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EXecutive summary

As a leading professional services firm, KPMG Australia (KPMG) is committed to meeting the
requirements of all our stakeholders — not only the organisations we audit and advise, but
also employees, governments, regulators — and the wider community.

) ) We strive to contribute in a positive way to the debate that is shaping the
Effecting change will Australian economy, and we welcome the opportunity to provide a
require more than just submission in response to the Department of Industry, Science and
the will to do so. but Resources’ Strategic Examination of Research and Development (R&D)

. ’ discussion paper (the Discussion Paper).
significant changes to

the way we F_)raCtlce, submission in response to the Review of the dual-agency administration
and support innovation model, the Critical minerals production tax incentive Consultation Paper,
and its and responded to the Inquiry into the provisions of the Treasury Laws
commercialisation. Amendment (Research and Development Tax Incentive) Bill. In addition,
KPMG has developed a number of R&D focussed reports such as

KPMG has participated in a number of R&D-related reviews including a

‘Principles for an innovative software development tax incentive’,
‘Enterprising Cities’, and ‘A Prosperous Future: Biotech’.

Key to KPMG’s recommendations in this submission is our thought
leadership piece ‘Supporting world-class research translation in Australia’
where different research translation models are compared, with
challenges, principles and relevant opportunities outlined.

Across these reports, KPMG has supported a thorough holistic review of
the R&D support programs in Australia investigating adequacy, efficiency
and effectiveness. As such, KPMG welcomes the Strategic Examination
of Research and Development (the Review) and believes real change is
required if Australia is to improve or even maintain its economic standing
and quality of life.

KPMG analysis finds that Australia's R&D spending as a share of GDP
was 1.7 per cent in 2021, below the OECD average of 2.7 per cent.
Despite this, there is significant variation in R&D investment across
different industries. For example, industries such as professional
services, manufacturing, and financial and insurance services invest
heavily in R&D to stay competitive, improve products and services, and
meet customer demands. The rapid pace of technological advancements
in these sectors also necessitates continuous R&D investment.

Current policies and programs lack cohesion, resulting in a fragmented
and sometimes contradictory R&D ecosystem. It is crucial that the
recommendations and insights from the Review’s final report are actively
implemented to incentivise investment in underperforming industries that
are in line with our strategic priorities and create the cohesion and lasting
change that Australia’s R&D system needs. This will only be possible if
industry, government and researchers agree on realistic
recommendations that are properly implemented.

©2025 KPMG, an Australian partnership and a member firm of the KPMG global organisation of independent member firms affiliated with KPMG International Limited, a
private English company limited by guarantee. All rights reserved. The KPMG name and logo are trademarks used under license by the independent member firms of the
KPMG global organisation

Liability limited by a scheme approved under Professional Standards Legislation
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In this submission, KPMG provides insights on some of the underlying assumptions in the Discussion
Paper and considers how policies and practices can be aligned to effect meaningful change.

KPMG partners with industry, government and universities helping them innovate and grow and is
therefore well placed to provide insights on existing limitations of our R&D system. We believe that
addressing these shortcomings and changing our R&D system will be difficult and take time. However,
the sooner we start, the sooner Australia will benefit from positive changes.

This submission outlines nine recommendations at section one and directly addresses the consultation
questions at section two. If you would like to discuss the contents of this submission further, please do
not hesitate to reach out.

Yours sincerely,

Georgia King-Siem Terry Rawnsely Morgan McCullough
National Lead Innovation Policy  National Lead National Sector Leader
& Partner Demographics and Urban Education

R&D Incentives and Grants Economics KPMG Australia
KPMG Australia KPMG Australia
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Background

About KPMG

KPMG Australia is an Australian partnership and a member firm of the KPMG global organisation of
independent member firms affiliated with KPMG International Limited (KPMG International), with more
than 270,000 partners and employees spanning 140 countries and territories around the world. KPMG
Australia makes a strong economic contribution, employing close to 10,000 people and partners across
Australia.

KPMG R&D Incentives and Grants

KPMG’s R&D Incentives and Grants team is dedicated to developing integrated advice aimed at
supporting the innovation and growth ambitions of our clients. We work with our clients to understand
their business needs and assist in delivering holistic advice that helps enable them to reach their
potential.

Our team assists businesses of every size and across every sector of the Australian economy; from
Australia’s largest companies through to its youngest and smallest — from standalone projects to global
public/private collaborations. In all cases, we work with our clients to create long-term value and assist in
providing a competitive advantage for Australian organisations.

We help our clients understand and access government grants and other incentives; from longstanding
programs like the R&D Tax Incentive to the most recently enacted production tax incentives, accessible
from 1 July 2027. It is this depth of knowledge and experience that provides us with a unique view of
Australia’s R&D system and we hope valuable insights.

National Education Practice

KPMG has a distinct approach to how we support research strategy, delivery and translation within
education and research institutions, to aid in the development of world-class research environments. We
deliver outcomes across strategic and priority focus areas and support the development of local and
global partnerships, and the translation of research outcomes for tangible value and impact.

KPMG Indigenous Services

KPMG Indigenous Services leads engagements with a culturally authorised team. We understand the
critical importance of cultural context and are a specialist practitioner in Indigenous economic and
business development, Indigenous engagement, participation and partnering, and Reconciliation Action
Plan development.

