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ABSTRACT

In a knowledge-based economy, business performance and overall levels of economic growth are 
increasingly dependent on the development and exploitation of intellectual assets. A number o f OECD 
countries offer tax incentives to encourage and reward business expenditures on intellectual assets. This 
working paper examines the tax treatment of corporate expenditures on selected intellectual assets and 
develops an indicator of the relative generosity of tax systems in OECD countries to such investments. 
Five types of inteilectual assets are considered: research and development (R&D), patents, 
workforce training, software and organisational change. The paper shows that although tax incentives 
have. to date, mainly favoured R&D expenditures, they are gradually embracing other types of intellectual 
assets, especially in those countries that provide more generous tax treatment of R&D. Nineteen OECD 
countries had specific R&D tax incentives in place in 2005, up from only 12 in 1996, and 6 offered tax 
incentives for corporate training. Only one country, Japan, provides a tax incentive for investments in 
information and communication technology, including purchased software. Many countries require 
software to be capitalised and provide some degree of tax relief in the form o f accelerated depreciation 
schemes. Tax treatment of expenses related to the acquisition of patents is similar, with most countries 
requiring the cost of acquiring patents to be capitalised and depreciated over time. Some countries offer 
accelerated depreciation schemes or tax relief on revenues generated by licensing royalties to encourage 
further investment in patenting. Cross-country differences in corporate tax rates and in specific tax 
incentives lead to considerable differences in the generosity of tax regimes to expenditures on intellectual 
assets.

RÉSUMÉ

Dans une économie du savoir, la performance des entreprises et les taux de croissance économique 
globaux dépendent de plus en plus du développement et de l’exploitation d'actifs intellectuels. Un certain 
nombre de pays de FOCDE appliquent des mesures d’incitation fiscale afin d'encourager et de valoriser les 
dépenses des entreprises portant sur des actifs intellectuels. Ce document de travail examine le régime 
fiscal des dépenses des entreprises portant sur certains actifs intellectuels et défmit un indicateur de la 
générosité relative des systémes fiscaux des pays de l’OCDE vis-á-vis de ces investissements. Cinq 
catégories d’actifs intellectuels sont envisagées : recherche et développement (R-D). brevets, formation de 
la main-d’œuvre, logiciels et changement organisationnel. La note montre que, si les incitations físcales ont 
surtout á ce jour favorisé les dépenses de R-D, elles s’appliquent aussi de plus en plus á d’autres catégories 
d’actifs intellectuels, surtout dans les pays qui accordent déjá un régime fiscal plus généreux á la R-D. 
Dix-huit pays de l’OCDE appliquaient des mesures d’incitation fiscale spécifique á la R-D en 2005, au lieu 
de 12 seulement en 1996, et 6 d’entre eux appliquaient des mesures d’incitation fiscale aux dépenses de 
formation des entreprises. Un seul pays, le Japon, accorde une incitation fiscale aux investissements dans 
les technologies de l’information et de la communication, y compris aux achats de logiciels. Beaucoup de 
pays exigent que les logiciels soient capitalisés et accordent á des degrés divers des allégements fiscaux 
sous forme de systémes d’amortissement accéléré. Le régime fiscal des dépenses liées á l’acquisition de 
brevets est similaire, la plupart des pays exigeant que le coöt de l’acquisition de brevets soit capitalisé et 
amorti au fil du temps. Certains pays appliquént des systémes d’amortissement accéléré ou des allégements 
fiscaux sur les redevances de Iicences afin d’encourager les nouveaux investissements dans le brevetage. 
Les diflférences entre les pays en matiére de taux d’imposition des sociétés et de mesures d’incitations 
fiscales spécifiques aboutissent á des différences considérables dans la générosité des régimes fiscaux 
applicables aux dépenses portant sur Ies actifs intellectuels.
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EXECUTIVE SUMMARY

A competitive and stable tax policy can be an effective tool for promoting innovation and creating an 
innovation-friendly business environment. An important step in designing an effective and efificient tax 
policy is to leam from mechanisms and experiences in other countries, particularly those that are 
successful in achieving high innovation outcomes.

