net loss to Australia’s R&D and innovation effort. 

This is despite the stated claim that the measures are ‘part of the first stage of the Government’s 
response to the Ambitious Australia report’ (Budget Paper 2, p18). The proposed reforms do not 
align with the recommendations from the report, nor with the overall sentiment or policy intent.  

The RDTI has been a consistent and stable source of support for science-based and innovative start-
ups in Australia for decades. Compromising this jeopardises Australia’s ability to support business 
development and drive the innovative economy the Government is striving for.  

Science & Technology Australia Recommendation: 

1. The Australian Government and Treasury must acknowledge the pivotal role R&D and 
innovation play in driving a more productive and resilient economy, and establish policy settings 
that support Australia’s innovation sector, rather than stifle it and send promising enterprises 
overseas.  

Limiting eligibility for the refundable RDTI offset to companies 10 years or 
younger 

Science & Technology Australia understands the intent behind the proposal to limit RDTI 
refundability to companies 10 years or younger, and acknowledges that it is not good policy to 
establish schemes that deliver perpetual support to a business venture that without it would not be 
viable.  

However, age is a poor proxy for business maturity or financial need. The proposed 10-year age limit 
fails to understand the long lead times involved in developing innovative businesses and products, 
including in areas such as the energy transition, quantum technologies and other deep-tech and 
science based businesses. Early-stage research, development, fabrication, testing, prototyping, scale-

https://ministers.treasury.gov.au/ministers/jim-chalmers-2022/speeches/address-national-press-club-canberra-5
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up and subsequent distribution and market development all take significant time – up to several 
decades in some cases.  

As companies progress through these stages, they are highly unlikely to be making a profit, and the 
RDTI refundable offset is an invaluable source of cash flow that enables business operations to 
continue. It also delivers a reliable source of income that businesses can leverage to crowd-in other 
investments – without that stable source of income, other investors are less likely to have 
confidence to invest.  

Further, R&D is an iterative and continuous process – many companies will continue to innovate and 
build new research programs.. This creates a ‘flywheel’ of inter-connected R&D, investment and 
economic development (as described in the Ambitious Australia report) that underpins a thriving 
innovation sector. This is what Australia must strive for and nurture, not stifle.  

Removing support for early-stage innovative start-ups runs the strong risk that many of these 
companies will simply leave Australia and build their business offshore. Australia is already an 
extremely challenging location for attracting investment and business development – the proposed 
reforms will make it even harder. Australia will lose talent and economic opportunities overseas.  

If a limit on RDTI refundable offset must be put in place, it should be linked to companies’ financial 
maturity – i.e. levels of revenue and profit, not a crude measure of age. If age must be used, any age 
limit should be increased to 20 years minimum to allow for the long lead times required for many 
innovative science-based and deep-tech start-up to move beyond the pre-revenue phase.  

An additional consideration is university spinouts, many of which carry significant university equity in 
their early years. Under proposed subsections 355-100(1) item 1A and (6), the 10-year period runs 
from the earliest start day of any connected entity or affiliate. A spinout in which a university holds a 
connecting interest (generally 40% or more) could therefore inherit the university's start day and be 
treated as more than 10 years old, losing access to the refundable offset at the very stage it is most 
needed.  

Science & Technology Australia Recommendation 

2. Remove the proposed 10-year age limit on the refundable RDTI offset for all innovative start-
ups. If an age limit must be introduced, it should be increased to 20 years minimum.  

Removal of supporting R&D activities from RDTI eligibility 

R&D conducted across the innovation sector spans an extremely diverse range of activities. The 

OECD Frascati Manual 2015 – the internationally recognised standard for measuring R&D, and the 

framework the Australian Bureau of Statistics uses to compile Australia's R&D statistics – defines an 

R&D activity as: 

…the sum of actions deliberately undertaken by R&D performers in order to generate new 

knowledge. In most cases, R&D activities can be grouped to form 'R&D projects'. Each R&D 

project consists of a set of R&D activities, is organised and managed for a specific purpose, and 

has its own objectives and expected outcomes, even at the lowest level of formal activity. (para 

2.12, p. 46) 

The Manual is explicit that activities such as testing, analysis and information services undertaken for 

an R&D project form part of that R&D (para 2.88, p. 70). It also includes any required prototypes, 

pilot plants and design as R&D (Table 2.3, p. 61). This is essentially the dominant purpose test the 

RDTI currently applies to supporting activities. Removing these supporting activities would therefore 

make the RDTI's definition of R&D narrower than the international standard Australia uses to 

measure R&D, and weaken the link between the RDTI and business R&D efforts it aims to improve. 

https://www.oecd.org/content/dam/oecd/en/publications/reports/2015/10/frascati-manual-2015_g1g57dcb/9789264239012-en.pdf
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Even with the proposed 4.5 percentage point increase in offset rates for core R&D, this change will 

significantly disadvantage Australia's science-based, deep-tech and medical innovators, whose R&D 

often relies heavily on supporting work such as building and maintaining specialist equipment, 

prototyping and running pilot production.  

Many science-based and deep-tech companies classify anywhere between 10 and 40% of RDTI 

claims as supporting activities – removing this source of support could well be the margin between 

business viability and failure.  

Further, companies in the med-tech therapeutic goods and agricultural sectors, where extensive 

regulatory processes shape product development, typically incur significant costs under the current 

supporting category.  

Uncertainty and potentially contentious interpretations of definitions will add complexity to the 

RDTI, rather than streamline or simplify the scheme. It will likely also increase administrative burden 

for both businesses and government, particularly for businesses facing long pre-revenue periods. 

Science & Technology Australia Recommendation 

3. For simplicity, the current eligibility of both ‘core’ and ‘supporting’ R&D activities should be 

retained. If supporting activities must be removed from eligibility, the legislation should follow 

the Frascati Manual 2015 framework of what constitutes R&D activity and adopt an appropriate 

definition for ‘R&D activity’ that covers all the components required for successful R&D and 

innovative business development.  

 

Please do not hesitate to be in contact if Treasury requires any further information.  

 

 

  

Jasmine Chambers   
President   
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