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Foreword

Biotechnology and the life sciences are creatirogvgn and health benefits based on research
discoveries. The industry is characterised by ldegelopment times, and large investments
are needed before profits are reached. Severatreaihave adapted their tax system to
stimulate the development of innovative companiik tigh R&D expenditure, such as
biotechnology companies. Tax incentives for R&Dnsiiate the growth of innovative
companies by lowering the effective cost of investirin R&D. The majority of OECD
countries provide tax incentives for R&D in thevatie sector and the measure is becoming
increasingly popular.

This report provides an overview of tax incentif@sR&D as they exist today. More
specifically, it presents a thorough comparisotheftax incentive programs that are presently
in place in four countries: Canada, France, Noramy the UK. The report will hopefully

give guidance in implementation of tax incentive®iher countries, with a view to

supporting the development of biotechnology comgmand R&D-intensive companies in
other industries.

The report was prepared as one part of the prérealisation of Young Innovative Company
status, YIC, for biotech companies" supported leyEaropean Commission (Contract No.
LSSB-CT-2005-018768). It is the result of collalimna between national biotech
organisations in five countries: Estonia, FinlalRdince, Norway and Sweden. EuropaBIO is
the sixth member of the consortium.



Introduction

Biotechnology is widely recognised as a key indufdr future growth, as the current
explosion in knowledge related to life sciencesréating a stream of opportunities for
companies to explore. The development promisesragd growth, paralleled by health
benefits in terms of new medicines. It is no wonttlex, in times when traditional jobs are
under cost pressure, governments worldwide ararigdk biotechnology with favourable
eyes.

Biotechnology and the life sciences as a wholetsarfbubble industry”. The rapid increase
in knowledge related to life science is indisputalVith an ageing population and diseases
with no current cure, the market is real. Genentéohgen, Serono and many other
corporations have shown that it is possible toter&age and profitable biotechnology
companies from scratch even though profits may deewff during the first ten years. The
sector is now maturing, and Ernst & Young beliethed the publicly traded US
biotechnology companies could well reach aggrepaiétability in 2008 (Ernst & Young,
2006). There is no reason why Europe could notidbgs well. However, catching up
requires a consistent strategy which concentratesducing key challenges to biotech
growth.

Financial constraints constitute the main challetoge growing biotechnology sector.
Companies have long and expensive development,temestaking a medical drug from
conception to the patient stage may take 10—-2Gs\aad require a billion Euros. As
companies rarely earn money before a product has developed, they must rely on external
funding from venture capitalists or through thecktmarket. The demand for venture capital
is much greater than the supply. This is partitylaue of Europe, where the average VC
investment in high-tech companies is nine times tean in the US (European Commission,
Key Figures, 2005).

A key European concern must be to improve the enuiient for young innovative
companies to grow. This message is not new, antidws repeated over and over again
during the Lisbon process. It is vital to securdyestage funding, to provide small business
grants and to offer an overall growth-friendly Exvironment in which venture capitalists,
business angels and companies feel comfortableimi#sting. Giving tax incentives for
R&D is one attractive strategy that can efficiersynulate investment in R&D companies
with a minimum of market distortion and bureaucracy

Tax incentives for business R&D

Tax incentives for business R&D are widely regardse@n important policy tool to stimulate
private investment in biotechnology and in innowatin general. OECD reports that in 2005,
70% of member countries had tax incentives for R&Bestments in place, including the US,
Canada, Japan and Australia (OECD, 2006). Thedigampares to only 50% of OECD
countries in 1996, highlighting the growing popitlaof this policy instrument. Many
countries have special provisions that also alloprafitable research companies to benefit
from the incentives through tax relief or reducedial costs. Such concessions are
particularly important for biotechnology companias,cash-flow is often a problem many
years after they are formed.

Several European states have introduced fiscahiives for R&D. In France, R&D tax
credits have existed since the 1980s, but the Ydumgyvative Company system launched in



2004 meant a decisive shift in policy towards a Imomore friendly tax environment for the
most innovative firms. The UK has implemented #edént system which also concentrates
mainly on small and medium-sized enterprises (§MEelgium, the Netherlands, Ireland and
Norway are other examples of countries that haygamented fiscal incentives for business
R&D; these all have their own specific profile.

The common rationale behind fiscal incentives f&OCRS to increase industrial investment in
R&D by lowering the cost of such investments. Hoarethe different countries have chosen
strikingly different strategies to achieve a comngoal. It is important to gain an overview of
the practices that function best in order to (Ipriove existing systems, and (2) guide
countries that have not yet put fiscal incentives practice.

This document first puts tax incentives for R&Daitbroader context and considers the main
reasons for introducing them. Overall design isswegdiscussed in order to clarify the
different types of tax incentives in use. The naant of the document, however, compares
tax incentives for R&D in four countries: Canadearkce, Norway and the UK. These four
countries were chosen because they representiftenedt strategies and implementations of
tax incentives. Consideration of their practiced easults should hopefully be helpful to
policymakers working on novel programs for R&D tagentives.

The European Commission defines the category ofomismall- and medium-sized enterprises (SMEs) as
being “made up of enterprises which employ fewantB50 persons and which have an annual turnover no
exceeding EUR 50 million, and/or an annual balestuset total not exceeding EUR 43 million” (European
Commission, The New SME Definition, 2005)



Fiscal incentives versus grants

Tax incentives can be placed in the context ofgyaineasures that are available to
governments in order to support business R&idlirect support can be given through
financing of a strong academic research base dplccpasearch institute®irect support
can be provided through fiscal incentives and grdirected at business R&D.

Table 1. Tax incentives ver sus grants (Sour ce: van Pottelsher ghe de la Potterie et al., 2003; SwedenBIO
analysis)

Tax incentives Grants
Market pull Can be targeted to strategic areas of innovation
= Industry decides where to invest
= Avoid picking winners
= Market friendly

Predictable for companies Better budget control for government
Relatively cheap to administer

Transparent and accessible to business

Comparing tax incentives and grants, these two $ayfdirect support have differences that
policymakers must consideFdble 1). Tax incentives armarket-oriented in the sense that
the public leaves it up to industry to decide whergvest the financial support. The overall
idea is that industry knows best which areas andvations have the potential to grow.
Grants, on the other hand, involve a critical elethd “picking winners”. While grants have
an important role in directing support to stratemjieas, fiscal incentives are arguably a better
way of creating an overall increase in R&D spending

Predictability is a second virtue of tax incentives. As longresdompany fulfils certain
defined requirements, it can rely on the tax ineestto materialise year by year. Tax
incentives thus create certainty—which is a keyas®r businesses when investing in long-
term R&D projects. In contrast, a grant must bdiaddor in competition with other
companies. In a strategy to promote business R&Psiments, predictability is a strong
argument in favour of tax incentives.