This study examines the tax treatment of investments in selected intellectual assets in OECD countries 
and provides a way to compare the relative generosity of tax systems for investments in intellectual assets 
across countries. It examines fíve categories of corporate investments in intellectual assets: i) research and 
development (R&D), ii) patents. iii) worker training, iv) software and v) organisational change.

The report confirms that OECD countries continue to develop fiscal policy tools to promote 
investments in intellectual assets, in particular for R&D and worker training. As market-based instruments, 
tax incentives do not, generally, discriminate between specific projects or investments -  they tend to be 
broadly accessible by business and available for any qualifying activity, although some countries do target 
tax incentives to certain types of firms (small and medium-sized firms, in particular) and certain types of 
behaviour (e.g. collaborative R&D). This approach differs from that used in most grant programmes, in 
which govemment can select specific projects for support, for example those from which it expects large 
spillover effects in the long term or those in particular fields of science and technology. In part, the 
increased use of fiscal instruments to stimulate investment in R&D and other intellectual assets reflects the 
desire of govemments to achieve various national or supranational R&D targets. It is also a reflection of 
govemments’ need to enhance the business environment in order to attract new investment, spurred by an 
aggressive competition for R&D-based investment worldwide.

The following are important fmdings of this study:
• Spending on most intellectual assets -  with the notable exception of patents -  is treated as a 

revenue expense that can be deducted in the year incurred. While most R&D, training, software, 
organisational change and start-up costs can be immediately deducted in the year the 
expenditures are made (i.e. current deduction), there is no such provision available for costs 
associated with patents. which are treated as depreciable assets in the countries examined.

• Most OECD countries have specific tax incentives in place for R&D investments -  19 of the 
27 countries examined (or 70%) in 2006. This figure compares with only 50% o f OECD 
countries examined in 1996, highiighting the growing popularity of this policy instrument. Some 
tax incentives are based on the total level (or volume) of R&D expenditure; others are based on 
incremental increases in expenditure; and some combine volume and incremental approaches.

• Investments in patents do not benefit from any specific tax incentives, other than provisions that 
allow for accelerated depreciation of patent costs. But tax incentives for patents are channelled 
indirectly through broader schemes that encourage investments in R&D and other intangible 
assets. Patents can be an input to, or an output of, R&D processes, which may help to explain the 
relative dearth of patent-specific tax incentives. Patents may already benefit from the R&D tax 
incentives existing in many OECD countries. Other channels also exist for the incentive tax 
treatment o f patents, especially the growing role o f patent donations and tax reductions on royalty 
payments.
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• Corporate training is the next most popular area -  after R&D -  where specific tax credits exist, 
appearing in five OECD countries. While these incentives are not as widespread as R&D tax 
credits, their emergence points to the growing emphasis govemments put today on human 
resource development and lifelong leaming.

•  The main channels for the tax treatment of software are current expensing or accelerated 
depreciation. There is only one country -  Japan -  that provides a tax credit specifically för 
information and communication technology (ICT) investments, including purchased soflware. 
Similar to patents, however, software development expenses that constitute eligible R&D 
expenditures may benefit from tax incentives applicable to R&D expenditures in those countries 
that provide them.

• Organisational expenses benefit from no specific tax credits; however, full deductibility of 
organisational expenses prevails, meaning tíiat this type of intangible expenditure is largely 
treated by tax authorities as current business expense.

ls there any obvious relationship among tax treatments o f different intellectual assets at the countiy 
level? As Table 1 indicates, countries that provide R&D tax incentives are more Iikely to offer incentives 
for other types of intellectual assets. This likelihood dœs not appear to be strong enough to warrant far- 
reaching conclusions, as there is little evidence that selective tax incentives exist for intellectual assets such 
as patents, software and organisational change. There are countries in which national tax-based innovation 
policies seem to be more holistic, however, in particular, Austria, France, Japan, the Netherlands, Spain, 
and perhaps Korea.