With our deep networks and capability across the Indigenous sector, we can connect the private,
corporate, and government sectors with Traditional Owner groups and First Nations communities and
businesses and support ongoing engagement and genuine collaboration.

©2025 KPMG, an Australian partnership and a member firm of the KPMG global organisation of independent member firms affiliated with KPMG International Limited, a
private English company limited by guarantee. All rights reserved. The KPMG name and logo are trademarks used under license by the independent member firms of the
KPMG global organisation

Liability limited by a scheme approved under Professional Standards Legislation
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RECOMMENDATION 1:

KPMG welcomes the four-stage, year-long process the panel is conducting. In line with our report
‘Supporting world-class research translation in Australia’, KPMG recommends that a current state and
gap analysis should be conducted. From this, a clear strategy to get to the desired future state should be
communicated and readily available with consideration given to the stakeholder and partnership
landscape. A change management plan should also be implemented enabling industry awareness and
consultation, especially for small-to-medium businesses (SMEs).

RECOMMENDATION 2:

Develop a national funding framework for R&D consistent with the newly announced National Science
and Research Priorities! that includes:

* Australia’s R&D objectives, such targets for gross R&D across all sectors with references to OECD
and other innovation indexes.

¢ Alignment with Australia’s strategic priorities; and

¢ A commitment that all government support programs be assessed against the framework — at
inception and throughout the life of a given program.

RECOMMENDATION 3:

Programs that are not aligned with or that fail to deliver against the framework over time should be
reassessed. Program assessments should be independent of the administering agency and assessment
outcomes made public.

RECOMMENDATION 4:

Simplify and streamline innovation tax incentives to reduce administrative burden and provide certainty
for businesses. Ensure incentives like the R&D Tax Incentive are accessible and effectively support not
just basic and applied research, but also experimental development in commercial settings.

RECOMMENDATION 5&:

Given the often high-risk nature of innovation to start with, every effort should be made to provide
certainty around the eligibility of tax offsets and reduce the risk of penalties where companies have acted
in good faith.

RECOMMENDATION 6:

Reducing the cost of high-priority skills and encouraging continuous learning and development across the
population to keep pace with technological advancements is crucial. Tax incentives and other indirect
mechanisms, such as the ability to claim tax deductions for further study, courses and materials should
be considered to increase the uptake of relevant skills.

RECOMMENDATION 7:

Additional funding and targeting of collaborative programs such as Cooperative Research Centres
(CRCs) and Innovation Hubs, using international examples, could be used to promote collaboration and
enable access to infrastructure to reduce the cost of R&D for members.

' National Science and Research Priorities | Australian Research Council



https://www.arc.gov.au/funding-research/apply-funding/grant-application/science-and-research-priorities
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RECOMMENDATION 8:

Government to undertake a stocktake of Australia’s R&D infrastructure, especially across priority areas
which should be mapped to the framework to enable strategic decisions about where and how Australia
funds further R&D infrastructure. Findings and ways to access R&D infrastructure should be public and
used to encourage researchers in all sectors to use existing infrastructure and minimise R&D costs.

RECOMMENDATION 9:

In line with the KPMG report Supporting world-class research translation in Australia, KPMG
recommends the value and impact of R&D investments be assessed against the following measures to
form a holistic view of performance: impact intensity; financial sustainability; reputation; economic
contribution; stakeholder engagement; and capability.
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KPMG insights

Setting the scene: R&D Investment in Australia

When comparing Australia's R&D expenditure with that of other developed countries, Australia's
performance is below average. In 2021, total spending (current expenditure and capital investment) as a
share of GDP was 1.7 per cent; significantly below the OECD average of 2.7 per cent of GDP2. However,
across the various industries within Australia, there is significant variation in R&D investments.

R&D gross fixed capital formation within the Australian System of National Accounts refers to the
investments made in R&D activities which are considered as capital expenditures. These investments
include spending on innovative activities aimed at the acquisition, application, and dissemination of new
knowledge that can lead to new or significantly improved products, processes, or services. Such
expenditures are treated as fixed capital because they enhance the productive capacity of the economy
over a period of time.

In the 2023/24 financial year, $26.5 billion was invested in R&D in Australia. Over the past five years, the
investments in R&D have grown at an annual average compound growth rate of 4.2 per cent, higher than
the growth in investment across all asset classes in the economy, which was 3.1 per cent.

Research & Development investment by selected industries — Chain Volume Measure
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In terms of the industries making the greatest investment in R&D, professional services was the highest
at $8.8 billion in 2023/24, growing from $6.5 billion in 2018/19, an average annual growth rate of 6.1 per
cent. Manufacturing invested $5.2 billion in 2023/24, reflecting an annual growth rate of 1.7 per cent from
2018/19. Financial and insurance averaged an annual growth rate of 3.1 per cent and reached $3.1
billion in 2023/24. Public administration's R&D investments grew from $1.5 million to $1.8 billion, with an
annual growth rate of 4.1 per cent. Education's R&D investment expanded from $1.3 billion to $1.7 billion
(5.5 per cent annual growth rate). Companies in industries that invest heavily in R&D are likely doing so
to stay competitive through continuous innovation and improvement of products, services, and
technologies. The rapid pace of technological advancements in these highly knowledge-intensive
industries necessitates constant R&D to integrate new developments effectively.