Tax incentives can also be made relatiaggessible to industry. There is no need to write
lengthy grant applications to reap the benefit® &kact amount of work required to obtain
support varies with the design of programs. Coaatsuch as the UK and Canada have
invested a great deal of effort in making theirgyeams as accessible as possible to industry,
and to reduce the time and money that companiesspaad on administration.

Budget control is one advantage of grants over tax incentivetheagovernment can decide
beforehand how much it wants to spend. This kingesfriction cannot be put on a fiscal
incentive, as it is impossible to tell the numbecampanies that will claim the tax credit.
Also, estimating the exact cost of a fiscal incemfrogram is difficult as there are often
unpredictable elements such as the carrying forwhlosses to reduce future tax.



Why should governments support business R&D?

There is widespread agreement that R&D investmametbeneficial to society. It is also
recognised that governments can catalyse a posiéivelopment by stimulating business
R&D. The four factors listed below are strong argmts in favour of supporting business
R&D through tax incentives.

= Overcome a market failure in early stage financing
= Promote growth

= Create high-quality jobs

= Health benefits

Market failure. Industry invests less in
R&D than would be optimal for society as
a whole Figure 1). The reason for this
market failure can be broken down into
two factors: R&D spillovers and
information asymmetries in early-stage
funding.

- R&D spillovers happen as the knowledg: actual investment level ~ Optimal investment level
generated within a company spreads to
other businesses and industries. One
example is generic drugs: although the
original innovator is protected for some time, othwill catch up as patents expire and they
reap part of the benefits from the R&D. Becausemames do not themselves get the full
benefit of the R&D investments, they will spendsles R&D than is optimal for society as a
whole. Empirical evidence shows that the spilloeiect exists and that the returns to society
from an increase in a company’s R&D outlays are tdn8s greater than the returns to the
company itself (Griffith, 2000).

Figure 1. Actual industrial investmentsin R&D are
lower than would be optimal to society

- Information asymmetries exist when one party has more information tharother. In
general, early-stage biotechnology companies perf@ry advanced research and investors
can only rarely determine the exact R&D status, thedootential and likelihood of success.
Lack of information increases the risk and redubesnvestor’s desire to fund the company.
Research intensive SMEs within high-risk sectohsas biotechnology are likely to be most
hampered and will have difficulties in attractingernal funding. At the same time, it is
among such firms that we can often find tomorroteshnology leaders - given that they get
the chance to grow.

R&D spillovers increase the optimal level of R&Dvestment, while information
asymmetries reduce the actual level of R&D spendiiogether, this creates a financial gap
between actual R&D spending and the optimal levgjap that is most severe for fledgeling
R&D companies. The goal of tax incentives is touasthis gap by lowering the cost of
investing in R&D.

Growth. Economies are becoming increasingly driven by imatiown. There is a strong
connection between R&D investments in a country gnogvth. However, one effect of
globalisation is that large companies mainly grausale their original home country. It is
crucial that young and middle-sized R&D companiasspfrom being promising to becoming



new sources of growth and job creation. By spurR&®P investments, governments can
promote this development.

Job creation. Many countries have invested heavily in educatiesulting in a current

surplus of people with a science education andilplgssven a Ph.D. In Sweden, the number
of research students obtaining a Ph.D. degree d@hiane increased by 90% between 1991
and 2001 (Enerbaddt al, 2004), and the number of masters students iedhoology has

grown in a similar fashion. These recent investsm@nhuman capital are not being met with
similar efforts to create a growth-friendly climdte potential employers. The current surplus
of talent in biotechnology represents an enormoastevof human resources. Fiscal incentives
for R&D are strictly oriented to promote businessvgth and can be specifically tailored to
create new job opportunities.

Health benefits. Advances in our knowledge the medical and bioscience fields are
happening at an ever-increasing rate. Even s iakgestments are needed to transform
research findings into products and better heBffpromoting private investment in
innovative life science companies, tax incentivisR&D will have the indirect effect of
improving public health in the long term.



Designing tax incentives

Policymakers need to invest time and effort in gieisig tax incentives for R&D in order to
create the desired effect and to avoid bureauciidogre are many potential trade-offs that
must be considered. One involves the challengesaiting a simple and transparent system
while at the same time targeting resources todhtoss in greatest need of incentives.

The architectures of the tax incentives that areecitly being implemented are strikingly
different. Governments may have chosen differeategies because of differences in goals,
industry structure and general tax environment. él@w, programs can also vary
considerably between countries with seemingly sinobjectives. It is important to take a
lesson from the best practices currently in platerder to improve existing schemes and to
avoid mistakes in designing new programs.

Based on policy documents, papers and discussithsnalustry representatives, five
characteristics have been identified which anyinagntive program should possess:

= Generous enough to influence investment decisions

= Predictable enough to enable long-term investment planningdas the incentives

= Simple enough to ensure that companies understand tiyeaons

= Low administrative burden to encourage even small companies to claim theflien

= A clear targeting profile to concentrate resources to where they have tatagt
effect

We will return to these five parameters later ia téxt. However, it is good to keep them in
mind through the next section, which discussesrthim design alternatives available to the
policymaker.

Allowances, credits or other support alternatives

Tax incentives for R&D are most often availablehie form of an allowance, or as a credit. A
less distinct category of support measures camdagogd into what we will call “extended
incentives”.

Tax allowances

Although R&D expenditure represents an investmenttfe future, almost all developed
countries allow complete deduction of current R&penditure, such as costs of materials
and salaries for researchers. A number of couraitiess immediate or accelerated write-off
of capital expenditure such as machinery (e.g.rf§f@2enmark, Canada and Ireland) and
other countries provide accelerated write-off faildings associated with the R&D work
(UK is one example).

More importantly, many countries provide tax allowas for R&D outlay. Companies
investing in R&D can deduct the costs to abovertaetiual value. This reduces the taxable
profit and lowers the cost of the R&D investmenuisé&alia, Austria, Belgium, Denmark and
the UK are examples of countries that provide tbowances. The value of these allowances
for the company will depend on the level of incaiawe that the company is facing.

Tax credits
A tax credit is applied directly to the tax thabising paid. It is specified as a percentage of
the R&D expenditure (e.g. 20% of R&D outlay) antsttredit reduces the tax payable. An



important difference between credits and allowansdsat credits do not depend on the level
of corporate tax. Canada, France, Spain, Ireladd\sorway are all countries that offer tax
credits for R&D, and among the OECD countries, itse@e generally used more often than
tax allowances.