The driving force behind this trend appears to be recognition by govemments that R&D does not 
operate in vacuum and as such is not sufficient to bring new products or services to market and increase 
industrial productivity. Other key factors that shape business innovation but lie outside the realm o f  R&D 
include investments in intellectual assets such as patents and patent rights, a skilled workforce and 
organisational flexibility.
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Table 1. Overview of tax credits and add(tional allowancea for intellectual assets In select OECD countries

Counby R&O Acqulred
Patants

Trainlng Softwara Organlaational
Chanse

Austria Volume and 
incremental 
aRowance or 
altemaflve tax credit

-
Addltional 
allowance or 
altemative tax 
credit

Australla Volume and 
incremental 
allowance

- - -

Belgium Investment deduction Investment
deduction

Canada Tax credits at federal 
and province level

Czech Republlc Volume- based 
allowance

-

Denmark Additional atlowance 
on collaborative R&D 
with universities

- - -

Finland - - - -

France Volume and 
incremental tax credit

Incremental tax 
credit

Garmany - - . .
Greece - - _
Hungary Additional allowance

lcetaind - -
Ireiand Incremental tax credit

Italy Volume-based tax 
credit for smaR firms

Japan Volume-based tax 
credits based on ratio 
ofR&Dtosales.

-
Volume and 
incremental tax 
credit

Information 
technology tax 
credít

-

Koraa Volume or
incremental tax credit -

Volume or 
incremental tax 
credit

-

Mexico Volume-based tax 
credit

- - - -

Netheriands Volume-based credit 
on research wages

Investment
deduction

Additional 
allowance (until 
2004)

- -

New Zealand - - - _

Norway Volume-based tax 
credit

- - - -

Poiand Tax credit (coming in 
2006)

Portugal Voiume and 
incremental tax credit

Slovak Republic -

Spaln Volume and 
incremental tax credit

Technological 
innovation tax 
credit

Volume and 
incremental tax 
credit

- -

Sweden - - - .
SwKzeriand - - _

Turkey Investment
allowance

Unlted Klngdom Volume-based tax 
credit

Unttad States Incremental tax credit 
and state credits -

Taxcredits 
avaflable atstate 
level

- -

Notes: “-“ means thatthe country was examined but no pertinent incentive fbund; “blanK* space means that the country informatíon 
was not available for that intellectual asset area.
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Table 1.1. R&D tax credfts in OECD countries, 2004-2005

Country Level of R&D IncrementofR&D Special treatment of 
SMEs

Austria* 8 %
Canada -  federal 20% 35%  of level
France** 5% 45%
Ireland 20%
Itaiy 3 0%  of level
Japan 10-15% 15% of level
Korea 15% 50%
Mexico 30%
Netheriands 14% 4 2 %  of level
Norway 18% 20%  of level

' Portugal* 20% 50%
i Spain* 30% 50%

linited States -  federal 20%
* Altemative refundable tax credit.
"  Tax incentive is based on a combination of level of R&D investment and inaemental increase in R&D investment.

R&D allowances are less popular than credits, with only seven OECD countries offering them. Most 
are volume-based, but Australia and Austria offer a combination of both Ievel-based and incremental 
allowances (see Table 1.2). Denmark and Hungary offer targeted incentives (of 150% and 400%, 
respectively) for collaborative R&D with public research institutions only, while Belgium earmarks its 
incentives for capital assets engaged in R&D. The United Kingdom has a more generous allowance for 
SMEs.

Table 1.2. R&D allowances from taxable income in OECD countries, 2004-2006

Country Level of R&D IncrementofR&D Speclal treatment of 
SMEs

Australla* 125% 175%
Austría* 125% 135%
Beigium 113.5%
Czech Republic 200%
Denmark 150%
Hungary 200-400%
Unlted Kingdom 125% 150% of level

* T  ax incentive is based on a combination of level of R&D investment and incremental increase ín R&D.

Depreciation allowances are a third type o f incentive. Generally, depreciation for tax purposes 
contains an incentive component if its present value of write-offs over time is accelerated or higher than 
the present value of depreciation write-offs used for accounting (book-keeping) purposes. The study does 
not attempt to isolate the value of the incentive component of tax depreciation. Instead. it uses depreciation 
rates which are generally accepted for fixed assets employed in R&D. These rates. which may be 
accelerated depreciation rates or accounting rates, are presented in Appendix l.l.

In summary, this overview confirms the trend that OECD countries continue to invest in fiscal policy 
tools to promote R&D and innovation. In part, this trend reflects the desire of govemments to áchieve 
various national or supranational R&D targets, but it is also a reflection of the need by govemments to 
enhance the business environment in order to attract new investment, spurred by an aggressive competition 
for R&D-based investment worldwide.
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