< https://www.oecd.org/en/data/indicators/gross-domestic-spending-on-r-d.html?oecdcontrol-8027380c62-var3=2021
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Additionally, meeting customers' growing demands (for example in financial and insurance services and
professional services) for higher quality, faster, and more secure services drives the need for ongoing
research to enhance offerings and service delivery. For technology-based service industries, failure to
keep pace with innovation or take a leading role in innovation will result in loss of revenue and likely
acquisition and consolidation with more innovative competitors.

When looking at R&D spending per worker, these same industries noted above are towards the top of the
list, with some new entries including information media ($4,200 per worker) and utilities ($2,800 per
worker), both well above the national average of $1,751. Information media R&D investment is likely a
broad grouping for a wide variety of other software-based R&D activities such as Al, or blockchain.

The higher average R&D spend in utilities is likely related to the energy transition and efforts to
modernise and manage a more complex energy grid.

Research & Development Investment per worker — Chain Volume Measure
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Response to consultation questions

Overview

KPMG welcomes the Strategic Examination of Research and Development (the Review) and the
government’s intention to develop a high performing R&D system in Australia.

While we support many of the findings in the Discussion Paper, we suggest that there may need to be
further data points to support the findings around the underlying assumptions that relate to Australia’s
education system and quality of research. Further, the Discussion Paper relies on ABS data which, when
it comes to Business R&D, typically relies on R&D tax claim data which is itself a smaller subset of
Business R&D. This is problematic as many companies do not claim the R&D Tax Incentive or if they do,
only claim eligible R&D expenditure which is a small portion of their total R&D spend (especially the
‘development’ part of the R&D spend).

As shown in the growth of R&D investments by SMEs in the Discussion Paper., we believe that most
Australian businesses are genuinely interested in R&D but may not have the support or knowledge to
engage in it, especially when it comes to collaborating with others. The Discussion Paper correctly
identifies many of the challenges SMEs face with R&D and the fact that R&D is often incremental and
unlikely to move the dial when it comes to broader economic benefits for Australia.

As noted in the Discussion Paper, there is minimal collaboration between industry, government and
researchers (universities and research institutes) and examples of collaboration are isolated and rely on
relationships between individuals within the organisations they represent with differences in priorities.
This needs to change; not only to increase the level of collaboration, but to ensure it is targeted toward
achieving economic outcomes.

As highlighted in our report ‘Supporting world-class research translation in Australia’ the focus of our
efforts should span the collective actions and policy changes we can make across government, industry
and researchers to bring best practices to the sector. Critical steps to achieve this include conducting a
current state and gap analysis, designing an overarching strategy and desired future state, considering
the stakeholder and partnership landscape, developing a change management plan, and considering the
importance of developing successful research partnerships.

KPMG’s responses to the consultation questions are directed at the end outcomes and the policies and
practices that we believe will help create a strong R&D system. Most, in our view, are common sense,
follow best practices and are in line with the positions put forward in the Discussion Paper. However, in
this case, the difficulty lies not in coming up with principles and policies; it lies in taking a cohesive
approach that is implemented effectively across all sectors. In this respect, KPMG has first-hand
experience across all sectors of the economy and we are keen to use that experience to inform the Panel
and help ensure the recommendations are well-founded and executable.

RECOMMENDATION 1:

KPMG welcomes the four stage, year-long process the panel is conducting. In line with our report
‘Supporting world-class research translation in Australia’, KPMG recommends that a current state and
gap analysis should be conducted. From this a clear strategy to get to the desired future state should be
communicated and readily available with consideration given to the stakeholder and partnership
landscape. A change management plan should also be implemented enabling industry awareness and
consultation, especially for SMEs.

1 What should an integrated, sustainable, dynamic and impactful
Australian R&D system look like?

An integrated, sustainable, dynamic, and impactful Australian R&D system should be designed to foster
innovation, drive economic growth, and address societal challenges. Key elements of such a system
include a strategic focus on prioritising R&D efforts that align with national strategic priorities, such as
advancing strategic technologies and industries, transitioning to renewable energy, and addressing
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climate change. Whilst other areas of R&D should not be discouraged, they should not receive the same
level of priority support.

A balanced funding mechanism is essential, involving a well-conceived national funding framework (the
framework) to determine where and what government funds are provided. The framework should be
public and funding programs should be stable and well administered. In this respect, fewer programs that
are stable and long-term are preferred. For industry, funding should comprise a mix of direct and indirect
programs with higher levels of support for collaborative R&D that is aligned with Australia’s national
strategic priorities.

RECOMMENDATION 2:

Develop a national funding framework for R&D consistent with the newly announced National Science
and Research Priorities® that includes:

* Australia’s R&D objectives, such as targets for gross R&D across all sectors with references to
OECD and other innovation indexes;

¢ Alignment with Australia’s strategic priorities; and

* A commitment that all government support programs be assessed against the framework — at
inception and throughout the life of a given program.

RECOMMENDATION 3:

Programs that are not aligned with or that fail to deliver against the framework over time should be
reassessed. Program assessments should be independent of the administering agency and assessment
outcomes made public

Tax Incentives

The R&D Tax Incentive (R&DTI) is the largest, but not the only, tax incentive to encourage companies to
invest in innovation (see case study below). Tax incentives provide companies with a tax offset
(sometimes refundable) to spend money on activities that qualify under the relevant tax incentive.
However, the financial benefit can only be claimed after the income year in which the money is spent.
This means there is a lag between the company investing in the activity and the receipt of any tax benefit.
Further, companies must typically self-assess eligibility which can be disallowed at a later stage;
sometimes years later and often due to the company not understanding the requirements or keeping
sufficient records. These factors can prevent or reduce their efficacy.