Extended incentives. cash payment and relief of social costs

Companies that are involved in R&D are often stiiny years away from profitability. This
is particularly the case for newly established &inm the life science industry, with their long
development times. Without profit, these firms a gain from tax allowances and tax
credits. Thus, although this group of companidmancially the most vulnerable, they do not
benefit from the standard tools available.

Constructing incentives for unprofitable firms thmegjuires special solutions. One alternative
is to allow companies to carry tax credits andvadloces back or forward in time, to set
against profits in better years. However, carnartgx credit forward makes it less valuable
since time erodes its value. It is important tdiseathat young R&D-intensive firms are more
in need of immediate cash flow than of reducedilix in the future. To support these
companies, some countries provide tax incentivesitih an immediate cash payment. This
Is current practice in Canada, France, the UK aodvidy, for example, with variations in
implementation.

Another option is to relieve the companies of doists related to the R&D expenditure.
Because unprofitable businesses also pay socit fmgheir employees, this measure
provides general support to companies performindpR&he main benefit of the YIC system,
in place in France and Belgium, is relief from sbciosts. French companies qualifying for
YIC status are exempt from paying social costaforesearchers and technicians, but also
for employees in other roles such as managersraptbgees in charge of intellectual
property and judicial matters.

Volume or incremental change as the basis of support

Volume or incremental change as the basis for tatiog tax incentives is another issue.
Fiscal incentives based on volume define the su@soa percentage of the total amount of
R&D that the company is undertaking. This can lead situation whereby governments
support R&D that would also have been carried dthiout the incentives. To encourage an
increase in R&D spending, some countries (e.g. FrancelX8eand Spain) therefore base at
least part of the support on timerease in R&D volume. The credit is calculated as a
percentage of the year-to-year change in R&D exjpened

Governments provide tax relief to increase R&D stugents; thus, basing the support on the
incremental volume change in R&D is appealing. Heavethe theoretical advantage must be
weighed against the relative complexity of an irisenbased on incremental change
compared to one based on volume. A special soligioeeded to handle a decrease in R&D
costs. The tax relief may also be very volatilerfrone year to another in an incremental
system, which creates uncertainty. Most countheseffore prefer a volume-based incentive
program.

Targeted incentives

Many countries have decided to target tax inceatteeSMESs and/or research intensive
companies. The Young Innovative Company systemrande, for example, targets young
companies that devote at least 15% of their outddy&D. Belgium, the UK, Canada, the
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Netherlands and Norway are other examples of cragniinat have a more generous treatment
of SMEs than of larger companies.

Denmark and Norway provide incentives to compatiias collaborate with public research
institutes. The UK has a special tax incentive paogtargeting the development of vaccines
for third-world diseases.

The rationale for targeted incentives is to giveeaima boost to R&D investments in a
specific category of companies. These companieshagarticularly dear to policy makers

or be more likely to suffer from market failuredanformation constraints that cause them to
underinvest in R&D. Targeted incentives to SMEsraativated by SMEs possessing the
highest potential to generate future growth bubhdeestricted by their financial instability

and high risk, which makes it difficult to attractestors.

Qualifying R&D expenditure

The OECD has published recommendations on whatdbeudefined as R&D (OECD,
2002). Most countries use these recommendatiosgeaify qualifying R&D costs but there
are many country-specific definitions—which resuttslifferences in the generosity of the
incentives.

Costs that qualify for tax incentives can be comsd under the following categories:

= Salaries. Most countries include salaries and social chafgeR&D employees in
their tax incentives. The incentive reduces thé abhkiring research personnel and
stimulates the business to invest in new job opmities.

=  Current expenses. Current expenses besides salaries include mateiual, power,
software and much else related to the R&D.

= Capital costs. Some countries allow inclusion of capital costatesl to R&D in
calculating the expenditure.

= OQutsourcing of R&D. Subcontracting of R&D activities and external saleosts are
treated in different ways by tax incentive schemes.

11



Country benchmark

To highlight the different philosophies and desighsax incentive systems, it is useful to
compare existing approaches in detail. This sedmnpares the systems in four countries:
France, Canada, Norway and the UK.

These countries were chosen because they repfesewlistinct approaches to fiscal
incentives for R&D. Learning about these four aggttes should be helpful to any country
considering introducing or improving tax incentiies R&D.

The generosity of tax incentives

All four countries see their tax incentive programan investment that generates long-term
benefits to society, in terms of new jobs and &senues. However, in the short term the
programs give rise to costs through reduced t@asts and direct payments to companies in
a negative tax position. The cost of the tax ineenprogram is a first approximation of the
ambition and generosity in each countfalfle 2).

Overall costs of tax incentives for R&D
Total cost (M€) Total cost/capita (€)
Norway 204 44 .4
Canada 1242 37,9
France 970 16,0
UK 557 9,2

Table 2. Overall costs of tax incentives. Figuresare
SwedenBI O estimates for 2006 based on costs communicated
by theresponsible authoritiesin each country.

Canada has the most generous tax incentive progréeamms of absolute costs, followed by
France, the UK and Norway. However, per capitaywgians invest the most in tax
incentives, followed by Canadians.

A) Biotech start-up B) Growing biotech C) Profitabl e biotech
=2 years old =5 years old =10 years old
=No profit =No profit =Taxable profit of €7 M
=lnvesting €1 M. in =Investing €3 M. in =Investing €5 M. in
R&Dl/year (25% increase) R&Dlyear (10% increase) R&D/year (0% increase)
=80% of R&D-costs are =70% of R&D-costs are =60% of R&D-costs are
salaries salaries salaries

Figure 2. Thethree model companiesused to illustrate the effect of tax incentives on companiesin

different phases of development.

The accumulated cost in each country does natigth about the effect the incentives are
having on R&D activities in any particular compa®uch a comparison is not
straightforward, as thresholds and differencesesigh blur the analysis.
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To give an overall view, we will compare fiscal @mtives based on their effect on three
model companiesH{gure 2). The companies have different amounts of R&Dayytbut each
represents one potential claimant of incentivesdyhg the generosity of fiscal systems
towards each of them will help to give an overatyre.

20 - A) Biotech start-up

Maximum tax relief as percentage of R&D spending

35 33,5

30 - 28,5

25 o 24

% 20 18,2

15

10 4 Figure 3. Tax relief asa percentage of R& D outlay
5 | for a biotech start-up company. All countries

strongly support the start-up company, with
0 : : : France offering the best environment.
Canada France Norway U .K.