There are numerous other incentives outside the RDTI that are designed to encourage R&D investment
including the Early-Stage Investor Tax Incentive, Early Stage Venture Capital Limited Partnerships,
Digital Games Tax Offset, Critical Minerals Production Tax Incentive, and Hydrogen Production Tax
Incentive.

3 National Science and Research Priorities | Australian Research Council



https://www.arc.gov.au/funding-research/apply-funding/grant-application/science-and-research-priorities
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Case Study: R&D Tax Incentive

Australia’s primary program to support business R&D is the R&DTI. The R&DTI has been subject to
frequent changes, has complex rules and at times confusing guidance from the agencies that
administer it. Administration of the program has been challenging with overlap between regulators
and drawn-out reviews. Lack of certainty in claims (which can be disallowed many years later and
accompanied by penalties) means many companies are unwilling to make use of it. This is particularly
apparent for larger businesses, many of which consider it too risky and administratively burdensome
to access.

Although there have been many reviews and changes to the R&DTI, the most recent being the Board
of Taxation’s Review of the dual-agency administration model, few have sought to make fundamental
improvements. Improvements such as pegging the R&D benefit to the relevant income tax rate and
creating a uniform adjustment rule that increases assessable income are most welcome. However,
there are also some areas worth further consideration:

- The refundability threshold is based on aggregated turnover and was set at $20 million in 2011
and remains the same today. Over that time, the aggregated turnover threshold for small
businesses has gone from $2 million to $50 million. As a result, not only is the $20 million
threshold for R&D out of step, but it has created three levels of R&D tax benefit where the
program is intended to have two. This unnecessarily impacts growing small businesses investing
in R&D.

The annual expenditure threshold for making a claim was set at $20,000 in 2011 and remains the
same today. The intent of this threshold is to prevent micro-R&D claims and reduce the
administrative burden on both companies and administrators. The average size claim for small
businesses in the 2022 year was $395,191 and the number of companies claiming has increased
to over 12,000 indicating this threshold should be revisited*.

The R&D intensity calculation is based on a company’s R&D spend as a percentage of its total
expenses each year. Companies with higher operating costs, especially higher onshore operating
costs are disadvantaged by this. For instance, a company that manufactures in Australia with
aggregated turnover above $20 million will receive a lower benefit than a smaller company or
even a company of the same size that manufactures offshore.

The R&DTI allows foreign-owned companies to claim R&D undertaken for the company’s own
benefit (Australian-owned R&D) or R&D undertaken for a related foreign entity (foreign owned
R&D). The ATO has flagged concerns that companies are incorrectly claiming foreign-owned
R&D as Australian-owned. At the same time, transfer pricing rules apply a different lens and can
view what would be foreign owned R&D under the R&DTI as Australian-owned or creating
economic value here. This apparent inconsistency or tension between tax provisions has created
uncertainty for industry.

The above highlights the need for an objective and transparent review; in the case of the R&DTI, to
ensure the program is fit for purpose and that it is harmonised with other programs to avoid
inconsistencies and uncertainty. However, other innovation tax incentives as outlined in our report
Principles for an innovative software development tax incentive would also benefit from review and a
reset of threshold amounts to keep up with CPIl and modern costs.

*

Tax incentives, by their nature, are designed to incentivise behaviour that might not happen without them.
At the same time, Australia’s tax laws are some of the strongest in the world with a reverse onus of proof
and strong powers to enable the ATO to investigate and enforce compliance. Further, it is not uncommon
for companies that have part or all of a claim disallowed to have penalties and interest charges applied.

In this environment,, every effort should be made to provide certainty around eligibility and reduce the
risk of penalties where companies have acted in good faith. Further, program reviews should consider
interactions and tensions between different tax provisions to ensure they promote, rather than hinder,
R&D and innovation.’


https://kpmg.com/au/en/home/insights/2021/07/innovative-software-development-tax-incentive-kpmg-submission.html
https://www.ato.gov.au/api/public/content/0-9db4de2b-9e73-44c5-ab88-b7913dabaea2
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RECOMMENDATION 4:

Simplify and streamline innovation tax incentives to reduce administrative burden and provide certainty
for businesses. Ensure incentives like the R&D Tax Incentive are accessible and effectively support not
just basic and applied research, but also experimental development undertaken in a commercial setting.

RECOMMENDATION 5&:

Given the often high-risk nature of innovation to start with, every effort should be made to provide
certainty around the eligibility of tax offsets and reduce the risk of penalties where companies have acted
in good faith.

Direct Support

Beyond tax incentives are other mechanisms to support innovation; grants, loans and even equity are all
used by government. Until recently Australia heavily favoured innovation tax incentives to support
Business R&D but new programs such as those under the National Reconstruction Fund (NRF) and
Future Made in Australia (FMIA) have seen a move toward more direct funding, especially debt and
equity.

The use of a mix of mechanisms and programs is welcome, but it is essential these programs form part of
a cohesive framework , aligned with Australia’s strategic priorities, include baseline metrics and are
objectively, transparently and periodically assessed. Further, clear timelines for implementation, including
expected funding decisions would do much to alleviate industry concerns around delays and access.

Support for Collaboration

For collaboration to be effective, the funding framework requires creating and coordinating collaboration
pathways. Currently, collaboration is largely ad hoc and even well-intended programs like Australia’s
Economic Accelerator (AEA) have faced challenges driving change. For industry, collaborative programs
will only work if some of the current inhibitors such as lack of awareness, excessive timeframes, involved
application processes and concerns over ownership and use of intellectual property (IP) are addressed.
For researchers, a lack of industry knowledge and commercial training, as well as IP concerns are also
barriers. A national funding framework should provide a single point of reference for all stakeholders
across all programs, making coordination between and within programs easier and more efficient.

Administration

Regulatory clarity and support are also important, with clear and supportive regulatory frameworks that
encourage innovation while ensuring compliance. As noted above, fewer stable and well-administered
programs reduce confusion and increase participant confidence, especially over time. Ensuring all
programs are aligned to the national funding framework will help clarify interpretation. This will aid the
challenge noted in the Discussion Paper that “dispersed public investment results in a diverse range of
grant systems and compliance measures”. In addition, the success (or otherwise) of the programs should
be scientifically evaluated periodically and transparently.

Further to a balanced funding model, capacity building through education and training is critical to
developing a successful Australian R&D system. Our recommendations for this area are outlined in
Question 7.

2 What government, university and business policy settings inhibit
R&D and innovation why?

Within this submission, KPMG’s comments are directed at inhibitors for industry R&D and inhibitors that
prevent or impede collaboration between industry, government and universities.

KPMG note that many companies in Australia, particularly SMEs, resell products or provide services that
remain relatively constant. They are often content with the status quo (the business makes enough for
family and limited employees to have financial security) and they will only look to innovate where market
conditions force it upon them. This is consistent with OECD data which finds many smaller older
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enterprises are not interested in R&D and it is larger businesses and smaller younger technology
businesses that contribute the most to business R&D*.

Our comments below, whilst relevant to industry, are directed to inhibitors for businesses with an interest
in undertaking or collaborating on R&D.

Business inhibitors

* High business costs: Australian businesses operate in a highly regulated environment and
compared with most countries, experience high compliance costs and higher labour costs. Innovation
and R&D are, by their nature, higher risk activities and thus as a business, investment in R&D must
be balanced against core business functions and growing revenue on existing products and services
whilst reducing costs. As a result, many businesses cannot justify the cost when there are more
pressing business needs. This has kept, and will likely continue to keep, business R&D relatively low.

* Uncertain government support programs: There are innumerable government grant programs that
are created and terminated (or restructured) frequently. Similarly, application dates open and close at
short notice and require detailed and time-consuming applications. Most are competitive where only a
few businesses will receive support and most have a low probability of success. As a result,
businesses are wary of investing time and effort into applying for grants.

Collaboration inhibitors

* Inadequate collaboration mechanisms: Despite efforts to improve collaboration, significant
resistance remains. On the industry side, businesses find universities cumbersome and believe there
is a lack of real-world experience, especially when it comes to business agility and acumen. Smaller
businesses struggle with government procurement processes and, beyond small-scale proof of
concepts / pilots, may find them hard to partner with. As mentioned earlier, programs such as the
AEA, while well-intentioned, are struggling to gain traction with industry.

¢ Limited access to infrastructure and facilities: Access to modern and efficient infrastructure,
including research facilities and digital infrastructure, is essential for R&D activities. Inefficiencies in
infrastructure can cause delays and increase costs, hindering innovation. For the most part,
businesses must invest in their own equipment and infrastructure with little to no incentives to
collaborate with others, including government or universities.

* Lack of skilled workforce: A shortage of skilled professionals in STEM fields can limit the capacity
for R&D and innovation and many graduates need extensive on the job training. In recent years the
government has reduced the HECS on select STEM courses and subjects. The results of this have
been patchy, not resulting in the desired increase in STEM graduates.

In addressing Australia’s R&D system, higher education policy and funding settings similarly need
changes to create a more conducive environment for R&D and innovation, fostering economic growth
and addressing societal challenges.

3 What do we need to do to build a national culture of innovation
excellence, and engage the public focus on success in R&D and
innovation as a key national priority?

Never has there been such focus on, and recognition of, the critical role innovation plays in supporting
the productivity and economic prosperity of the nation. The Treasurer's announcement to formally task
the Productivity Commission to commence five new inquiries focused on identifying ways to materially
boost Australia’s productivity is an example of this®. The Australian Government must consider practical
actions and solutions to allow Australia to grow its reputation as a world leader through the
transformation of ideas into innovations and outcomes.

To this end, public awareness campaigns could highlight the importance of R&D and innovation for
economic growth and societal well-being. Australia needs to showcase success stories demonstrating the
impact of innovative solutions on everyday life. Examples of societies or businesses that have failed to

4 https://www.oecd.org/en/publications/understanding-firm-growth_fc60b04c-en.html
> New PC inquiries on the five pillars of productivity | Treasury Ministers



https://ministers.treasury.gov.au/ministers/jim-chalmers-2022/media-releases/new-pc-inquiries-five-pillars-productivity
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innovate and adapt leading to negative consequences may also be beneficial in moving the dial in the
public consciousness.