The first company is a 2-year-old biotech firm wiRBD costs of 1 M EUR, increasing by
25% since the previous yed&ig@ure 3). We assume that 80% of R&D costs are for empleyee
qualifying for YIC status. All four countries woulaffer this company strong support. France
offers the most favourable environment to this canyp through reduced social costs and a
refundable tax credit. Canada also gives a sizéakleredit, and the UK and Norway are a
little further behind. In fact, although Norway eff§ a tax credit of 18.2% of the total R&D
costs, France is almost twice as generous.

40 - B) Growing biotech

Maximum tax relief as percentage of R&D spending
35 -
30 -
25 + 24
% 20 1 16,9 17,5
15 -
10 - . .
61 Figure 4. Tax relief as per centage of R& D outlay
5 | for a growing biotech company. Canada, France
. and the UK all stimulate growth, while Norway is
0 T T T much less supportive.
Canada France Norway U K.

The second model company is 5 years old with R&Btsof 3 M EUR, increasing by 10%
since the previous yedfigure 4). We assume that 70% of R&D costs are for empleyee
qualifying for YIC status. All four countries, exatethe UK, would contribute less to the
R&D costs of this company than they would to theken company in the first example.
Norway would contribute the same amount in absdkr@s, which reduces the support to

13



6.1% of R&D costs. The UK would refund the samecpatage of R&D costs (24%), and this
makes the UK the most favourable country for thilel company. In France and Canada,
the support would be about 17% of R&D costs.

The final example is a 10-year-old company withxable profit of 7 M EUR, re-investing 5
M EUR into R&D, which represents an increase of 1(8%gure 5). Canada, France and the
UK all offer nearly identical support of close t6% of R&D costs. Norway is far behind and
covers only 3.6% of the total R&D costs.

C) Profitable biotech

Maximum tax relief as percentage of R&D spending

40 -

35 4

30

25 4

0% 20 -
15 4 13,2 14 -
10 4 . .
Figureb. Tax relief as per centage of R& D outlay
5 36 for a profitable biotech company. Canada, France
- and UK all haveincentives of similar size. Norway
0 . . . only offers minor R& D support.
Canada France Norway U .K.
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Details of Countries

Canada

Background

Canada was one of the pioneering countries in usixgncentives for R&D. The Scientific
Research & Experimental Development (SR&ED) taxemiive program, introduced in the
1980s, is a federal program to encourage compangsneral to increase their R&D outlay.
Today, the SR&ED program is the largest sourceedéfal support for industrial R&D
(SR&ED homepage). In addition to the federal pragrenost provinces have supplementary
programs. These will not be considered here.

Design of thetax incentive program
The SR&ED provides tax credit as a percentage alifgying R&D expenditure. The
companies that can claim the credit fall into thyesups:

= Canadian-controlled private companies
= Other Canadian corporations
= Proprietorships, partnerships and trusts

The first group of companies, Canadian-controlledgbe companies, are treated most
favourably and can claim a credit amounting to 35%R&D expenditure up to 1.42 M EUR
(2 M CAD). Additional R&D costs entitle the compattya credit of 20% of the investments.
Other Canadian corporations can claim a crediéb ®f their R&D expenditure. All credits
are taxable.

Businesses with no taxable income can get thetasd payment. The rate of refundability
depends on the tax situation of the company. Smsinesses (defined as those with a
taxable income below 300 000 CAD) are entitledawenthe share of the credit that
corresponds to current expenditure fully refundédevcapital expenditure is partially
refunded. R&D costs over 2 M CAD are refunded kaveer rate.

Canada also allows rapid write-off on capital inwesnts related to R&D. Investments in
machines and equipment required to conduct the R&Dbe written off immediately.

Support targets

The SR&ED program has a broad focus with a cleat tmevards SMEs and innovative
businesses through the cash refund option. Reflmdébms are prioritised and they should
be processed within 120 days, while other clainmstake up to a year. Overall, Canada’s tax
policy favours small companies with a corporat@me tax rate of 18.3% for SMEs and a
rate of 31.9% for other companies (OECD, 2001).

Administration and claim procedure

The SR&ED program is administered by the CanadieweRue Agency (CRA). Companies
claim support by sending in a form reporting aciR&D costs. The form should be submitted
together with the tax return, and within six monbihshe end of the fiscal year.

Claims are reviewed by the CRA. SMEs are priortisethis process, which can take quite

some time (up to a year). Officers from the CRA maeyt the company to investigate eligible
expenditure and to examine the costs claimed.

15



A number of services are available to assist comgan making a claim. This includes a
First-Time Claimant Service to assist small comesutihat are inexperienced in the claim
process.

Eligible R& D expenditure
The following types of expenditure qualify accoglito the SR&ED incentive program:

Wages for staff involved in R&D

Costs of materials used in performing the R&D

Costs of new machinery and equipment purchaseld &

Costs of R&D contracted out

Third-party payments to organizations such as usitres and colleges
Certain overhead costs related to the R&D

Results

Each year, more than 11,000 companies claim sugpogh the SR&ED program.
According to the Canadian Revenue Agency, about @Gb8tose are small business with
claims ranging from 20,000 CAD and 2,000,000 CAD.iAall, support worth 1,800 M
CAD is paid annually, making it a very importanttributor to R&D spending in Canada.

As already noted, Canada is one of the pioneassiig fiscal incentives to spur business
innovation. Today, the Canadian economy is “onmefmost buoyant in the G7
industrialised nations and the policy environmévils the best in the OECD”
(Economist.com, Country Briefings, Canada, Feb @362. Although this is not only thanks
to the SR&ED, it indicates that the fiscal inceavhave been successful.

In 2002, the Canadian Revenue Agency conductedvaysof a large number of businesses
in order to identify strengths and weaknessese®B&R&ED program. Three out of four
respondents said that SR&ED is effective in enogimgaR&D in Canada. More than 50% of
the companies indicated that their profitabilitydi@een increased by the program and 50%
said that SR&ED had helped with cash flow.