Investing in education and skills development is crucial to enable Australians to act on relevant
opportunities. This includes not only STEM but also a range of skills focused on critical thinking to drive
innovation. Investments should focus on reducing the cost of high priority skills and encouraging
continuous learning and development across the population to keep pace with technological
advancements. Direct funding from government is important, but providing tax incentives and other
indirect mechanisms to increase the uptake of relevant skills should also be used. For instance, one
barrier to upskilling our population is the limited ability to claim tax deductions for further study in addition
to the cost of courses and materials.

Complementing this awareness and educational investment, there need to be environments that facilitate
knowledge sharing and joint projects, both domestically and internationally. Existing programs can be
hard to find, limited in application or even misaligned with each other. It is vital that these programs are
complementary to each other and that they become well-known.

As noted in the Discussion Paper, there are many examples in other countries of successful innovation
hubs and ecosystems. Australia’'s CRCs have also been relatively successful and could provide further
insights. We recommend Australia develop innovation hubs and ecosystems that bring together
researchers, entrepreneurs, and investors. These hubs should provide access to state-of-the-art facilities,
funding opportunities, and mentorship programs. Again, these programs should be aligned - part of a
national framework that is well known and mapped out. Similarly to upskilling, allowing taxpayers to claim
deductions for participation costs in official programs will enable and drive greater participation.

Finally, regularly evaluating and adapting policies and programs to promote R&D and innovation is
essential. However, this needs to be balanced against the impact of constant program changes creating
uncertainty. Rather, government should bring together stakeholders across industry, government, and
universities to consider improvements and implementing those improvements in a timely way can
continuously improve the innovation landscape.

We acknowledge the government’s existing efforts and achievements in these suggestions however more
can be accomplished by further communicating, coordinating, and investing in these opportunities.

RECOMMENDATION 6:

Reducing the cost of high priority skills and encouraging continuous learning and development across the
population to keep pace with technological advancements is crucial. Tax incentives and other indirect
mechanisms, such as the ability to claim tax deductions for further study, courses, and materials should
be considered to increase the uptake of relevant skills.

RECOMMENDATION 7:

Additional funding and targeting of collaborative programs such as CRCs and Innovation Hubs could be
used to promote collaboration and enable access to infrastructure to reduce the cost of R&D for
members.

4 What types of funding sources, models and/or infrastructure are
currently missing or should be expanded for Australian R&D?

KPMG broadly agrees with the government’s national strategic priorities but notes much of the promised
funding has yet to be deployed. The time between announcing programs and implementation could be
fast-tracked and additional funding sources, models, and infrastructure could be expanded to enhance
Australian R&D.

Australia’s patchwork of support programs should be reviewed and fewer, better-administered programs
put in place. Specifically, all programs should fit within the framework that is promoted publicly. Through
the Framework, any inconsistencies or tensions between different programs would be addressed. Where
programs are competitive, advice to potential applicants on likely outcomes should be communicated
early to enable industry to respond accordingly.

There are a variety of R&D models used to translate discoveries into real-world outcomes, each with
varying levels of success, enablers, and barriers. Some of these models are used because they suit the
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size and nature of the R&D pipeline and ecosystem, but in many cases, they are not fit-for-purpose, and
are difficult to scale. The below KPMG report, Supporting world-class research translation in Australia
outlines Australia’s current environment, proposes key questions to understand where opportunities for
improvement lie, and puts forth principles and opportunities to improve our country’s performance.

Modern and efficient infrastructure is crucial for productivity growth. Inefficient land, marine, and air
infrastructure causes unnecessary delays and congestion. National and state infrastructure decisions
should be based on rigorous cost-benefit analysis and should be unified at the federal and state levels.
Particular attention should be paid to critical infrastructure and Australian sovereignty.

To enable effective infrastructure use, KPMG recommend a stocktake of Australia’s R&D infrastructure
be mapped to the framework to enable strategic decisions about where and how Australia funds
infrastructure. For instance, putting research facilities in a regional hospital enables more patients to
participate in research, especially where those facilities are accessible to all researchers that meet
qualifying criteria (i.e. Human Research Ethics Committees (HREC) approval for clinical trials). This is
also applicable in other industries to enable researchers to access relevant infrastructure and minimise
R&D costs.
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Supporting world-class research translation in Australia— KPMG Report

Governments and funding bodies at all levels are increasing their focus on translational research,
commercialisation, and partnerships with industry to deliver enhanced outcomes and connect more
effectively to private sector investment. Accordingly, Australian researchers, institutions, industry
leaders and governments must look to new ways of collaborating to keep pace with a global
environment competing for ideas, talent and funding.

Change is required within research institutions to solve not only complex problems but also to deliver
the familiar, gradual innovations that accumulate over time to significant breakthroughs. Among this
change, various models and approaches to research translation are being explored, evolved, and
occasionally completely transformed by research institutions as they attempt to change traditional
ways of working and introduce new approaches.

There are many different pathways available to achieve world-class research translation, including
through industry partnerships, contract research, patented IP, non-patented IP protections (such as
copyright and trade secrets) and other specialised economic strategies, such as simply being first to
market.