Futuredirections

The SR&ED program is continuously being improvedbilaboration between the CRA and
industry. A strategy plan has been developed amulgumprovements will be focused on
three objectives:

= Improve the delivery of the SR&ED program to compan
= Increase awareness of the SR&ED program throughhmorication initiatives
= |Increase the accessibility of small businesseBd@GR&ED program

Work in these directions will contribute to impragi the timeliness of the SR&ED services.
Predictability and consistency of the program Wélstrengthened, as this has been identified
as a key issue among applicants. New initiativesbaing taken to make companies
(primarily SMEs) aware of the system and to faaiéttheir access. Documents and forms are
being simplified to reduce the administrative burdé claiming support.
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France

Background

Like Canada, France is a forerunner when it comeasimulating business R&D through tax
incentives. The main program, “Crédit d'imp6t reatie” (Research tax credit - CIR) was
launched in the 1980s and focuses on companiasyafizae and in any industry. “Jeune
Entreprises Innovantes” (Young Innovative CompaniéC) is a supplementary program
that was introduced in 2004. YIC embodies a rarigeeasures targeting the creation and
growth of young research intensive companies iméea

Design of thetax incentive program

CIR is a tax credit program with a broad focus. Angnpany that is conducting R&D can get
support from the CIR system. The basis for calouethe credit is both the volume of R&D
conducted by the company and the incremental chiantipés volume over time. After recent
modifications to the system, the credit will (fr&006) be equal to 10% of the R&D outlay
and 40% of the increase compared to the average ®&Ry over the previous two years.
The trend is to increase the volume-based pahe$tipport which means less volatility from
year to year, while still offering a clear incemtiio increase R&D spending. The maximum
level of credit is 10 M EUR per year (from 2006 amdvards). This is a sizeable increase
compared to the earlier maximum of 8 M EUR.

Unprofitable businesses can carry credit forwarndethuce future corporate tax. Three years
after the credits have incurred, any remaining adusedits are refunded to the company.

Newly created companies with no profit can obthmefunded credit immediately instead of
having to wait for three years. A company is dafias new in the first five annual tax
declarations, provided the company is not the tedwd merger, a spin-off or anything similar.
This “fast-track” refund can have a very stronduahce on young research companies.

The Young Innovative Company system is, as one might imagine, a measure to strengthen
the growth of young innovative companies. To obMi@ status, companies must be
maximum 8 years old and must be investing at [€3%i of their expenditure in R&D. Public
companies (listed on a stock exchange) are exclirdedsupport.

Businesses that qualify for YIC status profit franbattery of different support measures.
They are exempt from social costs for all employed’&D-related activities (approximately
25% of gross salary costs). The definition of R&ated activity is liberal and researchers,
technicians, patent attorneys, and people workiitig testing are all included, as well as
managers (including the CEO).

YIC companies are also relieved from corporate nmedax for the first three years and pay
50% of normal taxes for the following two years,ta@ maximum of 100,000 EUR in
support. They can also be relieved from local tarésted to the value of properties and
buildings.

Support targets

YIC has an obvious focus on SMEs, and specifiaalyyoung, innovative companies.
However, the vast majority of companies claimingR@re also SMEs (54% of credits are
paid to SMESs). CIR can be very important to yound sanovative companies. The
immediate refund, combined with the substantidugrice that an incremental increase in
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R&D spending has on the tax credit, means thaCtRecan significantly improve the cash
flow for young biotech companies with rapidly groiR&D expenditure.

Administration and claim procedure
To obtain the CIR, companies file a declaratiotheir qualifying R&D costs along with their
declaration of income for the year. The credit muthe final tax for that fiscal year.

Companies are obliged to allocate and keep tracksts so that it will be possible to verify
that a tax credit claim is correct. The fiscal auitres audit the company at intervals to verify
the costs. According to French companies, the iaddit administration required to obtain the
CIR is relatively moderate given the size of thpmart. One company that we have been in
contact with had been audited twice over six yeahsch is not excessive. Another one had
never been audited.

For YIC, companies apply for the status in adva@oece they have been approved, their
monthly payments of social costs are reduced faquallifying employees. YIC therefore
immediately improves the cash flow of the compayydwering costs for personnel.

Eligible R& D expenditure
The following types of expenditure can be inclutiedalculate the credit according to the
CIR program:

Wages for employees involved in R&D (200% of salewgts for Ph.D.s)
Costs of materials used in performing the R&D

Costs of new machinery and equipment

Costs of subcontracted R&D

200% of costs for financing R&D by academia or pubdsearch institutes

The YIC status applies to social costs for everywaeking in R&D plus a number of other
positions. In one French company with 42 employ88f those qualified for relief from
social costs, which indicates that the YIC defontof an R&D employee is generous (France
Biotech, www.france-biotech.org).

Results

The CIR is viewed by French authorities as a kestet)y to keep large companies based in
France and to support the development of SMEs.R&ie expenditure among the companies
claiming CIR has increased from 5,993 M EUR in 18871,335 M EUR in 2003 (the last
year with confirmed data available), indicatingasitive effect on business R&D in France.

Despite the increase in R&D outlay, however, theber of beneficiaries and the amount of
tax credit paid to such companies had decreasadlozd.0-year prior to 2003. This was
attributed to the design of the credit. Until 200% credit was only based on the volume
increase in R&D outlay, and as companies grew loiggd their R&D expenditure levelled
out, the credit decreased.

The changes towards an increasing volume compafi¢hné credit have been accompanied

by a heavily increased budget. In 2005, the co&tlBfwas about 730 M EUR, a considerable
increase from 480 M EUR in 2004. Recent changasteven larger volume component will
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increase the cost by at least 100 M EUR per yelaichwmeans very strong support to French
R&D companie$

In 2004, the first year that YIC status was avadaB62 companies gained this status—which
involved a total of 4,880 employees (Ministere déi a la Recherche, 2005). Such
companies are by definition research-intensive,raady are active in the life sciences. The
total cost of the YIC program has been about 400Rper year, but is expected to increase
to 120 M EUR in 2006

France Biotech has reported the cost saving irspeeific biotech company qualifying for
the YIC status (www.france-biotech.org). Thank¥'t€, the company saved 17% of total
labour costs in 2004, which implies a total sawah@50,000 Euro—equivalent to 8 full-time
employees. During the year, the company decideddmuit 8 new employees.

Futuredirections

France has considerably strengthened the incerfovésnovation over the last few years and
there is no reason to believe that this trend maticontinue. One issue is an extension of the
YIC status to include also companies that have bie@ugh an Initial Public Offering (IPO)
and are listed on a stock exchange. YIC statugrigwtly only available to privately held
companies, which is a disincentive to take higlirte@mpanies to the stock market.

? Declaration by Ministry of Industry, Dec. 15 2005,
http://www.industrie.gouv.fr/portail/ministre/deghp?decl_id=3426
% Declaration by Ministry of Industry, Dec. 15 2005,
http://www.industrie.gouv.fr/portail/ministre/deghp?decl_id=3426
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BOX 1. Neuro3d

Neuro3d is a young French pharmaceutical compaatydévelops innovative treatments
for central nervous system disorders. The compasytwwo candidate substances in phase
Il and phase I clinical trials, and other molecides in pre-clinical development.

Neuro3d was established in late 2000, and has gnapidly. Today, 35 people are

directly employed full-time. A total of 55.3 M EURas been raised in three rounds to
finance the development, supplemented with a titabout 2.0 M EUR received in cash

advances and grants from government-related orgjzons.

The French tax system has clearly supported NeurA8dording to Mr Julien Coste,
CFO, Neuro3d qualified for nearly 3.8 M EUR in tevedit during the first three years of
activity. When the company closed the third rouhdirancing in 2004, its cash position
was not much higher than this. Without the capitgction from the tax credit, the
situation would have been much more uncomfortadalgs Mr Coste.

Neuro3d has benefited from the design of the Fre@tR system, which encourages
increases in R&D spending. In 2001, 50% of theileligR&D costs were returned as tax
credit! Being a young company, Neuro3d has beee #@bklaim the credits as a refund
without having to wait for three years.

Neuro3d is also qualified for exemption of socibages from the YIC status. Mr Coste
says that YIC is reducing gross salary costs biy mdre than 11,000 EUR per employee.
The saving is immediately strengthening the cash.fl

According to Mr Coste, the CIR and the YIC systam laoth very favourable for growing
biotech companies. The administrative effort neadaedoderate and can also be handled
by a small company. Even though these tailor-madés tcould still be improved, they
already provide a great amount of support to higteqtial but fragile innovative
companies.
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Norway

Background

The Norwegian government has expressed its amhgiosach R&D investments of 3% of
GDP in 2010, a considerable increase relativeaathrent level of 1.64% (Eurostat data,
2004). Industry should contribute two-thirds of 8%, which means that business R&D in
Norway must double from 0.9% of GDP in 2004 to 2660P six years later! A key
instrument in achieving this bold objective is BlatteFUNN (Tax fund), a tax incentive
program for business R&D.

The predecessor of SkatteFUNN (called FUNN) wa®dhiced in 2001 and was a grant-
based form of support with a limited budget of 200NOK. SkatteFUNN was launched in
2002 as a tax credit program for SMEs. One year,lgte program was extended to include
businesses of any size.

Design of tax incentive program

SkatteFUNN is a tax credit program through whicmpanies can have up to 20% of their
R&D expenditure financed. Support is given for agfied R&D project rather than for R&D
costs in general. The total R&D budget for the @comust be limited to 0.5 M EUR (4 M
NOK), or, in cases where the project is a jointatmbration with an approved research
institution, 1 M EUR.

An SME can have a maximum of 20% of the R&D costthe project covered by the credit,
while the level for large companies is 18%. Thisniets the support to 0.1 M EUR (0.2 M
EUR if there is collaboration) for SMEs and slighitss for large companies. It is possible
for a company to claim support for several R&D pob$ simultaneously but the total support
cannot surpass the maximum limits.

Support targets

Compared to other systems covered in this reviéait&FUNN has a broad focus. Support is
distributed to a very large number of companieallisorts of industries, but the injection
given to each one is moderate in size. For instan@004 6,009 Norwegian companies were
recipients of support while only 2,760 French comea received the CIR tax credit (in 2003).
Yet the CIR budget is much larger, and has a maxirtax credit of 10 M EUR, considerably
more than the maximum of 0.2 M EUR given by thetEJNN.

The conclusion is therefore that Norwegian policlkera consider it more important to reach
a wide range of businesses than to target highdegtpanies with significant amounts of
support. By restricting the overall support, SKati&lN has (by design) only a marginal
effect on R&D-intensive companies that have pasisedtart-up phase and need large R&D
investments. The system is therefore not partiufeaendly to the biotechnology sector.

Administration and claim procedure

SkatteFUNN is administered by the Norwegian Re$e@auncil and Innovation Norway.
Companies claim support by submitting a descriptibtine project along with company
details over a web-based system. All claims areevead and the official target is to give an
answer within two to three weeks of the applicatiate.
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Companies can claim support from SkatteFUNN attamg of the year. R&D costs that are
approved give a reduced tax bill for that yeath# final tax bill is negative, the company
receives the support as a payment.

The companies must report final and audited pragests. Recent changes to the scheme
require that the companies report the allocatiopes§onnel to the project for each day. While
this may be reasonable for traditional busineseaducting a small R&D project, it could
cause frustration among biotech companies that&ld &1d nothing else.

BOX 2. Clavis Pharma

Clavis Pharma is a Norwegian drug discovery busingth headquarters in Oslo. The
company develops drugs based on its proprietarid \Mgctor Technology. The primary
strategic area is oncology and Clavis Pharma isently conducting phase Il clinical
trials in the US and Europe with its lead drug d¢datt ELACYT, in patients with
metastatic malignant melanoma. A range of othercamicer drug candidates are in the
pipeline, many at the late pre-clinical stage. @&®harma also has projects targeting viral
and inflammatory diseases and one of these sulestasin phase | trials.

12 people are currently employed full time by tleenpany and more than 90 people are
involved in subcontracting or advisory functionsieTcompany focuses entirely on R&D,
with total costs of 35 M NOK in 2005.

Clavis Phama has so far raised $19 M from the ntiwe/ners. A main challenge for the
company will be to attract additional resourcestake the current portfolio through
clinical trials and perhaps strike a deal withrgéapharmaceutical company.

How is SkatteFUNN stimulating the growth of ClatAkarma? The company is receiving
maximum support (1.6 M NOK) for a project beingra out in collaboration with a
research institute. Ole Henrik Eriksen, COO of @avharma, says that the support is
equivalent to the cost of 1-2 employees, and allbmwgirm to do a bit more R&D.

However, SkatteFUNN is not having a significanteeffon the company’s possibility of
attracting funding or significantly acceleratingetdevelopment. The current support of
1.6 M NOK is marginal relative to the total costs36 M NOK.

Ole Henrik Eriksen believes SkatteFUNN should narits focus and direct more support
to fewer companies. Biotech companies like Clavisirfha are unprofitable high-risk
ventures with huge potential. Yet, today such camgssm are no more stimulated by
SkatteFUNN than a cash flow positive businesstima@itional industry.

Eligible R& D expenditure
SkatteFUNN co-finances R&D projects that aim tcateenew knowledge or information that
can lead to new products, services or productiothouaks.