All these pathways rely on at least two critical concepts, a fit-for-purpose model, and the
wholehearted embrace of research partnerships, including with industry, government and the
community.

To understand where opportunities for improvement lie in the current continuum of models,
government can begin by asking the following questions.

Is the organisation aligned on its research and translation strategy?

Does the institution have the right partners, funding and investment models in place to effectively
scale?

Does scale generate organic ways of working or require formal delivery models?
Would a small pipeline need a flexible model?

Do the governing structures and processes of an institution foster collaboration?
What are the benefits and barriers of independent boards?

Does the institution have the right data being captured and analysed properly?

Are mature systems and enabling technology consistently in place?

Is the translation researcher-led or specialised work?

What capability uplift offerings are in place to support researchers build their skills?

Are processes for selecting and supporting research IP appropriately informed, transparent and
fair?

Characteristics and opportunities under different models are outlined in (p15-17).

RECOMMENDATION 8:

Government conducts a stocktake of Australia’s R&D infrastructure to be mapped to the Framework to
enable strategic decisions about where and how Australia funds infrastructure. This will also enable
researchers to access relevant infrastructure and minimise R&D costs.


https://assets.kpmg.com/content/dam/kpmg/au/pdf/2023/supporting-world-class-research-translation-in-australia.pdf
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5 What changes are needed to enhance the role of research
institutions and businesses (including startups, small
businesses, medium businesses and large organisations) in
Australia’s R&D system?

KPMG suggests that the recommendations put forward in other questions will particularly enhance the
role of research institutions and businesses in Australia’s R&D system.

6 How should Australia support basic or ‘discovery’ research?

A balance needs to be achieved between the three OECD categories of R&D activity - basic, applied and
experimental. All types of research are important, but the government needs to consider where
government funding has the most impact in a fiscally constrained environment.

There needs to be a clear return on investment for business to participate in basic research. As industry
is less likely to fund basic research in general, this strengthens the case for government support in this
area as opposed to applied or experimental research. Basic research often leads to groundbreaking
discoveries that form the foundation for applied research and development, which can then be
commercialised by industry. By providing funding in this area aligned to strategic priorities, governments
can ensure a steady pipeline of innovative ideas and technologies for industry.

To this end, government can also foster stronger collaboration between research institutions, businesses,
and government in regard to applied and experimental research. As mentioned earlier, platforms for
knowledge sharing and joint projects can accelerate the pace of innovation. By working together,
research institutions, businesses, and government can leverage their unique strengths to overcome
barriers to innovation, such as funding gaps, regulatory hurdles, and market entry challenges.

7 What should we do to attract, develop and retain an R&D
workforce suitable for Australia’s future needs?

Australia’s R&D workforce of the future will, necessarily, be a mix of imported skills (those trained
elsewhere but who relocate to Australia temporarily or permanently), those who are retrained and those
who come through our education system. Looking forward, Australia’s training and retention strategies
must reflect these future workforce realities.

To attract, develop, and retain an R&D workforce suitable for Australia's future needs, several strategic
measures can be implemented.

Firstly, implementing policies to attract global talent, including appropriate visa programs for highly skilled
workers and incentives for international researchers to relocate to Australia will support Australia’s future
workforce. This may take the form of schemes that can provide longer-term contracts for 'top talent'
attraction to Australia. An overview of KPMG’s recommendations that relate to how we uplift our
migration system to attract global talent is outlined in the case study below.
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Migration system for Australia's future - KPMG Submission

Australia’s skills-focused migration program boosts labour force participation and real per-capita
incomes, and economic analysis consistently shows that the skilled migration intake is budget-positive
and does not depress local employment or wages in the long run. KPMG’s own economic analysis
finds that in a scenario where the number of overseas migrants is increased by 265,000 over the next
five years, real GDP is projected to be almost $30 billion higher than in a baseline projection.
Assuming that the new skilled migrants are 20 per cent more productive than the incumbent
workforce on average, there is an additional projected $5 billion lift to GDP in 2030.

KPMG considers that this is an opportunity to reconsider the focus of Australia’s Business Investment
Immigration Program and Global Talent Program to better target offshore skills in critical areas such
as manufacturing, energy transition and cyber technology to leverage the attractiveness of Australia
as a destination to build future ready industries.

This report included 16 recommendations, including the following regarding simplifying the skilled
immigration program:

¢ KPMG recommends streamlining labour market testing requirements, such as allowing
sponsoring employers to utilise their existing LMT arrangements or implementing a data-driven
approach to LMT. In addition, exemptions for LMT should be introduced for accredited ‘Trusted
Trainer’ companies.

KPMG recommends reforming the Skilling Australia Fund (SAF) levy by spreading costs evenly
over the visa term, making more provisions for refunds and providing credits for ‘Trusted Trainer’
businesses when certain conditions are met. In addition, KPMG recommends removing the need
for accredited employer sponsors to pay the SAF levy where they can demonstrate an ongoing
commitment to the training and upskilling of Australian nationals.

KPMG recommends developing a more transparent credentials process for visa applicants in
areas such as registration and licensing requirements and character checks. This could include
the development of a blockchain between government authorities and accredited sponsors to
reduce the need for constant third-party interactions.

KPMG recommends providing easier access to information and support by creating a whole-of-
government skilled migrant portal, which could provide customised information for applicants that
draws from federal, state, and regional data sources.