= Salaries for employees involved in the R&D anddmanistration directly related to
the R&D

= Costs of materials used in performing the R&D

= Costs of new machinery and equipment

= Costs for consultation or other services relateiti¢oR&D
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Results

SkatteFUNN is indeed a veritable effort to spur\Weagian business innovation. SkatteFUNN
investments have grown rapidly: from 700 M NOK B0D2 to an estimated 1,600 M NOK in
2004 (another estimate is 1,800 M NOK) [NIFU STEBQ5; SkatteFUNN presentation,
2005]. For 2005, the costs were expected to lewebpat least increase more slowly. Sixty
per cent of the claimants are companies with less 10 employees, and these receive about
40% of the support, which highlights the spreatheftotal support over a large number of
companies (NIFU STEP, 2005).

SkatteFUNN is being evaluated in a project thauisently still in progress, with the final
report due in 2007. The evaluation will, for exampbok at whether SkatteFUNN is actually
giving rise to new R&D projects and define the retan the projects being financed.

Evaluation of SkatteFUNN to date has indicated sitpe effect on R&D spending. In one
survey, 80% of the respondents indicated that ptejiney had received support for would
not otherwise have been carried out. Seventy-twa@eat said that SkatteFUNN is central to
the company’s strategy for growth (SkatteFUNN pnéstgon, 2005).

These numbers are impressive, and SkatteFUNN im@ortant contribution to business
R&D expenditure in Norway. It will be interesting see the final results of the evaluation
due in 2007.

Futuredirections

SkatteFUNN is being evaluated and discussed amaomgdgian policymakers. It seems to
have gained strong support as a key instrumenbmvaly’s effort to increase innovation. The
most crucial question for the future is the tradfebetween giving everyone a small share of
support and increased concentration on high-greathpanies with large R&D investments.
However, large changes to the program are unlikefgre the latest data become available in
2007.
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UK

Background

Tax relief for R&D was introduced in the UK in 20G0 stimulate SMESs investing in R&D.

In 2002, the scheme was enhanced to include langganies also. A special tax credit was
also introduced to promote investment in R&D legdim vaccines for third-world diseases.

The tax incentive program is a key component inliKegovernment’s ambition to raise
R&D investments to 2.5% of GDP in 2014. This israrease of more than 30% from current
levels, and is to be achieved mainly through hidgéeels of business R&D investments.

Design of tax incentive program

The UK government and the responsible authoritee® hnvested considerable time in
designing the tax relief. The main ambition hasnbeecreate a system that is simple and
market-based. It is repeatedly stated in policyudeents that the government should avoid
“picking winners” and leave it to the market totdisute the resources to those companies
having the largest chance of becoming future wisiner

The UK tax incentive program is based on tax alloves. SMEs can deduct 150% of eligible
R&D costs and large companies are allowed to deti26%. The rules for deducting capital
investments related to R&D are among the most geisen Europe, and permit immediate
write-off of investments in buildings and equipment

Unprofitable SMEs are offered their tax incentiassan immediate refund. This option is
exercised by many research companies in need a@birad cash flow. Instead of carrying
150% of the R&D costs forward to reduce future satbe SMEs can choose to have a credit
worth 24% of the R&D expenditure as a cash injectio

What is the value of the 24% tax refund? SMEs acefj 19% tax on their corporate tax
income. The potential value of the tax deductiotnéefore close to 30% of the R&D costs
(150% multiplied by 19% = 30%). Choosing the refumeans that the SME is having £24
per £100 of R&D outlay today, rather than £30 sdime in the future. Improving the
immediate cash flow comes at the expense of a voarsle flow later on.

From the point of view of the UK taxpayer, the palgacredit means an investment in future
tax streams. For each £24 credit that the UK giwestimulate business R&D, the country
reduces potential future tax claims by £30. In &ioj the refund stimulates the growth and
success of SMEs.

Support targets

The UK tax incentive program for R&D is clearly re@supportive to SMESs than it is to larger
companies. SMEs are, however, the only favouredmes the UK authorities consider
simplicity in program design to be very important.

Administration and claim procedure

British companies claim the tax relief as parthait tax declaration. The system relies on
self-assessment of the tax relief that the compmentitled to get. A proportion of claims are
subject to detailed checking, which can lead to eydmeing demanded back where the self
assessment was proven incorrect.
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Eligible R& D expenditure
The following types of costs qualify for R&D reliatcording to the UK tax incentive
program:

= Staffing costs for R&D employees

= Costs for materials, water, fuel and power for R&D

= Software used directly for the R&D

= Subcontracting of R&D activities

Capital expenditure cannot be included for R&Deatklbut may qualify for a 100% R&D
capital allowance.

Result

The UK introduced tax incentives for SMEs in 2080d extended the scheme to large
companies in 2002. In December 2005, 17,580 claimasbeen filed by SMEs (statistics, HM
Revenue & Customs, 2006) and over 2,000 claimghfotarge company scheme. In total,
SME claims were worth £903 M and large companiesdi@med tax relief of over £530 M.
Close to 90% of the support to SMEs came througtpttyable credit, which shows the
importance of the refund.

The numbers illustrate that the tax relief is apamant form of support to business R&D.
With increasing awareness of the tax relief, thenlpers have increased year-by-year.

Is the UK tax relief successful in boosting R&D éés”? Published data have shown growth in
R&D spending among companies performing R&D, andi@darly strong growth in the
critical segment of medium-sized companies. Thasyben 2001 and 2005, the R&D
expenditures in UK companies with less than 1,00pleyees was close to 60% (HM
Treasury, HM Revenue & Customs, 2005). The datalatghlight the emergence of the
R&D-intensive firms in sectors that are not trazhtilly R&D-intensive.

In 2005, a survey was conducted among nearly 1R&D companies (Clemens et al, 2005).
According to the responses, the tax incentive haseainfluence on business R&D decisions.
The majority of respondents said the tax relief &fielcted their investment decisions and
influenced the level of R&D carried out. The indeathas made it possible to conduct
longer-term projects (according to a third of thewers) and riskier projects (a quarter of
answers). It is also interesting to note that 16%e respondents said the tax relief had made
it possible to attract R&D projects from abroadi@prevent the transfer of research to
facilities to other countries.

Predictability is a strong point of the UK tax efliaccording to the survey. Of the companies
that had made a claim, almost 90% were succeddiid.encourages long-term planning
based on the fiscal incentive.

Futuredirections

The survey mentioned above was part of a thoroagiew of the tax relief program in order
to identify areas for improvement. Overall, theiegwshowed strong support for the existing
system and did not indicate that any major chamgee needed:

“The simplicity of the UK’s R&D tax credit, its impving consistency in delivery, and
the growing stability around it as companies becagmistomed to the scheme, are major
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strengths that will increasingly enable firms taldhthe value of the tax credit into their
investment appraisal decisions. The Governmentnaiilat this time consider any changes
to the SME scheme that might compromise these tkkeggths” (HM Treasury, HM Revenue
& Customs, 2005)

Any future improvements will therefore be withiretramework that already exists:

= To improve the SME tax credit without losing thplicity of the system. A swifter
delivery of the payable credit is one possible iowement, as recipients are often in
immediate need of the cash-flow

= To consider broadening the group of companieshteaéfit from the enhanced relief
and payable credit, in order to include also thpdrtant segment of medium-sized
companies

= To monitor the effect the tax relief is having twe decision of firms to locate R&D in
the UK. A sizeable proportion of respondents sh@ltax relief did influence such
decisions, and if this picture holds true, oneraliéve might be enhanced tax relief
for large companies.
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Conclusion

Canada, France, Norway and the UK all have taxiimnes for business R&D, each country
with its own particular design. All four countrie&ew their incentives as being a key
component to ensure future innovation and growtd,with the passage of time, have made
their systems even more generous.

It is not yet possible to fully judge the effecttbé incentives in terms of growth and
increased R&D investment. This is partly becausentieasures were implemented relatively
recently (France, Norway and the UK) and partlyduse the incentives cannot easily be
isolated from other effects. The overall picturehiswever, that the programs have catalysed
investments in R&D which support innovative comgasnand create new job opportunities.
The fact that the four countries are continuousliysting their systems to make them
increasingly generous indicates a strong beli¢héir positive effects.

Canada France Norway UK
Generous, in particular to | Generous overall, but| Medium - future tax
Generosity High young and fast growing very low maximum |deductions surrendered
R&D companies support for refund today
Predictability High High High High

Administrative

Moderate Moderate Minimal Moderate
burden
. . Thresholds complicate| Based on incremental . .
Simplicity the system level and many thresholds Very simple Simple
SME Hintensi General
. s, research intensive
Targeting SMEs companies Collaboration with SMEs

research institutes

Table 3. Summary of tax incentive programs with respect to five critical parameters

Table 3 summarises the comparison with respettetdive parameters identified earlier.
Overall, Norway has the most generous programdgeita); however, money is spent on
relatively many companies. In fact, among the coest Norway offers by far theast
favourable conditions to a biotechnology comparsnsing 3 M EUR on R&D per year.
Canada, France and the UK would all stimulated¢himpany by effectively lowering R&D
costs by approximately 15%, compared to 6% in Ngrwa

Predictability of support is critical for long-terptianning. All four countries do well with
respect to this parameter. The same is true ofrastrative burden, which seems reasonable
in all countries given the size of the support.

Simplicity in program structure is critical, andrppeularly important to encourage small
companies to apply for support. Simplicity is theemtive word throughout the UK tax credit
program, but Norway also has a system with minicoahplexity. France and Canada have
more complex programs with respect to how the lefsupport is calculated. While
complexity may theoretically improve programssiour belief that simplicity is critical in
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ensuring that many companies will benefit from shpport. The Norwegian SkatteFUNN
seems particularly simple, accessible and managdéabtompanies, which could explain the
large number of companies that are benefiting fileenNorwegian tax support.

All countries except Norway are explicitly targegfiSMEs through their increased support.
As SMEs are financially the most vulnerable and alffer the largest opportunities for future
growth, it is reasonable to spend most of the nessuon this category of companies. The
French YIC system differentiates companies by aganly companies younger than eight
years qualify for support. It is difficult to seetlogic in categorising by age. Why should a
nine-year-old company be less entitled to supanm &an identical seven-year-old company?

Importantly, all four countries offer a payablediteas an option for companies in a negative
tax position. The countries differ largely in thmihg of the payment of this credit, which is
an important consideration, as R&D companies needash flow rapidly. The French YIC
system compensates companies every month by exanfpiim social costs for employees.
Canada is the slowest in compensating for R&D gutla

To conclude, all countries have their own systehe Tanadian and French programs have
evolved over a longer period of time, are generbussuffer from an accumulated amount of
complexity. The French YIC system, launched in 2@@uld probably come to be adopted by
many other countries. Although it is not a per@atem, its immediate effect on cash flow
and focus on the most innovative companies malas dittractive alternative.

Norway has perhaps the simplest program; howelemiaximum support level is much too
low to have a substantial effect on the biotechgwladustry. Norwegian politicians may
want to ignite innovative flames within existingofitable companies rather than create a
strong industry within very R&D-intensive areasa8&FUNN might then be the right choice.
However, within the current program, there is & tigat taxpayers’ money is used for R&D
that would have been carried out in any case, rétia@ being used to stimulate the most
innovative and financially vulnerable firms. Thea&ation that is due in 2007 will answer
these questions.

The UK tax relief program is simple in design ardéd on self-assessment of R&D outlay
coupled with regular inspections. Companies witlpradits can receive a payable credit
today against surrendering their right to futusedaductions, a solution that is reasonable for
taxpayers as well as companies. The program itheanost generous; however, countries
copying the UK system can adapt the program totkeit budget and level of ambition.
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BOX 3. The short-term cost of supporting innovation

A Swedish drug discovery company, currently empigyapproximately 25 people, has
key substances near phase 1 clinical trials. R&Biscare approximately 30 M SEK per
year and the owners have so far invested approglyn200 M SEK in the company.
Another 200 M SEK will probably be needed to reagktainable growth.

If Sweden adopted the UK tax relief system, the R&i3ts would entitle the company to
a payable credit of about 7 M SEK, equivalent tauat salaries for 10 new employees.
This would be very supportive to the growth of tempany. What would be the actual
costs for the Swedish government?

Figure 6 illustrates short-term costs and benédithe Swedish government. 50% of the
tax relief would be returned to the state as samats and personal income tax for the
new employees. On top of this, the state would fiterfeom lower costs for
unemployment (current unemployment rates for Swedi®logists and chemists are
above 10%, (SACO, 2006)). Assuming the tax relietild generate 5 entirely new jobs,
costs for unemployment could be reduced by appratéim 1 M SEK per year.

Actual cost to government

Reduced cost for unemployment

Employer’'s income tax

Payroll tax

Costs Benefits

Figure 6. Direct benefits to the government would compensate for approximately 70% of the cost of a
tax incentive program in Sweden.

A stimulation of innovation worth 7 M SEK would “sti the government only 2.5 M

SEK, i.e. 35% of the apparent cost. This 35% isnaestment in future growth and job
opportunities that would generate far-reaching dyioeeffects far beyond the short-term
costs.

* This example is general although modelled witle particular company in 