To attract leading professionals to priority sectors KPMG recommends leveraging the Global Talent
Visa to attract leading professionals into priority sectors in Australia, including by:

Pre-approving certain priority occupations for a Global Talent Visa;

Allowing government-approved recruiters to identify appropriate candidates and invite them to
apply for a pre-approved visa, subject to mandatory health and character checks; and

Inviting the pre-approved applicant to nominate similarly qualified experts in the priority
occupation for a pre-approved visa.

The full submission can be found

The government can also invest in enhanced education and training programs that focus on STEM fields.
This includes updating curriculums to reflect current industry needs and emerging technologies, as well
as providing hands-on experience through internships and apprenticeships.

The increased collaboration between industry and academia mentioned in previous questions will also
ensure that the skills being taught are aligned with industry requirements. This can include joint research
projects, guest lectures from industry professionals, and collaborative development of course materials.

Lastly, governments can also provide incentives for individuals to pursue careers in R&D. This can
include scholarships, grants, and loan forgiveness programs for students in relevant fields, as well as
competitive salaries and benefits for R&D professionals. This can also extend to continuous learning and
professional development for the R&D workforce. This could take the form of funding for further
education, certifications, and attendance at conferences and workshops.


https://kpmg.com/au/en/home/insights/2023/02/migration-system-for-australia-future-kpmg-submission.html
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8 How can First Nations knowledge and leadership be elevated
throughout Australia’s R&D system?

Establishing genuine, long-term partnerships with First Nations communities is crucial to elevating First
Nations knowledge. This involves engaging with First Nations peoples and businesses through benefit-
sharing processes, which can create opportunities for participation and economic development. These
partnerships can provide significant benefits through economic empowerment to First Nations
communities, and support targets and improved outcomes under the national agreement on Closing the

Gap.

Supporting and amplifying Indigenous-led knowledge, research and practice as well as investing in
cultural learning and capacity-building within organisations is necessary for these partnerships to flourish.
This includes providing cultural awareness training and local cultural immersion experiences to ensure
that employees understand and respect First Nations cultures and perspectives.

More generally, the government can enhance policies by ensuring robust consultation with First Nations
communities in the development of new R&D legislation or reforms. This includes respecting traditional
cultural governance systems and ensuring that Indigenous perspectives are considered in decision-

making processes.

9 What incentives do business leaders need to recognise the value
of R&D investment, and to build R&D activities in Australia?

In addition to measures previously outlined, two key incentives can be implemented to incentivise
business leaders to recognise the value of R&D investment and foster the growth of R&D activities in

Australia.

Ensuring businesses, especially pre-revenue startups, have access to capital is crucial. Government
grants and low-interest loans can provide the necessary funding for R&D activities.

Simplifying the compliance and eligibility requirements for accessing R&D incentives can reduce
administrative burdens and increase participation. For businesses to navigate these requirements, clear,
transparent guidelines and support are essential.

10 What should be measured to assess the value and impact of R&D

investments?

KPMG has previously considered measures for assessing impact in the report Supporting world-class
research translation in Australia. KPMG notes that it is important to develop mature approaches to
analysing progress against these measures and forming holistic views of performance, including
gathering input from stakeholder feedback and qualitative data.

Suggested measures have been grouped according to the intended objective.

Impact Intensity

* Ratio of invention
disclosures to research
projects.

* Conversion rates of
disclosures into deals.

*  Number of IP released
each year into the market
/ community.

* Numbers of inactive,
declined or cancelled
translation projects.

Financial Sustainability

Income from various
research translation streams
(spinouts, licenses, contracts,
partnerships etc).

Indirect income attributable to
translation outcomes (industry
investment, philanthropic
investment, grants, students
etc).

Ratio of total translation income
to translation support costs.

Reputational

* Outcomes relative to peers
in international rankings
of research translation
and innovations (distinct
from research alone where
possible).

* Impact outcomes as
assessed through national
review activity, including
those led by Australian
funding bodies.
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Number of translation
projects per researcher
full-time equivalent (FTE).

FTE ratio of translation
support staff to
researchers.

Stakeholder engagement
survey scores on ‘value-
adding’.

¢ Total income per translation
support staff FTE.

* Outcomes from peers in a
national survey on
research translation
impressions and attitudes.

Economic Contribution

Local jobs created in
spinouts or as a result of
IP (e.g. additional factory
workers producing new
products).

Foreign Direct Investment
attracted for IP.

Estimated annual impact
on gross domestic
product (GDP).

Stakeholder Engagement

* Net promotor score (NPS)
from industry partners.

*  Number of new opportunity
leads registered.

* Ratio of active industry
relationships to research
projects.

* Proportion of research projects
that are inter-disciplinary.

¢ Stakeholder engagement score
on ‘relationship development’.

Capability

* Satisfaction and self-
assessed capability in staff
surveys on research
translation, partnering and
working collaboratively
with translation support
staff.

* Satisfaction and capability
scores for research staff
as assessed by translation
support staff.

* Researcher job
satisfaction and retention
rates.

RECOMMENDATION 9:

In line with the KPMG report Supporting world-class research translation in Australia, KPMG
recommends the value and impact of R&D investments be assessed against the following measures to
form a holistic view of performance: impact intensity; financial sustainability; reputation; economic
contribution; stakeholder engagement; and capability.
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